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Accumulate (Initially)
CMPcnNy 28.10

Perfect World engaged in Film and TV series creadi® well as Gaming development in . .
China together with strong game development and film petion capabilities. (Closing price at30July 2018)
Besides, it is one of the few who has gaming almd & drama business in the market TARGET CNY 31.19 (+11.0%)
Those two businesses could create a robust syres@erfect can maintain rapid growth

in the future. We project the net profit growthb® 19%/32% in 2018/19F. Assumingcc’“’IPANY DATA

Investment Summary

a target P/E of 23x in 2018, we initiate a “Accuatsl rating and give a target price ofﬁ’fRi:’iRCE,fp(mb: 361152%55
$31.19 with a potential upside of 11.0%. (Closimiggoat 30 July 2018) 52 - WK HILO (RMB): 25.65 / 38.10

SHARE HOLDING PATTERN » %

Corporate BaCkground Perfect World holdings 35.06
In 10 Dec 2014, Perfect injected the assets of Bitgh TV drama into “Jinlei co.” to list Chi Yufeng 1341
in A share market, and renamed to “Perfect WortduPés”. In 6 Jan 2016, the assets of
gaming development are also injected into thedistempany at a price of 12 billion pgce perrorRMANCE » %

RMB, and renamed to “Perfect World” in July. Ind&@bn, it acquired Jindian Studios, M 3m 1y
Jindian Cinema, and Jindian Culture for 1.353 dnillRMB in 13 Sep 2016, in order to perfect World -9.38 -1967 -15.56
enhance the distribution channel. However, Dughto poor performance of cinemacs! 012 -644 5.31
business, perfect transferred its assets of cinmmmess to the Perfect World HoIdingskETURN Vs, csi

the controlling shareholder of the listed compaatya price of 1.665 billion RMB. T T
Film

Most of Perfect's original films are low-cost romas, including "Sofie’s Revenge", WM\WWW‘
"The Piano in a Factory”, "Love is Not Blind" andet's Get Married" and so on. The

most successful work was "Love is Not Blind" reksdén 2011, which was adapted from It R AL
a popular online novel from Bao Jingjing, and diegcby Teng Hua-Tao, the director ofsource: Aastocks, Phillip Securities (HK) Research
“Wo Ju”. The film was blockbuster, grossing 189limm RMB in its first week, and

350 million RMB eventually. However, the productiand promotion cost were only KEY FINANCIALS
about 10 million RMB. The film was also highly oemized by the industry, winning RMB.mn

FY16 FY17 FY18E FY19E

the "Outstanding Feature Film Award" in the 15thir@hWatch Award and the ﬁgﬁ?gﬁt ?ﬁgg 11228 f;?ﬁg 13;2?%
"Excellent Feature Film" Award in the 31st Flowewd#rds. In 2017, Perfect produceders, RMB 0.887 1.095 1.356 1.780
a relatively costly action movie for the first timi&xtraordinary Mission”, but the return PER, x 31.68 25.66 20.72 15.78
: BVPS,RMB 520 575 7.14 857
is not so remarkable. P/BV, x 540 4.89 3.93 3.28

ROE, % 162 189 205 227

Source: Company reports, Phillip Securities Est.

Research Analyst
Terry Li (2277 6527)
terryli@phillip.com.hk
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Figure: Original films produced by Perfect World
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Source: CBOHEZ E, Phillip Securities (HK) Ltd.

Perfect actively participated in the productionfarfeign blockbusters, including:
“Jason Bourne”, “Fifty Shades Darker”, “Divergergéries and “Pacific Rim 2:
Uprising”. In 2016, Perfect and Universal Studieached strategic cooperation
agreement, where Perfect will contribute 250 milliSD, supported bank
revolving loans, and will participate in the globmabvie film project investment
share of about 25% in the next five years, witHass than 50 products. Perfect
is entitled to receive the permanent global besadit each film, including box
office, audio and video revenue TV, multimedia aerdistribution revenue, and
peripheral product licensing revenue. At the 9D#tar Awards, “Darkest Hour”,
“Phantom Thread” and “Victoria and Abdul”, investadd produced by Perfect
and Universal Studios, are nominated for 14 awamd,won 9, including the best
film, best director, and best actor.

In addition to film production, Perfect is also aged in film distribution business,
indicating that it can handle the film from prodoatto distribution.

Figure: Investment plan on Film in 2018
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Source: Company report, Phillip Securities (HK).Ltd
TV series

Perfect is one of the companies with the highegtuis in TV series, with about
500 episodes every year and a wide range of gesuehl, as Costume, Mystery,
Teen, Contemporary and Romance. The TV serieadesl“Legend of Chu and
Han”, “Hot Girl 2”, “Soul Ferry”, “"Let's Get Mared”, and “The Legend of the
Condor Heroes”. “Hero Dog” series is one of thecassful works of Perfect,
which is about the story of people and dogs inhmepitals. According to the
CSM50, the drama ranked 8th in the year, and lsethsleason two and three in
2016 and 2017 respectively. Perfect also planauoch season four in 2018.
In addition, the “Soul Ferry” series and “Agni Calpile” also released on the
online platforms such as Youku and Igiyi. The wdeew of “Agni Cantabile”
exceeded 100 million after 18 hours, and more &arbillion on April 5.
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Figure: Investment plan on TV series in 2018
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Variety Show

Perfect adopted the strategy of “Fine quality” dhlmhovation” in variety shows,
and produced programs through original productioject cooperation or cross-
border cooperation. The works include: “Go Fightjritcing Cross”, “Unlimited

Song Season” and “Back to field”.

“Go Fighting” ame of the most popular

works, an inspirational experience reality showhe Thain members are Huang

Wei, Sun Honglei, Huang Lei and Luo Zhixiang.

femery episode, different

guests will be invited to the show in order to ietthe freshness of the show.
The season four has broadcasted in Dragon Telavisio
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Figure: The viewing of “Go Fighting”
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Source: CSM, Phillip Securities (HK) Ltd.

Figure: Investment plan on Variety Show in 2018
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PC gaming

Perfect launched in-house developed and licensewgiaand mastered a variety
of game engines, such as Angelica 3D game enginige €ngine and Eparch 2D
engine. The in-house developed games include “Eeiféorld”, “My Own
Swordsman” and “Jade Dynasty”. “Jade Dynasty’his most successful work
for Perfect, which operated almost 10 years, arddtest version is called “Jade
Dynasty 3". The licensed games include “DOTA2",S'GO” and “Crossout”,
where the highest monthly gross billing for “DOTA&Ven reached 100 million.
These games all aim for e-sports. “DOTA2”" holdseinational tournament
every year, and the prizes for top three even exadl7 million USD, the highest
prizes among the e-sports competition ever. Initaddto the international
competitions, Perfect also holds e-sports compatiti China.
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Figure: China DOTAZ2 SuperMajor
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Source: Company website, Phillip Securities (HKJ.Lt
Mobile gaming

Most of the mobile games of Perfect are developedouse, including “Jade
Dynasty Mobile”, “The Sword and the Knife” MobiléThe Return of the Condor
Heroes” Mobile and “Legend of Condor Hero” Mobiland “Dream book”.
Many mobile games are adapted from the PC versiooh as “Jade Dynasty
Mobile” and “My Own Swordsman” Mobile. The averagss billing of “Jade
Dynasty Mobile” in 2017 has reached 200 million.erféct also released the
games to other countries, where Taiwan has recadg@ million monthly gross
billing in 2017. It is believed that Perfect witicus on Mobile gaming than PC
gaming in the future.

Page | 5 | PHILLISECURITIES (HK) RESEARCH



p PhillipCapital

Perfect World (002624.5Z) [eleJyJsET\AY=TsTe]3s

Figure: In-house/Licensed games in 2018
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Source: Company report, Phillip Securities (HK).Ltd

Industry overview

The number of TV series that have been producedlieadsed for release has
been declining since 2012 from 506 to 313. Yet, dkierage number of episode
for single unit has steadily increased from 31.2011 to 43.1. The number of
production on TV series has remained above 4000822014. However, since
January 1, 2015, after the launch of new polieyji 2", the production of TV
series began to decrease, and for the first tioveed than 400, and fell to 313 in
2017. Under the previous 4+X policy, each TV sergz be broadcasted
simultaneously on up to four TV stations and sdvienaiestrial channels, so the
cost of TV series can be shared by multiple TVietat Under “—E|fi £”, the
same TV series should be aired on no more thateRiaTV channels each night
during prime time. This undoubtedly increase thecpase cost of TV stations,
where TV station will in turn require a higher gtabf products. In light of this,
we believe that the industry will gradually integraand low-quality drama
producers will be eliminated. The number of owpist going to be lower than
the past, while the quality of works will signifitdly increase.
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Figure: The number of TV series that have beenuwred and licensed for release
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In 2017, 57% of the TV series with more than 1Qidsil views are adapted,
demonstrating that those dramas are more acceptaldediences because they
may be exposed to the original in advance or thginal itself has gain certain
popularity, so its adapted works are easier tauoeessful.

Figure: TV series with more than 10 billion views
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In 2017, except for Sohu, the view of TOP30 dramsigsificant increases, with
iQiYi, Tencent and Youku increasing by 79.3%, 62%@ 81.8% respectively.
This shows that the audience's habit of watchings€¥ies gradually shifts from
TV to video platforms.
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Figure: The view of TOP30 dramas (100 million)
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With the rise of the video platform, video platfooperators began to create their
own drama series, reducing the dependence onrexidtama makers. Among
them, Tencent's self-made dramas raised the most, 4 in 2015 to 32 in 2017.
In addition, iQiyi's self-made drama has also rif@m 15 to 24, and only the
number of Youku's self-made dramas has fallen. @fieve that these three major
video platforms will continue to enhance their opneduction level in the future,
and it is likely to become a major competitor feisting drama makers.

Figure: The number of self-made drama for Top tlwdeo platforms (2015-2017)
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The domestic gaming revenue has been climbing iste&dm 44.6 billion RMB
in 2011 to 203.6 bilion RMB in 2017, with 23% imase YoY. PC gaming
revenue fall after 2015 and recorded a negativevilroof 5%. However, it
rebounded in 2017, mainly due to the strong perémte of the survival game,
“PUBG ".

Mobile gaming revenue continued to grow, risingngfigantly from 1.7 billion

RMB in 2011 to 116.22 billion RMB in 2017. Howeyehe growth rate has
slowed down, from the highest growth of 247% in 2€4 only 42% in 2017. The
ARPU in mobile gaming kept rising, from RMB 17.920611 to RMB 129.12 in
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2017. We believe that the mobile gaming market eghtinue to grow steadily,
but due to the base effect, the growth rate foemee and ARPU is likely to
decline.

Figure: The revenue and growth rate for the gamiagket in China
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Figure: The revenue and growth rate for the PC gagirim China
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Figure: The revenue and growth rate for the Mogilening in China
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Figure: ARPU for mobile gaming
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Competitive advantage
Strong in-house R&D capabilities

Perfect has a strong in-house R&D capabilities. gdlica is the self-developed
game engine by Perfect, and now is the third géisera The third generation of
Angelica not only fully supports the PhysX phys@&wine, but also incorporates
the world's top gaming technologies such as refingmbeling, high-quality
compressed normal map rendering, multi-threadederamy and FFT-based fluid
sea surface. The works that adopted this enggiedas “My Own Swordsman”,
“Perfect World”, “Jade Dynasty”, and “Swordsman i@af. Although the
Angelica engine has been used to develop MMORP5,dtso used in a casual
online game "Hot Dance Party." for the first time.
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Diversified product, strong adaptation ability

Perfect has different divisions in its gaming bess such as PC games, Mobile
games, Browser games, and Console games. Beslddggct is able to both
develop and operate the game, which enhance tiwirsalde development of the
business and the ability to resist risks. On ttnemohand, the diversified product
mix will facilitate the adaption, exploring the masum value from the original.
“Jade Dynasty Mobile” is an example of mobile gagnadaption. The retention
rate of players is as high as 83.82% for two clostas, and the payment rate is
also as high as 54%.

Figure: Perfect World’s game products

Source: Company website, Phillip Securities (HKJ.Lt
Gaming and Film & Drama complement one another

In addition to the mobile gaming adaption for Pmgait is very common to adapt
film and drama works into mobile games. Therefawust synergy can be
created by the gaming and Film & Drama busines$frfect. Adapted from a
novel written by Ming Xiaoxi, the TV series “Agniddtabile” released in 1 Mar
2018 via Youku, and became the first webisode éxakeded 5 billion views in
2018. As of 21 Apr 2018, the views have reach&dbillion. After the end of

the webisode, Perfect and AlibabaGames launchedlzlengame with same
name immediately. It became the 9th in the AppeSitee app list on the first
day of the launch. The success of the drama cae s&s a promotional role to
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the mobile game, and the drama can boost the #ttefahe players, so that the
chances are the mobile game will be successful.

Cooperate with Valve to run game platform Strearm&h

In June 2018, Perfect and the renowned game dearelggve Corporation will
cooperate to establish, operate and promote th@uwam(PC) digital distribution
platform Steam China in mainland China. Under tgee@ment, Valve provides
software licensing and related technical supparttlie@ launch and operation of
Steam China, and authorizes the use of its tradesramd related promotional
materials in Steam China's promotion to Perfectfeee is responsible for
introducing overseas game products to Steam Chmdacanducting localization,
and is responsible for recommending and suppottiagssuance and operation of
Chinese game products in Steam China. By partnavitig Valve to run Steam
China, it is able to expand its gaming businesspnty in game products, but also
into the game platform.

Professional production team

Perfect’'s experienced production team ensures uhéty of works in the future,
allowing the direction of “Fine quality”. The maproduction teams of Perfect
include Xinbaoyuan, Huamei Shikong, Perfect PengRerfect Jianxin and
Jianghe Studio, which are led by well-known direstand producers such as Zhao
Baogang, Teng Huatao, Liu Jiang, Guo Jingyu, Hg dind Wu Yujiang. . For
example, Zhao Baogang won the "Flying Awards Beastddor Award", "Golden
Eagle Award for Best Director Award" and "Hua Didgvard Most Popular
Director”, while directed by Teng Huatao, the lomst romance "Love in not
blind" recorded 350 million RMB box office, becorgia dark horse in that year.

Figure: Production team of Perfect World
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Source: Company website, Phillip Securities (HKJ.Lt

Earnings forecast

We expect revenue from Film & Drama to reach 1.ilbb in 2018, drop to 1.68
billion in 2019, 6% decrease YoY, due mainly to kb&s on revenue from cinema
business. In addition, the revenue from gamingxgeeted to reach 7.03 billion,
and to 8.98 billion in 2019, an increase of 27.@%mong them, the mobile game
business will record the highest growth. In 20P&rfect and Tencent will
launched two mobile game&sE £ Fi) 1 (ZEZVURFF ) and it is
expected to achieve an increase of about 40% im b®tand 19 years, while the
PC gaming is gradually rebounded due to the e-spadm.
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Figure: Revenue forecast
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2018F
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As the gross profit margin of the gaming businedsigher than that of the Film &
drama, as the revenue proportion of the gamingnkasigradually increases, we
believe that the overall gross profit margin willadually increase, which is
59%/61% in 2018 and 19, respectively.

Figure: GPM forecast
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2018F 2019F

We forecast that net profit in 2018 will reach 1kilion RMB, up 19% YoY; to
2.30 billion RMB in 2019, with 32% growth YoY.

Figure: Net profit forecast
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Valuation

Perfect has strong game development and film ptaduccapabilities, and
corporate with foreign companies in order to explitre oversea market.
Perfect is one of the few who has gaming and fildr&ma business in the market.
We believe those two businesses could create sstraymergy, so Perfect can
maintain rapid growth in the future. Assuming egédt P/E of 23x in 2018, we
initiate a “Accumulate” rating and give a targetcprof $31.19 with a potential

upside of 11.0%.

Figure: Peer comparison
Source: Wind, Phillip Securities (HK) Ltd.
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. 53806 &% PE
L L L L 17A 18E 19E 17A 18E 19E
002555.57 =tHE| 25477.19 0.76 0.93 1.12 15.72 12.82 10.68
300418.S7 EH&EHME| 2306196  0.89 1.15 1.37 23.09 17.44 14.62
300459.57 <4Rl=cfk| 18371.89  0.25 0.57 0.71 46.64 16.43 13.13
002174.S7 EiEfERE| 16934.20  0.76 1.21 1.56 25.82 15.79 12.23
002517.S7 [S¥fEs%| 13646.96  1.12 0.83 0.95 8.48 7.62 6.71
300315.S7 =iy 11721.47  0.10 0.31 0.35 44.42 13.74 12.18
603444.SH =Ebdy|  8878.89 8.53 9.61 11.35 14.56 12.85 10.88
PE Average 255 13.8 115
. 53806 W& % PE
L L L L 17A 18E 19E 17A 18E 19E
002739.S7 HEEER| 61110.31 1.29 1.64 2.07 40.32 31.81 25.19
600977.SH &z 29218.55  0.52 0.64 0.74 30.27 24.58 21.28
300251.S7 sREgE 29072.06  0.28 0.80 0.41 35.66 12.44 24.31
000681.S7 jRZEPFE| 18740.4%5  0.42 0.55 0.72 64.44 48.37 37.40
300027.S7 #EEE W ge| 17867.82 0.30 0.36 0.44 21.57 17.67 14.76
300133.S7 FEHHqH| 17638.08  0.36 0.44 0.56 27.73 22.35 17.72
603103.SH f#jE&H| 14541.30 0.80 0.95 1.16 43.99 33.87 27.60
PE Average 37.7 27.3 24.0
Risk

1. Lower-than-expected growth in Mobile gaming
2. Giant entering the film & drama production
3. Loss in production team

Financials

Page | 16 | PHILLISECURITIES (HK) RESEARCH



p PhillipCapital

FYE DEC FY15 FY16 FY17 FY18F FY19F
Valuation Ratios

P/E (X), adj 47.55 31.68 25.66 20.72 15.78
P/B (X 15.32 5.40 4.89 3.93 3.28
Dividend Yield (%) 0.1% 0.3% 0.6% 1.0% 1.3%
Per share data (RMB)

EPS, (Basic) 0.591 0.887 1.095 1.356 1.780
EPS, (Diluted) 0.591 0.887 1.095 1.356 1.780
DPS (RMB) 0.03 0.09 0.170 0.271 0.356
BVPS 1.83 5.20 5.75 7.14 8.57
Growth & Margins (%)

Grwoth

Revenue 428.5% 25.9% 28.8% 11.2% 20.8%
EBT -66.2% 1233.4% 32.3% 21.9% 33.0%
Net Income -65.3% 1432.3% 28.8% 19.4% 32.2%
Margins

Gross margin 63.0% 61.0% 57.4% 59.0% 61.0%
EBT margin 1.8% 19.5% 20.0% 22.0% 24.2%
Net Profit Margin 1.5% 18.4% 18.4% 19.8% 21.6%
Key Ratios

ROE 28.1% 16.2% 18.9% 20.5% 22.7%
Income statement (RMB mn)

Revenue 4,893 6,159 7,930 8,819 10,651
Gross Profit 3,081 3,755 4,549 5,203 6,497
EBT 90 1,201 1,589 1,938 2,577
Income tax (149) (223) (189) (260) (344)
Net profit 74 1,133 1,460 1,743 2,304
Minority Interest (60) (33) (45) (40) (36)
Net profit for owners 134 1,166 1,505 1,783 2,340

Source: Company, Wind, Phillip Securities (HK) Resa
(Financial figures as at 30 July 2018)

Page | 17 | PHILLISECURITIES (HK) RESEARCH



P PhillipCapital

PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely orltloge quantitative return bands. We consider iz factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final recwendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdiental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’'s own independent verification and exercisgudfjment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aogyrct described in
this material is suitable or appropriate for thapint. Recipients should be aware that many efpttoducts which may be described in this publiceinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be approp#date discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatiscluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm’s Disclosure: Phillip Securities does not hawy investment banking relationship with the tisterporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listepp@ation.

Availability

The information, tools and material presented neaee not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product's risks, please visit the Riskdsures Statement on http://www.phillip.com.hk.
© 2018 Phillip Securities (Hong Kong) Limited
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