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Summary: China-based media-tech company, IQ Inc, is the second-largest streaming platform in China with a 
US$3.4 bn mkt cap. IQ primarily focuses on online entertainment services and monetizes its in-house and third-
party content through subscriber memberships and online advertising. As of 3Q21, IQ had 104 million subscribers. 
IQ´s controlling shareholder with a 55% stake is Baidu, a Chinese tech-giant with the second-largest internet search 
engine in the world and a US$48 bn mkt cap. IQ´s continued spending on producing and acquiring content is 
inherent to the highly competitive nature of the streaming business. Which has driven the recurrent FCF burn, 
whilst lagging in translating into subscriber growth. As a result, we see IQ losing market share relative to peers such 
as Tencent and Youku. The recent regulatory tightening on the Chinese media sector, which includes content 
censorship, is a key concern on the credit. Yet we see the issuer well-positioned to adjust its content accordingly 
given its market influence and a strong parent. 
 
In line with the regulatory changes, IQ´s equity has declined 70% vs 2020 and well below both convertible strikes. 
We don’t expect content spending to decrease going forward, resulting in a lack of visibility for FCF breakeven. We 
would expect support from the well-capitalized parent but less certain if erosion in market share accelerates. We 
see significant upside on the stock should the equity recover to pre-regulation multiples, though it would remain 
below the conversion price. As such, we see IQ as a “busted” straight bond with a free equity option. IQ does trade 
at an attractive 12% YTM, however we await for improvements in subscriber growth, profitability, and eventually 
FCF generation to become constructive on the credit. We prefer VNET 26s trading at a similar 11% YTW, where we 
see better ability to slow capex if needed and a more sustainable capital structure. 
 

Description Coupon Maturity Amt Out (US$ MM) Mid Price Mid YTM Conv. Price IQ Price 

IQ 2.00% 4/1/2025 1,200 73.50 12.02% $30.31  $4.34  

IQ 4.00% 12/15/2026 900 72.25 11.46% $22.31  $4.34  

  (*) Bloomberg pricing info from 12/17/2021 

 
Business Overview: 

• IQ, iQIYI Inc, is a China-based company primarily engaged in the production of online entertainment 
services 

• The company is one of the leading video streaming platforms in China, along with Tencent Video and 
Youku 

• IQ currently listed in the US with a US$3.4 bn market cap, down 80% vs 3Q20 and below pre-pandemic 
levels  

o The market cap decline appears to be from the increased concerns over China’s regulatory 
environment 

o As well as the heightened US - China political tensions 
• IQ had a total of 104 million subscribers as of 3Q21, down 1% vs 3Q20 and below the pre-pandemic 107 

million subscribers    
o During 2020, the average monthly and daily mobile active users were 480 million and 116 

million, respectively 
• Baidu is IQ’s parent company and controlling shareholder with 55% of the outstanding ordinary shares 

and 92.5% of total voting power 
o Baidu is a Chinese “tech giant” with a US$48.0 bn market cap, focused on internet-related 

services and AI (Artificial Intelligence) 
o It has the second-largest search engine in the world, with a 76.05% market share in China 



o IQ enjoys significant synergies with Baidu, with the parent also supporting the issuer with 
technology and infrastructure  

• Tencent Video and Youku are IQ’s main competitors, which also benefit from their strong parent 
companies, Tencent Holdings and Alibaba 

o As of 3Q21, Tencent Video and Youku had 129 million and ~90 million subscribing members, 
respectively 

o A large part of Tencent Video’s success comes from its integration with WeChat 
 WeChat is one of the world’s largest messaging and social media apps, also owned by 

Tencent Holdings 
• IQ’s video streaming platform has both original and licensed content 

o The iQYI app is focused on entertainment video and the Suike app for interest-based videos 
o Their original content includes in-house productions and collaboration with third parties 
o The licensed video content typically at fixed rates for a defined term  
o They also have non-professional content uploaded to their platform by an array of content 

providers 
• IQ generates revenues primarily through membership services (56% of revenue) 

o Complemented by online advertising services (23%) and content distribution (9%)  
• IQ’s other services (~13% of revenue) are: 

o Distribution of third-party and self-developed mobile and webpage games 
o Live broadcasting services, iQIYI Show, where users can follow hosts, celebrities and shows in 

real-time 
o An E-commerce platform, iQIYI Mall, focused on entertainment-related merchandise products 
o Entertainment-based social media platform, iQIYI Paopao, where users can connect with 

celebrities and content of their interests 
o Licensing their proprietary IP to third parties to develop derivative merchandise products 
o Reading platform, where readers can pay to access premium titles  

 

Recent Earnings: 
• 3Q21 Revenue was flat q/q at US$1,173 mm, missing the estimated BBG consensus by 2% 

o Membership revenue increased by 7% q/q to US$663 mm, despite subscribers contracting by 2% 
q/q to 104 million 

 We note that IQ has been losing subscribers since 1Q20 when it reached its peak of 
118.9 million subscribers 

 As the pandemic subscriber peak was short-lived, with subscriptions normalizing since  
 The issuer mentioned client retention ability was impacted by the pandemic’s 

interruption of new content production  
o Online advertising revenue decreased by 9% q/q to US$257 mm, due to delays in content launch 

 And the challenging macroeconomic environment in China 
o Our estimated quarterly ARPU increased by 5% q/q to US$8.87, offsetting the lower subscribing 

members 
• Adj. EBITDA decreased by 7% q/q to US$506 mm, driven by higher content and original production costs 

o The EBITDA margin contracted to 43% vs 46% last quarter   
• Our estimated FCF burn was US$456 mm, as licensing copyrights and produced content capex remains 

above EBITDA  
• Total debt increased to US$3,562 mm, while cash decreased to US$1,715 mm 

o As of 3Q21, the 3 convertible bonds accounted for 80% of total debt, with the remaining being ST 
loans from PRC financial institutions 



• The annualized gross and net leverage ratios increased to 1.8x and 0.9x, respectively  
• Recent highlights: 

o In November 2021, IQ fully repurchased the US$747 mm 2023 convertible bond  
 

IQIYI (US$ MM) FY18 FY19 FY20 1Q21 (*) 2Q21 (*) 3Q21 (*)   
Total Subscribing Members (million)                87               107               102               105               106               104    
Avg. Mobile Monthly Active Users (million)              455               476               480          
Avg. Mobile Daily Active Users (million)              135               140               116          

                
Membership services 1,605 2,089 2,390 665 618 663   
Online advertising services 1,409 1,197 989 296 283 257   
Content distribution 327 368 386 120 106 97   
Others 434 542 541 148 171 157   
Revenue 3,775 4,196 4,305 1,230 1,178 1,173   
         
EBITDA 1,119 1,302 1,815 560 545 506   
Interest expense (7) (63) (73) (51) (53) (54)   
Capex (151) (126) (56) (9) (0) (9)   
Licensed copyrights (1,970) (1,730) (1,526) (470) (468) (580)   
Produced content (687) (520) (975) (287) (391) (318)   
Working capital 147 (88) 93 0 0 0   
Tax expense (3) (25) (14) (3) (5) (1)   
FCF  (1,552) (1,251) (735) (260) (372) (456)   
         
Equity Raised 2,286 21 674      
         
Total Debt 1,234 2,450 3,297 3,283 3,437 3,562   
Cash (incl. ST investments) 1,864 1,650 2,191 2,032 1,898 1,715   
Net Debt (630) 800 1,107 1,251 1,539 1,846   
Gross Leverage 1.1x 1.9x 1.8x 1.5x 1.6x 1.8x   
Net Leverage n/a 0.6x 0.6x 0.6x 0.7x 0.9x   
Interest Coverage 159.7x 20.6x 24.9x 11.0x 10.3x 9.3x   
         
EBITDA Margin % 30% 31% 42% 46% 46% 43%   
                
Market Cap 10,783  15,487  13,700  16,178 12,478 6,400   
EV 10,153  16,287  14,807  17,429 14,017 8,246   
EV / LTM Revenue 2.7x  3.9x  3.4x  3.9x  3.1x  1.8x   
EV / LQA EBITDA  9.1x  12.5x  8.2x  7.8x 6.4x 4.1x   
Market Cap / Total Debt 8.7x  6.3x  4.2x  4.9x 3.6x 1.8x   

                          
(*) Given limited quarterly disclosure: 

• We estimate EBITDA by annualizing the previous fiscal year D&A, copyright licenses and produced content amortizations 
• Simplified FCF before Working Capital  

 
 



Key Risk Factors: 
• Challenging regulatory environment in China, especially in respect to content generation and distribution 

o Chinese digital platforms are regulated by the Government and held liable for content they 
host/produce 

 Unlike digital platforms in the US, which are mostly self-regulated 
 The SAPPRFT (State Administration of Radio, Film and Television) was replaced by a new 

media control council closer to the Government 
 The council determined that all content distributed must comply, be approved, and 

registered by the regulatory authority   
o Regulation and restrictions on online content have escalated during 2021 

 These new rules during 2021 are the 1st effective change to PRC policies on this industry 
since 2017 

 The main regulatory concern is content censorship, which was significantly tightened  
 IQ mentioned that changes are directly impacting its content pipeline and generating 

uncertainty for the business 
o In September 2021, China announced a new data security law, tightening its control over the 

national tech sector 
 The new law stipulated fines for a range of offences, tightened cross-border data 

transfer, required users data to be shared and increased accountability of companies for 
content distributed  

 This impacted Chinese tech sector equities as a whole (mainly the “national giants”) 
• As a result, IQ’s ADRs dropped to US$5.61 vs US$28.91 in 1Q21 
• Baidu was also negatively impacted, especially given its reliance on user data 

intelligence 
• The China - US political tensions have escalated 

o The pressure on the sector are the possible implications on shares being delisted from the US 
(ADRs) 

o We point out the lack of US accounting authority inspection of issuer’s financial statements is 
another risk that may result in delisting 

 PRC issuers have been generally non-compliant with this listing requirement in contrast 
to other jurisdictions 

• Risks related to IQ´s core business  
o High-quality content is constantly needed to attract and retain users 

 Very volatile market, requiring constant updates per user preferences that are very 
difficult to anticipate 

o Capital intensive business, given the required content acquisitions, content production and 
technological investments 

 Highly competitive nature of the sector and increasing production costs  
 The high capex associated to the acquisition of licensed copyright and content 

generation has driven IQ´s negative FCF  
• Without translating into subscriber growth 

 We note FCF burn has been mainly offset by equity issuances/contributions 
• IQ is exposed to a series of legal proceedings, claims and investigations that are not fully resolved yet  

o We noted repetitive infringement of third-party copyrights, including information network 
dissemination rights, due to content available on its platform 

o This trend follows the Chinese regulator´s moving the surveillance focus from users to the 
platforms themselves  

 



Thoughts on Convert: 
• Since 2018, IQ has had more modest growth in subscribers and revenues vs its main competitors Tencent 

Video and Youku   
o As of 3Q21, IQ had 104 million subscribers, 2% higher vs 2020 and 20% higher vs 2018 

 LTM revenue was US$4,709 mm, 9% higher vs 2020 and 25% higher vs 2018 
o Tencent Video had 129 million subscribers as of 3Q21, 5% higher vs 2020 and 45% higher vs 2018 

 We estimate Tencent Video’s LTM revenue reached US$24,340 mm, increasing by 9% vs 
2020 and by 73% vs 2018 

 For reference, we estimate Tencent Video as 55% of Tencent Digital total revenue, as 
reported by Tencent  

o Youku had 90 million subscribers as of 3Q21, 35% higher vs 2020 and doubled vs 2018 
 We estimate LTM revenue was US$4,820 mm, 48% higher vs 2020 and more than 

double vs 2018 
 Similarly, we estimate Youku as Alibaba´s digital segment revenue 

• Per issuers guidance, IQ used its US$1,715 mm cash on hand to repay the US$747 mm 23s convertible 
bonds 

o Restraining liquidity in the short-term given the quarterly FCF burn, with the issuer likely 
requiring further capital  

• We don’t expect IQ’s content investments to slow down in the near-term 
o As high-quality content is constantly needed to attract and retain subscribers 
o IQ loses advertising revenue if there are content delays or lack of new content, as seen in 3Q21 

 Given the uncertainty in content gathering impacting revenue, as well as content 
approval delays  

o IQ has a plan for expanding to Southeast Asia, Thailand, Malaysia, Singapore 
• As a result, we do not have clarity on FCF break even levels  

o Yet, with Baidu´s US$48.0 bn mkt cap with US$28 bn in cash, we suspect equity injections would 
be likely if needed 

• IQ has currently two senior unsecured convertible notes for a combined US$2,100 mm 
o The IQ 2.00% 2025s with a US$30.31 conversion price   
o And the IQ 4.00% 2026s with a US$22.31 conversion price   
o IQ´s ADR is currently trading at US$4.34, well below both strike prices 

• As a straight bond, we assume a 900 bps credit spread and capping at 50% vol 
o IQ´s recent growth under performance vs peers in a very competitive and increasingly regulated 

sector 
o The credit spread is around 150 bps higher vs similar credits such as KIONET and TOTALP  

 Credits that have large cash needs to fund growth, with potentially manageable 
leverage metrics and decent market share 

• The converts would have a free “equity option” 
o Should the equity recover to the average 3.5x EV/revenue trading multiple prior the regulatory 

changes  
 As the real regulatory impact is eventually seen, given that it concerns all of IQ´s 

competitors   
 And IQ is the second-largest video streaming player in China with a strong parent 
 We suspect the issuer is well-positioned to adapt to the new regulatory environment 

o The EV would recover to US$16.4 bn, an implied US$14.6 bn market cap 
 The stock price would be US$18.25, an implied 3x return vs the current US$4.34 price  
 Yet, it would remain below both conversion ratios  
 We note the implied 8.1x EV/EBITDA would be lower vs the historical 10.0x  



o As a result, we see a 100c fair value and 90c bond floor for the 25s  
o And a 119c fair value and 85c bond floor for the 26s 

• We highlight that our estimated bond floors for both converts are above the current market pricing  
• With both converts trading at around 12% YTM, we see them as attractive straight bonds  

o Though we hope to see stabilization and improvement in subscriber and profitability trends to 
become more constructive 

 

(US$ MM) iQIYI Tencent Video 
(*) Youku (*) Netflix VNET KIONET TOTALP 

Country China China China United States China Mexico Mexico 

Maturity 2026 - - 2026 2026 2025 2025 

Rating - / - / - - - Ba1/BBB/ - - / - / - B2 / B / - B2 / - / BB- 

Mid YTW 17.74% - - 1.97% 11.01% 8.90% 6.39% 

LTM Revenue 4,709  24,340  4,820  28,633  891  274  1,305  

LTM EBITDA 2,024 8,822  (946) 5,796  259  101  557  

Total Number of subscribers (millions) 104  129  90  209  n/a n/a n/a 

Total Debt  3,562  n/a n/a 15,493  1,892  510  2,267  

Cash & Cash Equivalents 1,715  n/a n/a 7,527  628  19  402  

Net Debt 1,846  n/a n/a 7,966  1,264  491  1,865  

Market Cap 3,406  n/a n/a 258,782  1,199  n/a n/a 

Total Enterprise Value 5,252  n/a n/a 266,748  2,463  n/a n/a 

EV / Revenue 1.1x n/a n/a 9.3x 2.8x n/a n/a 

EV / EBITDA 2.6x n/a n/a 46.0x 9.5x n/a n/a 

Market Cap / Total Debt 1.0x n/a n/a 16.7x  0.6x n/a n/a 

 
(*) Tencent Video and Youku numbers are estimates, as they are consolidated within their parent companies 

(*) Tencent Digital includes all Tencent Holdings’ value-added services, which includes games, videos, music,  and social media 

(*) Alibaba digital segment is mainly comprised of Youku, complemented by Alibaba Pictures and other entertainment services 
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