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Perfect World (002624.52) Phi”ipcapital

Remarkable performance in mobile gaming business

Investment Summary Buy

CMP Ny 26.27
(Closing price at 14 Aug 2019)
TARGET CNY 34.37 (+30.8%)

Perfect World engaged in Film and TV series creadi® well as Gaming development in
Ching together with strong game development and film potidn capabilities.
Assuming a target P/E of 23x in 2019, we derivetPaof $34.37, 0.3% higher than
previous TP. We maintain a “Buy” rating, with a gofial upside of 30.8%. (Closing COMPANY DATA

price at 14 Aug 2019) O/S SHARES (MN) : 1,293

MARKET CAP (RMBMN) : 33,959
52 - WK HI/LO (RMB): 36.54/19.75

Interim result update

The revenue (excluding the cinema business) grevid$4% YoY, reaching RMB gyare HOLDING PATTERN » %

3,656 mn. The net profit attributable to the ownees RMB 1,020 mn, up by 30.5%, perfect world holdings 34.48
while the net net profit attributable to the ownergluding the non-recurring gains andchi Yufeng 12.04
loss was RMB 973 mn, rose by 37.67%. The operatasty flow was RMB 167 mn. The
gross profit margin was up from 59.6% in 18H1 to688 in 19H1.

PRICE PERFORMANCE > %
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Business update Perfect World 1005 104  -550
csl 375 -1.73 7.66
Gaming
RETURN VS. CSI
The gaming revenue reached RMB 2,878 mn, up by?8.96Y. In terms of PC gaming, ,,,,»,’;,,,',.,,,, B
the performance of “Perfect World”, “Zhu Xian”, “DIA2” and “CS:GO” all remained h{lﬂ "
persistent. The Group are developing a new ganledcein Zhu Xian Shi Jie” based "W ’
on the IP of “Zhu Xian”. In terms of Mobile gaminiie revenue boosted significantly by {“\%'ﬂ"‘ﬂxh}i%‘.lzwg ! _-,‘,;\1‘_;\.1 .
39.4%, thanks to the strong performance of “Perféforld Mobile” launched in this 'IH f W _'

March. It ranked the first in the 10S billboard falbout 20 days. The “Legend of Condoi 1T

Hero Mobile” has also launched on July along witlo@ ranking in 10S. The Group aresource: Aastocks, ph.u.p Securities (HK) Research
still developing games, such as “Wo De Qi Yuan”,éig Huan Xin Zhu Xian”, “Xin

Shen Mo Da Lu” and etc, which will fuel the growthmobile gaming in the next few KEY FINANCIALS

years. RMB mn FY16 FY17 FY18E FY19E
Revenue 7,930 8,034 8,535 10,186

Net Profit 1,463 1,759 2,012 2,431

Films & dramas EPS, RMB 1.095 1.298 1.494 1.806
PER, X 23.99 20.24 17.58 1455

' . BVPS, RMB 575 642 7.72 917

The revenue from films & dramas dropped by 22.4% kB 779 mn, due mainly to the PIBV, X 443 307 340 287
sales of cinema business. In terms of dramas, thapthas launched “I Will Never Let rok, % 189 208 210 214

You Go”, “Qing Chun Dou”, “In Youth” and etc. “l iliNever Let You GO” went int0  source: company reports, Phillip Securities Est.
the top 3 in weekly drama of Zhejiang Televisiomile “In Youth” also ranked the top
based on the CSM55 ratings. In terms of films, Geup planned to maintain itS Research Analyst

strategic cooperation with Universal Pictures ¢m foroduction. Terry Li (2277 6527)
terryli@phillip.com.hk
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Figure: The ranking of “Perfect World Mobile” (10S)
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Source: =288, Phillip Securities (HK) Ltd.

Valuation

As the revenue growth in 19H1 of PC and console iggmvas lower than

expected, we lower the revenue in 2019F by 8.4%.466. However, we saw a
significant improvement in GPM and a good cost nin both selling and

administrative expenses. As a result, we only lotivernet profit growth by 1.3%
to 14.3%. Assuming a target P/E of 23x in 2019,dsdved a TP of $34.37, 0.3%
higher than previous TP due to the previous shaybdck. We maintain a “Buy”

rating, with a potential upside of 30.8%.

Risk

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

FYE DEC FY16 FY17 FY18 FY19F FY20F
Valuation Ratios

P/E (X), adj 29.62 23.99 20.24 17.58 14.55
P/B (X) 5.05 4.57 4.09 3.40 2.87
Dividend Yield (%) 0.2% 0.6% 0.7% 0.9% 1.0%
Per share data (RMB)

EPS, (Basic) 0.887 1.095 1.298 1.494 1.806
EPS, (Diluted) 0.887 1.095 1.298 1.494 1.806
DPS (RMB) 0.06 0.170 0.195 0.224 0.271
BVPS 5.20 5.75 6.42 7.72 9.17
Growth & Margins (%)

Growth

Revenue 25.9% 28.8% 1.3% 6.2% 19.3%
Operating profit 1233.4% 32.6% 18.8% 19.5% 21.0%
Net Income 1432.3% 29.1% 20.3% 14.3% 20.8%
Margins

Gross margin 61.0% 57.4% 55.8% 63.5% 64.0%
Operating profit margin 19.5% 20.1% 23.6% 26.5% 26.9%
Net Profit Margin 18.4% 18.5% 21.9% 23.6% 23.9%
Key Ratios

ROE 16.2% 18.9% 20.8% 21.0% 21.4%
Income statement (RMB mn)

Revenue 6,159 7,930 8,034 8,535 10,186
Gross Profit 3,755 4,549 4,484 5,420 6,519
EBT 1,201 1,593 1,892 2,261 2,736
Income tax (223) (189) (156) (274) (331)
Net profit 1,133 1,463 1,759 2,012 2,431
Minority Interest (33) (45) 53 80 97
Net profit for owners 1,166 1,505 1,706 1,932 2,334

Source: Company, Wind, Phillip Securities (HK) Rash
(Financial figures as at 14 Aug 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 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 absensok price catalysts, and speculative undertones
surrounding the stock, before making our final reocwendation

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 exercisgudfgment. 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 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 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 finanniarést 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 (“PSHKbBelieved to be accurate. PSHK does not bear resplitgsor 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.
© 2019 Phillip Securities (Hong Kong) Limited
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