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Momo (MOMO US)

Solid 3Q19; Eyes on Tantan’s initiatives

A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Maintain)

Target Price US$45.0
(Previous TP US$45.0)
Up/Downside +25.0%
Momo delivered solid 3Q19 results, with topline/bottom line growing 22%/41% Current Price US$36.0

YoY, 3%/10% above consensus. 4Q19 guidance modestly beat. Despite slower-
than-expected user recovery, we suggest investors to look beyond 3Q19, and
focus more on VAS long-term expansion and potential surprise from its new app.
Maintain BUY with unchanged TP of US$45.

China Internet Sector

Sophie Huang
(852) 3900 0889

B 30Q19 beat. 3Q19 revenue grew 22% YoY, 4%/3% higher than CMBI/ sophiehuang@cmbi.com.hk
consensus. Non-GAAP net profit grew 41% YoY, 11%/10% above CMBI/
consensus. Mgmt. guided solid 4Q19E revenue at RMB4.52bn-RMB4.62bn
(midpoint +19% YoY), 1% above consensus. Stock Data
Mkt Cap (US$ mn) 7,460
B Modest user recovery in 4Q19E on anti-spam efforts. Momo’s 3Q19 Avg 3 mths t/o (US$ mn) 88.5
; ; ; 52w High/Low (US$) 40.9/22.5
MAU flat at 114.1mn (vs. 113.5mn in 2Q19), Whlle paying users up to 13.,4 Total Issued Shares (mn) =
mn (+14% QoQ). We expect modest sequential growth for both Momo’s Source: Bloomberg
MAU and paying users in 4Q19E, for anti-spam efforts. Tantan’s paying _
users reached 4.5mn (vs. 3.2mn in 2Q19), and we expect its paying users Shareholding Structure _
to see sequential growth (but lower than 5mn net adds in 1Q19) in 4Q19E E'I\gchRock 13'102
for anti-spam and iOS issues. Despite slower-than-expected user recovery, Renslicsames Tedh 8.0%
we keep positive on its long-term user expansion, driven by enriching Source: Bloomberg
interactive features and upcoming lower-tier cities penetration.
Share Performance
B 4QI19E margin intact. Momo’s livestreaming/VAS grew 18%/84% YoY in Absolute  Relative
3Q19, above our estimates. We expect solid live streaming momentum to 1-mth 2.9% 0.9%
; ) . ) % YoV in 3-mth 9.9% -0.2%
continue in 4Q19E. We estimate Tantan’s revenue to grow 52% 6-mth 38.3% 22 1%
4Q19E. More upside might derive from its Flash chat features and enhanced Source: Bloomberg
monetization. We expect its GPM to decline 2ppts QoQ (for annual _
tournament), but OPM to stay intact in 4Q19E (mainly on manageable S&M 1(%;2)‘“ FIER e BITIETEE
and R&D efforts). 5 MOMO US — CoMP
— — (rebased)
B Maintain BUY. We keep financials estimate barely changed, and maintain 40

our TP of US$45 unchanged (14x FY20E P/E). The stock is now trading at
13.6x/11.3x FY19/20E P/E. Valuation is pretty attractive. We suggest
investors to look beyond modest 3Q19 and weak seasonality in 1Q20, and
focus more on VAS long-term expansion supported by Tantan’s new
features, Momo’s VAS enhancement, and its new app initiatives (e.g. More
Serious Matchmaking <% £ 7 % >).
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(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E Related R ;
Revenue (RMB mn) 8,718 13,995 16,913 19,543 22,571 elated =eports
1. 3QI19E Preview: user recovery to
YoY growth (%) 127.1 60.5 20.8 15.6 155 come — 21 Oct 2019
Net income (RMB mn) 2,464 3,611 4,184 5,177 6,138 2. Solid 2Q19; Expecting rebound in
EPS (RMB) 12.5 16.9 18.3 221 25.8 2H19E — 28 Aug 2019
YoY growth (%) 106.4 35.9 8.8 20.1 16.8 3. Moving to 2H19E recovery — 10 Jul
2019
P/E (x) 18.7 13.8 13.6 113 8.7 4. Solid 1Q19; Limited impact from
P/B (x) 6.4 4.4 3.7 3.5 3.3 regulations — 29 May 2019
Yield (%) 0.0 2.0 0.0 0.0 0.0
ROE (%) 374 335 30.0 38.4 42.6

Net gearing (%)

Net cash Net cash Net cash Net cash Net cash

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
ACCESS KEY TO OUR REPORTS ON BLOOMBERG: CMBR
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Figure 1: CMBI estimates vs consensus

Diff (%)

RMB mn, Dec-YE FY20E

Revenue 16,913 19,543 22,571 16,544 19,119 22,050 2.2% 2.2% 2.4%
Gross Profit 8,504 9,676 11,316 8,182 9,473 11,053 3.9% 2.1% 2.4%
Operating Profit 3,645 5,269 6,120 3,583 5,230 6,056 1.7% 0.7% 1.1%
Net profit 4,184 5,177 6,138 4,179 5,113 6,048 0.1% 1.3% 1.5%
EPS (RMB) 18.34 22.10 25.81 18.11 22.22 25.89 1.3% -0.5% -0.3%
Gross Margin 50.3% 49.5% 50.1% 49.5% 49.5% 50.1% +0.8ppts +0.0ppts +0.0ppts
Operating Margin 21.6% 27.0% 27.1% 21.7% 27.4% 27.5% -0.1ppts -0.4ppts -0.4ppts
Net Margin 24.7% 26.5% 27.2% 25.9% 26.7% 27.4% -1.2ppts -0.2ppts -0.2ppts

Source: Company data, CMBIS estimates

Figure 2: CMBI estimates vs consensus

CMBI Consensus Diff (%)
RMB mn, Dec-YE FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Revenue 16,913 19,543 22,571 16,779 19,933 22,720 0.8% -2.0% -0.7%
Gross Profit 8,504 9,676 11,316 8,328 9,892 11,306 2.1% -2.2% 0.1%
Operating Profit 3,645 5,269 6,120 3,338 5,171 6,077 9.2% 1.9% 0.7%
Net profit 4,184 5,177 6,138 4,292 5,287 6,150 -2.5% -2.1% -0.2%
EPS (RMB) 18.34 22.10 25.81 18.35 22.48 25.52 0.0% -1.7% 1.1%
Gross Margin 50.3% 49.5% 50.1% 49.6% 49.6% 49.8% +0.7ppts -0.1ppts +0.4ppts
Operating Margin 21.6% 27.0% 27.1% 19.9% 25.9% 26.7% +1.7ppts +1.0ppts +0.4ppts
Net Margin 24.7% 26.5% 27.2% 25.6% 26.5% 27.1% -0.8ppts +0.0ppts +0.1ppts

Source: Company data, Bloomberg

Figure 3: Momo’s 3Q19 Review

Consensus Diff %
Revenue 2,764 3,152 3,648 3,865 3,723 4,153 4,452 7.2% 22.0% 4,302 3%
Operating Profit 937 897 644 794 422 966 1,033 6.9% 60.4% 878 18%
Net profit 825 751 580 708 289 789 945 19.7% 63.0% 697 36%
Adj. net profit 904 885 750 907 910 928 1,088 17.2% 45.2% 989 10%
EPS 4.36 4.18 3.50 4.05 4.06 4.12 4.90 19.0% 40.1% 4.38 12%

Margin (%)

Gross Margin 51.9% 45.6% 44.5% 45.6% 50.3% 50.9% 51.1% 49.4%
Operating Margin 33.9% 28.4% 17.7% 20.5% 11.3% 23.3% 23.2% 20.4%
Adj. net margin 32.7% 28.1% 20.5% 23.5% 24.5% 22.4% 24.4% 23.0%

Growth (%)

Revenue (YoY) 51.3%  485%  559%  51.3%  347%  317%  22.0% 18.0%
Revenue (QoQ) 82%  140%  157% 6.0% 37%  11.5% 7.2% -9.1%
Operating Profit 49.4%  78.8% 96%  121%  -55.0% 7.7%  60.4% 20.2%
Adj. net profit 446%  66.6%  211%  24.7% 0.7% 49%  452% 32.0%

Source: Company data, Bloomberg, CMBIS estimates

Figure 4. 3Q19 Revenue breakdown
RMB mn 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 QoQ YoY

Total revenue 2,764 3,152 3,648 3,865 3,723 4,153 4,452 7% 22%
Live broadcasting 2,360 2,621 2,769 2,975 2,689 3,100 3,275 6% 18%
VAS 235 352 573 726 904 948 1,065 12% 86%
Mobile game 42 142 117 123 81 76 82 7% -30%
Mobile marketing 119 35 28 26 39 23 16 -32% -43%
Other services 8 2 160 15 10 5 14 185% -91%

Source: Company data

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Figure 5: Quarterly financials

2018A 2019E 2020E
(RMB mn, YE Dec 31) 1Q18 2018 3Q18 40Q18 1Q19 2019 3019 4Q19E| 1Q20E  2Q20E  3Q20E  4Q20E
Net Revenue 2,764.4 3,1521 3647.6 3,865.0( 3,7229 41526 44516 45853 43995 47356 50642 53437
Live broadcasting service 2,360.1 2,6209 2,769.2 2,9754| 26894 3,0999 32754 3,380.7| 31757 3,3688 35304 36731
VAS 235.0 352.2 573.1 726.4 903.9 9484 11,0646 1,083.0( 1,500 1,251.1 14270 1,553.7
Mobile game 42.2 142.0 117.3 122.8 80.7 76.2 81.9 78.5 359 729 56.9 56.6
Mobile marketing 118.9 34.8 279 25.6 39.0 232 158 28.5 228 26.9 33.2 428
Other services 8.2 23 160.0 14.7 9.9 4.9 14.0 147 151 15.9 16.7 175
COGS(Non-GAAP) 13285 11,7148 2,0248 2,1028| 18514 20379 21774 23415| 22347 23899 25614 26809
Gross Profit (Non-GAAP) 14359 14373 16228 1,7622| 18716 21147 22742 22438| 2164.8 23457 25027 26628
Operating Expense 498.8 540.6 978.9 968.3] 14500 1,1490 1,2415 1,0189| 1,0223 10779 1,1719 11353
S&M 267.1 323.0 532.0 584.6 567.5 5175 701.3 596.1 527.9 615.6 607.7 587.8
G&A 63.2 48.8 68.2 118.9 92.9 449.8 150.4 91.7 105.4 118.4 166.1 101.5
R&D 96.8 135.0 214.1 207.8 207.4 204.4 254.0 183.4 220.0 189.4 202.6 267.2
Share-based comp expenses 78.7 134.0 170.0 199.1 593.1 139.2 165.2 183.4 176.0 189.4 202.6 213.7
EBIT 937.1 896.7 643.8 793.9 421.6 965.8 1,032.7 1,2249( 1,1425 12679 13308 15275
Adj. EBIT (ex-SBC) 1,015.7 11,0306 813.8 993.0( 1,0147 11050 11979 1,4083| 13185 14573 15334 17413
Adj. EBITDA 889.9 797.8 513.2 637.3 -123.1 874.8 917.8 1,084.8| 10154 11273 11771 1,362.6
Interest Income, net 47.9 40.1 58.3 705 74.8 100.2 85.3 80.2 311 39.6 515 63.7
Other Income, net 8.1 108 16.5 133 -45 6.4 6.2 6.2 6.1 6.1 6.1 6.1
Pre Tax Profit 993.1 947.6 718.7 877.7 4919 10723 11242 1,311.3| 1,179.7 13136 1,3883 15973
Tax 170.9 198.6 146.8 184.3 163.7 283.9 182.6 262.3 235.9 262.7 2777 3195
Minority interest -3.0 2.2 =17 -14.5 -2.8 -0.7 -3.1 -3.1 -3.1 -3.1 -3.1 -3.1
Dividened on Preferred Capital 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net Profit 825.2 751.1 579.5 707.9 289.3 789.1 9447 1,052.2 946.8 1,0539 1,113.7 11,2809
Adj. Net Profit 903.8 885.1 749.5 907.0 910.3 9283 11,1099 1,2356( 1,228 11,2433 1316.3 1,494.6
Diluted EPS 4.0 3.6 2.7 3.2 1.3 35 4.2 4.6 4.1 4.5 4.8 55
Adj. Diluted EPS 4.4 4.2 35 4.1 4.1 4.1 4.9 5.4 4.9 5.4 5.6 6.4
Margins (%)
Gross Margin 51.9 456 445 45.6 50.3 50.9 51.1 48.9 49.2 495 49.4 49.8
Operating Margin 33.9 28.4 17.7 20.5 11.3 233 23.2 26.7 26.0 26.8 26.3 28.6
Adj. Operating Margin 36.7 32.7 223 25.7 27.3 26.6 26.9 30.7 30.0 30.8 30.3 32.6
Adj. EBITDA Margin 32.2 25.3 141 16.5 -3.3 211 20.6 23.7 231 23.8 23.2 255
Net Margin 29.8 23.8 15.9 18.3 7.8 19.0 21.2 229 215 223 220 240
Adj. Net Margin 32.7 28.1 20.5 235 245 224 249 26.9 255 26.3 26.0 28.0
QoQ Growth (%)
Net Revenue 8.2 14.0 15.7 6.0 -3.7 115 7.2 3.0 -4.1 7.6 6.9 55
Gross Profit 16.3 0.1 12.9 8.6 6.2 13.0 75 -1.3 -3.5 8.4 6.7 6.4
EBIT 323 -4.3 -28.2 233 -46.9 129.1 6.9 186 -6.7 11.0 5.0 148
Net Profit 28.0 -9.0 -22.8 22.2 -59.1 172.8 19.7 114 -10.0 11.3 5.7 15.0
Adj. Net Profit 243 -2.1 -15.3 21.0 04 2.0 19.6 113 -9.1 10.7 5.9 136
Diluted EPS 28.4 -10.7 -23.8 16.8 -59.2 1715 19.2 9.2 -10.0 10.8 52 15.0
Adj. Diluted EPS 24.7 -3.9 -16.3 15.7 0.2 15 19.0 9.1 -9.1 10.2 53 13.6
YoY Growth (%)
Net Revenue 51.3 48.5 55.9 51.3 34.7 317 220 18.6 18.2 14.0 13.8 16.5
Gross Profit 43.6 30.4 38.9 42.8 30.3 47.1 40.1 273 15.7 10.9 10.0 18.7
EBIT 49.4 78.8 9.6 121 -55.0 77 60.4 54.3 171.0 31.3 28.9 24.7
Net Profit 44.6 66.6 211 24.7 0.7 4.9 48.1 36.2 233 33.9 18.6 21.0
Adj. Net Profit 44.6 66.6 211 247 0.7 4.9 48.1 36.2 233 33.9 18.6 21.0
Diluted EPS 46.0 67.0 8.2 21 -67.5 -1.3 54.2 44.2 217.8 29.7 144 205
Adj. Diluted EPS 43.2 64.0 18.0 16.0 -6.8 -1.5 40.1 32.1 19.8 30.1 15.1 19.8

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E
Revenue 8,718 13,995 16,913 19,543 22,571 Netincome 2,132 2,981 2,968 4,195 4,999
Live streaming 7,291 11,198 12445 13748 15,255 D&A 82 250 335 337 366
VAS 682 1,946 4000 57382 6,807 ChangeinWC 448 447 (48) (63) 146
Mobile game 462 442 317 222 256 Others 236 328 603 1,056 748
Marketing 277 221 107 126 174 Operating CF 1,515 2,991 4,280 4,312 5,218
Other services 5 189 44 65 79
COGS (4,280) (7,464) (8,408) (9,867) (11,255) Capex (260) (275) (175) (210) (239)
Gross profit 4,437 6531 8504 9,676 11,316 Associates - - - - -
Others (112) (11,789) (1,505)  (150) (150)
S&M (1.377) (L766) (2,382) (2,339) (2,812) Investing CF (372) (12,064) (1,681)  (361) (390)
Admin.Exp. (221)  (310)  (785)  (491)  (551)
R&D (79)  (677)  (849)  (879) (1,015) Equity raised 2 5172 (13) - -
Others (328)  (603) (1,081) (782)  (903) Change of Debts . B - - -
Operating profit 2,386 3,440 3645 5269 6,120 Others 222 313 (2,019) (4,037) (4,854)
Financing CF 224 5485 (2,032) (4,037) (4,854)
Financial Cost 143 225 340 186 384
Associates 39 51 14 24 24 Net change in cash 2,843  (2,300) 599 820 1,131
Pre-tax Income 2,568 3,716 4,000 5,479 6,528 Cash (beg of yr) 1,703 4,752 2,409 2,975 3,795
FX - N - - -
Income Tax (436) (735) (892) (1,096) (1,306) Cash (end of yr) 4,546 2,452 3,008 3,795 4,925
MI 4 2 @) (1 @2
Net profit 2,136 3,009 437 628 748
Adj. net profit 2,464 3,611 4,184 5,177 6,138
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY21E
Non-current assets 737 6,275 5982 5995 6,019 Sales mix (%)
Fixed asset 276 412 394 417 440 Live streaming 83.6 80.0 73.6 70.3 67.6
Associates 288 269 280 291 301 VAS 7.8 13.9 23.7 275 30.2
Intangible assets - - - - - Mobile game 5.3 3.2 1.9 11 11
Others 173 4,826 5,113 5,104 5,104 Mobile marketing 3.2 1.6 0.6 0.6 0.8
Other services 0.1 1.3 0.3 0.3 0.4
Current assets 7,734 12,633 14,017 14,826 15,973 Total 100.0 100.0 100.0 100.0 100.0
Cash 4,473 2,468 2,980 3,795 4,925
Deposit over 3 months 2,432 8,825 10,102 10,085 10,085 Growth rate (%)
Account receivable 258 720 324 336 352 Revenue 138.3 53.6 19.7 15.2 15.5
Others 572 621 611 610 610 Gross profit 1144 40.8 29.0 13.4 17.0
EBIT 149.8 37.9 4.4 449 16.2
Current liabilities 1,692 2,696 2,211 2,157 2,318 Net profit 110.6 40.2 14.7 235 18.6
Borrowings - - - - -
Account payable 485 718 732 660 734 P&L ratios (%)
Tax payable - - - - - OPM 27.4 24.6 21.6 27.0 271
Others 1,207 1,978 1,479 1,497 1,584 Pre-tax margin 29.5 26.5 23.6 28.0 289
Net margin 24.5 21.5 2.6 3.2 3.3
NC liabilities 27 5,160 5,023 5,015 5,015 Tax rate (17.0) (19.8) (22.4) (20.0) (20.0)
Borrowings - - - - -
Others 15 5,160 5,023 5,015 5,015 Returns (%)
ROE 374 335 300 384 426
MI - - - - - ROA 36.0 25.8 21.0 243 274
Total net assets 6,752 11,023 12,765 13,650 14,659
Shareholders' equity 6,752 11,023 12,765 13,650 14,659 Per share
EPS (RMB) 12.46 16.92 18.34 22.10 25.81
DPS (RMB) 0.00 4.30 0.00 0.00 0.00
BVPS (RMB) 34.60 49.70 58.89 62.77 67.10

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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