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Momo (MOMO US)

Mixed 1Q20; Cautious on ST recovery pace

Momo delivered mixed 1Q20 results, with revenue/adj. net profit -3.5%/-19% YoY,
3%/9% above consensus. 2Q20 guidance came in at -6.1%~-8.5% YoY, midpoint
1% below consensus. User metrics performed soft. 2Q20E would still see
pressure, given moderate traffic and suppressed gifting willingness. We are
conservative on its short-term recovery pace, given COVID-19 challenges and
competition from short videos. We keep our financial forecast unchanged, with
TP of US$29.4 (13x FY20E P/E). As most headwinds have been priced in recent
soft stock price, we maintain BUY for low valuation and upcoming catalysts (e.qg.
topline recovery, Tantan’s monthly breakeven).

B 1Q20 bheat, while guidance & user metrics were soft. 1Q20 revenue
declined 3.5% YoY, 3%/3% above our estimates/ consensus. Non-GAAP
net profit declined 19% YoY, 8%/9% above our estimates/consensus.
2Q20E guidance came in at -6.1%~-8.5% YoY, midpoint 1% below
consensus, mainly on COVID-19 impact. User metrics declined, with MAU
-6% YoY/QoQ, paying users -8% YoY/-7% QoQ.

B Waiting for 2H20E recovery. 1Q20 livestreaming revenue -13% YoY, while
VAS +30% YoY. As stated in our preview note, user metrics declined in
1Q20, and would gradually recover in 2Q20E. Financials recovery might lag
behind users. Momo would still bear near-term pressure from COVID-19 in
1H20E due to: 1) soft momentum with work resumption delay and social
distancing; and 2) suppressed gifting willingness by soft consumption power
under macro uncertainty, especially for top spenders. We are conservative
on its live streaming growth in 2H20E, and expect livestreaming to deliver
positive revenue YoY growth until 1Q21E.

B Tantan to face near-term user growth pressure. Tantan’s revenue +29%
YoY (+3% QoQ) in 1Q20. Its paying users declined to 4.2mn in 1Q20 (vs.
4.5mn in 4Q19), for iOS new subscription policy and weak engagement
under COVID-19. We expect Tantan’s revenue to accelerate in 2H20E,
supported by user recovery and enhanced features. Tantan would see
narrowing net loss quarter by quarter in FY20E.

B Maintain BUY. We keep our financial forecast unchanged, with TP of
US$29.4 (13x/10x FY20/21E P/E). Given multiple challenges from COVID-
19 and traffic pressure in 1H20E, we suggest investors to wait for more clear
signals for its recovery.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 13,995 17,142 16,387 19,202 21,100
YoY growth (%) 60.5 22.5 -4.4 17.2 9.9
Net income (RMB mn) 3,611 4,304 3,672 4,789 5,792
EPS (RMB) 16.9 18.9 15.9 20.5 22.6
YoY growth (%) 35.9 12.3 -16.1 28.5 19.4
Consensus EPS (RMB) NA NA 15.3 19.4 21.2
P/E (x) 8.6 7.7 9.1 7.1 6.0
P/B (x) 3.1 2.6 25 24 2.3
Yield (%) 2.0 0.0 0.0 0.0 0.0
ROE (%) 335 29.8 26.2 33.2 38.9
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIS estimates
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Stock Data

Mkt Cap (US$ mn) 4,326
Avg 3 mths t/o (US$ mn) 96.5
52w High/Low (US$) 39.4/18.6
Total Issued Shares (mn) 169.2

Source: Bloomberg

Shareholding Structure

Pendal Group 8.2%
Renaissance Tech 7.9%
BlackRock 4.3%

Source: Bloomberg
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Figure 1: CMBIS estimates vs consensus

Consensus Diff (%)

RMB mn, Dec-YE FY20E FY20E FY21E FY21E

Revenue 16,387 19,202 21,100 16,970 19,553 21,248 -3.4% -1.8% -0.7%
Gross Profit 7,992 9,433 10,553 8,158 9,565 10,424 -2.0% -1.4% 1.2%
Operating Profit 3,523 4,710 5,688 3,542 4,706 5,274 -0.5% 0.1% 7.8%
Net profit 3,672 4,789 5,792 3,657 4,694 5,289 0.4% 2.0% 9.5%
EPS (RMB) 15.94 20.48 22.62 15.33 19.42 21.21 4.0% 5.5% 6.7%
Gross Margin 48.8% 49.1% 50.0% 48.1% 48.9% 49.1% +0.7ppts +0.2ppts +1.0ppts
Operating Margin 21.5% 24.5% 27.0% 20.9% 24.1% 24.8% +0.6ppts +0.5ppts +2.1ppts
Net Margin 22.4% 24.9% 27.4% 21.6% 24.0% 24.9% +0.9ppts +0.9ppts +2.6ppts

Source: Company data, Bloomberg

Figure 2: Momo’s 1Q20 review

QoQ YoY Consensus Diff % CMBI Diff %
Revenue 3,723 4,153 4,452 4,688 3,594 | -23.3% -3.5% 3,483 3% 3,478 3%
Operating profit 422 966 1,033 1,249 594 | -525%  40.9% 635 -6% 599 -1%
Net profit 289 789 945 1,056 539 | -49.0% 86.3% 496 9% 541 0%
Adj. net profit 910 928 1,088 1,253 736 | -41.2% -19.1% 674 9% 680 8%
EPS 4.15 4.12 4.90 5.61 334 | -405% -19.5% 3.05 10% 2.99 12%

Margin (%)

Gross Margin 50.3% 50.9% 51.1% 498% 47.8% 47.3% 47.5%
Operating margin 113% 233% 232% 26.7% 16.5% 18.2% 17.2%
Adj. net margin 245%  224% 244% 26.7% 20.5% 19.3% 19.5%

Growth (%)

Revenue (YoY) 347% 31.7% 22.0% 22.0% -3.5% -6.4% -6.6%
Revenue (QoQ) -3.1%  11.5% 7.2% 53% -23.3% -25.7% -25.8%
Operating profit -55.0% 77% 604% 574% 40.9% 50.6% 42.2%
Adj. net profit 0.7% 49%  452% 41.1% -19.1% -26.0% -25.3%

Source: Company data, Bloomberg, CMBIS estimates

Figure 3: 1Q20 Revenue breakdown

RMB mn 1Q18 2Q18 3Q18 4018 1Q19 20Q19 30Q19 4Q19 1Q20 QoQ YoY
Total revenue 2,764 3,152 3,648 3,865 3,723 4,153 4,452 4,688 3,594 -23% -3%
Live broadcasting 2,360 2,621 2,769 2,975 2,689 3,100 3,275 3,383 2,332 -31% -13%
VAS 235 352 573 726 904 948 1,065 1,189 1,176 -1% 30%
Mobile marketing 42 142 117 123 81 76 82 93 57 -39% -29%
Mobile games 119 35 28 26 39 23 16 14 13 -12% -67%
Other senvices 8 2 160 15 10 5 14 8 16 109% 66%

Source: Company data, CMBIS estimates
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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 13,995 17,142 16,387 19,202 21,100 Netincome 2,981 3,090 2,873 3,835 4,933
Live streaming 11,198 12,540 10,798 12,480 13,230 D&A 250 345 312 339 373
VAS 1,946 4,138 5,272 6,360 7,469 Change in WC 447 352 (637) 188 210
Mobile game 442 334 191 205 214 Others 328 603 1,046 627 735
Marketing 221 93 91 114 137 Operating CF 2,991 4,280 4,834 3,176 5,097
Other services 189 37 35 42 49
COGS (7,464) (8,455) (8,395) (9,769) (10,547) cCapex (275) (148) (182) (203) (231)
Gross profit 6,531 8,687 7,992 9,433 10,553 Associates - - - - -
Others (11,789) (3,777)  (155)  (155) (162)
S&M (1,766) (2,458) (2,447) (2,577) (2,629) Investing CF (12,064) (3,925) (337) (358) (393)
Admin.Exp. (310)  (849)  (614)  (599)  (616)
R&D (677) (917) (837) (863) (949) Equity raised 5,172 900 - - -
Others (603) (1,069)  (655)  (768)  (844) Change of Debts - - - - -
Operating profit 3,440 3,743 3,523 4,710 5,688 Others 313 (1,670) (2,983) (3,851) (5,010)
Financing CF 5,485 (770) (2,983) (3,851) (5,010)
Financial Cost 225 371 205 274 454
Associates 51 14 24 24 24 Net change in cash (2,300) 138 (149) 887 956
Pre-tax Income 3,716 4,128 3,752 5,009 6,167 Cash (beg of yr) 4,752 2,409 2,514 2,370 3,403
FX - - - - -
Income Tax (735)  (891)  (750) (1,002) (1,233) Cash (end of yr) 2,452 2,547 2,370 3,257 4,359
Ml 28 (10) (14) (14) (14)
Net profit 3,009 456 431 574 707
Adj. net profit 3,611 4,304 3,672 4,789 5,792
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31Dec FY18A FY19A FY20E FY21E FY22E
Non-current assets 6,275 6,449 6,464 6,483 7,473 Sales mix (%)
Fixed asset 412 358 383 402 485 Live streaming 80.0 73.2 65.9 65.0 62.7
Associates 269 280 201 301 302 VAS 13.9 24.1 32.2 331 354
Intangible assets - - - - - Mobile game 3.2 2.0 1.2 11 1.0
Others 4,826 5,613 5,604 5,604 6,440 Mobile marketing 1.6 0.5 0.6 0.6 0.6
Other services 1.3 0.2 0.2 0.2 0.2
Current assets 12,633 15,225 15,035 15,918 19,400 Total 100.0 100.0 100.0 100.0 100.0
Cash 2,468 2519 2370 3257 4,795
Deposit over 3 months 8,825 11,869 11,850 11,850 13,618 Growth rate (%)
Account receivable 720 256 235 231 319 Revenue 53.6 21.3 4.7) 17.2 9.9
Others 621 582 581 581 667 Gross profit 40.8 31.7 (8.3) 18.0 11.9
EBIT 37.9 7.1 (5.6) 33.7 20.8
Current liabilities 2,696 2,513 1,851 2,035 2,624 Net profit 40.2 17.9 (14.8) 304 209
Borrowings - - - - -
Account payable 718 689 516 571 711 P&L ratios (%)
Tax payable - - - - - OPM 24.6 21.8 21.5 245 27.0
Others 1,978 1,824 1,335 1,464 1,912 Pre-tax margin 26.5 24.1 22.9 26.1 29.2
Net margin 21.5 2.7 22.4 24.9 27.4
NC liabilities 5,160 5,936 5,927 5,927 6,811 Tax rate (19.8) (21.7) (20.0) (20.0) (20.0)
Borrowings - - - - -
Others 5,160 5,936 5,927 5,927 6,811 Returns (%)
ROE 33.5 29.8 26.2 33.2 389
MI - - - - - ROA 25.8 20.7 16.3 209 242
Total net assets 11,023 13,225 13,720 14,440 17,438
Shareholders' equity 11,023 13,225 13,720 14,440 17,438 Per share
EPS (RMB) 16.92 18.93 15.94 20.48 22.62
DPS (RMB) 4.30 0.00 0.00 0.00 0.00
BVPS (RMB) 49.70 61.01 63.10 66.10 69.25

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.

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)
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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
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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
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an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
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