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FriendTimes Inc. (6820 HK)

Investing in R&D to deliver premium games

FriendTimes delivered soft 1H21, with revenue/adj. net profit -21%/-4% YoY.
Topline miss was attributed to lack of large-scale new games and soft legacy
games, partly offset by flagship FOE’s strong overseas performance. Market
concerns about minor protection regulations and delayed game licenses are well
priced in, in our view. We cut topline by 39-41% in FY21-23E for soft legacy game
and key pipeline delay, and trimmed adj. NPM by 2.0-3.5ppts to reflect higher
R&D and tax. Maintain BUY with TP lowered to HK$2.5 (14.7x/10.9x FY21/22E
P/E). Suggest moving onto key pipeline games in 2H21E/2022E.

B Soft 1H21 partly offset by overseas expansion. 1H21 rev -21% YoY to
RMB833mn, 29%/30% of our/market’'s FY21E full-year estimates. Lack of
large-scale new games and soft legacy games (Legend of Empress < &4z4:>/
Royal Chaos <#4z Q #> launched 7/5 years ago) was partly offset by FoOE’s
<i% % A ¥pg> strong performance abroad. 1H21 overseas rev +48% YoY to
28% rev mix, and GPM +2ppts YoY as proprietary channel contributed 15%
of domestic grossing. OPM -7ppts YoY to 10%, due to mixed effects from R&D
investment ramp-up (R&D/rev +9ppts YoY), slight G&A increase, and
disciplined S&M control. Excluding SBC, adj. NPM +3ppts YoY to 19%.

B Key pipeline title delayed to improve gameplay. FriendTimes aims to
strengthen leadership in female-oriented games by polishing key pipeline titles,
with Promise of Lingyun < =4%> and A Story of Lala’s: Rising Star <t }i}i
3% 42> expected in 2H21E/2022E. Strategic flagship product Code: FS2
(sequel of FOE) might enter beta testing in 2H22E. Backed by successive
investment in R&D studios, FriendTimes ramps up a pipeline for continuous
overseas expansion, such as simulation game Code: W (in beta testing).

B Regulatory risks manageable. Market concerns lie in minor protection
regulations and delayed game licensed. We believe regulatory risks are
manageable (minor grossing mix <0.02%; PoL license granted in May) and
well-priced in, and suggest focusing on performance of key pipeline games.

B Maintain BUY. FriendTimes is trading at 8.8x/6.5x FY21/22E P/E, largely
below industry average of 16.3x/13.8x. We cut topline by 39-41% in FY21-
23E to reflect soft legacy game and key pipeline delay, and trimmed adj. NPM
by 2.0-3.5ppts for heightened R&D and tax. Maintain BUY with TP lowered to
HK$2.5 (14.7x/10.9x FY21/22E P/E).

Earnings Summary

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E
Revenue (RMB mn) 1,689 2,182 1,737 2,094 2,371
YoY change (%) 15% 29% -20% 21% 13%
Adj. net income (RMB mn) 416 504 310 421 503
Adj. EPS (RMB) 0.19 0.23 0.14 0.19 0.23
YoY growth (%) 23% 21% -44% 37% 20%
Consensus EPS (RMB) NA NA 0.27 0.35 0.44
P/E (x) 6.6 5.4 8.8 6.5 5.4
P/S (x) 2.0 15 1.9 1.6 1.4
Yield (%) 0.0 8.7% 7.2% 3.8% 7.2%
ROE (%) 32% 32% 15% 17% 17%
Net gearing (%) Netcash  Netcash Netcash Netcash  Netcash

Source: Company data, Bloomberg, CMBIS estimates
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Stock Data

Mkt Cap (HK$ mn) 3,228
Avg 3 mths t/o (HK$ mn) 2.40
52w High/Low (HK$) 3.1/1.3
Total Issued Shares (mn) 2,181

Source: Bloomberg

Shareholding Structure

Eternal Heart Holding 43.0%
Warm Sunshine 8.7%
Ling Long Holding 8.6%

Source: Bloomberg

Share Performance
Absolute Relative

1-mth -36.6% -36.7%
3-mth -44.9% -37.6%
6-mth -48.0% -41.2%

Source: Bloomberg

12-mth Price Performance

(HKS) —— 6820 HK
4.0
35
3.0
25
20
15
1.0
05

0.0 + 1
Sep-20 Dec-20 Mar-21 Jun-21 Sep-21

—— HSiI (rebased)

Source: Bloomberg

Auditor: KPMG

Related Reports

1. Attractive valuation with new
games to come — 24 Mar 2021

2. Looking beyond 1H20 earnings — 2
Sep 2020

3. Investments to enrich category — 7
Jul 2020



3 Sep 2021

QDEEER

CMB INTERNATIONAL

# [ i fi -~ B W LS ]
A Wholly Owned Subsidiary Of China Merchants Bank

Figure 1: Earnings revision
N old Diff (%)
RMB mn, Dec-YE FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E

Revenue 1,737 2,094 2,371 2,844 3,416 3,994 -38.9% -38.7% -40.6%
Gross Profit 1,159 1,399 1,584 1,851 2,231 2,608 -37.4% -37.3% -39.3%
Operating Profit 336 464 559 654 828 1,004 -48.7% -44.0% -44.4%
Adj. net profit 310 421 503 607 766 928 -49.0% -45.1% -45.8%
Adj. EPS (RMB) 0.14 0.19 0.23 0.28 0.35 0.42 -49.0% -45.1% -45.8%
Gross Margin 66.7% 66.8% 66.8% 65.1% 65.3% 65.3% +1.6ppts +1.5ppts +1.5ppts
Operating Margin 19.3% 22.1% 23.6% 23.0% 24.2% 25.1% -3.7ppts -2.1ppts -1.6ppts
Adj. net margin 17.8% 20.1% 21.2% 21.3% 22.4% 23.2% -3.5ppts -2.3ppts -2.0ppts

Source: CMBIS estimates

Figure 2: CMBIS estimates vs consensus

CMBIS Consensus Diff (%)

RMB mn, Dec-YE FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 1,737 2,094 2,371 2,695 3,367 4,092 -35.5% -37.8% -42.1%
Gross Profit 1,159 1,399 1,584 1,808 2,259 2,744 -35.9% -38.1% -42.3%
Operating Profit 336 464 559 652 829 1,054 -48.5% -44.1% -47.0%
Adj. net profit 310 421 503 596 759 956 -48.1% -44.6% -47.4%
Adj. EPS (RMB) 0.14 0.19 0.23 0.27 0.35 0.44 -48.4% -45.0% -47.9%
Gross Margin 66.7% 66.8% 66.8% 67.1% 67.1% 67.1% -0.4ppts -0.3ppts -0.3ppts
Operating Margin 19.3% 22.1% 23.6% 24.2% 24.6% 25.8% -4.9ppts -2.5ppts -2.2ppts
Adj. net margin 17.8% 20.1% 21.2% 22.1% 22.5% 23.4% -4.3ppts -2.5ppts -2.1ppts

Source: CMBIS estimates, Bloomberg

Figure 3: FriendTimes’ 1H21 review

RMB ('000), Dec-YE 1H20 1H21 YoY

Revenue 1,050,260 833,007 -21%

Cost of sales (361,351) (272,705)

Gross profit 688,909 560,302 -19%

Sales and marketing expenses (379,030) (280,810)

Research and development expenses (130,694) (178,181)

General and administrative expenses (21,680) (31,340)

Other income 17,646 11,676

Operating (loss)/profit 175,151 81,647 -53%

Finance costs (50) (11)

Share of loss of an associate (175) (1,733)

Changes in fair value of equity investment measured at fair value

through profit or loss (2,734) 2,212

Profit before taxation 172,192 82,115 -52%

Income tax expense (9,076) 48,176

Profit for the year 163,116 130,291 -20%

Adj. profit for the year 163,116 156,037 -4%

Margin Analysis

Gross margin 66% 67%

Operating margin 17% 10%

Adj. net margin 16% 19%

Growth Analysis

Revenue 35% -21%

Gross profit 39% -19%

Operating profit 9% -53%

Adj. net profit 9% -4%

Source: Company data
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Revenue 1,689 2,182 1,737 2,094 2,371 Pre-tax Income 438 527 334 458 550
Games 1,689 2,182 1,737 2,094 2,371 D&A 13 11 12 52 53
Others - 0 0 0 0 ChangeinWC (51) (21) (50) 13) (10)
Others (59) 59 (61) (89) (104)
COGS (587) (714) (579) (695)  (787) Operating CF 342 575 234 408 489
Gross profit 1,102 1,468 1,159 1,399 1,584
Capex (139) (77) (60)  (60)  (60)
S&M (393) (612) (513) (618)  (688) Others (96)  (51) 14 26 30
R&D (224) (265) (278) (304) (344) Investing CF (236) (128) (46) (34) (30)
G&A (62) (46) (69) (63) 47)
Other income 24 @) 37 49 54  Equity raised 500 - 0 0 0
Operating profit 447 543 336 464 559 Change of debts - - 48 48 48
Others (181) (222) 2) (6) 9)
Finance costs ) 0) ) (6) (9) Financing CF 319 (222) 46 42 39
Other gains, net 8) (16) 0) 0 0
Pre-tax Income 438 527 334 458 550 Net changein cash 425 225 233 416 498
Cash (beg of yr) 473 893 1,093 1,327 1,743
Income Tax (23) (23) (50) (69) 82) FX 4) (25) 0 0 0
Ml - - - - - Cash (end of yr) 893 1,093 1,327 1,743 2,241
Net profit 416 504 283 389 467
Adj. net profit 416 504 310 421 503
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Non-current assets 246 388 447 455 462 Sales mix (%)
Fixed asset 202 264 326 336 344 Games 100.0 100 100.0 100.0 100.0
Right-of-use assets 9 8 6 5 4 Others 0.0 0.0 0.0 0.0 0.0
Intangible assets 8 4 1 1 1 Total 100.0 100.0 100.0 100.0 100.0
Others 28 113 113 113 113
Growth rate (%)
Current assets 1,265 1,404 1,621 2,073 2,599 Revenue 15.3 29.2 (20.4) 20.5 13.2
Cash 893 1,093 1,327 1,743 2,241 Gross profit 200 332 (21.1) 207 132
Trade receivables 219 181 156 188 213 EBIT 230 215 (381) 380 205
Other current assets 153 130 138 141 144  Net profit 23.4 21.2 (38.5) 35.8 19.6
Current liabilities 196 221 192 259 322 P&L ratios (%)
Bank loans - - 48 96 144  Gross Margin 65.2 673 66.7 66.8 66.8
Trade and other payables 135 143 23 28 31 Pre-tax margin 25.9 24.1 19.2 219 232
Lease liabilities 3 1 1 1 1 Adj. net margin 246 231 163 186 197
Other current liabilities 58 7 119 134 145 Effective tax rate 5.2 44 150 150 150
Non-current liabilities 9 5 16 19 21 Returns (%)
Contract liabilities 9 5 16 19 21 ROE 318 321 15.2 17.3 17.2
Lease liabilities - - - - ROA 275 281 13.7 154 153
Others - - - - -
Adj. EPS (RMB) 0.19 0.23 0.14 0.19 0.23
Total Equity 1,307 1566 1,861 2,250 2,717 DPS (RMB) - 0.12 0.10 0.05 0.10
BVPS (RMB) 0.59 0.71 0.85 1.02 1.24

Source: Company data, CMBIS estimates
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Disclosures & Disclaimers

Analyst Certification
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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.

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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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.
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