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CMGE Technology (302 HK)

Solid FY19; Strong momentum to continue

CMGE delivered solid FY19E results, with topline/bottom line +90%/82% YoY.
Looking ahead, we expect CMGE to see strong 1H20E under COVID-19 benefit,
and deliver solid growth in the run long, backed by valuable IP reserve, rich
pipeline and Tencent & Toutiao cooperation. We keep our forecast and TP
unchanged. Maintain BUY with TP of HK$4.39.

B Solid FY19. FY19 revenue grew 90% YoY, slightly below our estimates. Net
profit grew 82% YoY, 0%/12% above our estimates/consensus. Such strong
growth was primarily due to contribution of World of Legend — Thunder Empire
(R FEFH k). CMGE also announced final dividend of HK$0.0355
per share, suggesting 1% vyield ratio. Looking ahead, we expect CMGE to
perform well in both 1Q20E (benefiting from COVID-19) and long run, and
forecast its revenue/ adj. net profit to grow 28%/31% YoY in FY20E.

B Four key titles with Tencent & Toutiao cooperation to guarantee FY20E
growth. Based on our cross check, we estimate its game grossing at 58%/50%
YoY growth in 2020 CNY/1Q20E, benefiting from the epidemic. Among its 29
games in pipeline, We expect SNK Top Battle<SNK % %f 7>, Dynasty
Warriors <f « = [H L3> , One Piece: The Voyage <#t# T # oAtk > and
Monster List <#k 1% % ¥ > to deliver meaningful contribution in FY20E,
generating RMB600mn/RMB1bn/RMB1bn/RMB600mn grossing in FY20E,
backed by Tencent & Toutiao’s cooperation.

B Chuangi-themed games to bring upside. We expect CMGE'’s five Chuangqi-
themed games to contribute RMB2-3bn grossing. One chuan-gi themed game
was launched in Jan, with monthly grossing > RMB60mn. We expect its heavy
promotion in Mar to bring upside. On top of that, there are over 15 IP games
to be launched in 2020 (e.g. series of The Legend of The Condor Heroes <4t
Bl = 3R wly >,

B Maintain BUY. We barely changed our forecasts, and keep our DCF-based
TP of HK$4.39 unchanged (implying 11.4x FY20E P/E), still below industry
average of 20x P/E. Valuation is attractive. We believe CMGE’s positive price
drivers and catalysts originate from: 1) strong game pipeline; and 2) eye-
catching 1Q20E grossing benefiting from the epidemic.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 1,596 3,036 4,370 5,192 5,938
YoY change (%) 58% 90% 44% 19% 14%
Adj. net income (RMB mn) 335 611 802 960 1,091
Adj. EPS (RMB) NA 0.32 0.34 0.41 0.47
YoY growth (%) NA NA 6% 20% 14%
Consensus EPS (RMB) NA NA 0.35 0.36 0.20
P/E (x) NA NA 7.2 6.0 5.3
P/S (x) 3.6 1.9 1.3 11 1.0
Yield (%) 0 1% 0% 0 0
ROE (%) 22.81 21.92 20.31 20.51 19.08
Net gearing (%) Netcash Netcash Netcash Netcash Net cash

Source: Company data, CMBIS estimates
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Stock Data

Mkt Cap (HK$ mn) 6,385
Avg 3 mths t/o (HK$ mn) 45.69
52w High/Low (HK$) 4.49/2.43
Total Issued Shares (mn) 2,330

Source: Bloomberg

Shareholding Structure

Fairview Ridge Investment 29.8%
Pegasus Network 12.6%
Hotel Zhike 12.5%

Source: Bloomberg

Share Performance
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A Wholly Owned Subsidiary Of China Merchants Bank

Figure 1. CMGE’s FY19 financials review

RMB mn, Dec-YE FY18 FY19 YoY
Revenue 1,596 3,036 90%
Cost of sales (1,064) (1,953) 84%
Gross profit 532 1,083 103%
Selling and distribution expenses (148) (230) 56%
Administrative expenses (149) (577) 288%
Other expenses (8) (21) 159%
Operating profit 228 255 12%
Other income and gains 124 95
Finance costs 9) (15)
Share of profits and losses of JV 4) )
Share of profits and losses of associates 18 11
Pre-tax profit 356 344 -3%
Tax (40) (100)
Profit for the period from continuing operations 316 243 -23%
Profit for the period from a discontinued operation - -
Profit for the period 316 243 -23%
MI 5 (5)
Net profit attributable to ordinary shareholders 311 248 -20%
Adj. net profit 335 611 82%

Margin Analysis

Gross margin 33% 36% +3ppts
Operating margin 14% 8% -6ppts
Net margin 21% 20% -1ppts

Source: Company data

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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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 1,596 3,036 4,376 5,192 5,938 Pre-tax Income 356 719 944 1,128 1,284
Game publishing 1,400 2,553 3,678 4,341 4,928 D&A 36 22 7 8 9
Game development 178 421 621 773 924 Change in WC (245) 80 83 27) 27)
IP licensing 18 62 71 78 86 Others (87) (161) (211) (239) (212)
Operating CF 60 660 823 870 1,053
COGS (1,064) (1,953) (2,865) (3,408) (3,900)
Gross profit 532 1,083 1,505 1,784 2,038 Capex (103) (35) (30) (30) (30)
Others (325) 0 0 0 0
S&M (148) (230) (350) (389) (445) Investing CF (428) (35) (30) (30) (30)
R&D (149) (577) (299) (362) (404)
Other expenses (8) (21) (22) (26) (30) Equity raised (1) 1,200 - - -
Operating profit 228 255 834 1,007 1,159 Others (102) 574 793 840 1,023
Financing CF (104) 1,774 793 840 1,023
Other income 124 95 109 123 124
Finance costs 9) (15) - - - Net change in cash (104) 1,774 793 840 1,023
Associates 14 8 - - - Cash (beg of yr) 246 144 1,918 2,711 3,111
Pre-tax Income 356 344 944 1,129 1,284 FX 3 - - - -
Cash (end of yr) 144 1,918 2,711 3,552 4,134
Income Tax (40) (100) (142) (169) (193)
M 5 (5) - - -
Net profit 311 248 802 960 1,091
Adj. net profit 335 611 802 960 1,091
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21lE FY22E
Non-current assets 2,032 2,593 2,208 2,265 2,319 Sales mix (%)
Fixed asset 6 5 2 0) 2) Game publishing 87.7 841 842 836 830
Goodwill 1,119 1,119 1,023 1,023 1,023 Game development 111 13.9 14.2 14.9 15.6
Intangible assets 118 155 134 159 182 IP licensing 11 2.0 1.6 15 1.4
Others 947 1,570 1,325 1,412 1,491 Total 100.0 100.0 100.0 100.0 100.0
Current assets 960 1,965 2,857 3,862 4,283 Growth rate (%)
Cash 144 711 2,217 3,111 4,134 Revenue 57.6 90.2 43.9 18.8 14.4
Trade receivables 472 790 416 497 574 Gross profit 56.4 103.4 39.0 185 14.2
Other current assets 343 404 224 254 281 EBIT 139.2 119 2274 20.6 15.2
Net profit 2.8 82.1 31.3 19.6 13.7
Current liabilities 755 1,284 679 765 840
Bank loans 51 442 - - - P&L ratios (%)
Trade and other payables 575 687 542 627 702 Gross Margin 334 357 344 344 343
Tax payable 41 117 117 117 117 Pre-tax margin 223 113 216 217 216
Other current liabilities 88 37 21 21 21 Adj. net margin 195 20.1 184 185 18.4
Effective tax rate (11.3) (29.2) (15.0) (15.0) (15.0)
Non-current liabilities 395 213 196 196 196
Deferred tax liabilities 30 32 32 32 32 Returns (%)
Contingent consideration 268 163 163 163 163 ROE 22.8 22.1 20.3 205 19.1
Others 97 17 - - - ROA 15.3 16.4 15.6 17.1 16.2
Total Equity 1,863 3,712 4,190 5167 6,271
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE. 3
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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 or its affiliate(s) may have financial interest in the securities of the issuer.

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
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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.
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report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.
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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. 4



