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Investment Summary 
 
NetDragon mainly engaged in gaming and education. The group announced its annual 
results, where revenue increased by nearly 30%, and net profit turned into a profit from a 
loss. In the future, the Group will try to monetize its education business in order to 
become profit-making. Besides, the new game “Vow of Heroes” will be launched in 
2019. We adopted sum of the parts valuation, deriving a TP of HKD 30.22, and reiterate 
a “Buy” rating with a potential return of approximately 51.1%. (Closing price at 6 May 
2019) 
 
Annual result update 
 
The group announced its annual results. During the period, revenue increased by nearly 
30% to RMB 5.04 billion; net profit turned into a profit from a loss, recording RMB 480 
million. 
 
Gaming revenue jumped by 41.5% to RMB 2.37 billion, and gross profit margin 
increased by 2% YoY. Among them, the revenue of PC gaming rose by 39.8% to RMB 
1.92 billion, mainly benefiting from the new expansion packs and new functions 
launched by the classic game “Eudemons Online”, where the highest monthly gross 
billing reached RMB 150 million. Mobile gaming revenue reached RMB 450 million, up 
49.3%. In the second half of 2018, the pocket version of “Eudemons Online” and 
“Eudemons Online Mobile” recorded an average monthly gross billings RMB 100 
million in total. The average monthly revenue per user of the group also increased to 
RMB 665, a significant increase of 64.8% YoY. 
 
Education revenue increased by 21.9% to RMB 2.57 billion, and gross profit margin 
increased by 1.9% YoY. Among them, the progress of Prometheus was doing well, with 
revenue growth of 25.9% to RMB 2.2 billion; net profit also increased significantly to 
RMB 150 million, mainly due to the increase in ASP of products and stronger growth 
than the overall K12 interactive display market. In addition, the group acquired a learning 
community platform Edmodo in 2018. Currently, the total number of users of the 
platform reaches 100 million. 
 

 
 
 
 
 
 
 
 
 
 

Buy 
CMP HKD 22.0 
(Closing price at 6 May 2019)  
TARGET HKD 30.22 (+51.1%) 
 
COMPANY DATA 
O/S SHARES (MN)  : 530 
MARKET CAP (HKDMN) : 11,669 
52 - WK HI/LO (HKD): 24.50 / 11.28 
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Liu Dejian  47.75 
DJM Holding Ltd. 35.66 
He Zhicheng 14.62 
Zhou Quan 13.72 
 
PRICE PERFORMANCE，，，， % 

 1M 3M 1Y
NetDragon 2.56 48.85 11.34
HSI 0.49 7.47 0.52
 
RETURN VS. HSI 

 
Source: Aastocks, Phillip Securities (HK) Research 

 
KEY FINANCIALS 
RMB mn FY17 FY18 FY19F FY20F 
Revenue 3,868 5,038 6,045 7,042 
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 2.13 2.07 1.88 1.71 
ROE, %  (0.5) 11.5 12.2 12.8 
Source: Company reports, Phillip Securities Est. 
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Education 
 
In relation to oversea, Prometheus continued to innovate, launching a new 
generation of interactive whiteboard V7, and won the Red Dot Design Award. As 
the product`s functionality becomes more mature, it helps to improve the product 
ASP and competitiveness. In addition, Prometheus will further enhance its 
monetization capabilities by providing an application platform for its own 
products. Edmodo will also launch more monetization plans this year. The Group 
expects to launch a homework helping service in the second half of 2019 and will 
charge monthly. In the future, the platform will also monetize by providing high-
quality tutorial contents. Currently, the platform has nearly 700 million tutorial 
resources. Regarding domestic, although 101PPT is still loss-making, the primary 
goal of the product is to increase the number of user and their stickiness. As of 
2018, the number of 101PPT users reached 5 million, a significant increase from 
last year (1.2 million). In the future, we believe that the Group can monetize by 
providing high-quality tutorial contents. 
 
Gaming 
 
Since the grant of licence approval was resumed in the end of 2018, three games 
were granted the approvals, including “Eudemons (PC-Moblie Cross Platform 
Version)”, “Eudemons Legends” and “無境戰地”. Besides, there are 8 games in 
the pipeline which are about to be launched or under development, such as “Vow 
of Heroes”, “Eudemons II”, “Heroes Evolved Thrones”, “Battle of Giants” and etc. 
“Vow of Heroes” is a JRPG mobile game, where the characters and card paintings 
are drawn by Japanese “Painting Hall”, with gorgeous battle screens as a selling 
point. The first round of testing of the game has been launched, and was rated 7.8 
in the platform TapTap, representing a good response from the users. We expect 
the game to be officially launched this year and will add momentum to mobile 
gaming revenue growth. In addition, the group will continue to monetize its 
classic IP "Eudemons" and "Heroes Evolved", by launching "Eudemons Century", 
"Eudemons Legends", "Heroes Evolved", "Heroes of Ages" and other adaptation 
games. At the same time, the group said it will launch a new Season pass payment 
model, with new heroes and new gameplay in "Heroes Evolved", in an attempt to 
improve the ARPU and keep the game fresh. 
 
Valuation 
 
We adopted sum of the parts valuation and forecast the earnings per share of the 
gaming business in 2019F to be RMB 3.02, with target PE ratio 8x. As the 
education business is still loss-making, PS ratio will be used for valuation. We 
predict the revenue per share of the education business in 2019F to be RMB 5.71, 
with target PS ratio 2x. With RMB 2.64 net cash per share in 2018, we derive our 
TP to be HKD 30.22, maintaining a “Buy” rating, implying 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 
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Financials 
FYE DEC FY15 FY16 FY17 FY18 FY19F FY20F 

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 1.369 

DPS (HKD) 0.20 0.20 0.20 0.25 0.297 0.343 

BVPS 8.66 7.78 8.99 9.26 10.19 11.22 

Growth & Margins (%)       

Growth       

Revenue 32.1% 119.5% 38.5% 30.2% 20.0% 16.5% 

EBIT -345.9% 129.8% -77.3% -430.2% 47.0% 16.5% 

Net Profit -209.4% 26.0% -62.4% -636.1% 29.0% 15.4% 

Margins       

EBIT margin -18.8% -19.7% -3.2% 8.2% 10.0% 10.0% 

Net Profit Margin -14.8% -8.5% -2.3% 9.5% 10.2% 10.1% 

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% 12.8% 

Income statement (RMB mn)       

Revenue  1,272  2,793  3,868  5,038  6,045  7,042 

EBIT  (239)  (550)  (125)  411  605  704 

Operating profit  (152)  (218)  (31)  564  720  831 

EBT  (87)  (209)  (32)  568  724  835 

Net Profit  (188)  (237)  (89)  477  615  710 

Minority Interest  (45)  (34)  (68)  (69)  (15)  (18) 

Net profit for owners  (143)  (203)  (21)  546  631  727 

Source: Company, Phillip Securities (HK) Research 

Exchange rate (0.8711) is HKDCNY1Y forward contract price on May 6 from Wind.  

(Financial figures as at 6 May 2019) 
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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.   

© 2019 Phillip Securities (Hong Kong) Limited 
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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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