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Rating: Buy, CP: HKD32.80, TP: HKD44.00 

Company Profile 
Forgame was the leading web games companies operated 
in PRC, it researched, published and operated web and 
mobile games. On October 3, 2013, the company 
successfully listed in Hong Kong Stock Exchange Main 
Board by initial public offering under the ticker symbol 
(484.hk). At present, most of the revenue was generated 
from the mainland, while it was also actively expanding its 
overseas markets. 
 
 
Financial Highlights:  Forgame’s revenue for FY13 grew by 
52.3% yoy to RMB1.183 billion (same below), gross profit 
increased by 43.6% yoy to $1.002 billion, and operating 
profit reached $329 million, an increase of 16.1% yoy. 
However, net profit turned from profit to loss of $469 million. 
This was due to the company accounted for its $741 million 
fair value losses of the convertible redeemable preference 
shares in accordance with International Financial Reporting 
Standards, this was a one-off loss, and will not produce any 
expected future costs. According to company reports, after 
adjusting, the real growth of net profit was 35.5% to $325 
million. 
 
 
Users and revenue grew rapidly:  Products of Forgame 
were divided into two categories, one was game 
development and operations. As of 2013 a total of 35 self-
developed web games are in operation. It is expected to 
launch 12 new web games this year. On the other hand, 
there are 6 self-developed mobile games in operation as of 
2013. It is also expected to launch 12 new mobile games 
this year. 
 
 
Revenue increased for game development by 47.8% to 
$799 million in 2013, mainly because the monthly paid 
users (MPU) grew from 518 thousands to 710 thousands, 
an increase of 37.1%. At the same time, the average 
revenue per paying users (ARPPU) increased 8% to $94. 
This was because in 2013, a number of popular new games 
launched, including “Conquest of the Universe” (鬥破乾坤) 
and “Soul Guardian Mobile Version” (凡人修真手游版) and 
the improved monetization ability. The MPU and ARPPU 
growth in next three years is expected to slow down, 
causing the annual revenue growth of game development 
slowly adjusted to 20% or less. 
 

 
 
 
 
 
 

 
FORGAME HOLDINGS

Rating 1.00 Buy
- Previous Rating N/A Not Rated

Target Price (HKD) 44

- Previous Target Price (HKD) N/A

Closing Price (HKD) 32.80

Expected Capital Gains (%) 34.1%

Expected Dividend Yield (%) 0.0%

Expected Total Return (%) 34.1%

Market Cap. (HKD mn) 4,162

Enterprise Value (HKD mn) 2,552

3M Average Daily T/O (mn) 0.7

52 w eek range (HKD) 31.4 - 73.95

Closing Price in 52 w eek range

Key Financial Summary

FYE MAR FY13 FY14E FY15E FY16E

Revenue (RMB mn) 1,183 1,575 1,963 2307

Net Profit, reported (RMB mn) (469) 325 320 405

EPS, adj. (HKD cents) (1,252) 314.00 309.00 392.00

P/E (X) (2.6) 10.2 10.4 8.2

P/B (X) 1.1 2.4 2.0 1.7

DPS (RMB cents) 0.0 0.0 0.0 0

Div Yield (%) 0.0% 0.0% 0.0% 0

Source: Bloomberg, PSR est.
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Fig 1 MPU & ARPPU of Game Development 

 
Source: PSR, Company reports 
 
 
The second category was game publishing. The company 
launched games through the self-publishing platform 91wan. 
As of 2013, Forgame published a total of 105 games and 
attracted 207 million registered players, an increase of 
46.8% yoy. Revenues increased 62.6% for game publishing 
to $384 million. The registered users continued to increase 
which made the monthly paid users (MPU) to grow from 71 
thousands to 109 thousands, an increase of 53.5% yoy. The 
average revenue per paid users (ARPPU) increased by 
5.4% to $293. 
 
 
Fig 2 MPU & ARPPU of Game Publishing 

 
Source: PSR, Company reports 
 
 
Substantial increase in the cost may be a worry:  Due to 
increased content costs and agency fees, in addition to 
increase of the number of games, led to an increase of the 
cost of hardware, game research and development costs 
increased sharply by 236.1% to $136 million. Cost to income 
ratio rose from 7.6% to 17%, the proportion is expected to 
be roughly the same in the future. 
 
 
 
 
 
 
 
 

Fig 3 Revenue & Cost estimate of Game Development 
 (RMB million)    

 
Source: PSR, Company reports 
 

 
For game publishing, since the cost of technology and salary 
of operation team increased, costs also rose 16.5% to $45 
million. Cost to income ratio fell from 16.5% to 11.7% yoy. 
However, the new games launching was expected to grow 
rapidly, leading to increased consumption of hardware, the 
cost was expected to rebound to previous levels. 
 
 
Fig 4 Revenue & Cost estimate of Game Publishing 
 (RMB million)    

 
Source: PSR, Company reports 
 
 
Operating expenses also recorded significant increases. 
Sales and marketing expenses increased by 43.6% to $303 
million, primarily due to increased marketing and advertising 
expenses. The company is expected to increase the 
advertising costs of the mobile games in the mid term future. 
Administrative expenses increased by 143.4% to $88.74 
million, this was mainly the cost arising from the initial public 
offering. It is expected the spending will stabilize in 2014. 
Research and development expenses increased by 46.1% 
to $293 million, mainly because of increased no. of 
employee and thus their compensation expenses. It is no 
longer necessary to recruit a large number of R & D staff this 
year, spending will be stabilized. 
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Fig 5 Costs as percentage of revenue estimates 

 
Source: PSR, Company reports 

 

 
Sufficient cash for development or mergers and 
acquisitions activities:  Forgame successfully listed on the 
Main Board of Stock Exchange of Hong Kong on October 3, 
2013. It issued a total of 2,039 million ordinary shares, the 
shareholders sold 1,569 shares and 2,906 shares of 
preferred stocks were fully converted into ordinary shares, 
resulting in $741 million of fair value losses. The company 
received net cash of $762 million from listing, together with 
operating cash flow, net cash as of the end of 2013 reached 
RMB1.257 billion, which is enough for the company to pay 
for the acquisition of 21% stake of Magic Feature Inc on 
March 3, 2014. The acquisition consisted of totaling USD $ 
70 million and contingent consideration USD24.2 million, 
about RMB 438 million and RMB151 million. After the 
acquisition, the company still holds a large amount of cash 
for daily operations and looking for potential merger and 
acquisition target opportunities. 
 
 
“Tower of Saviors” <<<<神魔之塔神魔之塔神魔之塔神魔之塔>>>> 

Through the acquisition of Magic Feature Inc., Forgame 
could indirectly operate the mobile games “Tower of 
Saviors”, one of the most popular mobile games in Asia (esp 
in Hong Kong and Taiwan). Revenue from the game was 
recognized as investments in associated companies. The 
income was not included in the expected revenue of the 
company in the report, since it was difficult to estimate. 
However, with the visibility of “Tower of Saviors”, and 
compared to similar games in Japan, We believe the game 
can bring awareness for the company to enter the mainland 
mobile game industry as a flagship, thus substantial 
revenue. 
 

 

Increase investment in mobile gaming: Company 
management stated in the 2014 report that they will increase 
investment in mobile gaming, through 1) co-founded a fund 
investing primarily in the mobile game contents. 2) 
reallocated existing web game developers to mobile game 
development. 3) the acquisition of Magic Feature Inc. 4) to 
set up a R & D centers in Taiwan, in order to use the 

technology and art professionals in Taiwan, focus on the 
development of mobile games. In medium and long term, 
the company expected to gradually reduce the launching of 
self-developed web games, so as to reallocate the 
resources to the development of mobile games. 
 
 
Fig 6 Game Development estimate 

 
Source: PSR, Company reports 
 

 
Valuation:  Since the beginning of February to March this 
year, there are strong callback of the share price of IT 
software, together with the raising of valuation concerns of 
the U.S. regulators to technology stocks, making the the 
share price of the sector decline intensively, some individual 
stocks even dropped by more than half. The stock price of 
Forgame fell more than 55% from its high. However, based 
on fundamentals, the company is performing well. After 
successful transformation, mobile services can also bring 
considerable growth. Price relative to 2014 forecasted 
earnings is only 10.48x, we expect a reasonable PE of 14x 
as the industry average. Therefore, we give the target price 
of HK $ 44, as the expected PE of14x/14.2x/11.2x relative to 
2014/2015/2016, rating as "buy . " 
 
 

Potential Risk:     
Web game revenue growth continues to decline  
 
“Tower of Saviors” failed to bring the expected benefits  
 
Research and development, agency and advertising costs 
increased more than expected 
 
 

 

 

 

 

 

 

 



 

Forgame(484.HK)  
Phillip Securities (Hong Kong) Research 
 30 April 2014 

4 of 4 

Fig 7 Peers comparison  
Company Stock Code Market Cap US$ Mn PE FY14 PE PB P/S P/CFEV/EBITDA ROE
BOYAA 434 HK 779.38 15.20 18.64 4.02 3.02 9.54 20.03 17.86%

Forgame 484 HK 536.35 N/A 8.36 2.40 1.05 4.23 5.97 N/A

NetDragon 777 HK 894.02 64.94 15.48 1.28 6.29 7.46 5.77 204.39%

Kingsoft 3888 HK 3,971.16 36.17 29.36 7.34 11.17 24.41 32.92 22.76%

IGG 8002 HK 975.58 92.10 11.40 7.19 7.32 34.89 35.81 N/A

Perfect WorldPWRD US 883.70 12.25 8.33 1.24 1.77 N/A 4.43 12.82%

Changyou CYOU US 1,504.20 8.70 139.70 3.29 2.00 N/A 3.97 35.72%

Giant GA US 2,821.10 14.30 N/A 4.76 7.31 N/A 10.36 36.83%

Shanda GamesGAME US 1,778.90 8.35 6.82 18.71 2.58 9.68 5.44 55.85%

NetEase NTES US 8,883.60 12.20 11.18 2.64 5.88 10.35 7.91 24.75%  
Source: PSR, Bloomberg as at Apr 29, 2014 (HKT) 
 
Financial Status 
     FY12 FY13 FY14E FY15E FY16E 
Valuation Ratios                     

P/E (X), reported 6.49  (2.65) 10.33  10.48  8.29  
P/B (X) (13.0) 1.1  2.4  2.0  1.7  
EV/EBITDA (X) 8.5  7.3  6.1  6.2  5.0  
Dividend Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0% 
Per share data (HKD)                          
EPS, reported 5.05  (12.36) 3.17  3.13  3.96  
EPS, adj. 4.99  (12.52) 3.14  3.09  3.92  
DPS 0.00  0.00  0.00  0.00  0.00  
BVPS (2.53) 29.49  13.50  16.02  19.21  
Outstanding Shares (basic, mn) 54.07  47.08  126.89  126.89  126.89  
Outstanding Shares (diluted, mn ) 102.74  47.08  126.89  126.89  126.89  
Growth & Margins (%)                          
Growth      
Revenue N/A 52.3% 33.1% 24.6% 17.5% 
EBIT N/A 16.1% 19.7% -2.2% 24.9% 
Margins      
Gross profit margin 89.8% 84.7% 82.7% 81.9% 82.2% 
EBT margin 33.6% -34.2% 24.3% 19.3% 20.8% 
Net Profit Margin 28.4% -39.6% 20.6% 16.3% 17.6% 
Key Ratios                          
ROE (%) -161.2% -33.8% 19.0% 15.8% 16.6% 
ROA (%) 42.2% -29.5% 17.0% 14.3% 15.3% 
Income Statement (RMB mn) FY12 FY13 FY14E FY15E FY16E 
Revenue 777  1,183  1,575  1,963  2,307  
Cost of Revenue (79) (181) (273) (355) (410) 
Gross profit 698  1,002  1,302  1,608  1,897  
Selling & Marketing Expenses (179) (303) (445) (620) (692) 
Administrative expenses (36) (89) (80) (104) (130) 
R & D Expenses (201) (293) (400) (519) (620) 
Other income 3  10  14  17  22  
Other gains/(losses) (1) 2  3  3  4  
Operating profit 284  329  394  385  481  
Finance income 0  7  11  17  24  
Finance Expense (22) (741) (22) (24) (27) 
EBT 261  (405) 383  378  479  
Taxation (44) (70) (62) (62) (78) 
Profit After Tax 218  (475) 321  316  401  
Currency translation differences 3  6  4  4  4  
Net Income, reported 220  (469) 325  320  405  
EPS 4.025  (10.099) 2.529  2.493  3.159  
Source: Company, PSR       
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited 
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and 
speculative undertones surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the 
terms and limitations set out below.  
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct 
or consequential loss arising from any use of material contained in this publication.  
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any 
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are 
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such 
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is 
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any 
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential 
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.  
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at 
any time without prior notice.  
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs 
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should 
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or 
particular needs of that person, before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of 
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a 
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products 
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions 
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions 
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a 
complete discussion of such risks.  
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in 
this research should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation 
covered in this report. 
Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial 
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed 
corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country 
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear 
responsibility for any loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant 
investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   
 

© 2014 Phillip Securities (Hong Kong) Limited 

Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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Singapore 179101 

Tel : (65) 6533 6001 
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Website: www.poems.com.sg 
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Phillip Capital Management Sdn Bhd 
B-3-6 Block B Level 3 Megan Avenue II, 

Number 12, Jalan Yap Kwan Seng, 50450 
Kuala Lumpur 
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PT Phillip Securities Indonesia 
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Tel (62-21) 57900800 
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THAILAND 
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