23 Jun 2022

CMB International Global Markets | Equity Research | Company Update

Strawbear Entertainment (2125 HK)

Moderate growth with focus on IP drama

We forecast topline/bottom line will be flat YoY in FY22E (back-end loaded), to
reflect conservative launches of drama series amid weak market sentiment. Given
regulatory environment and platform strategy adjustment, Strawbear would focus
on high-quality titles and turn more selective in content production. In 1H22, the
launch of The Bachelors, a self-produced drama, supported its topline
momentum. We expect revenue to recover in 2H22 and FY23E, attributable to its
solid pipeline. We maintain BUY with lower TP of HK$3.74 (10.0x FY23E P/E).

Moderate growth in FY22E. Given regulatory environment and platform
strategy adjustment, Strawbear would focus on high-quality titles and turn
more selective in content production. We forecast FY22E topline +0.1% YoY,
at RMB1,704mn (back-end loaded), as the company remains conservative on
launches of new titles amid weak market sentiment. We expect adj. net profit to
reach RMB195mn (+0.4% YoY) in FY22E, backed by effective opex control.

Solid pipeline ahead. In 1H22, the launch of The Bachelors(i& % % %), a self-
produced drama, supported its topline momentum. We expect revenue to
recover in 2H22 and FY23E, attributable to its solid pipeline, including Our
Destiny in Self-redemption (% 8 %), Flying to the moon ( A $x47), My Girlfriend
is the Antidote (4 #9 % A & /% ), legend of Bikini (A #5ik), Cat & Thief(+
%), Never Too Late (% #9852 >+ %) , Welcome(# %), Never Give Up (4-8
' Amih), Summer Flower (E_3£), and You are Desire (& B #3). In the long
run, Strawbear would explore more cooperation opportunities in IP-driven
drama series.

Diversifying online channels. We expect its online channel concentration to
decrease, backed by deeper cooperation with diversified platforms. For
example, Strawbear cooperated with Tencent in major titles such as The
Bachelors (i& & % 7%). It also explored opportunities with Mango TV and Migu.

Maintain BUY. We forecast FY22E topline +0.1% YoY, with adj. net profit +0.4%

YoY, to reflect conservative title releases in FY22E. Maintain BUY with TP of
HK$3.74 (10.0x FY23E P/E).

Earnings Summar
(YE 31 Dec) FY20A FY21A FY22E FY23E FY 24E

Revenue (RMB mn) 952 1,703 1,705 2,020 2,400
YoY growth (%) 24.5 78.8 0.1 18.5 18.8
Adj. net income (RMB mn) 131 194 195 231 276
Adj. EPS (RMB) 0.33 0.28 0.28 0.33 0.4
YoY growth (%) 100.1 -13.8 -0.6 17.6 18.1
Consensus EPS (RMB) NA NA NA NA NA
P/E (x) 8.1 8.2 6.9 5.9 5.0
P/S (x) 0.9 0.9 0.8 0.7 0.6
Yield (%) 0.0 0.0 0.0 0.0 0.0
ROE (%) 62.5 10.8 9.8 104 11.1
Net gearing (%) 28.3 Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIGM estimates
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Figure 1. Revenue breakdown
2020 2021 2022E 2023E 2024E 2025E

REVENUE (RMB mn) 952 1,703 1,705 2,020 2,400 2,834
Revenues from contracts with customers 948 1,703 1,705 2,020 2,400 2,834
Licensing of the broadcasting rights of drama series 625 1,107 1,108 1,313 1,560 1,842
Made-to-order drama series production 280 540 541 641 761 899
Others 42 56 56 66 78 93
Revenue from other sources 5 0 0 0 0 0

Source: Company data, CMBIGM estimates

Figure 2: Earnings revision

CMBIGM Consensus Diff (%)

RMB mn, Dec-YE FY22E FY23E FY24E FY22E FY23E FY23E

Revenue 1,705 2,020 2,400 1,594 1,904 2,278 6.9% 6.1% 5.3%
Gross profit 477 566 672 435 519 622 9.7% 8.9% 8.1%
Operating profit 268 321 386 276 333 403 -2.9% -3.5% -4.1%
Adj. net profit 195 231 276 231 277 332 -15.7% -16.3% -16.9%
EPS (RMB) 0.28 0.33 0.39 0.33 0.39 0.47 -15.7% -16.3% -16.9%
Gross margin 28.0% 28.0% 28.0% 27.3% 27.3% 27.3% +0.7ppts  +0.7ppts  +0.7ppts
Operating margin 15.7% 15.9% 16.1% 17.3% 17.5% 17.7% -1.6ppts -1.6ppts -1.6ppts
Net margin 11.4% 11.5% 11.5% 14.5% 14.5% 14.6% -3.1ppts -3.1ppts -3.1ppts

Source: Company data, CMBIGM estimates

Figure 3: Peers valuation

Ticker Mkt capZurrency Price CMBI  CMBI

(USD mn) Rating TP FY22E FY23E FY22E FY23E FY24E
Strawbear 2125 HK 252 HKD 3 BUY 3.74 7.8 6.7 5.6 0.9 0.8 0.6 NA NA NA NA
Film & Drama
Enlight Media 300251 C 3,901 CNY 9 NA NA 56.7 49.7 36.0 20.6 17.8 13.7 60.2 40.9 31.2 28%
Wanda Film 002739 C 4,199 CNY 13 NA NA 84.0 88.7 23.6 2.3 2.3 1.8 20.5 15.6 111 118%
China Film 600977 C 3,001 CNY 11 NA NA NA 60.8 49.4 6.8 3.8 35 NA 16.8 11.9 52%
Zhejiang Huace 300133 C 1,261 CNY 4 NA NA 17.2 17.3 18.3 23 1.8 2.0 10.4 7.9 9.9 15%
Huayi Brothers 300027 C 1,053 CNY 3 NA NA NA 94.1 NA 4.2 3.8 6.3 314 NA 241.2 NA
Hengdian Ent 603103 C 1,059 CNY 11 NA NA NA 82.8 315 6.5 3.0 2.9 NA 17.2 11.3 39%
Ali Pictures 1060 HK 2,646 HKD 1 NA NA 1313 43.8 32.8 6.8 4.7 40 8985 36.4 20.2 22%
Maoyan Ent 1896 HK 998 HKD 7 NA NA NA 11.3 11.6 51 2.0 1.9 NA 6.4 6.4 24%
Cathay Edu 1981 HK 249 HKD 1 NA NA 5.7 4.0 4.8 21 15 21 25 2.0 2.2 2%
HKTV 1137 HK 796 HKD 7 NA NA 24.0 59.0 150.7 21 1.9 1.6 15.3 23.3 30.7 158%
Average 53.2 51.1 39.8 5.9 4.3 4.0 148.4 18.5 37.6 51%
Internet Giants
Tencent 700 HK 485,415 HKD 396 BUY 735 26.0 255 274 6.8 5.8 55 184 19.2 19.3 20%
Alibaba BABAUS 297,929 UsD 110 BUY 314 11.2 15.6 15.0 2.8 2.3 21 8.0 10.8 10.2 18%
Disney DISUS 188,159 UsD 103 NA NA 68.3 415 26.9 29 2.8 2.2 255 23.8 16.2 31%
Netflix NFLXUS 85,643 USD 193 NA NA 28.7 17.4 17.3 34 2.9 2.6 18.6 14.0 13.3 15%
Average 33.6 25.0 21.7 4.0 34 31 17.6 17.0 14.8 21%
VAS & Subscribers
iQiyi IQ US 3,910 UsD 5 BUY 30 NA NA NA 0.9 0.9 0.9 NA NA 18.0 NA
Bilibili BILIUS 9,890 uUsD 25 BUY 173 NA NA NA 5.6 34 2.8 NA NA NA -54%
TME TME US 7,543 UsD 4 NA NA 10.1 12.1 15.8 1.7 1.6 1.8 6.1 7.5 9.4 16%
Mango TV 300413 C 10,135 CNY 36 NA NA 34.8 29.6 275 4.5 4.1 3.9 10.7 8.1 7.8 16%
China Literature 772 HK 4,857 HKD 37 NA NA NA 235 23.7 4.0 35 34 NA 15.9 16.6 19%
Average 22.4 21.7 22.3 3.4 2.7 2.6 8.4 10.5 13.0 -1%
Total Average 38.9 38.0 30.5 4.6 35 83 86.6 16.6 27.1 32%

Source: Company data, CMBIGM estimates
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Financial Summary

Income statement Cash flow summary

YES1Dec (RMBMN)  Lvooa  Ey21E  FY22E  FY23E  Fy2qg Y& 31Dec (RMB FY20A FY21A FY22E FY23E FY24E

mn)

Net revenues 952 1,703 1,705 2,020 2,400 Netincome 18 169 187 223 (121)
Broadcasting rights 625 1,107 1,108 1,313 1,560 D&A 34 7 9 10 11
MtO 280 540 541 641 761 Change in WC (123) (828) 1,353 (1,263) 1,346
Others 47 56 56 66 78 Others 84 52 12 43 399

Operating CF 13 (599) 1,561 (987) 1,635

COGs (693) (1,187) (1,228) (1,455) (1,728)

Gross profit 260 516 477 566 672 Capex (3) %) (14) (14) (14)

Others 26 (94) 10 11 11

Selling exp (81) (227) (162) (190) (223) Investing CF 23 (95) ) 3) 3)
Admin exp (61) (57) (48) (55) (62)
Operating profit 118 232 268 321 386

Net borrowings 24 153 14 15 15

Other income, net (62) 22 4 3 3 IPO proceeds ) ) - - -

Others (14) 752 (23) (24) (25)

Pre-tax Income 48 246 272 325 389 Financing CF 7 902 9) (10) (20)
Income tax (30) (77 (85) (101) (121)

Net profit 18 169 187 223 268 Net change in cash 43 207 1,549 (999) 1,622

Adj. net profit 131 194 195 231 276 Cash (beg of yr) 52 96 303 1,852 853

Balance sheet Key ratios

YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE31Dec FY20A FY21A FY22E FY23E FY24E

Non-current assets 196 151 173 176 178 Sales mix (%)

PP&E 9 3 8 8 7 Broadcasting rights 65.6 65.0 65.0 65.0 65.0

Right-of-use assets 8 8 21 26 31 MtO 29.4 317 31.7 317 317

Intangible assets 26 15 25 23 21  Others 4.9 3.3 33 33 33

Others 153 126 120 120 120 Total 100.0 100.0 100.0  100.0  100.0

Current assets 1,664 2,690 3,105 3,550 4,131

Cash & CE 96 303 1,852 853 2,475 Growth rate (%)

r/é\ggic\);;r;)tlselgotes m 803 v63 962 450 Revenue 245 78.8 0.1 18.5 18.8

Inventories 856 1,100 537 1,281 752 Gross profit 141.4 98.7 (7.5) 18.5 18.8

Other current asset 271 484 454 454 454 EBIT 108.6 97.1 15.3 20.0 20.3

Adj. net profit 100.1 48.3 0.4 18.8 19.3

Current liabilities 1,146 1057 1,567 1781 2,087

Accounts payables 238 257 389 397 537 P&L ratios (%)

aocg;ﬁrals payablesand 588 455 818 1,010 1,160 Operating margin 12.4 136 157 159 161
Short-term loan 159 278 292 307 322 Pre-tax margin 5.1 145 16.0 16.1 16.2
Others 161 67 67 67 67 Adj. net margin 13.7 11.4 11.4 115 115
Effective tax rate

(62.4) (31.2) (31.2) (31.2) (31.2)
Non-current liabilities 489 10 10 10 10
Financial Liabilities at Returns (%)
fair value through profit
or loss 475 - - - -

Deferred tax liability 9 7 7 7 7 ROE 62.5 10.8 9.8 10.4 11.1

Long-term  operatin ROA

Ieasf:j liabilities P g 5 4 4 4 4 7.0 6.8 59 6.2 6.4

Per share

M 1 0) 0 0 1 EPS (RMB) 0.3 0.3 0.3 0.3 0.4

Total equity 225 1,790 1,985 2,217 2,493 DPS (RMB) 0.0 0.0 0.0 0.0 1.0

Shareholders' equity 224 1,790 1,985 2,216 2,492 BVPS (RMB) 0.6 2.6 2.9 3.2 3.5

Source: Company data, CMBIGM estimates
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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.

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

CMBIGM 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 CMBIGM

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 Global Markets Limited

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

CMB International Global Markets Limited (“CMBIGM”) 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. CMBIGM does
not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
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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 CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM 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
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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. CMBIGM
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the information,
advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM 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. CMBIGM may make
investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIGM 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
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this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report and CMBIGM 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 CMBIGM.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom
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