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A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Maintain)

FriendTimes Inc. (6820 HK)

Investments to enrich category

Target Price HK$4.0
(Previous TP HK$4.0)
Up/Downside +45.0%
Current Price HK$2.7

FriendTimes announced investments in two game developers, which is positive
to its category expansion and development cooperation. Tale of Empress (<i¥ &
2 #pdk>) performed stable at Top 10-15 in iOS grossing rank in Jun and Jul. We
estimate its monthly grossing at around RMB120-150mn in Jul (Mainland
version), coupled with over RMB10mn for South Korea version. Wait for more
titles to be launched in 2H20E and FY21E. We keep our forecast unchanged,
with TP at HK$4.0. Valuation at 9.0x FY20E P/E is attractive.

China Internet Sector
Sophie Huang

(852) 3900 0889
sophiehuang@cmbi.com.hk

B Investments for category expansion. FT announced investments in Aoshen

Interactive (2% Z#1). Baolong Network( %,/ £-) on 28 Jul. We expect this hsﬂtﬁzka;)?;?($ mn) 5057
investment could enrich FT’s game category, and expand its pipeline (e.g. Avg 3 mths t/o (HK$ mn) 13.11
Project BGS, Project CSC) with upcoming cooperation. With flagships of Luan 52w High/Low (HK$) 3.83/0.75
shi tian xia <#L# % T>, Aoshen specialized in SLG games, complementary ggﬂf;"lggmi'ﬁ;es (mn) 2,188
for FT to expand male users. Baolong focused on RPG games, with key titles '
of Darkness and Light <#& 2 z £>. We estimate the investment valuation far Shareholding Structure
below 10x FY20E P/E, which is not demanding for FT. \E\}g:”ma'sﬂﬁggreo'dmg 42-222

B ToE stable at Top 10-15 iOS grossing rank. ToE kept stable at Top 10-15 ;‘:ﬂ;‘?g?o':gggg 8.5%
in grossing rank in Jul (vs. Top 30-50 in Jan, Top 20-25 in Feb, Top 12-20 in ' 9
Mar, Top 9-15 in Apr, Top 5-15 in May & Jun), with daily grossing at RMB4.0- Share Performance
5.0mn (vs. RMBO0.6-1mn in Jan, RMB2mn in Feb, RMB2.5-3.5mn in Mar, Absolute Relative
RMB3.5-5.5mn in Apr, May, Jun). We estimate its monthly grossing at around ;mm 'gg'g;‘j ggg;‘j
RMB120-150mn in Jun and Jul, (vs. RMB40mn/60mn/80mn/100mn+/120mn 6-mth 111.9% 131.3%
in Jan/ Feb/ Mar/ Apr/ May). Moreover, we expect ToE South Korea version Source: Bloomberg
to contribute RMB15mn monthly grossing, after launch in Jun. We suggest .

. ; . . 12-mth Price Performance
market to eye on further new titles in 2H20E, including modern woman, casual 0D e eI
elimination and female Xianxia games. (e.g. Fate: The Loved Journey <it. % 5
#.@>). FT would release its 1H20E results in Aug. 1H20E growth might be .
below full-year, for deferred revenue, lower ToE contribution in 1Q and ,
Android performance, but we keep confident on its full-year result, and
maintain our forecast unchanged. :
1

B Maintain BUY. The stock is trading at 9x FY20E P/E, largely below industry ol ' ' '

average of 15x. We suggest to look beyond 1H20E results, and eyes on new Oct-19 Jan-20 Apr-20 Juk20

tittes in 2H20E and FY21E. With forecast unchanged, we maintain our TP of
HK$4.0 (implying 13.5x FY20E P/E).

Earnings Summar
(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E

Revenue (RMB mn) 1,464 1,689 2,385 2,764 3,176
YoY change (%) 109% 15% 41% 16% 15%
Adj. net income (RMB mn) 337 416 586 688 794
Adj. EPS (RMB) NA 0.19 0.27 0.31 0.36
YoY growth (%) 185% 23% 41% 17% 15%
Consensus EPS (RMB) NA NA 0.27 0.34 0.38
P/E (x) 15.7 12.7 9.0 7.7 6.7
P/S (x) 4.0 35 25 21 1.9
Yield (%) 0.0 0.0 3.4% 3.4% 3.7%
ROE (%) 59% 32% 28% 25% 22%
Net gearing (%) Netcash Netcash Netcash Netcash Net cash

Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: CMBR AND http://www.cmbi.com.hk

Source: Bloomberg

Auditor: KPMG

Related Reports

1. More catalysts to come — 9 Jun
2020

2. Moving to strong FY20E with eye-
catching ToE — 30 Mar 2020

3. “Tale of Empress” strong
momentum to continue — 28 Feb
2020
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 1,464 1,689 2,385 2,764 3,176 Pre-taxIncome 361 438 629 738 852
Games 1,464 1689 2,385 2,764 3,176 D&A 9 10 6 11 44
Others 0 - - - - Changein WC 23 (51) (42) (14) (15)
Others (49) (23) (55) (65) 77)
COGS (546) (587) (837) (965) (1,102) Operating CF 344 375 538 669 805
Gross profit 918 1,102 1,548 1,799 2,074
Capex (61) (80) (70) (60) (60)
S&M (422) (393) (692) (802) (921) Others 6 9 15 22 28
R&D (136) (224) (215) (249) (286) Investing CF (55) (71) (55) (38) (32)
G&A (32) (62) (48) (50) (57)
Other income 36 24 39 45 52 Equity raised - 500 - - -
Operating profit 363 447 633 744 861 Change of debts - - 60 48 48
Others (124) (10) (@] (6) 9)
Finance costs 1) 0) 4) (6) (9) Financing CF (124) 490 56 42 39
Other gains, net 1) (8) ©) ) ©)
Pre-tax Income 361 438 629 738 852 Net changein cash 165 794 540 673 811
Cash (beg of yr) 305 473 1,266 1,806 2,479
Income Tax (25) (23) (43) (50) (58) FX 2 - - - -
Ml 0 - - - - Cash (end of yr) 473 1,266 1,806 2,479 3,291
Net profit 337 416 586 688 794
Adj. net profit 337 416 586 688 794
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
113 246 255 304 320 .
Sales mix (%)
Non-current assets
Fixed asset 78 202 223 273 289 Games 100.0 100.0 100.0 100.0 100.0
Right-of-use assets 13 9 3 3 2 Others 0.0 0.0 0.0 0.0 0.0
Intangible assets 1 8 1 1 1 Total 100.0 100.0 100.0 100.0 100.0
Others 20 28 28 28 28
Growth rate (%)
Current assets 623 1,265 2,039 2,750 3,602 Revenue 109.1 15.3 41.2 15.9 14.9
Cash 473 893 1,806 2,479 3,291 Gross profit 1124 200 404 163 153
Trade receivables 132 219 215 249 286 EBIT 146.6 23.0 41.6 17.7 15.7
Other current assets 18 153 18 22 26  Net profit 185.4 23.4 41.1 17.3 155
Current liabilities 149 196 208 276 347 P&L ratios (%)
Bank loans - - 60 108 156 Gross Margin 62.7 652 649 651 653
Trade and other payables 82 135 33 39 44 Pre-tax margin 24.7 25.9 264 267 26.8
Lease liabilities 5 3 3 3 3 Adj. net margin 230 246 246 249 250
Other current liabilities 62 58 112 127 144 Effective tax rate 6.8 5.2 6.8 6.8 6.8
Non-current liabilities 14 9 21 25 29 Returns (%)
Contract liabilities 11 9 21 25 29 ROE 58.7 31.8 28.4 25.0 22.4
Lease liabilities 2 - - - ROA 45.7 275 255 225 202
Others - - - - -
Adj. EPS (RMB) NA 019 027 031 036
Total Equity 573 1,307 2,065 2,753 3,547 DPS (RMB) - - 0.10 0.10 0.11
BVPS (RMB) NA 0.59 0.94 1.25 1.61

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

Disclosure
CMBIS or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS
does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position
or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in
the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the
performance of underlying assets or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments
and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or
its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be
liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone
making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the
information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other
publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical
methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with
the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report
and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be
reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended from time to time) (“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange
Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this research
report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as
defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced
by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers
Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined
in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the
extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.

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



