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NetDragon (777.HK) PhillipCapital

Turning loss into profit, gaming business shined

Investment Summary Buy

. . _ _ _ CMPHkD 22.0
NetDragon mainly engaged in gaming and educatitre. group announced its annual

results, where revenue increased by nearly 30%nangrofit turned into a profit from a (Closing price at 6 May 2039)
loss. In the future, the Group will try to monetiite education business in order to! ARGET HKD 30.22 (+51.1%)
become profit-making. Besides, the new game “VowHefoes” will be launched in

2019. We adopted sum of the parts valuation, degia TP of HKD 30.22, and reiterate

COMPANY DATA

O/S SHARES (MN) : 530
a “Buy” rating with a potential return of approxitely 51.1%. (Closing price at 6 May yarkeT CAP((HK)DMN) 11,669
2019) 52 - WK HI/LO (HKD): 24.50 / 11.28

Annual result update SHARE HOLDING PATTERN > %

Liu D 47.75
The group announced its annual results. Duringpthéd, revenue increased by nearlblgM (,:Jﬁgmg Ltd. 35.66
30% to RMB 5.04 billion; net profit turned into aofit from a loss, recording RMB 480 He zhicheng 14.62
million. Zhou Quan 13.72

Gaming revenue jumped by 41.5% to RMB 2.37 billi@md gross profit margin PR PERFoRMANCE’IK/;I’ T

increased by 2% YoY. Among them, the revenue ofgB@ing rose by 39.8% to RMB NetDragon 256 4885 1134
1.92 billion, mainly benefiting from the new expmms packs and new functions yg 0.49 747 052
launched by the classic game “Eudemons Online”, rvlike highest monthly gross
billing reached RMB 150 million. Mobile gaming reuee reached RMB 450 million, up RETURN Vs. Hs
49.3%. In the second half of 2018, the pocket versif “Eudemons Online” and =3

“Eudemons Online Mobile” recorded an average mgntioss bilings RMB 100 1% J_NI-"._
million in total. The average monthly revenue pseruof the group also increased tc* \ evaryrig J_,V_\_,?l}v-v(
RMB 665, a significant increase of 64.8% YoY. M‘h ln.h"ﬂ; o ™ w.»f“'

* A,

Education revenue increased by 21.9% to RMB 2.Hibmi and gross profit margin

increased by 1.9% YoY. Among them, the progresBrometheus was doing well, with source: Aastocks, Phillip Securities (HK) Research
revenue growth of 25.9% to RMB 2.2 billion; net fir@lso increased significantly to

RMB 150 million, mainly due to the increase in ABPproducts and stronger growthKEY FINANCIALS

than the overall K12 interactive display marketatidition, the group acquired a learnin(®MB mn FY17 FY18 FY19F FY20F
community platform Edmodo in 2018. Currently, tretat number of users of the Revenue 3,868 5,038 6,045 7,042
platform reaches 100 million. Net Profit (89) 477 615 710
EPS, RMB (0.041) 1.024 1.189 1.371
PER, x N/A 18.71 16.12 13.97
BVPS, RMB 8.99 9.26 10.19 11.22
P/BV, x 213 2.07 1.88 1.71
ROE, % (0.5) 115 12.2 12.8

Source: Company reports, Phillip Securities Est.
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Education

In relation to oversea, Prometheus continued tovate, launching a new
generation of interactive whiteboard V7, and woa ed Dot Design Award. As
the product’s functionality becomes more maturbgips to improve the product
ASP and competitiveness. In addition, Prometheuls fwrther enhance its
monetization capabilities by providing an applioati platform for its own
products. Edmodo will also launch more monetizaptans this year. The Group
expects to launch a homework helping service instftmmnd half of 2019 and will
charge monthly. In the future, the platform wilk@almonetize by providing high-
quality tutorial contents. Currently, the platfotmas nearly 700 million tutorial
resources. Regarding domestic, although 101PPflitss-making, the primary
goal of the product is to increase the number ef asid their stickiness. As of
2018, the number of 101PPT users reached 5 millicsignificant increase from
last year (1.2 million). In the future, we belietraat the Group can monetize by
providing high-quality tutorial contents.

Gaming

Since the grant of licence approval was resumdterend of 2018, three games
were granted the approvals, including “Eudemons-NRBlie Cross Platform
Version)”, “Eudemons Legends” anditf k", Besides, there are 8 games in
the pipeline which are about to be launched or uddgelopment, such as “Vow
of Heroes”, “Eudemons 11", “Heroes Evolved Throng®attle of Giants” and etc.
“Vow of Heroes” is a JRPG mobile game, where tharabters and card paintings
are drawn by Japanese “Painting Hall”, with gorgebattle screens as a selling
point. The first round of testing of the game haerblaunched, and was rated 7.8
in the platform TapTap, representing a good respdmsn the users. We expect
the game to be officially launched this year antl add momentum to mobile
gaming revenue growth. In addition, the group wilintinue to monetize its
classic IP "Eudemons” and "Heroes Evolved", by ¢himg "Eudemons Century”,
"Eudemons Legends", "Heroes Evolved", "Heroes oéAcand other adaptation
games. At the same time, the group said it wilhidua new Season pass payment
model, with new heroes and new gameplay in "HeEbesved"”, in an attempt to
improve the ARPU and keep the game fresh.

Valuation

We adopted sum of the parts valuation and forabasearnings per share of the
gaming business in 2019F to be RMB 3.02, with taf@E ratio 8x. As the
education business is still loss-making, PS ratilb lve used for valuation. We
predict the revenue per share of the educatiombssiin 2019F to be RMB 5.71,
with target PS ratio 2x. With RMB 2.64 net cash gleare in 2018, we derive our
TP to be HKD 30.22, maintaining a “Buy” rating, ilming 35% potential upside.
(CNY/HKD=0.8711)

Risk

1. Edmodo integration progresses slowly
2. Overseas acquisition fails

3. Gaming revenue growth slows down
4. Policy risk on gaming industry

Page | 2 | PHILLISECURITIES (HK) RESEARCH



p PhillipCapital

WL MYV A T4R Company report

Financials

FYE DEC FY15 FY16 FY17 FY18 FY19F FY20HR
Valuation Ratios

P/E (X), adj N/A N/A N/A 18.71 16.12 13.97
P/B (X) 2.21 2.46 2.13 2.07 1.88 1.71
Dividend Yield (%) 0.9% 0.9% 0.9% 1.1% 1.4% 1.6%
Per share data (RMB)

EPS, (Basic) -0.289 -0.409 -0.041 1.024 1.189 1.371
EPS, (Diluted) -0.289 -0.409 -0.041 1.023 1.187 1.364
DPS (HKD) 0.2C 0.2C 0.2C 0.2t 0.297 0.3443
BVPS 8.66 7.78 8.99 9.26 10.19 11.2%
Growth & Margins (%)

Growth

Revenue 32.1% 119.5% 38.5% 30.2% 20.0% 16.59
EBIT -345.9% 129.8% -77.3% -430.2% 47.0% 16.59
Net Profit -209.4% 26.0% -62.4% -636.1% 29.0% 15.49
Margins

EBIT margin -18.8% -19.7% -3.2% 8.2% 10.0% 10.09
Net Profit Margin -14.8% -8.5% -2.3% 9.5% 10.2% 10.19
Key Ratios

ROA -3.5% -4.6% -1.7% 7.6% 8.7% 9.2%
ROE -3.2% -5.0% -0.5% 11.5% 12.2% 12.89
Income statement (RMB mn)

Revenue 1,272 2,79: 3,86¢ 5,03¢ 6,04t 7,047
EBIT (239) (550) (125) 411 60t 704
Operating profit (152) (218) (31) 564 72C 831
EBT (87) (209) (32) 56¢ 724 83§
Net Profit (188) (237) (89) 477 61t 710
Minority Interest (45) (34) (68) (69) (15) (18
Net profit for owners (143) (203) (21) 54€ 631 721

Source: Company, Phillip Securities (HK) Research
Exchange rate (0.8711) is HKDCNY1Y forward contradte on May 6 from Wind.
(Financial figures as at 6 May 2019)
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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 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 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 thapient. Recipients should be aware that many efottoducts 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 unlessuah 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 neaeé 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.
© 2019 Phillip Securities (Hong Kong) Limited
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