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China Al value chain — sustainable Al investment drives better ROI

Accumulate Al leaders Alibaba, Kingdee, VNET

We believe the global generative Al market is at a turning point, with wider adoption in our
society and the economy, and all major Al players are striving to build more sustainable
monetization models to drive better ROIl. We believe global LLM players will continue to train
closed-source LLMs to target AGI (Artificial General Intelligence), while China's LLM
players are leveraging open-source LLMs to strengthen their ecosystems. We think the Gen
Al business frontiers would be further expanded to mission critical applications such as
finance, healthcare, autonomous driving and robotics. We believe the token economy model
is driving sustainable profitability and ROI for LLM and hyperscale platform companies, and
estimate token market revenue will grow from USD136bn in 2025F to USD1.35tn in
2030F. We think standalone LLM platforms could generate as high as 30% EBIT margin
in 2030F, and hyperscaler Al cloud platforms could generate as high as 47% EBIT
margin in 2030F. We recommend Al platform, infra and software leaders Alibaba
(9988 HK / BABA US, Buy), VNET (VNET US, Buy) and Kingdee (268 HK, Buy).

In this anchor report, we attempt to answer the following:
« Where are we now in the global Generative Al development cycle?
« What are the “killer apps” for sustainable monetization opportunities?

« What's the profitability and ROI outlook of different Gen Al business models?
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Fig. 1: Stocks for action
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Fig. 2: China Al value chain peers
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Risk factor: lower-than-expected ROI; slower-than-expected Al monetization progress
While Al demand looks robust, we caution that more intensified competition, surging costs
of computing power, as well as slower-than-expected improvement of LLM intelligence
may lead to lower ROI of major LLM players. For Al application players, we are concerned
about the challenging environment in China for their Al monetization process, which may
be slower than expected due to intensified market competition and lackluster purchasing
power from end-customers due to weak macro environment. For IDC (Internet Data
Center) players, we do not rule out the possibility of potential oversupply in China, as
multiple parties, including government, SOEs, and private sector players are all pushing

for IDC rollouts.
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Gen Al and LLM development and future trend

LLM development: comparison of current state-of-the-art
LLMs in US and China

More than three years have passed since OpenAl launched its widely-accepted product
“ChatGPT”" in end-2022 and ignited the global race for generative Al, yet the competition
for LLMs is only becoming more intense. As large tech companies and Al startups
continue to invest intensively in LLMs training and inference following the three scaling
laws (pre-training scaling, post-training scaling and test-time scaling law), we think LLMs
and multi-modal models training and upgrades are still among the major goals for the Al
model industry in 2026, acting as cornerstones of Gen Al application development in
various industries. However, we also think the learning curve of LLMs has become flatter,
while the gap between closed-source LLM and open-source LLM is narrowing.
glq:ed-source LLM development: OpenAl / Google Gemini / Anthopic / Bytedance /
aidu
Currently, in the global LLM market, there are two major camps: closed-source and open-
source LLMs. For closed-source LLMs, OpenAl’'s GPT series, Google's (GOOG US, Not
rated) Gemini and Anthropic’s (unlisted) Claude are the mainstream LLMs in overseas
markets, while Bytedance’s (unlisted) Doubao, Moonshot’s (unlisted) Kimi, and Baidu's
(BIDU US, Buy, Covered by Jialong Shi) Ernie are the top players in China. As illustrated
in the below figure (LLMs development timeline), we note that these LLM companies have
slowed down the pace of model iteration since 2026, and most likely are focusing on
advanced technologies such as agentic capability and complex coding capability, and
commercialization of LLM models.

Fig. 3: Major closed-source LLMs development timeline
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Currently, most closed-source LLMs such as GPT, Gemini, Ernie and Doubao have been
upgraded to multi-modal models from text-based models, which means they can
understand multi-modality inputs such as text, image, speech and even video input, and
generate multi-modality outputs. The latest versions of these mainstream LLMs strive for
stronger complex reasoning and agentic capabilities to handle more complex tasks, and
are committed to expanding the context window to handle larger amounts of information.
From Anthropic's latest release of Fable 5, it is clear that the development direction of
SOTA Al models is leaning toward software engineering, long-task agent capabilities, tool
collaboration, and visual reasoning. In benchmarks close to real engineering and long-
term task execution, Fable 5 leads across all categories in software engineering, Fable 5
can compress tasks that would normally take months into just a few days, and in terms of
visual reasoning, Fable 5 can perform complex visual tasks based on provided charts.

Fig. 4: Claude Fable 5 benchmarking test results
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OpenAl launched GPT-6 Astra on 4 September 2026, pre-trained on more than 100k
GPUs at Stargate site in Texas. From answering questions to autonomously completing
complex professional tasks, GPT-6 Astra is further advancing OpenAl's previous visions
for agents and AGI into reality, with capabilities of math, coding, agent, computer use and
others reached top among peers, according to its benchmarking test result. Additionally,
OpenAl stated that Astra has reached its internal "critical" cybersecurity capability
threshold for the first time, meaning the model can identify previously unknown software
vulnerabilities and develop exploitation methods with minimal human intervention. Astra
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will not make all its cybersecurity capabilities available to all users. Through the Daybreak
program, OpenAl will first provide more advanced cybersecurity capabilities to select
organizations, while adding stricter security protections in versions aimed at regular
paying users. Astra costs USD10 per million input tokens and USD50 per million output
tokens, which is 2.5 times Sol’s current promotional price, while it matches Anthropic’s
pricing for Fable 5.1.

Fig. 5: GPT-6 benchmarking test results
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In terms of video generation large models, OpenAl launched SoraZ2 in September 2025,
achieving a "system-level upgrade" in terms of realism, camera control, audio-visual
synchronization, and security. Meanwhile, Google released Veo 3.1 in October 2025,
which features enhanced narrative and audio control, as well as richer input and editing
capabilities. Unlike OpenAl's Sora, which focuses on end-to-end generation, Google's
Veo 3.1 + Flow platform is more like an "Al creative workbench.” Sora is like an Al
camera, where users can input text and output video, while Veo 3.1 + Flow is equivalent
to a combination of an Al editing console, colorist, and sound engineer. In China,
mainstream video generation models include Kuaishou's (1024 HK, Neutral, covered by
Jialong ShiL) Keling and Doubao's Seedance. Kuaishou released the Keling Al 2.0 video
generation model and the Ketu 2.0 image generation model in April 2025, and the Keling
3.0 series was released in January 2026. Keling 3.0 covers the entire workflow, from
image generation, video generation, and editing to post-production. On the other hand,
Doubao launched Seedance 1.0 pro video generation model in June 2025, and released
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downloads, a 4.1x increase y-y. Global developers build Al applications based on open-
source models, creating technology diffusion effects and accelerating innovation and
iteration at the application layer.

Open source vs closed source LLM

To compare open source and closed source LLMs, we note closed-source LLMs were
predominant in the market in the early stage with better performance. However, as the
open-source model camp led by Meta’s Llama series and DeepSeek becomes stronger,
open-source models now account for more than half of all foundation LLMs, and the
performance gap between open-source models and closed-source models is gradually
narrowing. Although the overall score gap has narrowed, there remains a clear gap
between open-source and closed-source models in core dimensions such as high-
difficulty reasoning, professional coding, and knowledge accuracy. According to Artificial
Analysis, open-source models scored 34%-36% on Humanity's Last Exam (complex
reasoning) tests, while GPT-5.5 reached 44%. In the TerminalBench Hard (agent coding)
test, open-source models scored 43%-46% and GPT-5.5 reached 61%. In the AA-
Omniscience (Knowledge and lllusion) test, open-source models mostly had negative to
positive single-digit values, while closed-source models generally exceeded +20.
Moreover, according to 2026 Al Index Report, as of March 2026, the top closed-weight
model, Claude Opus 4.6 (1,503), led the top open-weight model GLM-5 (1,454) by 49
points (3.4%). However, open-source models outperformed closed-source models in
terms of cost-effectiveness. Top open-source models perform close to top-tier closed-
source models, costing only half to one-sixth their cost, giving them a greater advantage
in commercial deployment. This could be validated by Fig. 9 showing a signifiant
increase in the token consumption of the Deepseek model driven by the official release of
Deepseek-V4-Flash with a leading cost-performance balance.

Fig. 7: Number of notable Al models by access type, 2014-2025
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Fig. 8: Performance of top closed models vs open-source models

Performance of top closed vs. open models on the Arena
Source: Arena, 2026 | Chart: 2026 Al Index report
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Fig. 9: Daily token volume on OpenRouter platform by model type
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LLM in next stage: AGI & Al agents, industrial
models and Edge Al

AGI development, roadmap and timeline

AGI (Artificial General Intelligence) is one of the ultimate goals for the Al industry, in our
view. There are three levels of AGI, according to a paper named “How Far Are We From
AGI?” (link): Level-1: Embryonic AGI usually performs better or on par with humans at
specific benchmark tasks; Level-2: Superhuman AGI has the ability to fully replace human
in real-world tasks and applications; Level-3: Ultimate AGI can fully self-evolve without
any human intervention given a certain goal. The current state-of-the-art LLMs are only at
level-1, which means their performances are only equivalent or better than humans at
specific benchmark tasks. Since 2H24, technology breakthroughs in Al agents have
further pushed LLMs towards high-level AGls. Most current Al Agents are single agents
processing simple tasks, while advanced Al Agent platforms could perform as multi-
agents. For example, the Magnetic-One system launched by Microsoft (MSFT US, Not
rated) adopts an Agent hierarchical structure, dividing the work between management
Agents and professional Agents, and may enable seamless collaboration of millions of Al
Agents in the future. We believe that an Al Agent will be able to process multi-step tasks,
automate repetitive tasks, and may have human-like reasoning capabilities.

Fig. 10: Main characteristics of three levels of AGI
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OpenAl's LLM roadmap can provide a glimpse towards AGI, and the process of realizing
AGI can be divided into three stages. The first stage is a unimodal system, such as
language model, visual model, voice model, and each modality is developed
independently. The second stage is the multi-modal model. However, the models can still
be divided into two categories based on their capability for multimodal input / output: one
is the multimodal understanding (input) model such as GPT-5, and the other is the
multimodal generation (output) model, such as Sora 2. We expect that these two
capabilities will be further integrated in the subsequent development of LLMs. The third
stage will focus on the interaction between the LLMs and the physical world, as well as
the ability to process complex tasks. Specifically, in phase three the LLMs may be
combined with robotics to approach the physical world and perform human tasks.

10
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Fig. 11: OpenAl AGI roadmap
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Al agents development, roadmap and timeline

Al agents are autonomous programs that perform tasks, make decisions, and respond to
stimuli in their environment without requiring direct human intervention. Traditional LLMs
generate responses based on the data used to train them and are bounded by knowledge
and reasoning limitations, while agentic technology uses tool calling on the backend to
obtain up-to-date information, optimize workflow and create subtasks autonomously to
achieve complex goals. In this process, the autonomous agent learns to adapt to user
expectations over time.

In general, a LLM-based agent comprises three components: brain, perception, and
action. Serving as the controller, the brain module undertakes basic tasks like
memorizing, thinking, and decision-making. The perception module perceives and
processes multimodal information from the external environment, and the action module
carries out the execution using tools and influences the surroundings. The abilities of Al
agent systems include: (1) perceiving and predictive modeling; (2) planning and decision-
making; (3) self-learning and continuous improvement; (4) execution and interaction; and
(5) personal and collaborative.

According to Roboraction.Al, Al agents can be categorized into five levels based on
generality and performance. L1: rule-based Al; L2: reinforcement learning-based Al with
additional reasoning & decision-making; L3: LLM-based Al instead of RL-based Al,
additionally setting up memory & reflection; L4: based on L3, facilitating autonomous
learning & generalization; L5: based on L4, appending personality (emotion + character)
and collaborative behavior (multi-agents).

Fig. 12: Levels of Al agents
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Currently, agent-based Al, represented by OpenClaw and Hermes Agent, is a large and
fast-growing community. OpenClaw allows individual users to experience the true value of
Al tooling with its low-barrier deployment experience. OpenClaw's technological
breakthrough lies in the deep integration LLMs and computer vision, breaking the
traditional Al Agent's reliance on APl interfaces. By relying on a visual interpreter (VLM) to
perform screenshot parsing and coordinate positioning, Al moves from simple language
understanding to the execution of visual actions. OpenClaw's interaction model is not
limited to chat boxes. Its Agent framework, which can run continuously in the background
and autonomously complete multi-step tasks, marks a new paradigm for Al Agents as a
"virtual employee." On the other hand, OpenClaw has also drawn industry attention to
agent security risks. OpenClaw's core capability comes from obtaining high-level
permissions on user devices, greatly increasing the risk of privacy breaches and data
theft, becoming the biggest hidden danger for industry development.

According to Moonfox, the global Al Agent market size was USD5.29bn in 2024, and is
expected to reach USD47.1bn by 2030E. We think enterprise-level agent will grow faster
than individual agent, evidenced by 40% of enterprise software applications that will be
embed with Al agents capable of autonomous task execution by the end of 2026,
achieving a leap in penetration compared to less than 5% in 2025, according to Gartner.

Fig. 13: TAM forecast of global Al Agent market
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MCP: the key protocol towards the Al agent ecosystem

MCP (Model Context Protocol) is an open-source protocol introduced by Anthropic,
designed to achieve seamless integration of LLMs with external data sources and tools,
establishing a secure, bidirectional link between LLMs and data sources. As LLMs have
difficulty directly accessing real-time data sources (such as internal enterprise databases,
real-time documents, online services, etc.), developers typically need to customize
dedicated adapters or plugins for each application scenario, which is time-consuming,
labor-intensive, and lacks scalability. MCP aims to define a standardized protocol that
enables developers to quickly connect models and data sources without repetitive
development, thereby improving the versatility and deployment efficiency of models and
reducing the complexity of connecting models with diverse data sources.

MCP follows a client-server architecture. The host is LLM applications such as Claude for
Desktop that initiates the connection — the client maintains a 1:1 connection with the
server within the host application, handling protocol communication, and the server is
accessed by the client, providing context, tools, and prompts. Furthermore, because the
MCP Server controls its own resources and does not need to provide the API key to the
MCP Host, it is more secure. Resources refer to any type of data that the MCP server
wants to provide to the client, including file content, database records, API responses,
real-time system data, screenshots and images, log files, and more. The MCP tool calling
process include question submission by a user, the LLM analyzes available tools, the

12
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Use cases of Al Agents

Beyond general-purpose Al Agents, the commercialization of vertically specialized Al
Agent products is in early stages, but they have become an important tool for the digital
transformation of industries. For example, in e-commerce, Al agents can provide
personalized product recommendations based on users' shopping history, browsing
behavior, and preferences. They can also automatically answer user inquiries, handle
order issues. In education, Al Agents can provide personalized learning resources and
tutoring based on students' learning progress, interests, and abilities. They can provide
24/7 online Q&A services to help students solve problems encountered in their studies,
and they can automatically grade assignments and exams, providing instant feedback. In
the medical field, Al Agents can provide doctors with auxiliary diagnostic suggestions by
analyzing large amounts of medical data, and by monitoring and analyzing patients'
health data in real time, they can detect potential health problems in the early stages of
diseases. In the financial sector, Al agents can analyze financial market data,
macroeconomic data, and corporate financial data to provide investors with investment
decision-making references. Through real-time monitoring and analysis of the financial
market, Al agents can provide risk warnings. Based on investors' risk preferences,
financial situation, and investment goals, Al agents can provide personalized financial
management solutions. The application of Al agents exhibits a significant characteristic of
deep scenario differentiation. Agent customer service has become a mature benchmark
with a penetration rate of over 70%, according to The First New Voice. Data analysis
scenarios follow closely behind with a penetration rate of 60%, becoming a core support
for business decision-making.

Fig. 16: Maturity of Al agent application scenarios in key industries
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Since 2024, most leading LLM players have been proactively developing Al Agent

technology and products, such as Microsoft's Copilot, Saleforce (CRM US, Not rated)’s

Agentforce and Zhipu Al's AutoGLM. Moreover, big tech companies such as Baidu,
ByteDance, Alibaba, Tencent, Microsoft and Meta have also launched platforms for users
and developers to build customized Al Agents. Some of them support multi-agent
systems to achieve agent collaboration.

14
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Fig. 17: Global and China mainstream Al agents

Company Development of Al Agent

- Microsoft 365 Copilot: Pre-installed dedicated agents such as research assistants and analysis assistants, integrated into applications
like Word/Excel/PPT, supporting multi-step task execution;

- - Dynamics 365 Copilot: Integrated into the Dynamics 365 business application suite, and enhances the efficiency and productivity of
core business processes such as sales, service, finance, supply chain, and field service;

- GitHub Copilot Agent: Autonomous coding assistant with codebase analysis, multi-step coding, terminal command execution, and

error self-correction capabilities

- ChatGPT Agent: Combines the Operator's web execution capabilities with Deep Research's information integration capabilities,
featuring three main components: text browser, visual browser, and code terminal;

- Codex Agent: Automate a variety of tasks for developers, for example, writing functional code, answering questions about
codebases, and fixing errors

OpenAl

ServiceNow - Pre-built Agents: Includes ITSM, CSM, HR, Security and Communication

- The Agentforce platform includes multiple officially preset vertical scenario agents, such as service agent, marketing agent, and
sales coach agent;

- Slackbot: Positioned as an enterprise-grade personal Al assistant, capable of drafting emails, scheduling meetings, invoking the MCP
protocol to connect to external tools, and routing Agentforce tasks

Salesforce

- Joule Agents: SAP currently has 224 professional Al Agents, categorized by business domain into five major categories: finance,
SAP procurement, supply chain, human resources, and customer experience, all managed through Joule Work for unified scheduling and
Al Agent Hub for unified governance

- AutoClaw: One-click installation of the local OpenClaw, built-in 50+ Skills, and integrated AutoGLM browser operation capabilities;

Zhipu Al
Ry - Zcode: Can independently complete programming, debugging, and task planning

- Pre-set Al Agents: Includes Financial Cloud Agent, Human Resources Cloud Agent, Procurement Cloud Agent, Supply
Chain/Manufacturing/Asset Agent, Marketing/Sales Agent, etc.;

- YonClaw: Enterprise-level Al execution hub supports autonomous planning of long-range tasks, cross-system scheduling, and end-to-
end closed-loop execution;

- YonMate: Unified intelligent entry points/personal assistants aggregate multi-domain capabilities to provide natural language
interaction and process automation services

Yonyou Network

Kingdee - Pre-set Al Agents: Includes Golden Key financial reports, ChatBI, recruitment, travel, corporate knowledge

Alibaba - Qwen Agents: Agents derived from the Qwen LLMs, including Deep Research Agent, Legal Agent, Customer Service Agent and others

- Lingxi: An independent Al-native office agent for individuals, capable of independently completing end-to-end tasks such as
document writing, data analysis, and PPT generation;

- WPS Comate: An enterprise-level agent integrated into the WPS 365 platform, connecting enterprise data and business processes,
supporting multi-agent collaboration, skill accumulation, and automated workflow execution;

- Qinggiu Agent: Self-developed Al engine for spreadsheets, supporting natural language generation of table structures, views, and
dashboards

Kingsoft Office

Source: Company data, Nomura research
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Fig. 18: Global and China mainstream Al agent platform

Company Al Agent platform  Features
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- Support codeless generation of Al Bot and integrates more than 100 different plug-
ins;

- Support single agent mode and multi-agent mode

ByteDance Coze

- Agent building platform based on Ernie LLM;

- Allows developers to quickly create Al agents using natural language interaction
through zero-code or low-code methods;

- Baidu provides traffic distribution paths for agent developers

Baidu Ernie AgentBuilder

- Al agent creation and distribution platform based on Tencent Hunyuan LLMs;

Tencent Yuanqi (7To#8
a5 ) - Support low-code or no-code approaches for users to create and deploy agents

- Focus on Alibaba’s core business scenarios such as e-commerce and logistics;
Alibaba ModelScope - The platform has achieved deep integration with many Alibaba products such as
Taobao, Tmall, and Alibaba Cloud

- Users can quickly create agents with a particular skill based on users' needs through
simple prompts

Zhipu Al Zhipu Qingyan

- Users can customize and create Al agents for multiple business areas such as sales,
service, finance, supply chain, etc.;

- Based on OpenAl's GPT series models, the visual interface is simple and easy to use
with many efficient templates built-in

Azure Al Foundry

Microsoft - Low-code agent development;

- Supports multi-channel release, enterprise data integration, automated workflows,
Copilot studio and multi-model collaboration;

- Supports file upload (PDF/Word/Excel, etc.), connection to SharePoint/Dataverse,
Bing custom search, and access non-Microsoft systems via the Copilot connector

- A cloud-native agent platform for enterprise knowledge management and process

Al Agent Space .
automation

Google - An "Agent-First" IDE for software development, which can automatically completes

Antigravity full-stack feature development with natural language description, such as Ul
screenshot feedback iteration, automated test runs, and other tasks

- An enterprise-level Al digital platform that integrates CRM data, business logic, and
Salesforce Agentforce generative Al technology to provide intelligent automation solutions for sales,
service, marketing, and other scenarios

Source: Company data, Nomura research
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Edge LLM & Agent: Al PC and Al phone

Al PC market outlook

Artificial intelligence (Al) PCs likely represented 31% of the total PC market globally by
the end of 2025, according to Gartner, Inc. a business and technology insights company.
Worldwide shipments of Al PCs are projected to total 77.8mn units in 2025. Gartner
forecasts Al PC shipments will total 143mn units and are projects to represent 55% of
total PC market in 2026.

Fig. 19: Worldwide Al PC share and shipments, 2024-2026

2024 2025 2026E

Al PC share of total PC

market (%) 16% 31% 55%
Al laptop share of total

laptop market (%) L51% 204 9%
Al desktop share of total . . .
desktop market (%) 4% 16% 42%
Total Al PC (mn units) 38.15 77.79 143.11

Source: Gartner (August 2025), Nomura research

Al smartphone market outlook

GenAl-capable smartphones are forecast to account for 45% of global shipments in
2026E, up from 36% in 2025, according to Counterpoint Research. However, the ongoing
memory supply crisis is expected to reduce total global smartphone shipments by 13.9%
y-y to 1.08bn units in 2026E, the lowest level on record. GenAl's share is expected to
accelerate further, with GenAl-capable devices projected to account for 52% of global
smartphone shipments in 2027E, according to Counterpoint Research.

Fig. 20: Global GenAl-capable smartphone shipment forecast, 2023-2027E

GenAl Share to
Total Smartphone

52%
z Shipments

45%
35%

Global GenAl
Capable Smartphone

4% . Shipments
|

2023 2024 2025 2026F 2027F

Source: Counterpoint Research GenAl Smartphone Forecast by Brand (June 2026 Update), Nomura research

IDC forecasts that the shipments of next-generation Al smartphones in the Chinese
market will reach 147mn units in 2026E, accounting for 53% of the total market, according
to its report “Top 10 insights into China’s mobile phone market 2026” (news ). According
to QuestMobile, in October 2025, Xiaomi (1810 HK, Neutral, covered by Donnie Teng),
OPPO (unlisted), and Honor (unlisted), among other domestic Al smartphone brands,
stood out in the market thanks to their unique Al features. Xiaomi, in particular, led in
shipments due to its high cost-performance ratio and Al-powered features such as Al
intelligent photography and Al screen recognition stickers.
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Fig. 22: Edge LLM & Edge Agent industry chain

Al chip supplier Cloud computing service provider

i * Cambricon (688256 CH) * Horizon Robotics (9660 HK) i i * Alibaba (BABA US) + Kingsoft Cloud (3896 HK/ E
' » Huawei (Unlisted) + Enflame (Unlisted) E E * Huawei (Unlisted) KC US) i
i * Reexen (Unlisted) * Corerain (Unlisted) ! ' = Baidu (BIDU US) « JD (JDUS) -
E * Intel (INTL US) * NVIDIA (NVDA US) E E * ByteDance (Unlisted) * Tencent (700 HK) E

Edge-side LLM provider

E * Tencent (700 HK) * Apple (APPL US) * Google (GOOG US) -
!+ Huawei (Unlisted) * SenseTime (20 HK) « Alibaba (BABA US) i
i * Baidu (BIDU US) * iFlytek (002230 CH) * Tesla (TSLA US) !

Original equipment manufacturers

i » Xiaomi (1810 HK) + Apple (APPL US) * Vivo (Unlisted) i
= Hikvision (002415 CH) * Huawei (Unlisted) * Honor (Unlisted) i
E * Dell (DELLUS) * Xiaopeng (XPENG US) * Samsung (005930 KS) i
t * Oppo (Unlisted) * Tesla (TSLA US) * Lenovo (992 HK) i

Source: Leadleo, Nomura research
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Gen Al application: application & business
model updates, monetization in ToB / ToC /

ToG markets

LLMs have demonstrated great potential for applications in consumer, enterprise and
government markets since the debut of ChatGPT in Nov-2022, in our view. Since multi-
modal LLM GPT-40 was opened to ChatGPT users in May 2024, Al Chatbot's user traffic
has increased significantly. Al chatbots have become the main entry point, with a steadily
growing user base, while other sectors have clearly entered a slowdown phase. Design
tools and efficiency-enhancing applications were the two best-growing areas besides
chatbots, while education, learning, video creation, and R&D tools fell by more than 10%

in April 2026, compared to March 2026.

Fig. 23: MAU and growth rate of overseas Al native app by sector, in April 2026

Total MAU (mn) 9% growth (vs. Mar.) Representitive MAU (mn)
Al chatbot 1052.20 7.16%|ChatGPT 732.71
Al video edit 475.24 -1.92% |CapCut 452.05
Al image edit 248.36 -3.36% |Picsart 120.62
Al design tool 221.81 9.38% |Canva Al 210.08
Al companion 141.69] B -4.86% | PolyBuzz 33.22
Al image generation 84.56 -6.55% |Remini 80.14
Al search 68.95 -0.50% |Perplexity 50.47
Al education 54.89!i -13.94% |Gauth 37.47
Al productivity tool 27.49 7.78% |Google NotebooklLM 17.80
Al video generation 25.59 { -12.41% |Kling Al 11.71
Al office 21.85 -9.33%|MS365 Copilot 19.33
Al writing 21.08| § -2.59% [Notion 20.10
Al translator 15.95 -0.24% |Deepl 13.95
Al music creation 2.78 -1.42%|Djay 1.01
Al R&D 2.39 Replit 1.74
Al marketing 0.82 Instories 0.78
3D 0.01 Luma Al 0.01

Source: Xsignal, Nomura research

In China, according to data from the Xsignal Al Holo database, in terms of MAUs across
various app types, Al chatbots and Al search rank at the top, with Al chatbots reaching
annual user growth of 268mn, while the combined growth value of all other sectors is only
13.37mn as of April 2026. Besides Al chatbots, the positive growth track also includes Al
design tools, Al video editing, and Al PPTs, reflecting the growing demand for Al creative
tools, while Al writing, Al education and learning, Al translation tools, and Al marketing

tools all recorded declines of over 10% compared to March 2026.
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Fig. 24: MAU and growth rate of Chinese Al native app by sector, in April 2026

Total MAU (mn) % growth (vs. Mar.) Representitive MAU (mn)
Al chatbot 698.02 L02% | Doubao 449.90
Al search 126.67 .5.01%| Quark 120.19
Al education 23.08 411.96%|Doubao Aixue 13.70
Al companion 15.87 -1.07%| 278 4.19
Al image generation 14.56 -1.45%|Dreamina Al 13.83
Al video generation 93.91 | -7.19%| /N T & (Bytedance) 3.60
Al design tool 3.46 Canva 3.29
Al writing 2.45 R 14.90%| XEE £ 1.43
Al image edit 2.21 [ 4.28%| 2% 1.10
Al office 1.50 z -3.22%|iFlytek Tingjian 1.00
Al music creation 1.27 f-0.51%|aE FXE 0.82
Al translator 0.89 13.80%|iFlytek translator 0.80
Al video edit 0.65 07%| ¥ 5 (Wechat) 0.62
Al PPT 0.16 .683%| AiPPT.cn 0.09

Source: Xsignal, Nomura research

Development of major large language model applications in
China and global markets

ChatGPT continues to hold a commanding lead in the global market, though several
competitors have narrowed the gap in recent months. Google Gemini has steadily
expanded its users, supported in part by a strong Android user base and deep
integrations across Google's ecosystem. Meanwhile, Claude has experienced rapid
growth since the start of 2026. ChatGPT's share of the Al assistant market, based on
MAU, has fallen below 50% since March 2026. By May 2026, ChatGPT held a 46%
share, ahead of Google Gemini (28%) and Claude (10%). Claude had seen average
monthly revenue per user (ARPU) rising from less than USDO0.50 in September 2025 to
USD2.76 in May 2026, with its focus on research and professional workflows.

Although the monetization progress of Al models in China is slower than in overseas
markets, it has already accelerated compared to 2025. Doubao has launched a paid
subscription plan, with monthly pricing ranging from CNY68 to CNY500 in three tiers,
catering to different user groups. Moreover, in 1Q 2026, Zhipu GLM API prices were
raised by about 83%, while overseas subscription prices approached Claude Code and
API call still grew by about 400%, reflecting accelerated commercialization progress, in
our view.
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Fig. 25: MAU across web and mobile app for top global Al assistants

== ChatGPT = Google Gemini ~— Claude == Grok =— DeepSeck = Perplexity - MetaAl

Microsoft Copilot -~ Other
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Source: Sensor Tower, Nomura research

Fig. 26: Market share of top Al assistants by MAU across web and mobile app

® ChatGPT @ GoogleGemini @ Claude @ Grok @ DeepSeck @ Perplexity @ MetaAl
Microsoft Copilot © Other

Source: Sensor Tower, Nomura research
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Fig. 27: Average Monthly Revenue per User (ARPU) across i0S and Google Play for select global Al assistant apps
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Source: Sensor Tower, Nomura research

Comparison of business models among LLM players

We think LLM companies have several types of strategies for monetization, including
computing power rental services, AP| fees, subscription / membership fees, free usage +
advertising fees, and project customization. First, LLM companies could rent out their
computing power (GPU / ASICs) to smaller Al / LLM startups or enterprise customers who
want to train their own models. Secondly, LLM companies can provide model-as-a-service
(Maa$S) solutions, similar to the Saa$S (Software as a Service) business model of the
software industry, and they usually charge for the API calling fees, based on the volume
of input and output tokens (pay-as-you-go), or based on a fixed subscription plan.
Consumers and enterprise customers can also use LLMs for free (which may attract
advertisers), or subscribe to a membership plan, for accessing the functions of the
commercial LLMs. In addition, large enterprise and government customers can request
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LLM companies to build customized models or provide customized LLM solutions for
them.

Fig. 28: LLM company revenue model

Pricing by tokens

API
Pricing by output volume
Subscription Pricing by month/year
LLM revenue
model
Advertising Advertising fees

Offline Deployment +
Hardware

Customization

Online Deployment +
Cloud service

Computing
rental service

Source: Nomura research

In terms of commercialization progress of Al products, the monetization model in the
enterprise market looks clearer than in the consumer market, as a larger portion for
consumer Al products are still offered for free. For enterprise Al products, the most
common revenue models are the membership fee (50%) and pay-as-you-go model
(30%), according to Quantumbit. In the consumer Al market, over 40% of the products
currently still do not have a clear revenue model, which offer free usage.

Fig. 29: User structure and proportion of revenue type of Al applications

100%
90% 16%
20% 30%
70%

60%
50%
40%
30%
20%
10%

0%

To B To C

M Free MW One-time payment

® Membership Pay-as-you-go

Source: “China AIGC Application Overview Report 2024" by QuantumBit Al, Nomura research
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Progress of commercialization of Global and China LLM
players

In terms of business model for LLMs, OpenAl has already established several revenue
models, which mainly include ChatGPT subscription, API call fees, and customization
fees (strategic cooperation). According to The Information., OpenAl topped USD25bn in
annualized revenue as of the end of February 2026. ChatGPT's revenue growth rate
significantly outpaced user growth during the same period, indicating that the growth logic
has shifted from purely "traffic scale-driven" to "paid penetration-driven".

Fig. 30: Global LLM company annualized revenue

Al company annualized revenue
Source: Epoch Al, 2026 | Chart: 2026 Al Index report
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Source: Al Index Report 2026, Nomura research

For another key LLM player Anthropic, the company announced that its annualized
revenue (ARR) exceeded USD30bn in April 2026, a significant increase from USD9bn at
the end of 2025, and Anthropic also guides 2Q2026 revenue to more than double to
USD10.9bn. OpenAl leverages ChatGPT's massive user base to hold an advantage in
the consumer market, but individual users have less purchasing power than enterprise
users, while Anthropic has deeply cultivated the enterprise market, building a high-margin
moat with most of revenue coming from enterprise customers. We believe that leading
overseas LLMs players have all achieved closed-loop commercialization, with the
progress faster in the enterprise market than in the consumer market, making it a strong
contributor to profitability for LLM players, in our view.
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Fig. 31: Commercialization performance of overseas Al companies

Company Al product Al business model Commercialization performance
ChatGPT Subscription 50mn+ paid subscribers; OpenAl generated USD5.7bn in 1Q26,
OpenAl GPT models API; Enterprise projects aseprdmetecThE Infanyation
. S5mn+ weekly active users, up more than 6x since the launch of the
Codex Subscription i .
desktop app in February 2026, according to OpenAl
Claude app Subscription . : : : .
Anthropic topped USD30bn in ARR in as of April 2026, according to the
Anthropic Claude models API; Enterprise solutions com a: ep 3 £
Claude Code Subscription pany
30mn+ Microsoft 365 Copilot paid seats; 50mn+ Github Copilot users
Microsoft Copilot Subscription and Copilot revenue accelerated over 60% g-g, according to 4QFY26
earnings call
Al search Free -
Google’s model APIs are now processing ~22 billion tokens per minute,
Google s o e up from 16 billion a quarter ago. Over the last 12 months, more than
Gemini Subscription; API ; o .
P 2,000 enterprises consumed over 100 billion tokens, according to 2Q26;
Gemini app has 950 million MAUs as of 2Q26.
PR Amazon Q Subscription Al revenue run-rate is over USD25bn, growing triple-digit percentage y-
Nova API; Enterprise projects y, according to 2Q26 earnings call
Meta Al Free Meta is developing new personal agents that will be priced with several
Llama/Muse Spark |API; Enterprise projects tiers
9 million small businesses on platforms are now using at least one of
Meta GenAl tools - Meta’s Al ad creative tools, as of 2Q26; Advantage+ end-to-end
solutions reached over USD75bn ARR as of 2Q26
Reality Labs segment revenue grew 16% y-y due to strong growth in Al
Al glass Sale ¥ 5 o L -
Glasses revenue

Source: Company data, Nomura research

In China, with the launch of many state-of-the-art LLMs in 2026, the commercialization
progress is set to accelerate, in our view. However, we think China's LLM companies’
commercialization progress is still behind overseas’ peers as most of China’s Al
applications are free-of-charge, or charge very low fees for consumer and enterprise
customers. We think B-end Al applications also grow faster than C-end in China, with
better commercialization progress. For example, Zhipu Al, primarily focused on enterprise
business, achieved a revenue of CNY724mn in 2025, a y-y increase of 131.9%. In 1Q26,
Zhipu API call pricing increased by 83%, with demand still outstripping supply, and call
volume grew by 400%.
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Fig. 33: API price of overseas major LLMs, as of September 2026

Output price

Input price
Company Model (USD/mn token) (USD/mn
token)

GPT-6 Astra $10.00 $50.00
GPT-5.6 Solar $5.00 $30.00
OpenAl [GPT-5.6 Terra $2.00 $12.00
GPT-5.6 Luna $0.20 $1.20
GPT-5.5 $5.00 $30.00
Claude Fable 5.1/Mythos 5.1 $10.00 $50.00
ATthFERIE Claude Opus 4.8 $5.00 $25.00
Claude Sonnet 4.6 $3.00 $15.00
Claude Haiku 4.5 $1.00 $5.00
Gemini 3.5 flash $1.50 $9.00
Google |Gemini 3.1 pro $2.00 $12.00
Gemini 3.1 flash $0.50 $3.00
Muse Spark 1.3 $1.25 $4.25
Meta [Llama 4-Maverick $0.24 $0.77
Llama 4-Scout $0.15 $0.40

Source: Company data, Nomura research

Fig. 34: API price of China major LLMs, as of September 2026

Company

Output price

Input price
(CNY/mn token) ;

(CNY/mn

oken)

Qwen3.6-Max-Preview CNY 9.00 CNY 54.00
Alibaba [Qwen3.6-Plus CNY 2.00 CNY 12.00
Qwen3.6-Flash CNY 1.20 CNY 7.20
Baid Ernie 5.0 pro CNY 1.50 CNY 6.00
Ernie 5.0 CNY 0.80 CNY 3.20
Hunyuan 2.0-thinking CNY 1.00 CNY 4.00

Tencent :
Hunyuan 2.0-instruct CNY 0.80 CNY 2.00
ByteParice Doubao-Seed-2.1-Pro CNY 6.00 CNY 30.00
Doubao-Seed-2.1-Turbo CNY 3.00 CNY 15.00
GLM 5.2 CNY 8.00 CNY 28.00
Zhipu |GLM 5.1 CNY 6.00 CNY 24.00
GLM 5.0 CNY 1.00 CNY 3.20
CNY6 (peak
DS-v4-pro CNY3.00| period: CNY27
Deepseek P B CNY2 (peak)
DS-v4-flash CNY 1.00| period: CNY9)
K3 CNY 20.00 CNY 100.00
Moonshot |K2.7 Code CNY 6.50 CNY 27.00
K2.6 CNY 6.50 CNY 27.00
MiniMax M3 CNY 2.10 CNY 8.40
M2.7 CNY 2.10 CNY 8.40

Source: Company data, Nomura research
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Al + Finance

Previously, Al use cases in finance were mostly in process automation, as a way to
enable efficiency and improve productivity at the back-office (operations) and middle-
office (compliance and risk management) of financial service providers. We expect Gen
Al technologies to support production and deployment of additional front-end use cases
and applications and to further accelerate the existing use of Al tools at the operational
level such as risk management, fraud detection, personalized financial product
recommendations, robo-advisory, and automated customer service.

Al + Finance market TAM analysis

According to Statista, the global Al spending in financial services industry is expected to
grow from USD75bn in 2026E to USD125bn by 2028E, representing a 29% CAGR. The
banking sector, in particular, has allocated USD53bn in 2026 for Al and Gen-Al
investments, and will grow to USD90bn+ by 2028E, with a two-year CAGR of 30%,
according to Statista.

In the China market, led by DeepSeek’s powerful semantic understanding and logical
reasoning, an increasing number of domestic banks, securities firms, and insurance
institutions have connected to or deployed Al into their operations and businesses.
Financial industry users are showing a relatively positive approach towards Al investment.
According to IDC, the Gen-Al investment in China's financial industry was about CNY9bn
in 2025, and the market size is expected to climb to CNY45bn by 2029E, with Agent being
the key Al product form.

From an application scenario perspective, Al is currently penetrating various aspects of
the financial industry, including intelligent customer service, intelligent marketing, internal
operations, intelligent investment advisory/wealth management, intelligent investment
research, intelligent risk control, and internal R&D. However, in terms of application level,
according to IDC's survey on the application of Al in different scenarios by financial
institutions, apart from the relatively in-depth application and mature function
implementation of Al in customer service scenarios, the application of Al in other
scenarios, especially core business scenarios, is still mainly concentrated at a relatively
shallow function level.

Al + Finance value chain
Currently, there are many Al startups working on gen Al products including financial

information search, financial analysis, risk management, for banking, insurance and
investment management clients.

Fig. 35: Select financial LLM applications

Company Financial LLM Features

sentiment analysis, and text classification.

Relying on Bloomberg's extensive financial data sources, it has built a dataset of 363 billion tags,
Bloomberg BloombergGPT |supporting various tasks within the financial industry, with outstanding performance in financial Q&A,

SenseTime Finance LLM .
scenarios.

It is leading in multimodal interaction, supporting "document + image + voice" full-modal financial

iFlytek Spark Finance . R . . . . .
. % education sector is reapplied to financial advisory scenarios.

Customer service models supporting dialect recognition; Multi-turn dialogue technology in the

Industrial and Commercial
Bank of China

ICBC Al model |Self-developed models covering core scenarios such as transaction automation and credit risk control.

Source: Company data, Nomura research
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Fig. 36: Value chain of Gen-Al applications in finance

Intelligent finance Business empowerment

Smart investment
research

Datayes (Unlisted)
Ant Group (Unlisted)
Duxiaoman (Unlisted)
iFinD (300033 CH)
HundSun (600570 CH)
CICC (601995 CH)
Rabyte Technologies
(Unlisted)
Value Simplex
(Unlisted)
Bloomberg (Unlisted)
Portrait Analytics
(Unlisted)

Robo-advisory

iFinD (300033 CH)
CreditEase (YRD US)
JF Smart Invest (9636
HK)

China Galaxy
Securities (6881 HK)
CITIC Securities (6030
HK)

Nutmeg (Unlisted)
Wealthfront (Unlisted) !
Betterment (Unlisted) !
Schwab Intelligent :
Portfolios (Unlisted)

Smart claims

| CPIC (601601

! CH/2601 HK)

i Taikang (Unlisted)

| PingAn (2318 HK)

! China Life (2628 HK)
| Huize (HUIZ US)

: Zhong An insurance
| (6060 HK)

! Mayibao (Unlisted)

CLARA Analytics
(Unlisted)

. Shift Technology
! (Unlisted)

Smart risk control

: 4Paradigm (6682 HK)

Huawei (Unlisted)
GoUpSec (Unlisted)
MEGVII (Unlisted)
Inspur (000977 CH)
DataCanvas (Unlisted)

: AHI (Unlisted)

DataVisor (Unlisted)
OpenGamma

i (Unlisted)

Credit Benchmark

! (Unlisted)
: Sino vancco (Unlisted)

Sales & Marketing

OceanEngine
(Unlisted)

Mmoser (Unlisted)
Convertlab (Unlisted)
TalkingData (Unlisted)
Marketingforce (2556
HK)

Customer services

Tencent (700 HK)
iFlytek (002230 CH)
T&I Net
Communication
(835653 CH)

Zhichi Tech (Unlisted)
Active.Al (Unlisted)
Glia (Unlisted)
Boost.ai (Unlisted)

Financial
large model

Agricultural Bank of China (601288 CH), Industrial and Commercial Bank of China (601398 CH), Huawei (Unlisted), 360 (601360 CH),
HundSun (600570 CH), Duxiaoman (Unlisted), Sino vancco (Unlisted), Ping An Bank (000001 CH), PICC (601319 CH), Baidu (9888
HK/BIDU US), iFinD (300033 CH), Bloomberg (Unlisted), Ant Group (Unlisted)

Solution
provider for
finance CH)

Alibaba (BABA US), Tencent (700 HK), Baidu (9888 HK/BIDU US), AWS (AMZN US), CloudWalk (688327 CH), ICBC Tech (Unlisted,
subsidiary of ICBC, 601398 CH), GienTech (Unlisted), Yusys Technologies (300674 CH), iFlytek (002230 CH), Yonyou Networks (600588

Source: Nomura research
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Al + Autonomous driving
Software solution, remains the ultimate puzzle for the industry

Transitioning from rule-based to End-to-End solution

Traditional autonomous driving solutions follow a sequential modular pipeline, including
sensors, perception, prediction and rule-based planning. While this approach offers
modularity, interpretability and structured debugging, it also introduces significant
drawbacks, which are information loss, error accumulation and scalability shortage.

End-to-end (E2E) autonomous driving is an approach that uses a single, integrated deep
learning system to translate raw sensor data directly into vehicle control signals,
bypassing traditional modular pipelines that separate tasks like perception, prediction, and
planning.

Compared to rule-based solution, end-to-end system eliminates the need for multiple
interconnected modules, potentially reducing complexity and latency. More importantly,
end-to-end systems become highly adaptable by learning from vast datasets, potentially
handling complex scenarios that are challenging for rule-based designs. As OEMSs focus
on the scalability of their smart driving solutions, end-to-end become the mainstream
tech-route to deal with autonomous driving in complex urban scenarios nowadays in the
passenger vehicle market.

Fig. 40: Modularized vs end-to-end autonomous driving solutions

Ecoi:

1
1
1
1
I
] 3 1
Perception Planning Control :
+ Lane keeping 1
+ Lane detection + Car-following
+ 3D object detection +  Path planning + Lane changing 1
* Obstacle defection + Behavioral decisions + Braking and obstacle 1
< Traffic light detection + Motion planning avoidance .
1 Modular autonomous driving ;
_________________________________ -
End-to-End autonomous driving

Source: Nomura research

Over the past few years, we see a gradual improving process for OEMs moving from rule-
based to end-to-end systems. Generally, we believe there are four stages in this evolution
trend.

Stage 1 can be taken as end-to-end perception. With the perception module achieving
sensor fusion in the BEV (Bird’s Eye view) system by adopting transformer and cross
attention mechanism, the accuracy and stability of detection results have been greatly
improved. Meanwhile, at this stage, the prediction, decision and planning modules are still
rule-based.

Stage 2 is called modular decision and planning. While the perception module remains,
the prediction, decision and planning functions are integrated into one neural network. At
the stage 2, both perception and planning modules are based on deep learning but
needed to be trained separately. And the interface between the two is still defined by
human interpretation.

Stage 3 is modular end-to-end. The perception and planning system can be jointly trained
in an end-to-end manner towards the ultimate task ensuring minimum information loss,
while they are still two modules but communicating together. Instead of human-defined
representations of the world, the perception system block outputs feature representations
and support back-propagation.

Stage 4 is the true one model end-to-end system. In the final stage, perception and
planning are eventually combined into one deep leaming network. The model takes raw
sensor input to generate ego-motion plans.
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Fig. 41: Technology evolution of end-to-end solution
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Other development trend within E2E era

At current stage, we believe active smart driving players in the market are already at the
stage 3 or 4 with the evolution, while some players may still use rule-based solutions as a
safety redundancy. Considering an aggressive development approach within the market,
we also see new buzzwords appearing in the industry starting from 2025, including VLM,
VLA and World model.

VLM refers to the use of Vision Language Model to enhance self-driving systems by
integrating visual perception with language-based reasoning, allowing a vehicle to
understand complex scenes and make decisions in a more human-like way. Combining
VLM with E2E system, that is what companies called a “fast-slow” system. Currently we
see a clear trend of players previously using VLM now further upgrading into VLA.

VLA, which is called Vision Language Action, is a fusion of E2E and VLM methodologies.
While VLMs focus primarily on environmental modeling, VLAs extend this focus to include
planning and control, marking the key difference between the two. Theoretically, a VLA-
equipped autonomous vehicle can read road signs through text and other inputs,
determine from multiple sources whether the reversible lane is usable, and interact with
other vehicles via turn signals. As a further enhancement from VLM system, VLA has
usually been taken as “end-to-end 2.0". Based on the definition of VLA system, we take it
as the Stage 4 of E2E development.

Fig. 42: E2E evolution— VLM vs VLA
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With the fast development in the past few years, we understand that players can use two
distinct approaches to train the models, which are imitation learning and reinforcement
learning. While all the above-mentioned E2E solutions are mainly based on imitation
learnings, solutions focusing on reinforcement learnings are also been brought up by
robotaxi companies and leading smart driving OEMs in the market, one of which is World

34



Nomura | China Al value chain 11 September 2026

model learning. And World model learning now shows a clear direction that can be further
explored, in our view, as the majority of market players quickly embrace such
methodology.

World model learning for autonomous driving involves building internal predictive
models that allow a vehicle to imagine and anticipate future scenarios based on sensor
data, enhancing safety and decision-making by simulating outcomes without real-world
interaction. These models learn how the environment evolves, enabling “what if”
simulations for planning and training in virtual environments that can replicate real-world
complexity, which is fundamentally important for autonomous driving. We recognize world
model learning is also within the Stage 4 of E2E development.

Fig. 43: World model for autonomous driving
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Al + Healthcare

Artificial intelligence (Al) is not something new for the healthcare sector. Companies and
researchers have applied Al for years in medical imaging analysis, online medical
consultation, molecule discovery and design, among others. Yet, generative Al in recent
years has ‘turbocharged’, and is increasingly involved in medical processes. For example,
more medical institutions are applying Al for clinical diagnosis and support to reduce the
workload of medical professionals and streamline the process. The recently-emerged and
hotly-discussed Al for Science (Al4S), thanks to more and more frontier Al labs including
Anthropic (unlisted), OpenAl (unlisted), and Google (GOOGL US, not rated) DeepMind
are racing to build models capable of autonomous scientific discovery, attracting
unprecedented interest regarding Al's potential disruptive role in the fundamental
healthcare space.

Fig. 44: Al in healthcare industry
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Medical imaging

Medical imaging is one of the most well-applied areas for Al in the healthcare space. Al-
empowered medical imaging spans from pulmonary nodule and breast lesion detection to
coronary CTA (Computed Tomography Angiography), stroke, and cancer screening.
Beyond diagnostics, Al enhances image quality via intelligent reconstruction and de-
noising, automates lesion quantification, and streamlines the entire imaging workflow —
from scan preparation to structured reporting and multi-center research.

According to GrandView research, the global Al medical imaging market was estimated at
USD1.36bn in 2024 and is projected to reach USD19.8bn in 2033E, with a CAGR of 34%.
Frost and Sullivan(F&S) estimates China’s Al medical imaging market recorded
CNY2.4bn in 2024E and will reach CNY78.1bn in 2035E.

Fig. 45: China Al medical imaging market size, 2019-2035E
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Overseas companies prioritize foundational model development (Paige [unlisted]'s
Virchow, Tempus [TEM US, not rated]'s multi-modal platforms), global enterprise-grade
deployment (Aidoc [unlisted], Viz.ai [unlisted] across 1,000+ hospitals), and FDA-
approved workflow-integrated solutions. China has competitive edge in hardware-Al
integration and economies of scale, in our view, as it has thousands of hospitals that
generate vast real-world data. According to NMPA, companies including medical imaging
manufactures (United Imaging [688271 HK, Buy]), Al firms (InferVision [unlisted],
Deepwise [unlisted], ShuKun [unlisted]) and internet companies (Tencent [700 HK, Buy])
obtained 41 (vs 6 in 2019) NMPA Class lll certificates for Al medical imaging device in
2025. We believe that the higher accessibility of open-source models could help Chinese
companies narrow the algorithmic gap.
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Fig. 46: No. of Class lll Al medical imaging device approved in China, 2019-25
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Al drug discovery (AIDD)

Drug R&D is another rapid evolving area in which Al plays an increasingly active role.
Firms leverage machine learning, natural language processing and generative models to
identify targets, design new molecules, select optimal compounds, predict
pharmacokinetic properties and optimize clinical trials via patient recruitment analytics
and real-world evidence. Compared to conventional drug R&D (10-15 years required and
USD2.6bn cost per approved molecule and 10% success rate, according to Tufts CSDD
and Biomedtracker), Al can potentially shorten development timelines with lower costs
and achieved higher success rate, in our view.

Fig. 47: Al drug discovery applications
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The global Al in drug discovery market was valued at approximately USD2.5bn in 2024E
by Statista and is expected to reach USD20bn in 2032E, with a CAGR of 30%. China’s
market is forecast to record a significantly faster CAGR of 68% from CNY0.73bn in 2024E
to CNY5.86bn in 2028E, according to F&S.
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Fig. 48: China Al drug discovery market size, 2019-2028E
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We notice companies from the US and China lead in the global Al drug development
race: US firms maintain leadership in first-in-class discovery, rare disease pipelines,
holding roughly 50% of global Al pharmaceuticals patents since 2020 (source:GlobalData
patent analytics). We have observed Chinese firms’ R&D capacities is recognized by
MNCs, evidenced by 157 out-licensing deals that were worth USD135.7bn in 2025.
Among these deals, Al-related transactions include AstraZeneca (AZN LN, not rated)'s
USD5bn deal with CSPC (1093 HK, Buy), Sanofi (SAN FP, not rated)'s USD2.56bn
licensing agreement with Earendil Labs ( unlisted), and XtalPi's USD3.45bn collaboration
with Eli Lilly (LLY US, not rated) and USD5.99bn deal with DoveTree (unlisted). This
reflects the collaboration pattern across the Pacific: US companies leverage China's
clinical data for model training, while Chinese peers rely on US deep-pocket markets.
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Fig. 49: Major China Al pharma out-licensing deals

Date Company Partner

8/4/2026  Alphamab Oncology Pathos Al

7/10/2026 CSPC AstraZeneca

7/1/2026  Insilico Medicine Bora Pharmaceuticals
7/1/2026  Insilico Medicine Takeda

6/30/2026 Li;z:::::i;ia Deerfield

6/1/2026  Insilico Medicine SK Biopharmaceuticals

3/29/2026 Insilico Medicine Eli Lilly
1/30/2026 CSPC AstraZeneca
1/5/2026  Insilico Medicine Servier
1/1/2026  Earendil Labs Sanofi
11/5/2025 XtalPi (Ailux) Eli Lilly
11/1/2025 Insilico Medicine Eli Lilly

8/5/2025  XtalPi DoveTree Medicines

6/13/2025 CSPC AstraZeneca
4/17/2025 Earendil Labs Sanofi
1/10/2025 Insilico Medicine Menarini

Deal Value

USD 2.218bn (USD 125mn upfront)

USD 1.77bn

>USD 3bn (combined)

Up to USD 600mn

>USD 1.6bn (USD 20mn upfront)

USD 2.5bn

USD 2.75bn (USD 115mn upfront)

USD 18.5bn (USD 1.2bn upfront)

USD 888mn

USD 2.56bn (USD 160mn upfront + near-term)

USD 345mn (multi-million upfront)

>USD 100mn

USD 5.99bn (USD 51mn upfront)

USD 5.33bn (USD 110mn upfront)

USD 1.845bn (USD 125mn upfront)

USD 550mn (USD 20mn upfront)

Collaboration Focus

Global exclusive license for JSKNO16, a first-in-class
TROP2/HER3 bispecific ADC

siRNA discovery platform and extrahepatic targeting
delivery for novel siRNA candidates

Multi-target strategic collaboration leveraging
the Pharma.Al platform

Al-driven drug discovery collaboration

Global development, manufacturing and
commercialization of trispecific TCE MTS-128

Al pharmaceutical collaboration

Global exclusive license for preclinical pipeline and
R&D collaboration using Pharma.Al

Strategic R&D and license for long-acting peptide
drugs, leveraging CSPC's sustained-release technology
and peptide Al discovery platform

Pharma.Al platform focusing on challenging oncology
targets to identify and develop novel therapeutics

Platform-level strategic collaboration covering multiple
autoimmune and inflammatory programs, focusing on
bispecific antibodies

Multi-target strategic collaboration and platform
license to accelerate bispecific antibody discovery
using Ailux's proprietary platform

Generation, design and optimization of novel
candidate compounds for innovative targets

using Pharma.Al (third collaboration)

End-to-end "Al+robotics" platform to develop small
molecule and antibody candidates in oncology,
immunology and neuroscience

Al engine-driven discovery platform for oral small
molecule candidates

Global rights for two bispecific antibody drugs

HXN-1002 and HXN-1003

Out-licensing of preclinical oncology pipeline candidate
MEN2501 discovered using Al

Source: Company data, Nomura research
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Fig. 50: Listed Al pharmaceutical companies
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Eli Lilly (USD345mn); DoveTree (up to
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alPi. (EEERIZHA) g ) USD5.99bn); Gan & Lee

Eli Lilly (USD2.75bn); Menarini
(>USD550mn); Servier (up to USD888mn); SK
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nsilico Medicine (S357E5HE) mn ( ) Biopharm (>USD2.5bn); Bora (>USD2.5bn,
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x ; S Deerfield / Boulevard Bio (USD20mn

Metis TechBio (FIZRHE) 7666 HK 1.83 3.52 -48% 0.27 RMB105mn (+6,985%) )
upfront; up to USD1.6bn milestones)
Broad platform licensing; computational

Schrodinger SDGR US 1.33 0.97 37% 0.23 USD256mn (+23.3%) P & B

drug discovery

Sanofi (up to 15 programs; USD134mn
Recursion Pharmaceuticals RXRX US 1.71 3.29 -48% 0.5 USD74.7mn (+26.9%) received); Roche/Genentech; Bayer; Merck
KGaA; Takeda; Exscientia acquisition

Source: Bloomberg Finance L.P., Nomura research

Surgical robots

More and more surgical robot companies have integrated Al into their products, with the
aim of providing advanced features such as more accuracy, real-time surgical image
navigation, sub-millimeter servo control, and force-feedback sensing.

In China, more and more companies (currently more than 50) enter to compete the high-
growing surgical robots market that F&S forecasts to jump tenfold from CNY10bn in 2025
E to CNY102bn in 2033E.

Fig. 51: China surgical robots market size, 2019-2033E
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In the ex-China markets, the market is still largely dominated by Intuitive Surgical (ISRG
US, not rated), which integrates Al into its da Vinci 5 ecosystem that includes Al-driven
case insights via My Intuitive platform and real-time assistance for anatomical
identification during surgery; and for lon system, Al helps segment CT scans and plans
biopsy trajectories, enabling patient-specific navigation. Management has also highlighted
a layered Al strategy that it confirmed to sustain investments to support long-term digital
roadmap.

Clinical diagnosis and support for medical institutions

Al-powered medical diagnosis, applied across cancer early screening, pathology
diagnosis, clinical decision support, and automated report generation, delivers
comparable and increasing quantifiable clinical diagnosis. For example, Ambient systems
use in-room microphones to listen to doctor-patient conversations in real time,
automatically converting spoken dialogue into structured electronic health records (EHR),
draft diagnostic notes, and referral letters — eliminating manual typing.

In China, the focus is clinical deployment (primary-care integration, reimbursement,
medical imaging), while that in American is foundational Al models (protein folding, multi-
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in Chemistry for AlphaFold, which has predicted over 200mn protein structures and is
used by more than 2mn researchers across 190+ countries. This validated Al's capacity
for foundational scientific contribution, not merely incremental optimization.

Anthropic pursues aggressive and comprehensive Al4S strategies, embedding biological
capabilities directly into its general-purpose Claude models while building in-house drug
discovery expertise. It has co-worked with multiple companies in pharmaceutical and
clinical areas, besides building its own wet-Iba. It also attracted John Jumper to join in
June 2026.

OpenAl's Al4S strategy emphasizes specialized vertical models, plugin ecosystems, and
trusted-access partnerships rather than building in-house wet lab. GPT-Rosalind is not
publicly available. Access is restricted to qualified enterprise customers (e.g., Amgen
[AMGN US, not rated, Moderna [MRNA US, not rated], Thermo Fisher [TMO US, not
rated]) through HIPAA-aligned regulated workspaces with a commitment not to train on
customer data.

Google DeepMind, the pioneer of Al4S via AlphaFold, has taken a third path: spinning out
an independent Al drug discovery company while pursuing broader Al4S research
internally.

Chinese peers, despite strong policy backing, national computing infrastructure have yet
to emerge as a “Deepseek moment” for Al4S. However, some Chinese CRDMO
companies have the potential to involve Al4S development by providing services for these
Al labs.

Al + Robotics
Al + Robotics market TAM

The global market size for embodied Al robotic solutions reached CNY82.0bn in 2024 and
is projected to grow further to CNY367.5bn by 2030E, representing a CAGR of 28.4%
from 2024 to 2030E, according to Frost & Sullivan. The market size for embodied Al
robotic solutions in China reached CNY28.7bn in 2024 and is expected to further grow to
CNY142.6bn by 2030, with a CAGR of 30.6% from 2024 to 2030E.

Fig. 53: Market size of embodied Al robotics solutions (CNY bn)
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Select embodied robotic products

The pace of practical training of humanoid robots in automobile factories has accelerated
significantly. The automobile production process covers a large number of subdivided
scenarios such as assembly, handling, and quality inspection, providing an ideal "test
field” for robots. Tesla (TSLA US, Not rated) released its second-generation humanoid
robot Optimus in mid-December 2023, with an increase in walking speed. In early 2024,
Figure 01, a humanoid robot released by Figure Al (unlisted), entered the BMW factory for
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Fig. 55: Unitree G1 bill-of-materials

Parts Line item Cost (CNY) % of BOM
Joint modules 9 large joints 13,500 32.5%
Joint modules 14 small joints 14,000 33.7%
Sensing components 3D LiDAR - DJI Livox MID360 3,840 9.2%
Sensing components Depth camera - Intel RealSense D435i 1,869 4.5%
Structure parts Structural parts 2,000 4.8%
Structure parts Outer shell 500 1.2%
Structure parts Other structure/misc 1,000 2.4%
Power Battery pack (13S, 9,000mAh, 0.42kWh, 2.5kg) 2,000 4.8%
Power PDU 500 1.2%
Power DC-DC 480 1.2%
Power Other power control 200 0.5%
Computing Main SoC (8nm, 6 TOPS NPU) 380 0.9%
Computing DRAM 8GB 75 0.2%
Computing Storage 64GB 60 0.1%
Computing Other main-board content 900 2.2%
Wire harness XT30 harness 90 0.2%
Wire harness Harness terminals 150 0.4%
Wire harness End-of-limb capacitive buffer 30 0.1%
Total BOM 41,574 100.0%

Source: Company data, Nomura research

Fig. 56: Data collection market size (CNY bn) Fig. 57: Share and ASP in different data collection types
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Token economics — When will Al generate
positive ROl and in which areas?

Compute supply model: Capex growth may slow down and but
computing power supply will likely sustain longer

Since 2024, global hyperscale tech platforms have been rushing into AIDC investments
for LLM training, fearing of missing out the opportunities for the generative Al market.
Based on Bloomberg consensus, the big four hyperscale Al companies (Meta / Amazon /
Alphabet / Microsoft) would invest a combined USD710bn / USD907bn capex in 2026E /
2027E. Most of these companies’ managements reiterated the strong demand outlook for
their cloud / Al platforms during their June-26 quarterly earnings calls, noting that demand
cannot be fully fulfilled due to the supply gap in the infrastructure supply chain. Despite
market concerns about the ROI on the intensive infrastructure spending, Amazon's
management noted that it took less than three years to reach break-even on server &
networking equipment investment in the June 2026 quarter earnings call, and AWS Cloud
could achieve USD1tn annual revenue in the long run. We think these indicate strong
commitment from the hyperscale Al companies to invest in Al computing power in the

future.

Fig. 58: Global hyperscaler capex growth trend (Actual)
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Fig. 59: Global hyperscaler capex forecast vs OCF trend

Actual Estimates for 2026-2027
Consensus (pre-2Q26 earnings) Consensus (post-2Q26 earnings) Guidance
2024 2026E 2027E 2026E 2027E 2026
CAPEX 170,180 165,910 251,579 376,051 707,032 899,290 710,426 755,650
Yy 18% -3% 52% 49% 88% 27% 89% 101%
Microsofl 24,769 35,202 55,552 83,094 160,629 198,127 161,936 798,885 | 175,000
Google 31,485 32,251 52,535 91,447 186,400 258,443 186,732 259,760 | 200.000
Meta 31,431 27,266 37,256 69,691 135,671 175,811 136,025 177,312 | 137,500
Amazon 63,645 52,729 82,999 131,819 200,521 239,969 202,497 244,864 220,000
OCF 397,022 490,141 581,304 580,533 875,659 910,443 873,013 1,085,869
Microsoft 84,386 102,647 125,583 160,506 198,146 237,109 204,421 237,241
Google 91,495 101,746 125,299 164,713 211,499 264,469 211,127 263,997
Meta 50,475 71113 91,328 115,800 137,346 168,933 137,037 169,012
Amazon 46,752 84,946 115,877 139,514 184,128 239,933 184,120 240,261
CAPEX/OCF (%) 43% 34% 43% 81% 99% 81% 84%

Source: Company data, Bloomberg Finance L.P., Nomura estimates
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On the other hand, we think China’s Al market is under invested due to the lack of
advanced Al chips, as well as concerns about the solid monetization models. However,
we think China has the potential to accelerate Al spending, thanks to the proactive
development of LLMs (especially open-source LLMs), as well as technology upgrades
from domestically developed Al chips. Government sector, SOEs and private sectors
would all participate actively in China’s AIDC investment, in our view.

Fig. 60: China BAT capex trend
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Fig. 63: Global token revenue forecasts (USD bn)

Token supply & demand 2025F 2026F 2027F 2028F 2029F 2030F
Throughput per GW (mn tok/s) 300 405 547 738 996 1,345
Annual capacity per GW (trn tok) 9,461 12,772 17,242 23,277 31,424 42,423
Max sellable tokens (trn, @util ceiling) 67,952 232,867 552,530 977,406 1,579,926 2,296,969
Token demand (trn)

Actual tokens sold (trn) 67,952 232,867 552,530 977,406 1,579,926 2,056,641
Implied utilization 85.0% 85.0% 85.0% 85.0% 85.0% 76.1%

Demand / max supply

Pricing & revenue

Blended token price ($/mn tok) $2.00 $1.60 $1.28 $1.02 $0.82 $0.66
Annual compute rent fee per GW ($bn/GW)
Platform token revenue ($bn) $136 $373 $707 $1,001 $1,294 $1,348

Source: Nomura estimates

We think there are two types of Al players which build their monetization models based on
the token economy model. The first type is standalone LLM companies, which rent the
Al computing power for LLM training and inference; these companies capture the
token revenue by offering APls to end-customers, and pay for the computing power usage
to infrastructure platforms. These players run an asset-light model, as they do not need to
buy large Al clusters which are cash burning businesses; however, they need to pay the
premium for computing power rental fees. The second type of player is hyperscale Al
platform companies, which have a vertically integrated business model by building
the Al infrastructure and train their models in-house; these are asset-heavy business
models, but they could enjoy economies of scale as their Al Cloud ecosystem grows. In
our forecast below, the asset-light LLM business model's return is highly correlated with
token prices and compute rental fees, and EBIT margin could gradually improve with a
declining portion of rental fees (improved GPM). Based on our assumptions, the asset-
light LLM business model could generate as high as 29.6% EBIT margin in 2030F
(assuming ~70% GPM). Meanwhile, the hyperscaler (with LLM incorporated) model
could generate as high as 47% EBIT margin in 2030F, as they can effectively absorb
the computing cost, while ROIC could reach 17~20% in FY28-30F, in our assumption.
We believe standalone LLM players have to take great efforts to achieve better
intelligence for their models, in order to charge premium token prices and improve their
margins, while hyperscalers could enjoy better ROl thanks to the stronger ecosystem as
well as economies of scale.

Fig. 64: LLM players’ P&L analysis

LLM players P&L (Sbn) 2025F 2026F 2027F 2029F 2030F

Token revenue $136 $373 $707 $1,001 $1,294 $1,348
Inference compute rent (to cloud) $68 $168 $286 $365 $425 $398
Gross profit $68 $205 $421 $636 $870 $950
Gross margin 50.0% 55.0% 59.5% 63.6% 67.2% 70.5%
Training compute rent $37 $90 $154 $196 $229 $214
Opex + R&D $34 $93 $177 $250 $324 $337
Platform operating profit ($3) $21 $90 $189 $317 $399
EBIT margin % (1.9%) 5.8% 12.7% 18.9% 24.5% 29.6%

Source: Nomura estimates
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overseas players were adopting distinct development paths.

In overseas markets, leading Al developers such as OpenAl and Anthropic primarily
pursue a closed-source strategy to preserve technological leadership and maximize
commercial returns. Pricing is typically differentiated based on model capabilities (Fig. 33
), allowing vendors to optimize monetization across customer segments.

China, by contrast, has adopted an “open source + ecosystem” strategy. Supported by
structurally lower electricity costs and system-level efficiency optimizations pioneered by
companies such as DeepSeek, Chinese foundation models could achieve lower training &
inference costs. This cost advantage enables Chinese LLM providers to compete
aggressively on API pricing and accelerate market penetration. Meanwhile, the open-
source ecosystem lowers barriers to Al adoption, expands the developer community, and
accelerates the commercialization of domestic Al applications. As application usage
scales, token consumption increases accordingly, creating a self-reinforcing flywheel
between lower costs, broader adoption, and growing token demand, in our view.

In terms of LLM'’s pricing, we note that Chinese leading LLM labs are covering the full
pricing range (Fig. 34 ), from low-end to high-end market. The SOTA models from these
China labs start to compete with top tiered models in the global market. For example,
Zhipu simultaneously announced a 30% overall price increase for Coding Plan when
GLM-5 was released in February 2026; and as of 1Q26, Zhipu API price increased 83% in
total, according to the company. The recently-launched Kimi K3 (on 16 July) APl is priced
at CNY20/mn tokens for input and CNY100/mn tokens for output, which is 3.1x and 3.7x
higher than Kimi K2.8, respectively. Compared to some low pricing models, the Kimi K3's
API output and input prices are 12.5x and 10x that of the MiniMax-M3, respectively.

We think China’s LLM players (including both close-source and open-source) will continue
to gain traction in the global market, providing highly cost-efficient models which could
fulfil the demand for a wide range of IT workloads. Meanwhile, top tier global LLMs could
also accelerate their innovation, targeting the most complex workloads (i.e. science) and
maintaining their technology & pricing premium, in our view. Moreover, due to geopolitical
risks and the decoupling trend, we think the sovereign Al trend will become more popular,
as most countries/enterprises would find it too risky to rely on only a small elite club for all
Gen Al workloads in the future. Therefore, we think leading LLM players from both China
and US would thrive, as long as they can stay ahead of the technology curve.
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invoke the International Emergency Economic Powers Law to impose financial sanctions and
freeze assets.

Fig. 72: Major timeline of updates on BIS entity list for China Al model and hardware companies, 2025-2026

Date Event Description Key Targets

{55 BIS issued two Final Rules adding 25 Chinese Includes Zhipu Al, Beijing Keyi Hongyuan Optoelectronics,
companies to the Entity List etc.
BIS added 50+ Chinese tech firms; 12 specifically

Mar-25 |for Al model development, servers and Al Beijing Zhiyuan Al Research Institute, Nettrix, Inspur, etc.
computing
BIS added 23 Chinese companies in Shanghai Fudan Microelectronics, Aerospace Information

Sep-25 |semiconductor, biotech, quantum tech and Research Institute (CAS), National Time Service Center
aerospace (CAS), etc.
BIS issued guidance blocking Chinese firms from [Targets Chinese parent companies acquiring advanced Al

May-26 |acquiring advanced Al chips via overseas chips such as NVIDIA Rubin/Blackwell series and AMD
subsidiaries MI350x

Source: Bureau of Industry and Security, Nomura research

The performance of the latest LLMs from Chinese companies such as DeepSeek,
Moonshot, and Zhipu reflects that despite limited access to advanced chips, China has
achieved competitive LLM performance with limited computing power through multiple
innovations (such as MLA attention mechanisms and FP8 mixed-precision training).
Meanwhile, US chip export controls have accelerated the commercialization progress of
China's domestic chips. The insufficient performance of domestic chips per card led to
innovative solutions such as SuperPod, which scales up Al chip clusters effectively,
making domestic chips more usable for training and inference.

We believe that the China-US Al industry competition has entered a new stage of full-
chain, multi-dimensional development. The US builds a blockade system from chips to
models, from hardware to software to maintain its leading position, while China focuses
on open-source ecosystems and domestic substitution as the main development
strategies. From a risk perspective, the supply shortage may intensify and cost may
increase due to various restrictions on different parts of the value chain (i.e. chips, optical
components, LLMs). But in the medium to long term, regulations are accelerating the
autonomy and the resilience of China's Al industry chain.
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China IDC: robust demand growth driven by
surging token consumption

According to NDA and CAICT, China's cumulative number of racks for IDCs grew 53% y-
y to 13.7mn by end-2025, equivalent to critical IT power of 34GW assuming standard rack
density of 2.5kW per rack. On the other hand, China’s cumulative intelligent computing
power (FP16) recorded 223% y-y growth to 1590 EFLOPS by end-2025, followed by
another 179% y-y to 2185 EFLOPS by the end of June 2026 (news link in Chinese ). We
see robust demand for computing power in China, driven by surging token consumption in
China, which is fueling growing demand for AIDC infrastructure rollout, in our view.

Fig. 73: China's cumulative IDC critical IT power Fig. 74: China's intelligent computing power (FP16) trend
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Source: MIIT, CAICT, Nomura research

On the other hand, we note the Chinese government has enforced stricter controls over
the domestic AIDC construction since early 2025, by introducing new centralized project
approval procedures by NDRC, which requires large- and mega-sized AIDC projects to
locate at designated hub nodes under the “Eastern Data Western Computing” (EDWC)
initiative. According to Government Work Report 2026, the task of “implementing new
infrastructure projects includes ultra-large computing clusters and coordination of power
and computing resources (ZEHE)" , and these have been included in the 15% Five-
Year-Plan. We expect domestic AIDC planning to factor in more considerations of: 1)
penetration of green power, with more policy support on “direct renewable connection” (&%
EEE%) and power purchase agreements (PPAs); and 2) penetration of domestic Al
hardware for training and inferencing purposes, with lower dependence on imported
chips.
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Case study: accelerating AIDC rollout in Ulanqab

Ulangab is located in Inner Mongolia, one of the eight computing power hub nodes under the
EDWC initiative. Ulangab has become one of the pioneer cities in China in terms of AIDC
development, likely attributable to: 1) adequate natural cooling resource with annual average
temperature of 4-5°C, leading to better PUE (power usage effectiveness) below 1.2; 2)
convenient location, just ~240km from Beijing, allowing lower network latency and synergy with
data center clusters in Beijing and Hebei; and 3) concentrated renewable energy installation with
attractive power tariff.

According to Ulangab's Municipal Development and Reform Commission (MDRC), the city
achieved over cumulative renewable power installation of over 20GW (wind: 15GW, solar:
5.3GW), representing 67% of total power generation capacity by end-1H26. Renewable power
generation totalled 19.6TWh in 1H26, accounting for 48% of the total. AIDC has become the key
economic growth driver for Ulangab, with total computing power reaching ~165EFLOPS by mid-
2026, implying a national market share of ~8%, based on our estimates. By July 2026, the
monthly electricity consumption by data centers reached 732mn kWh, accounting for 8.9% of
total power consumption (vs national level of ~2%). We estimate utilized IT power of 0.8GW by
July 2026 in Ulangab, while the city's government indicated that contracted capacity reached
5mn standard racks by mid-2026, equivalent to critical IT power of 12.5GW. Incumbent players in
Ulangab include VNET (VNET US, Buy), Centrin (unlisted), ZData (unlisted), UCloud (688158
CH, not rated), and we see more emerging players announcing AIDC plans in the city, including
GDS (GDS US, Buy, news link ), GLP (unlisted, news link ) as well as potential projects by
DeepSeek (unlisted, news link ) and RedNote (unlisted, news link ).

Fig. 75: Ulanqab's power generation by energy resource Fig. 76: Ulangab's data center power consumption % total
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Fig. 77: Net addition of utilized IT power for Ulangab's data center industry
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Source: Ulangab MDRC, Nomura research
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Company profile

Kingdee International is a China-based software company. The company mainly engages in the enterprise resource planning (ERP) business.
Kingdee has launched its cloud-based ERP platforms, namely Kingdee Cloud Galaxy and Kingdee Cloud Cosmic to facilitate digital transformation
of its enterprise customers.

Valuation Methodology

We use DCF valuation to arrive at our TP of HKD11.87. Our DCF valuation assumes a WACC of 10.1%, market risk premium of 7% and a terminal
growth rate of 2.0%, with cash flows discounted back to end-2026F. The benchmark for this stock is the Hang Seng Index.

Risks that may impede the achievement of the target price

Downside risks include: 1) slower-than-expected cloud revenue growth; 2) the company being unable to turnaround its cloud business due to
competition or additional R&D investments; and 3) intense competition in the next generation of cloud platforms from incumbent ERP players.

ESG

Kingdee is a leading cloud software solution provider, which is environmentally friendly and takes social responsibility by helping enterprise and
industrial clients for digital transformation.
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Company profile

Kingsoft Office is a leading office software and service provider in China. The company focuses on development of WPS office and relevant
applications, while also providing one-stop, multi-platform application solutions helping customers moving onto cloud. The company's products and
services apply to the government and various industries, as well as consumers on both PC and mobile platforms.

Valuation Methodology

Our TP of CNY336.00 is based on DCF valuation method. Our DCF valuation assumes a WACC of 8.4%, market risk premium of 7% and terminal
growth rate of 2.5% while we discounted back cash flow to 2026 as a 12-month forward valuation. Our TP implies a 22x/17x FY26/27F P/S or
69.8x/55.8x FY26/27F P/E. The benchmark index for this stock is CSI 300.

Risks that may impede the achievement of the target price

Downside risks include: 1) weaker-than-expected demand from independent and controllable technology initiative in the China market; 2) slower-
than-expected development of the WPS Al and subscription business; and 3) increasing competition for the collaboration business in the SaaS
market.

ESG

As a software and service company, Kingsoft Office assists customers to improve office efficiency and efficiently produce professional and high
quality office documents. Its continuous cloud business strategy will help end-customers fulfill their responsibility in energy conservation and
emission reduction. The company has also established a good platform for employees and advocates a healthy work and lifestyle. KO also
communicates with the communities where it operates and practices public welfare undertakings.
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1H26 and 2Q26 results review

Kingsoft Office (KO) reported 1H26 results on 19 August, and recorded 1H26 revenue/
earnings growth of 25%/237% y-y, translating into changes of +25%/-6% y-y for 2Q26.
We note KO's top-line maintained strong growth in 2Q26, driven by solid growth in WPS
365 and WPS software, +60% and +34% y-y in 2Q26, respectively. The significant
increase in earnings for 1TH26 was mainly driven by a sizable increase in investment
income in 1Q26, and we believe both GPM and OPM were still under pressure, likely due
to increased hardware cost and S&M expenses, as well as continued investment in Al
capabilities, in our view. 1H26 GPM came in at 84.9%, -0.1pp y-y (2Q26: 83.3%, -0.9pp y-
y), while OPM increased 1.1pp y-y (0.1pp g-q) to 22.9% in 1H26 (2Q26: +1.4pp y-y and -
4.4pp g-q to 25.1%).

Fig. 78: Kingsoft Office — 1H26 and 2Q26 earnings review

(CNY mn)

A A A A A A A A A A A A
Tumover 1,225 1,188 1,214 1,494 1,301 1356 1521 1,750 1613 1,700  25% 5% 2413 2708 2857 3272 3313 25% 1%
% chg yoy 17% 6% 1% 16% 6% 14% 25% 17% 24% 25% 1% 14% 10% 21% 25%
COGS (1886} (178) (176) (221) (183) (215) (208) (229) (216) (284) (364) (397) (398) (435) (500)
Gross Profit 1.039 1,010 1.037 1,274 1.119 1.141 1315 1,521 1,397 1,416 2,049 2,311 2,259 2,836 2,813
OPEX (743) (743) (805) (848) (803) (879) (364) (1,127) (992) (1,064) (1.486) (1.653) (1,682) (2,091) (2.056) 22% -2%
Operating Income 296 267 233 425 315 262 351 394 405 352 3% -13% 563 658 577 745 757 3% 2%
% chg yoy 51% 3% 20% 35% 6% 2% 51% 7% 29% 34% 24% 29% 2% 13% 31%
Finance Expense 14 3 1 - - 3 (@) (3] 1 (4] 17 - 4 - (0)
Other gains/expense 79 109 99 225 104 95 14 319 1,999 8 189 324 198 428 2,007 913%  369%
Pretax income 389 37 332 650 419 361 483 710 2,408 359 -1%. -85% 769 982 780 1,173 2,785 254%, 136%
% chg yoy 38% 9% 8% 44% 8% -5% 39% 9% 474% -1% 22% 29% 1% 19% 254%
Tax {24) (23) {14) (35) (25) (22) (31) (52) 211) (36) (47) (49) (47) (84} (247)
Minarity expenses 2 (2) 0 (10 8 6 Q 0 ] 0 (1) (10) 15 0 0
Profit to shareholders 367 354 318 605 403 344 431 658 2,195 322 -6% -85% 721 924 747 1,089 2,518 237% 131%
% chg yoy 37% T% 8% 43% 10% -3% 35% 9% 445% -6% 20% 29% 4% 18% 237%
EPS (Diluted) 0.79 0.77 0.69 1.31 0.87 0.74 0.93 1.42 4.74 0.69 1.56 2.00 1.61 2.35 544
Ratio Analysis
GPM 84.8% 85.0% 85.5% 85.2%  86.0% 84.1% B6.5%  86.9% B6.6%  83.3% -0.9pp  -3.3pp B4.9%  85.3% 850% B86.7% 84.9% -0.1pp -1.8pp
OPEX 60.6% 62.6% 66.3% 56.8% 61.7% 64.8% 63.4% 64.4% 61.5% 626% -2.2pp 1.1pp 61.6% 61.0% 633% 63.9% 620% -1.3pp -1.9pp
OPM 24.2% 225% 19.2% 28.5% 24.2% 19.3% 23.1% 225% 25.1% 207% 14pp -44pp 23.4% 24.3% 217% 22.8% 22.9% 1.1pp 0.1pp
NPM 30.0% 29.8% 26.2% 40.5% 31.0% 25.4% 28.3% 37.6% 136.1% 19.0% -6.4pp -117.1pp 29.9% 34.1% 28.1% 33.3% 76.0% 479pp 42.7

Source: Company data, Nomura research

By segment, KO recorded revenue growth of 15%/61%/33% y-y for WPS individual/WPS
365/WPS software in 1H26 (2Q26: 17%/60%/34 %), accounting for 61%/15%/22% of total
revenue. Total number of paying users increased 15% y-y to CNY48.3mn. WPS Office MAD
(monthly active device) recorded an increase of 3.9% y-y to CNY676mn, of which PC MAD
grew 10.1% y-y to CNY336mn and Mobile MAD declined 1.7% y-y to CNY340mn.

Fig. 79: Kingsoft Office — 1H26 and 2Q26 results by segment

(CNY mn)

Revenue

By Product

WPS Individual 773 B840 809 861 857 891 899 978 975 1,032 17% 7% 1,613 1,670 1,748 1877 2014 15% 7%
% chg yoy 25% 21% 18% 10% 1% 6% 1% 14% 14% 17% 8% 12% 15%

WPS 3865 93 97 17 129 151 158 201 210 244 253 60% 4% 190 247 309 411 497 61% 21%
% chg yoy 4N T7% 411% 22% 200% 62% 63% T2% 63% 62% 60% 63% B67% 61%

WPS Software 332 221 260 455 262 280 391 529 347 375 34% 8% 553 715 542 920 722 33% -21%
% chg yoy -10% -38% 4% 16% -21% 27% 50% 16% 32% 34% -2% 29% 33%

Others 27 28 27 49 31 27 30 32 47 33 23% -30% 55 77 58 62 80 38% 30%
% chg yoy -46% -47% -39% -22% 17% -4% 12% -35% 50% 23% 6% -19% 38%

Source: Company data, Nomura research
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Valuation and risks

Our new TP of CNY336 is based on an unchanged DCF valuation methodology. Our DCF
valuation assumes a WACC of 8.4% (previously 9.0%), market risk premium of 7.0%
(unchanged), and a terminal growth rate of 2.5% (previously 3.5%), while we discount
back cash flows to 2026F as a 12-month forward valuation. Our TP implies 21x/17x
FY26F/27F P/S or 69.8x/55.8x FY26F/27F P/E.

Downside risks include: (1) weaker-than-expected demand from independent and
controllable technology initiatives in the China market; (2) slower-than-expected
development of the WPS Al and subscription businesses; and (3) intensifying competition
in the Al office sector.

Fig. 83: Kingsoft Office — DCF valuation

2027F 2028F 2031F 2032F 2033F Terminal
Period 0 0 1 2 3 4 5 6 Ty
Revenue 1,580 2,261 3.280 3,885 4,556 5121 5929 7.254 9.088 1413 14,312 17.854 22,075 26,956 32418
Profit after tax 401 878 1.04 1,118 1,318 1,845 1,836 2,234 2,792 3,586 4,642 5,930 7411 9,181 11,122
Operating cash flow 586 1,514 1,864 1,603 2,058 2,196 2,502 3,330 3,873 4,836 5,909 7,232 8,629 10,268 12,015
CAPEX (63) (55) (149) (176} (168) (175) (98) (98) (98) (98) (98) (98) (98) (98) (98)
FCF 522 1,459 1,715 1,427 1,892 2,021 2,404 3,232 3.775 4,738 5812 7134 8,531 10,168 1,917 206,329
Discount factor 092 0.85 0.78 072 0.67 0.62 0.57 0.57|
PV 3,482 4,031 4,560 5,163 5,694 6,260 6,767 117,164
PV of corporate value 153,121
+ cash 2,681
Risk-free rate - borrowing of
Market risk premium - minority interest/preferred shares 18]
Beta PV of equity value 156,821
Terminal growth rate
WACC 8.4%) # of outstanding (mn) 483
CNY CNY
Target price 33| 336

Source: Company data, Nomura estimates

Fig. 84: Kingsoft Office — 12-month forward P/E band Fig. 85: Kingsoft Office — 12-month forward P/B band
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Company profile

Kingsoft Cloud is the largest independent cloud service provider in China market and they mainly focus on laaS market in cloud business. The
company offer public cloud services to its premium customers in various sectors such as Video, gaming, e-commerce, Al etc and enterprise cloud
services to selected verticals including financial service, public service and healthcare sector etc.

Valuation Methodology

Qur TP of HKD8.20 is based on DCF valuation method. Our DCF valuation assumes a WACC of 9.1%, market risk premium of 7.0% and terminal
growth rate of 2.5% while we discounted back cash flow to 2026 as a 12 month forward valuation. Our TP implies a 2.61x/2.06x P/S 2026F/2027F.
The benchmark index for this stock is the Hang Seng Composite Index.

Risks that may impede the achievement of the target price

Downside risks include: 1) slower-than-expected public cloud business (including Al cloud) expansion rate due to a slower-than-expected internet
business growth rate; 2) lower-than-expected demand growth from enterprise customers, which would affect the growth rate of enterprise cloud
business; and 3) potential intense competition, which may result in a faster-than-expected decline in the net dollar retention rate of public cloud
service premium customers.

ESG

Kingsoft Cloud focuses on technological innovation, conducting responsible operations, talent development, building a green workplace, and
strengthening supply chain management and community engagement. KC implements strict environmental management and has adopted energy-
saving, low carbon technologies and products at its data centers. The company has also established and maintained effective risk management and
internal control systems to ensure stable and efficient business operations. KC respects the human rights of its employees and partners, and has
formulated a Kingsoft Human Rights Policy based on internationally-recognized human rights principles.
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2Q26 results review

Kingsoft Cloud (KC) reported 2Q26 results on 19 August, with revenue up 31% y-y to
CNY3.1bn (+14% g-q), led by revenue growth from Al cloud and enterprise cloud
projects, according to the company. Segment-wise, public cloud revenue was up 45% y-
y (+18% g-q) in 2Q26, driven by Al demand growth; enterprise cloud revenue declined
1% y-y (+1% g-q). Gross margin improved 0.8pp y-y and 2.4pp g-q to 15.2% in 2Q26, on
an expanding revenue scale, especially intelligent computing services, according to
management. KC recorded a non-GAAP net loss of CNYB0mn (vs a loss of CNY237mn in
1Q26), and a net loss of CNY93mn. Capex and leased assets obtained totally amounted
to CNY3.2bn in 2Q26, mainly used to support intelligent computing services and
enterprise cloud projects; and, management expects to continue to invest for further
business expansion in 2ZH26E.

Fig. 86: Kingsoft Cloud - 2Q26 results review

(CNY mn) 1024 2024 3Q24 4Q24 1Q25 2025 3Q25 4Q25 1Q26 2026 % chg
A A A A A A A A A A y-y q-q
Revenue 1,776 1,892 1,886 2232 1,970 2,349 2478 2,761 2,704 3,072 31% 14%
% Y-y -5% 3% 16% 30% 1% 24% 31% 24% 37% 31%
Public cloud 1187 1235 1,176 1410 1353 1,625 1,752 1,902 1,996 2,358 45% 18%
% y-y 3% 6% 16% 34% 14% 32% 49% 35% 47% 45%
Enterprise cloud 588 657 710 822 616 724 726 859 707 714 -1% 1%
% Y-y -17% -3% 17% 23% 5% 10% 2% 4% 15% -1%
COGS (1.482) (1,573) (1,582) (1,806) (1,652) (2.010) (2,097) (2.296) (2,358) (2,606)
Gross Profit 293 319 303 426 318 339 381 465 346 466 38% 35%
OPEX (567) (596) (1,447) (469) (553) (666) (526) (532) (512) (443)
Operating profit (274)  (277) (1,144) (44)  (234) (327) (145) (66) (166) 23
%o Y-y -54%  -24% 42%  -87% -15% 18%  -87% 53%  -29% -107%
Net finance expense (43) (49) (53) (58) (78) (113) (112) (114) (122) (141)
Pretax income (379)  (346) (1,050) (204)  (307) (455) (10) (176)  (339) (76)
Yo y-y -38%  -30% 35%  -29%  -19% 31%  -99% -14% 10%  -83%
Net income (359) (354) (1,057) (197) (314) (456) (5) (160)  (344) (93)
% y-y -41%  -29% 35% -31% -13% 29% -100% -19% 9%  -80%
Ratio Analysis
GPM 16.5% 169% 16.1% 19.1% 16.2% 144% 154% 169% 128% 152% 0.8pp 2.4pp
OPEX -32.0% -31.5% -76.7% -21.0% -28.0% -28.3% -21.2% -19.3% -18.9% -14.4% 13.9pp 4.5pp
OPM -15.4% -14.6% -60.7% -1.9% -11.9% -13.9% -59% -24% -6.1% 0.7% 14.7pp  6.9pp
Adjusted EBITDA 1.9% 3.2% 9.8% 16.1% 16.2% 17.3% 33.4% 284% 27.6% 358% 185pp 8.2pp
NPM -20.2% -18.7% -56.1% -8.8% -15.9% -194% -0.2% -58% -12.7% -3.0% 16.4pp 9.7pp

Source: Company data,

Nomura research
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Earnings forecast revisions

We raise FY26-27F revenue by 6.0-8.1% to reflect accelerated inference demand from
more token-consuming applications (i.e., Al agents). We cut FY26-27F GPM by 0.4-
1.5pp, to reflect the price hikes for Al hardware such as memory. As a result, we cut
FY26-27F earnings to a net loss of CNY847mn / CNY549mn, respectively, from -
CNY234mn / +CNY118mn. We introduce FY28F revenue forecasts with 26% y-y growth
and estimate FY28F earnings to turn positive to CNY43mn.

Fig. 87: Kingsoft Cloud — earnings forecast revisions

(CNY mn) 2022 2023 2024 2025 2026F 2027F 2028F 2026F 2027F 2026F 2027F
A A A A (NOM) (NOM)  (NOM) (OLD)  (OLD) Diff. Diff.

Revenue 8,180 7,047 7,785 9,559 12,212 15462 19,416 11,524 14,300 6.0% 8.1%

% Y-y -10% -14% 10% 23% 28% 27% 26% 21% 24%
Public cloud 5,360 4,382 5,007 6,633 9,287 12,537 16,549 8,462 11,085 9.8% 13.1%
% y-y -13% -18% 14% 32% 40% 35% 32% 28% 31%
Enterprise cloud 2,817 2,664 2,778 2,925 2,925 2,925 2,867 3,062 3,216 -4.5% -9.0%

% Y-y -3% -5% 4% 5% 0% 0% -2% 5% 5%

COGS (7,751)  (6,197) (6,444) (8,055) (10,322) (12,652) (15,382) (9,563) (11,638) 7.9% 8.7%

Gross Profit 430 850 1,341 1,503 1,890 2,811 4,034 1,961 2,662 -3.6% 5.6%

OPEX (2,681)  (2,305) (2,160) (2,276) (2,701)  (3,157) (3,634) (2,310)  (2,624)

Operating profit (2,251)  (1,455) (819) (773) (810) (346) 401 (349) 39
% Y-y 24% -35% -44% -6% 5% -57% -216% -55% -111%

Net finance expense (57) (68) (203) (417) (296) (464) (624) (196) (234)

Pretax income (2,664) (2,166)  (1,981) (948) (864) (568) 19 (245) 105 -252.0% -641.4%
% Y-y 69% -19% -9% -52% 9% -34% 103% -74% -143%

Net income (2,658)  (2,176)  (1,967) (9386) (847) (549) 43 (234) 118 -262.2%  -565.4%
% Y-y 67% -18% -10% -52% 9% 35% 108% -75% -150%

Ratio Analysis

GPM 5.3% 121% 17.2% 15.7% 15.5% 18.2% 20.8% 17.0% 18.6% -1.5pp -0.4pp

OPEX -32.8% -32.7% -27.7% -238% -221% -204% 18.7% -20.0%  -18.3% -2.1pp -2.1pp

OPM -27.5% -206% -10.5% -8.1% -6.6% -2.2% 2.1% -3.0% 0.3% -3.6pp -2.5pp

Adjusted EBITDA -9.2% -3.8% 8.2% 24.4% 15.6% 15.5% 16.3% 9.3% 7.5% 6.3pp 8.0pp

NPM -32.5%  -30.9%  -25.3% -9.8% -6.9% -3.6% 0.2% -2.0% 0.8% -4.9pp  -4.4pp

Source: Company data, Nomura estimates

Our FY26-28F revenue forecasts are 2-4% below Bloomberg consensus estimates, as we
are cautious about topline growth due to tight supply of Al chips. Our FY26-27F earnings
are 56-176% below, as we are more cautious on gross margin, due to hikes in upstream
component prices as well as rental fees from third-parties.

Fig. 88: Kingsoft Cloud - Nomura vs Bloomberg consensus
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Valuation and risks

Our TP of HKD8.2 continues to be based on a DCF valuation method, assuming a WACC
of 9.1% (previously: 10.0%), a market risk premium of 7.0% (previously: 8.85%), and a
terminal growth rate of 2.5% (previously: 3.5%), while we discount back cash flows to
2026 at a 12-month-forward valuation. Our TP implies 2.61x/2.06x 2026F/2027F P/S.

Fig. 89: Kingsoft Cloud — DCF valuation

2026F 2027F Terminal
Period ] 1 2 3 4 5 6 7
Revenue 3956 6577 9,061 8,180 7.047 7,785 9,559 12212 15.462 19,416 24712 31,265 39,217 48,668 59,660
Profit after tax (1.181) (982) (1,589) (2.658) (2.176) (1,967) (936) (847) (549) 43 657 1,665 2,942 4218 5724
Operating cash flow (439) (280} (709} 189 1169) 628 3,801 909 1,562 2,107 2,683 3.628 4,821 6,084 7.517
CAPEX (1.000) (1,560) (723} (1.419) (1.965) {3.672) (4,742) (5.742) {5,742) (4,742) (4.242) (3.742) (3.242) (3,242} (2.742)
FCF (1,439) (1,850) (1,432) (1,230 (2,134) (3,044) (941) (4,833) (4,180) (2,635) (1,560) {114) 1,579 2,842 4,774 74,253
Discount factor 0.92 0.84 0.77 0.7 065 059 0.54 0.54]
PV (3,832) (2,214) (1,201) (81) 1,022 1,686 2,507 40,383
PV of corporate value 38,360
L+ cash 3,425
Risk-free rate 1.7%) - borrawing -9,872]
Market risk premium 7.0%) - minarity interest/preferred shares
Beta 21 PV of equity value 31,924
Terminal growth rate 2.5%)
WACC 9.1%] # of shares outstanding 4,532
HKD
Target price CNY 7! 8.2

Source: Company data, Nomura estimates
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Company profile

iFlytek is a China-based software solution provider that specializes in speech intelligence and artificial intelligence technology. The company
provides Al-enabled solutions in key vertical industries, including education, healthcare, juridical and consumer electronics.

Valuation Methodology

Our TP of CNY40.00 is based on 65x 2027F EPS of CNY0.61. The benchmark index is CSI 300.

Risks that may impede the achievement of the target price

Downside risks include: 1) rising competition in the Al and voice recognition market, 2) slower-than-expected Al technology ramp-up and 3) inability
to monetize the Al technology in the longer term. Upside risks include: 1) faster-than-expected Al technology ramp-up; and 2) better-than-expected
in monetization of the Al technology.

ESG

As a leading Al solution provider, iFlytek takes social responsibility by helping enterprise and industrial clients in digital transformation.
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Valuation and risks

We maintain our Neutral rating and raise our TP to CNY40, based on 65x (previously: 98x)
rolled-forward FY27F EPS of CNY0.61, in line with the A-shares software median P/E.

Downside risks: 1) higher-than-expected competition in the LLM market; and 2) slower-than-
expected demand recovery from downstream customers.

Fig. 95: iFlytek — 12-month-forward P/E bands Fig. 96: iFlytek — 12-month-forward P/B bands
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Company profile

GDS develops and operates data centers in China. The company provides colocation, managed hosting and consulting services to cloud services
providers, internet companies, financial institutions and other large domestic private sector or multinational corporations. GDS is the leading carrier-
neutral IDC player in China in terms of market share.

Valuation Methodology

Our TP of USD45.70 is derived from 18.8x FY27F EV/EBITDA, in line with the historical average EV/EBITDA. The benchmark index for this stock is
the NASDAQ Composite Index.

Risks that may impede the achievement of the target price

Downside risks include: 1) lower-than-expected data center demand related to Al business in China; 2) slower-than-expected data center business
expansion in overseas markets; 3) intensified market competition in the data center sector; and 4) supply chain disruption as a result of rising
geopolitical risks.

ESG

As a leading IDC player in China market, GDS uses energy conservation technology in its data centers. They onsite renewable energy systems and
Al-based energy efficiency tool to precisely manage the PUE of its data centers. The company is also making progress in reducing its greenhouse
gas emissions by utilizing renewable energy and over 20% of its electricity consumption in 2020 are from renewable energy sources. Meanwhile,
GDS also has compliance policies in place that clearly define its compliance requirement. And they are committed to providing all the employees
with equal employment opportunities and a good workplace.
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Fig. 97: GDS - earnings forecast revisions

2024 2025 2026F 2027F 2028F 2026F 2027F 2028F 2026F 2027F 2028F
A A (NOM) (NOM) (NOM) (OLD) (OLD) (OLD) Diff. Diff. Diff.
GDS (in CNYmn)
Net revenue 10,322 11,432 12,772 13,916 17,783 12,577 13,721 16,993 1.6% 1.4% 4.7%
% y-y 6% 1% 12% 9% 28% 10% 9% 24%
Service revenue 10,322 11,428 12,341 13,916 17,783 12,147 13,721 16,993 1.6% 1.4% 4.7%
% y-y 6% 1% 8% 13% 28% 6% 13% 24%
COGS (8,099) (8,847) (10,180) (12,467) (15,530) (9,797) {11,359) {13,441) 3.9% 9.7% 15.5%
Gross profit 2,223 2,585 2,592 1,449 2,253 2,780 2,362 3,652
OPEX (1,071) (1,080) (900) (1,151) (1,266) (1,007) (1,176) (1,456)
Sales & marketing expense (116) (149) (135) (145) (186) (151) (171) (211)
General & admin expense (918) (898) (734) (974) (1,040) (816) (960) (1,189)
R&D expense (36) (33) 31) (32) (41) (40) (45) (55)
Operating profit 1,152 1,505 1,692 298 987 1,773 1,186 2,095
% y-y 43% 31% 12% -82% 231% 18% -33% 7%
Net finance expense (1,835) (1,635) (1,487) (1,313) (1,509) (1,487) (1,560) (1,668)
Pretax income (615) 713 205 (1,0186) (522) 386 (374) 427
% y-y -84% -216% -11% -595% -49% -46% -197% -214%
Net income 3,371 895 1,863 (719) 107 1,938 (678) 204 -3.9% 6.0% -47.5%
% y-y -178% -73% 108% -139% -115% 116% -135% -130%
Adjusted gross profit 5,314 5915 6,067 6,563 8,235 6,190 8,975 8,638 -2.0% -5.9% -4.7%
% y-y 4% 1% 3% 8% 25% 5% 13% 24%
Adjusted EBITDA 4,876 5,403 5,531 5,852 7.410 5,676 6,281 7,664 -2.6% -6.8% -3.3%
% y-y 3% 11% 2% 6% 27% 5% 11% 22%
Ratio Analysis
GPM 21.5% 22.6% 20.3% 10.4% 12.7% 22.1% 17.2% 20.9% -1.8pp -6.8pp -8.2pp
OPEX -10.4% -9.4% -7.0% -8.3% 11% -8.0% -8.6% -8.6% 1.0pp 0.3pp 1.4pp
OPM 11.2% 13.2% 13.2% 2.1% 5.5% 14.1% 8.6% 12.3% -0.8pp -6.5pp -6.8pp
Adjusted GPM 51.5% 51.7% 47.5% 47.2% 46.3% 49.2% 50.8% 50.8% -1.7pp -3.7pp -4.5pp
Adjusted EBITDA margin 47.2% 47.3% 43.3% 42.1% 41.7% 45.1% 45.8% 45.1% -1.8pp -3.7pp -3.4pp

Source: Company data, Nomura estimates

Fig. 98: GDS - 12M forward adj. EV/IEBITDA bands
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Company profile

VNET develops and operates internet data centers (IDCs) in China. The company provides colocation, managed hosting and consulting services to
cloud services providers, internet companies, financial institutions and other large domestic private sector or multinational corporations.

Valuation Methodology

Our target price of USD11.30 is based on a DCF valuation model. We assume a WACC of 7.0% and terminal growth rate of 2.0%. Cash flows are
discounted back to end-2027F. Our TP implies 11.6x 2027F EV/EBITDA. The benchmark index is NASDAQ.

Risks that may impede the achievement of the target price

Downside risks include: (1) slower-than-expected ramp-up of utilization rates for newly-built data centers; and (2) faster-than-expected decline in
MRR on intensified market competition.

ESG

VNET has been focusing on building IDCs with industry-leading standards to maximize the energy utilization. The company also targets to increase
the usage of renewable energy to power its data centers.
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Fig. 99: VNET - earnings forecasts revisions

(CNY mn) 2024 2025 2026F 2027F 2028F 2026F 2027F 2028F 2026F 2027F 2028F
Actual Actual Forecast Forecast Forecast Old Old Old Diff. Diff. Diff.
Net revenue 8,259 9,949 11,552 14,383 18,062 11,556 14,385 18,028 0.0% 0.0% 0.2%
y-y 11.4% 20.5% 16.1% 24.5% 25.6% 16.1% 24.5% 25.3%
[elelet} (6,427) (7.757) (9,237) (11,429) (14,171) (8,928) (11,042) (13,658)
Gross Profit 1,832 2,192 2,315 2,954 3,891 2,628 3,343 4,370
vy 41.8% 19.7% 5.6% 27.6% 31.7% 19.8% 27.2% 30.7%
Adjusted cash gross profit 3,337 4,218 4,955 6,242 7,928 4,980 6,271 7,950 -0.5% -0.5% -0.3%
¥y 12.1% 26.4% 17.5% 26.0% 27.0% 18.1% 25.9% 26.8%
Sales and marketing expenses (264) (279) (255) (332) (417) (266) (348) (434)
General and administrative expenses (659) (797) 717 (907) (1,140) (752) (951) (1,192)
R&D expenses (247) (261) (326) (4086) (510) (321) ({385) (464)
Operating profit / (loss) 669 780 941 1,259 1,775 1,168 1,662 2,281
Depreciation and amortization 1,598 1,926 2711 3,418 4,198 2,435 2,936 3,590
Share-based compensation 149 26 20 20 20 20 20 20
Others 14 246 - = = 50 100 100
Adjusted EBITDA 2,430 2,978 3,673 4,697 5,992 3,674 4,718 5,991 0.0% -0.4% 0.0%
Y-y 19.1% 22.6% 23.3% 27.9% 27.6% 23.4% 28.4% 27.0%
Finance costs (net) (373) (561) (750) (982) (1,245) (734) (983) (1.171)
Foreign exchange gain (loss) (19) 6 - - - - - -
Profit before taxation 483 424 491 677 1,030 434 678 1,110
Taxation (234) (558) (652) (102) (154) (565) (102) (166)
Net profit 248 (133) (161) 575 875 (130) 577 943
Non-controlling interest (65) (123) (2,099) (144) (219) (1,863) (144) (236)
Profit for owners of the company 183 (257) (2,260) 432 657 {1,994) 433 707 13.4% -0.2% -7.2%
Key ratios
Adjusted GPM 40.4% 42.4% 42.9% 43.4% 43.9% 43.1% 43.6% 44.1% -0.2pp -0.2pp -0.2pp
OPEX-lo-Sales 14.2% 13.4% 11.2% 11.4% 11.4% 11.6% 11.7% 11.6% -0.4pp -0.3pp -0.2pp
Adjusted EBITDA margin 29.4% 29.9% 31.8% 32.7% 33.2% 31.8% 32.8% 33.2% 0.0pp -0.1pp -0.1pp

Source: Company data, Nomura estimates

Fig. 100: VNET - DCF valuation

2026F 2028F 2029F 2030F 2032F 2033F 2034F 2035F Terminal
Period 1 2 3 4 5 6 7 8
Revenue 7413 8,259 9,949 11,652 14,383 18,062 21,919 25,950 29,682 33,254 36,887 40,578 44,362
Profit after tax (2.644) 183 (257) (2,260) 432 657 675 976 1.269 1,583 1919 2,257 2,676
Operating cash flow 2,063 2,005 1,919 2,632 3,639 4,593 5,279 6,293 7.280 8,221 9,133 10,037 11,029
CAPEX (2,967) (4,924) (7,857) (11,275) (11,250) (10,125) (9,113) (8,201) (7.381) (6,643) (6,510) (6,380) (8,252)
FCF (904) (2,918) (5,738) (8,643) (7,611) (5,532) (3,834) (1,908) {101) 1,578 2,623 3,657 4,777 97,499
130% 223% 97% 51% -12% -27% -31% -50% -95% -1666% 66% 39% 3%
Discount factor 0.93 0.87 0.82 0.76 0.7 0.67 0.62 0.58 0.58
PV (5.171) (3,349) (1,558) (77) 1,125 1,748 2,278 2,781 56,758
[Assumptions PV of corporate value 54,536
+ cash 3.884
Risk-free rate 1.7%| - borrowing (33.088))
Market risk premium 12.4% - minority interest (2,878))
Beta 14 PV of equity value 21,554
Terminal growth rate 2.0%
WACC 7.0%) # of ADS outstanding 285
USDCNY 6,72 usb
Valuation CNY 76 1.3

Source: Company data, Nomura estimates

86



Nomura | China Al value chain 11 September 2026

Appendix A-1

This report has been produced by Nomura International (Hong Kong) Ltd. (NIHK), Hong Kong.
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The terms "Nomura" and "Nomura Group" used herein refer to Nomura Holdings, Inc. and its affiliates and subsidiaries, including Nomura
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Materially mentioned issuers

Subject issuer Ticker Price Price date  Stock rating Sector rating Disclosures
iFlytek 002230 CH CNY 39.27  08-Sep-2026 Neutral N/A

Kingdee 268 HK HKD 8.15 08-Sep-2026 Buy N/A

Kingsoft Cloud 3896 HK HKD 5.42 08-Sep-2026 Buy N/A

Kingsoft Office 688111 CH CNY 235.27 08-Sep-2026 Buy N/A

Alibaba Group Holding BABA US USD 108.56 10-Sep-2026 Buy N/A A10

GDS Holdings GDS US UsD 32 08-Sep-2026 Buy N/A

VNET Group VNET US USD 6.75 08-Sep-2026 Buy N/A

A10 The Nomura Group is a registered market maker in the securities / related derivatives of the issuer.

iFlytek (002230 CH) CNY 39.27 (08-Sep-2026) Neutral (Sector rating: N/A)

Rating and target price chart (three year history)

iFlytek Date Rating Target price Closing price

Asof11-5ep-2026  22_0ct-25 50.00 51.75

Currency =CNY  40_Jun-24 40.00 41.51

65.00 17-Nov-23 55.00 49.20
60.00

55.00 A
50.00 A
45.00
40.00 A
35.00
30.00
25.00
20.00
15.00
10.00
5.00

0.00

2024/01/01 2024/07/01 2025/01401 2025/07/01 2026/01/01 2026/07/01
— Closing Price & Target Price Change @ Recommendation Changes
Source: LSEG, Nomura
For explanation of ratings refer to the stock rating keys located after chari(s)

Valuation Methodology Our TP of CNY40.00 is based on 65x 2027F EPS of CNY0.61. The benchmark index is CSI 300.
Risks that may impede the achievement of the target price Downside risks include: 1) rising competition in the Al and voice
recognition market, 2) slower-than-expected Al technology ramp-up and 3) inability to monetize the Al technology in the longer
terr;]m L:pside risks include: 1) faster-than-expected Al technology ramp-up; and 2) better-than-expected in monetization of the Al
technology.
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Kingdee (268 HK) HKD 8.15 (08-Sep-2026) Buy (Sector rating: N/A)
Rating and target price chart (three year history)
Kingdee Date Rating Target price Closing price
Asof 11-Sep-2026  13-Aug-26 11.87 7.86
Currency =HKD 14 Jul-25 18.49 15.54
24-Feb-25 19.00 13.76
1750 15-Jul-24 11.00 6.74
' 19-Mar-24 12.00 9.32
02-Jan-24 14.00 11.44
15.00 17-Nov-23 15.00 11.54
15-Sep-23 14,00 10.74

12.50

10.00

7.50

5.00

2.50

0.00

2024/0101 2024/07/01 2025/01/01 2025/07/01 2026/01J01 2026/07/01
— Closing Price & Target Price Change @ Recommendation Changes

Source: LSEG, Nomura
For explanation of ratings refer to the stock rating keys located after chart(s)

Valuation Methodology We use DCF valuation to arrive at our TP of HKD11.87. Our DCF valuation assumes a WACC of
10.1%, market risk premium of 7% and a terminal growth rate of 2.0%, with cash flows discounted back to end-2026F. The
benchmark for this stock is the Hang Seng Index.

Risks that may impede the achievement of the target price Downside risks include: 1) slower-than-expected cloud revenue
growth; 2) the company being unable to turnaround its cloud business due to competition or additional R&D investments; and 3)
intense competition in the next generation of cloud platforms from incumbent ERP players.

Kingsoft Cloud (3896 HK) HKD 5.42 (08-Sep-2026) Buy (Sector rating: N/A)

Rating and target price chart (three year history)
Kingsoft Cloud Date Rating Target price Closing price

As of 11-Sep-2026 04-Feb-26 8.50 6.60

Currency =HKD  05.May-25 Buy 772
. 05-May-25 9.20 7.72
10.00
.00 -
8.00
7.00
6.00
5.00
4.00
3.00
2.00

1.00

e 2024/0101 2024j07j01 2025/01401 2025/07/01 2026/01j01 2026/07/01
— Closing Price A Target Price Change @ Recommendation Changes
Source: LSEG. Nomura
For explanation of ratings refer to the stock rating keys located after chart(s)

Valuation Methodology Our TP of HKD8.20 is based on DCF valuation method. Our DCF valuation assumes a WACC of
9.1%, market risk premium of 7.0% and terminal growth rate of 2.5% while we discounted back cash flow to 2026 as a 12 month
forward valuation. Our TP implies a 2.61x/2.06x P/S 2026F/2027F. The benchmark index for this stock is the Hang Seng
Composite Index.

Risks that may impede the achievement of the target price Downside risks include: 1) slower-than-expected public cloud
business (including Al cloud) expansion rate due to a slower-than-expected internet business growth rate; 2) lower-than-
expected demand growth from enterprise customers, which would affect the growth rate of enterprise cloud business; and 3)
potential intense competition, which may result in a faster-than-expected decline in the net dollar retention rate of public cloud
service premium customers.
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Kingsoft Office (688111 CH) CNY 235.27 (08-Sep-2026) Buy (Sector rating: N/A)

Rating and target price chart (three year history)
Kingsoft Office Date Rating Target price Closing price
As of 11-Sep-2026 21-Jan-26 434.00 333.40
Currency =CNY 45 Jul-25 337.00 282.25
A 27-Apr-25 Buy 284.84
27-Apr-25 346.00 284.84
28-Feb-25 350.00 346.19
06-Aug-24 203.00 201.02
A 12-Apr-24 312.00 295.99

450.00
425.00
400.00
375.00
350.00 A
325.00
300.00
275.00
250.00
225.00
200.00
175.00
150.00
125.00
100.00
75.00
50.00
25.00
0.00

2024/0101 2024/07/01 2025/01/01 2025/07/01 2026/01/01 2026/07/01

— Closing Price & Target Price Change @ Recommendation Changes
Source: LSEG, Nomura
For explanation of ratings refer to the stock rating keys located after chart(s)

Valuation Methodology Our TP of CNY336.00 is based on DCF valuation method. Our DCF valuation assumes a WACC of
8.4%, market risk premium of 7% and terminal growth rate of 2.5% while we discounted back cash flow to 2026 as a 12-month
forward valuation. Our TP implies a 22x/17x FY26/27F P/S or 69.8x/55.8x FY26/27F P/E. The benchmark index for this stock is
CsSI 300.

Risks that may impede the achievement of the target price Downside risks include: 1) weaker-than-expected demand from
independent and controllable technology initiative in the China market; 2) slower-than-expected development of the WPS Al and
subscription business; and 3) increasing competition for the collaboration business in the SaaS market.

Alibaba Group Holding (BABA US) USD 108.56 (10-Sep-2026) Buy (Sector rating: N/A)
Rating and target price chart (three year history)
Alibaba Group Holding Date Rating Target price Closing price
As of 10-Sep-2026 24-Jun-26 178.00 99.80
Currency =USD 14 May-26 207.00 14112
A 20-Mar-26 200.00 122.41
225.00 23-Jan-26 237.00 173.23
09-Jan-26 193.00 150.96
200.00 08-Oct-25 215.00 181.12
01-Sep-25 170.00 135.00
173,00 09-Jul-25 152.00 103.83
21-Feb-25 172.00 142.62
e s 18-Nov-24 130.00 88.65
—— 10-Oct-24 135.00 108.42
16-Aug-24 106.00 82.52
100.00 09-Apr-24 101.00 71.80
08-Feb-24 103.00 69.63
75.00 10-Jan-24 117.00 70.25
17-Nov-23 134.00 76.34
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Valuation Methodology We value Alibaba’s China Ecommerce Group at USD87bn, based on 5x FY27F P/E; its AliCloud
business at USD278bn, based on 7x FY28F P/S; and its net valuation of non-core assets (including international ecommerce
business) at USD40bn. The resulting TP is USD178. The benchmark index for this stock is Nasdaq Composite.

Risks that may impede the achievement of the target price Downside risks include: margin downside due to ramp-up in
investments; regulatory risks related to the payment and internet finance industry, which could hurt Alibaba’s main business and
its value in Ant Group.
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GDS Holdings (GDS US) USD 32 (08-Sep-2026) Buy (Sector rating: N/A)
Rating and target price chart (three year history)
GDS Holdings Date Rating Target price Closing price
As of 10-Sep-2026 12-Jun-26 48.40 32.56
Currency =USD — 50-Mar-26 60.40 41.38
6100 A 06-Feb-26 54.50 46.48
60.00 A 21-Aug-25 41,50 32.00
55.00 A 21-May-25 36.80 29.65
05-May-25 35.80 27.79
n0g 21-Feb-25 63.00 44.76
45.00 30-Oct-24 25.00 21.86
25-Aug-24 21.00 16.69
40.00
12-Jul-24  Buy 11.53
35.00 12-Jul-24 20.00 11.53
28-Mar-24 7.00 6.65
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Valuation Methodology Our TP of USD45.70 is derived from 18.8x FY27F EV/EBITDA, in line with the historical average
EV/EBITDA. The benchmark index for this stock is the NASDAQ Composite Index.

Risks that may impede the achievement of the target price Downside risks include: 1) lower-than-expected data center
demand related to Al business in China; 2) slower-than-expected data center business expansion in overseas markets; 3)
intensified market competition in the data center sector; and 4) supply chain disruption as a result of rising geopolitical risks.

VNET Group (VNET US) USD 6.75 (08-Sep-2026) Buy (Sector rating: N/A)
Rating and target price chart (three year history)
VNET Group Date Rating Target price Closing price
As of 10-Sep-2026 24-Jul-26 13.00 7.21
Currency =USD 17 Mar-26 14.10 9,33
SHBg A 20-Nov-25 13.00 8.22
29-Jul-25 13.20 8.28
T A 29-Jun-25 12.80 6.98
14-Mar-25 18.00 11.65
T 21-Feb-25 20.10 14.59
21-Nov-24 Buy 4.33
21-Nov-24 4.70 4.33
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Valuation Methodology Our target price of USD11.30 is based on a DCF valuation model. We assume a WACC of 7.0% and
terminal growth rate of 2.0%. Cash flows are discounted back to end-2027F. Our TP implies 11.6x 2027F EV/EBITDA. The
benchmark index is NASDAQ.
Risks that may impede the achievement of the target price Downside risks include: (1) slower-than-expected ramp-up of
utilization rates for newly-built data centers; and (2) faster-than-expected decline in MRR on intensified market competition.
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Additional information regarding the methodologies or models used in the production of any investment recommendations contained
within this document is available upon request by contacting the Research Analysts of Nomura listed on the front page. Disclosures
information is available upon request and disclosure information is available at the Nomura Disclosure web page:
http://go.nomuranow.com/research/m/Disclosures
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