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Investment Summary 
 
1H20 interim result overview 
The 1H20 Revenue of XD Inc. was RMB 1.44 billion (+10.0% yoy). The revenue contributed by 
game operating business was RMB 1.19 billion (+8.1% yoy). Within the game operating 
business, the revenue of online game operating business was RMB 1.11 billion (+3.8% yoy). 

The rise was mainly attributed to the solid performance of Sausage Man (香腸派對) in 1H20. 

But the solid performance of Sausage Man (香腸派對) was partly offset by decreases of 

revenue from games under maturity stage, such as Ragnarok M (仙境傳說). In addition, the 
revenue contributed by premium game operation was RMB 50.5 million (+98.4% yoy), mainly 

attributed by the solid performance of new game Juicy Realm (惡果之地) and old game Muse 

Dash (喵斯快跑). On the other hand, the company’s revenue from information services in 
1H20 was RMB 252 million (+19.9% yoy), and contributed 17.6% of the company’s total 
revenue. The yoy increase was mainly attributed by the huge increase in MAUs of TapTap 
platform in 1H20. As affected by the quarantine, the MAUs of TapTap platform in 1H20 was 
24.8 million (+51.9% yoy). 
 
The company’s GP in 1H20 was RMB 826 million (-5.9% yoy), with GPM at 57.3% (-9.7ppt yoy). 
The GPM of game business in 1H20 was 51.3% (-11.3ppt yoy). The decrease was mainly 
attributed by the fact that the contribution from game operating revenue recognized on a 
gross basis to total game operating revenue has increased from 49.2% to 73.1%. On the other 
hand, The GPM of information services in 1H20 was 85.5% (-4.2ppt yoy). The decrease was 
mainly attributed by the fact the increase in cost as a result of TapTap MAUs increase was 
higher than the corresponding revenue increase. The Adjusted NP attributed to parent in 
1H20 was RMB 207 million (-12.7% yoy) 
 
The growth of MAUs on TapTap platform in 1H20 higher than our expectation, the number 
of game downloads in 1H20 has also increased significantly 
The MAUs of TapTap platform in 1H20 was 24.8 million (+51.9% yoy). The huge increase was 
mainly attributed by 1) the improving exclusive content on TapTap platform 2) the increasing 
time spent online by netizens during the quarantine 1H20. The company has launched many 

exclusive contents on TapTap in 1H20, including “Pasical’s Wager” (帕斯卡契約), which is a 
Chinese game appeared at the Apple Conference. In July 2020, TapTap also exclusively 

released a free-to-play game “Canal Towns” (江南百景圖) on PRC Android platform. The 
game has more than 5 million downloads on the platform in the first month since launched. 

We believe “Canal Towns” (江南百景圖) will be served as a great Case study for TapTap 
platform and help attract more exclusive distribution rights of third party quality games for 
TapTap platform. With the increase of more high quality content on the platform, the MAUs 
and advertisement revenue of TapTap will also likely to rise. The number of downloads and 
TapTap posts in 1H20 also increased by 26.4%/143.0% yoy. The number of TapTap posts grew 
faster than the MAUs’ growth, which indicates that the degree of user participation of users 
from TapTap has also increased in 1H20. In 2H20, it is expected that the user accounts of 

Sausage Man (香腸派對) will be connected with the TapTap accounts. The user accounts of 

Human Fall Flat (人類跌落夢境), a highly anticipated game planned to be issued in 2H20, will 

also be connected with the TapTap accounts. We strongly believe this will further increase the 
degree of user participations of TapTap Platform.  
 
Despite the huge increase in TapTap MAUs in 1H20, the ARPU of TapTap platform has 
decreased significantly, from RMB 12.9/ 6 months in 1H19 dropped to RMB 10.2/ 6 months, 
down by 21% yoy. The drop was mainly attributed by 1) the desire to advertise from the 
small/mid-tier advertising company has dropped significant in 1H20, since there weren’t   
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much new games issued in 1H20 2) the increase in MAUs in 1H20 was mainly driven by 
the addition of new users, and the advertisement placing accuracy of TapTap on new 
users was relatively lower than old users. Hence, dragging down the overall ARPU. With 
the increase of supply of new games on TapTap in 2H20 as well as the gradual 
improvement of advertisement placing accuracy of TapTap on new users, we believe 
that the new users on TapTap will bring significant commercial value to the company 
in the long term, and ARPU is also expected to recover. 
 
In August 2020, the company has further acquired YiWan’s 18.34% shares and reached 
74.12% totally. The company has spent a total of RMB 330 million in this acquisition. 
After the acquisition, the company is expected to further enhance its synergies with 
TapTap platform. 
 
Steady Growth in online game’s revenue, the company is expected to launch 3 self-
developed games in the next year 
The company’s online game operating revenue in 1H20 was RMB 1.11 billion (+3.8% 

yoy). Despite the impressive performance of Ulala (不休的烏拉拉), Sausage Man (香

腸派對) and Lan Yan Qing Meng (藍顏清夢) in 1H20, the growth of online game 

operating revenue was still rather slow. It was mainly because Ragnarok M (仙境傳說), 

the game that contributed the most revenue in 2019, is already under its maturity 
stage, hence a significant drop in revenue of the game. It is expected the company will 
launch a huge update version of the game in 2H20, which is likely to extend the life 
cycle and revenue contribution of the game. In order to increase R&D capabilities, the 
company has expanded their R&D team in 1H20, by adding 618 R&D employees 
comparing to 1H19.Among them, 250 employees are mainly focusing on game 
development. Currently, there are 11 games are under development by the company, 
3 of them are expected to be launching in 1H21, including ARPG game Torchlight: 

Infinity(火炬之光：無限), simulation game Fantasy World (心動小鎮) (previously 

name as 創想世界) and MMORPG game Project A (tentative name). Project A was 

developed by Ragnarok M (仙境傳說)’s development team and is the company’s 

largest game since Ragnarok M (仙境傳說) in terms of capital investment. We are 
expecting an impressive performance of the game after it is launched. 
 
Valuation 
After considering 1) the revenue growth of online game operating business is slower 
than expected 2) the revenue growth of premium game operating business is higher 
than expected 3) the GPM of the company is lower than expectation 4) the R&D 
expenses increase as a result of the expansion of R&D team 5) the S&M expense ratio 
of 1H20 is lower than expectation 6) the decrease in minority interest as a result of the 
increase in Yiwan’s stake, we have lowered the company’s 2020/2021/2022 Adjusted 
EPS to RMB 1.04/1.50/2.19. By considering that long term commercial value brought 
by the huge increase in MAUs of TapTap platform, we have raised the company’s target 
2021 PE ratio to 26x. We have raised the target price to HKD 43.25 (+8.5%), with 
corresponding 2020/2021 adjusted P/E ratio of 37.6x/26.0x. We upgrade the rating to 
“Accumulate”. 
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As of 23th Sept Closing Price, US stocks closing price as of 22nd Sept  

Source: Bloomberg 

 

 

Risk 
1) The tightening on Game regulations 2) The Games underperform comparing to 
expectation 3) The MAUs growth of TapTap platform is less than expectation 
 

  

TTM 2019A 2020E 2021E TTM 2019A 2020E 2021E

(listed currency) (RMB mn)

HK stocks

XD INC 2400 hk equity 39.85 15,858 35.6x 32.0x 31.6x 23.2x - 7.5x 5.6x 4.5x

TENCENT 700 hk equity 514.00 4,316,300 41.1x 45.6x 35.5x 28.6x 8.0x 10.2x 7.7x 6.1x

NETEASE INC 9999 HK equity 149.40 452,346 1.1x - 24.6x 21.7x 0.2x - 6.3x 5.5x

FRIENDTIMES 6820 hk equity 2.45 4,697 10.2x - 8.7x 6.7x 3.6x - 2.2x 1.7x

NETDRAGON 777 hk equity 16.52 8,164 10.8x 9.0x 9.4x 7.4x 1.3x 1.3x 1.2x 1.1x

ZENGAME 2660 hk equity 1.07 955 5.6x - - - 1.6x - - -

ARCHOSAUR GAMES 9990 hk equity 23.60 16,865 - - 26.3x 15.2x - - 4.7x 3.4x

IDREAMSKY 1119 hk equity 4.74 5,274 16.4x 9.2x 10.4x 9.0x 1.4x - 1.2x 1.1x

CMGE 302 hk equity 3.62 7,392 24.1x 11.3x 9.4x 7.4x 2.1x 2.2x 1.7x 1.5x

IGG INC 799 HK equity 9.06 9,764 6.3x 9.7x 7.4x 8.4x 3.1x 4.0x 2.8x 2.2x

Average 16.8x 19.5x 18.1x 14.2x 2.7x 5.1x 3.7x 3.0x

Median 10.8x 10.5x 10.4x 9.0x 1.8x 4.0x 2.8x 2.2x

A stocks

WUHU SANQI 002555 CH equity 40.93 86,454 30.9x 40.7x 29.1x 24.7x 10.6x 11.3x 8.8x 6.8x

GIANT NETWORK 002558 CH equity 19.81 40,103 45.8x 36.0x 36.3x 30.2x 4.8x - 3.5x 3.1x

ZHEJIANG CENTURY 002602 CH equity 10.44 77,805 25.5x 25.9x 19.8x 16.0x 2.6x 3.8x 3.1x 2.7x

PERFECT WORLD 002624 CH equity 33.60 65,172 38.3x 43.7x 26.4x 21.6x 6.0x 6.6x 5.2x 4.2x

G-BITS NETWORK 603444 CH equity 622.00 44,700 49.9x 49.4x 38.1x 30.7x 13.5x 13.4x 11.2x 8.8x

Average 38.1x 39.1x 30.0x 24.7x 7.5x 8.7x 6.4x 5.1x

Median 38.3x 38.4x 27.7x 23.2x 5.4x 6.6x 4.3x 3.7x

US stocks

EA EA US equity 131.02 256,974 19.1x 33.4x 28.0x 23.9x 4.9x 7.5x 5.6x 4.6x

NINTENDO NTDOY US equity 71.50 511,492 - - 3.8x 18.7x - - 0.5x -

SONY CORP SNE US equity 78.70 674,015 - 12.5x 17.7x 19.3x - 2.8x - 2.0x

ACTIVISION BLIZZARD ATVI US equity 82.65 433,259 36.4x 37.3x 25.6x 24.7x 4.7x 5.0x 4.3x 3.8x

Average 27.8x 27.8x 18.8x 21.6x 4.8x 5.1x 3.5x 3.5x

Median 27.8x 33.4x 21.7x 21.6x 4.8x 5.0x 4.3x 3.8x

PE PB
Company Stock code Closing Price Market Cap

Figure 1: Comparable valuation 
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Financial Statements 
 
Key Financial Data 

 
Market closing price as of 23th Sept 

 
Consolidated Statement of Profit or Loss  

 
 
 
 
 
 
 

FYE DEC FY18 FY19 FY20E FY21E FY22E

Valuation Ratio

Adjusted P/E ratio, x NA 31.44 34.63 23.95 16.38

P/B ratio, x NA 5.57 4.46 3.70 2.89

Per share data (RMB)

Adjusted EPS NA 1.14 1.04 1.50 2.19

Book value per share NA 6.44 8.05 9.68 12.42

Growth & Margin

Revenue Growth 40.4% 50.4% 18.9% 28.7% 22.7%

Operating income growth 188.5% 37.0% 15.0% 48.9% 46.3%

Adjusted Net income Growth 146.5% 41.0% 12.7% 49.0% 46.2%

Gross Profit Margin 58.9% 62.4% 60.7% 61.6% 64.2%

Operating profit Margin 20.5% 18.6% 18.0% 20.9% 24.9%

Adjusted Net Profit Margin 15.2% 14.3% 13.5% 15.7% 18.7%

Key Ratios

ROE 26.3% 22.5% 16.1% 19.3% 22.0%

ROA 20.5% 17.9% 13.6% 16.4% 18.9%
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Consolidated statement of Financial Position  

 

 
 
Cash Flow Statement  
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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.   

©  2020 Phillip Securities (Hong Kong) Limited 

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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