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Investment Summary BUY (Maintain)
The company's semi-annual performance exceedectetpes, with attributable profit cppP HkD14.28

increased by more than 670% yoy. Revenue from dammess grew strongly, and IOSS(CIOSing price at 14 Nov 2018)
of education business was reduced with the integratf Edmodo being promoted. WeTARGET HKD26.0 (+82%
highlight that its long-term growth momentum rensaimchanged. Game business grows '

steadily to provide cash flow for its developmeBducation business starts wﬂhco'v”amIY DATA

educational hardware facilities, absorbs custormedsimproves customer stickiness, ang;s spares (un) - 533.32
monetizes by providing Internet value-added sesvigich as advertising, customizeduARKET CAP (HKDMN) : 7,585
services, etc.). Although the policy prospect & gfame licence is uncertain, side impaci2 - WK HI/LO (HKD): 25.85/12.76

will not be permanent. For education segment, iQ4&ew orders’ launch will be
slowed down due to off-season affect, and the fatemn progress of Edmodo is pendin .
We lowered the target price to HK$26 and suggestedinuous attentior{Closing price "SHARE HOLDING PATTERN » %

Liu Dejian 47.75

at 14 Nov 2018) DJM Holding Ltd. 35.66
H H He Zhicheng 14.62
Business Overview Zhou Quan 13.72

18H1 results beat expectationsNetdragon (ND) realized revenue of RMB2,469.9mn,

an increase of 39% yoy, mainly due to the significgrowth of games and education, ., bERFORMANCE » %

business. Gross profit was RMB1,042mn, up by 35yt We highlight that cost ™ am v
control was effective, given sales/ administratiV®@&D expenses accounted for anetbragon 5.93 444 4551
decrease of 3/2.8/4.4 percentage points. Profitbathble to shareholders rose byHS! 083  -533 -12.00

678.8% to RMB200.7mn, thus we expect overall twoad and positive results for
2018E. RETURN VS. HSI

ARTARY,

Core game IP continues to contribute growth.In 18H1, game business generateuﬂ ’
revenue of RMB1,039.3mn up by 29.5% yoy, and redlizore segmental profit of Jluw A
RMB524.4mn, an yoy increase of 57%. This is maghlg to the continuous contribution ‘ i e et r‘-}'”

of core IP Eudemons, one of the most classic lacgde multi-player role-playing games i i WA by
in China. Up to now, Eudemons cumulatively achieregenue of more than RMB10bn 1‘“"\,.@-’ " LTV .
with over 20bn players. In first five months of B)lits turnover has exceeded - ..
RMB100mn. Another major IP Heroes Evolved, the secdargest online tactical Source:Aastocks, Phillip Securities
competitive game in PRC, has more than 150mn ergidtusers and over 4 million

: oY _ KEY FINANCIALS
MAU. We expect the game business to maintain stgaalyth in future.

RMB mn FY16 FY17 FY18E FY19E
3,867.¢ 4,624.0 5,582.0

Education segment loss narrowing down In 18H1, education business madé'® Sales 2793 ’
RMB1,384.1mn in revenue, up by 48.2% yoy, and s@gmental losses narrowed byNetProfit 2027 -20.t 2353 453.f
16.2% to RMB158.7mn. On overseas business, the aom@acquired an overseastPS,RMB -0.41  -0.04 044  0.8¢
education website Edmodo in first half, which ipested to escalate user traffic. AtPER,x 41t -4104 384  19¢
present, ND is striving to integrate Edmodo withestplatforms, through unify user base3VpPs, 777 83< 861  9.04
in order to improve user access to each platfannterdims of domestic business, user ba
. . . BV, x 2.4t 2.2¢€ 2.21 2.1C
con'Flr_\ued to grow, given from AugL_Jst to Octoberninmjber of users increased by aboq;OE‘ % 527  -04¢ 511  9.3¢
1 million. ND entered Tibet market in second halfl @uickly covered teacher users. S _ , — ”
ource: Company, Wind, Phillip Securities Est.

Eurus Zhou (2277 6515)
euruszhou@phillip.com.hk
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Investment Thesis & Valuation

We adjusted target price to HK$26.(1) Game business: Chinese government
has suspended the approval of new game launchnghakiline games unable to
be commercialized, causing market concern aboal ¢agtme section. We believe
that the side impact is temporary, and expectgttvernment to restart approval
next year. The valuation of game stocks will hopgfiecover by that time, which
is expected to have a positive impact on ND stautep (2) Education segment:
Current income mainly comes from overseas educdtisiness. Since the fourth
quarter is usually off-season of education businggsome growth may slow
down. In addition, the integration progress of Edmostill takes time.
Considering exchange rate fluctuations this yésr,dompany will have a certain
exchange loss. Thus we downgrade the EPS expectatidRMB0.44/0.85 in
18E/19E, lower the target price to HK$26.0 and n@mBUY rating.

Risks

Edmodo integration progresses slowly;
Overseas bid failure;

Game revenue growth slows down;
Police risk of game industry .

Figure: 18H1 results

RMB mn 18H1 17H1 Change
Revenue 2,469.9 1,775.3 +39.1%
--Education 1,384.1 934.1 +48.25
--Game 1,039.3 802.4 +29.5%
Gross profit 1,402.1 1,033.3 +35.7%
GPM 56.77% 58.2% -1.4ppt
Selling expenses 332.6 292.5 +13.7%
--Cost/Revenue 13.5% 16.5% -3.0ppt
IAdministrative fees 409.5 344.9 +18.8%
--Cost/Revenue 16.6% 19.4% -2.8ppt
R&D expenses 442.2 396.3 +11.6%
--Cost/Revenue 17.9% 22.3% -4.4ppt
Attributable profit 200.7 25.8 +678.8%
GPM 8.125% 1.45% +6.67ppt

Figure: Results by segments

RMB mn Education Game
18H1 17H1 Change| 18H1 17H1 Change
Revenue 1384.1 934.1 +48.2%| 1039.3 802.4 29.5%
Gross profit 421.5 273.2 +54.3% 978.5 755.2 29.6%
GPM| 30.5% 29.2%  +1.3ppt | 94.1% 94.1% -
Core segmental profit/loss (158.7) (189.2) -16.2% 524.4 334.1 56.9%
Operating expenses
R&D expenses (214.5) (183.8) +16.7% | (222.4) (203.2) +9.5%
--Cost/Revenue 155%  16.68% -- 21.4%  25.32% -
Selling expenses (224.2) (192.1) 16.7% (102.6) (97.1) 5.7%
--Cost/Revenue 16.2%  20.57% -- 9.87% 12.1% -
IAdministrative fees (113.0) (68.8) 64.2% (143.8) (133.9) 7.4%
--Cost/Revenue 8.2% 7.36% -- 13.84% 16.69% -

Source: Company, Phillip Securities
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Company Profile

NetDragon (ND), established in 1999 and headqueaiter Fuzhou China, is a
global leading creator of online community. In 200ftDragon published

17173.com, China’s top online game portal, whicls wald to Sohu two years
later for USD20.5mn. In 2013 NetDragon transferitd self-developed and
popular smart phone service platform 91 WireleBdmu with a consideration of
USD1.9bn, which prepared amplified cash capital fmucation business
development. Recent years, the company focus diadshifts from game

industry to education sector. In 2015, the compaonguired Promethean, the
famous education hardware manufacturer, to taket fteps towards global
education market; for China market, the companwpldished a wholly-owned

subsidiary Huayu (Elernity) aiming to build the dest and the most complete
service platform system for education market bywgng hardware, software,
platform and resources. At the same time, the comg&oactively explores

VR/AR field and tries to commercialize the techrgyldn areas involving game,
education and household, and invested in two ARnelogy firms in 2016.

Figure: Milestones

aggregate amount up to US$30.5 million
2015.4 Huayu's 101 Smart Classroom made its natitmiaut
2015.6 Acquired Suzhou Chivox
2015.9 Announced the acquisition of Promethean
2016.4 Acquired Cherrypicks Alpha and invested RHY Media
2016.12 Inclusion in the eligible shares under 3hen-Hong Kong Stock Connect.
2017.3 Included in HSLMI
2017.7 Acquired educational product provider Juanpst
2017.10 Mobile E
2018.5 Acquiring Edmodo

Time Event

1999 NetDragon was founded

2001 Established 17173.com, which became No.1 Gkinaline game portal

2003 Sold 17173.com to Sohu.com Ltd. at USD20,0d38D,0

2006 Launched Eudemons Online

2007 Listed on GEM of The SEHK in November

2008 Successfully listed on Main Board of the SE{@i¢de: 777.HK)

2010 Established the subsidiary Huayu

2013 Sold 91 Wireless to Baidu with consideratibd8D1.9 bn

2014 Entered into a sale and purchase agreement toracipa mobile solutions business of Cherrypicksai

Figure: Main IPs

IP User Base Progress
Eudemons Registered users >170mn  5-mon turnover was over B in 18H1

Heroes EvolvedRegistered users >150mn  Mobile game has over 4emns us

China Star” Project
Conquer Registered users >110mn -

HBQ - Top 3 on Tencent Wechat weekly ranking; Selgdnhto Sony PlayStato

Figure: New games launched in 2018

IP Game Product Client-end Mobile App AR/VR
Eudemons Integrated version Yes
3D version Yes
HTML5 game Yes Yes VR
Heroes Shooter game Yes
Evolved Integrated card game Yes
Strategic MOBA game Yes AR
SLG Yes
New IPs 3D ARPG game Yes
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| HTML5 game Yes |
Source: Company, Phillip Securities

Financials

FYE FY2015 FY2016 FY2017 FY2018E FY2019
\Valuation Ratios

Price to Earnings (P/E) 58.61 -41.31 -410.4¢ 38.4( 19.97
Price to Book (P/B) 2.2C 2.4k 2.2¢ 2.21 2.1(
Per Share Data (RMB)

EPS 0.2¢ -0.41 -0.04 0.44 0.8
Book Value Per Share 8.6: 71.71 8.3¢ 8.61 9.04
Dividend Per Share 0.17 0.17 -0.0z 0.2z 0.42
Growth (%)

Revenue 32.1: 119.5¢ 38.47 19.5¢ 20.77
Gross Profit 11.4( 65.9¢ - 19.0Z 18.8¢
Operating Income 124.2" 533.58 - - 37.2]
Net Profi -180.9: 41.8( - - 92.75
Margins (%)

Gross Profit Margin 75.31 56.92 56.3¢ 56.1( 55.25
Operating Profit Margin 4.81 -13.8i -0.7¢ 8.71 9.9(
Net Profit Margi -11.2¢ -7.2¢€ -0.54 5.0¢ 8.12
Key Ratios

ROE (%) 3.34 -5.27 -0.4¢ 5.11 9.3¢
ROA (%) 41.52 -3.8¢ -0.3¢t 3.8¢ 7.14
FYE FY2015 FY2016 FY2017 FY2018E FY2019E
Income Statement (RMB Mn)

Revenue 1,272.. 2,793.: 3,867.¢ 4,624.: 5,582.]
- Cost of Goods Sold (314.2) (1,203.2) (1,687.9) (2,029.8) (2,497.8
Gross Income 958.( 1,589.¢ 2,179.¢ 2,594 3,084}
- Operating Expenses (1,019.2) (1,977.3)(2,209.8) (2,191.4) (2,531.6
Operating Income (61.2) (387.4) (30.0) 403.( 552.¢
-Financing Expenses& Non

Recrring Items 0.€ (8.7) (7.9) (28.2) (19.4
-Non Recrring Items (26.7) 187.: 6.1 (45.0) 0.¢
Pretax Income (87.3) (208.8) (31.7) 329.¢ 533.¢
- Minority Interest (44.9) (34.0) (68.1) 0.C 0.0
Net Profi (143.0) (202.7) (20.8) 235.2 453.5

Source: Company, Phillip Securities (HK) Researstingates
Exchange rate = 0.890 CNY/HKD.
(Financial figures as at 14 Nov 2018)
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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 omltioe quantitative return bands. We consider izde 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 reowendation

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 ssgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Researdt@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, indirectjdental 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 materialzer®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 exercisgidgment. 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 efittoducts which may be described in this publiceiinvolve 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 disclosiuaé 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 informatimcluding 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 hawg investment banking relationship with the listerporation 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 listegp@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 Riskdosures Statement on http://www.phillip.com.hk.
© 2018 Phillip Securities (Hong Kong) Limited
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