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Earnings review

Streamlining business process and realigning overseas expansion amid headwinds

Turned profit in Q3 thanks to streamlining process, maintain Buy

BlueCity reported Q3 revenue of RMB297.6mn, up 47.3% Y0Y/20.3%
QoQ. Overall MAU was 6.3mn, an increase of 7.0% from Q3FY19, but a
slight decline from 6.4mn last quarter. The sequential weakness was due
to expansion uncertainties in the overseas markets, but this impact was
offset to some extent by the improvement from proactively streamlining
business process. Gross margin was 32.3% this quarter, up from 31.2% in
Q2, mainly due to lower revenue-sharing costs of the livestreaming
services. Thanks to higher operating efficiency from streamlining business
process, adj. EBIT turned profit and adj. net profit (excl. SBC & FV
gain/loss) came in at RMB7.1mn, compared to adj. net loss of RMB3.3mn
in Q2. We maintained our FY20E full year revenue unchanged at
RMB1.07bn. As the strategic realignment is being carried out in overseas
market and the leading position in China market is strengthened by recent
strategic M&A deals, we hold an upbeat outlook on BlueCity’s LT growth
and reiterate Buy with a PT of US$20.1, which implies a 2.1x FY21E P/S.

Live streaming: ARPU jumped, and realigns overseas market strategy
Live streaming revenue reached RMB255.2mn, up 42.9% YoY/21.4%
QoQ, mainly driven by a strong ARPU growth. Annualized ARPU by MPU
increased substantially by 32.9% QoQ in Q3. The strength came from: 1)
streamlining operating process to improve user experience and increase
customers willingness to pay; 2) launched new features, such as “Lucky
treasure hunter”, “First-time award”, and introduced community concept to
diversify monetization method. On the other hand, due to the uncertainties
of overseas markets, the company canceled its marketing plan for the
Indian market, and the MPU fell by 8.6% to 159,000 in Q3. However, the
company is actively realigning its overseas expansion strategy to mitigate
the impact, including refocusing key markets such as Japanese and South
America and launching localized version app to attract more users. In
addition, the company is still on track to pursue overseas strategic M&A
opportunities, which were delayed by COVID-19.

M&A reinforces its leading position in China LGBTQ market

On 25 Nov, the company announced to buy 100% equity interests in Finka
for RMB240mn in cash. As a leading gay social networking app in China
targeting younger generations, Finka is focused mainly on relationships
and is supplementary to Blued, which aims to provide users products and
services throughout the life cycle. Besides, the company purchased
China’s popular lesbian dating platform LESDO three months ago.
Although the company said that it will independently operate these
acquisition targets in the near term, we believe that in the long term, they
will integrate with the company's existing business and achieve synergies,
reinforcing its leading position in the China LGBTQ market.

Valuation and risks

Key risks to our PT include: 1) tight regulation and rules on the live-
streaming services; 2) localization difficulties during its global expansion; 3)
lower-than-expected performance of new businesses.
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Figure 1: ARPU (RMB), total TTM revenue/MAU Figure 2: ARPU (RMB), TTM livestreaming revenue/MAU
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Figure 3: BlueCity’s quarterly operating data

3119 6/19 9/19 12119 3/20 6/20 9/20
Overall
avg. MAUs (mn) 5.00 5.70 5.90 5.93 6.00 6.40 6.30
Live streaming services
paying users ('000) 136.9 128.3 129.2 132.4 177.9 174.0 159.0
paying ratio 2.7% 2.3% 2.2% 2.2% 3.0% 2.7% 2.5%
ARPPU by paying users (RMB) 3,981 5,234 5,529 5,701 4,039 4,832 6,420
Membership services
paying users ('000) 121.5 186.6 242.6 213.7 284.0 327.0 378.0
paying ratio 2.4% 3.3% 4.1% 4.6% 4.7% 5.1% 6.0%
ARPPU by paying users (RMB) 100.7 134.2 2115 193.3 260.4
QoQ % 319 6/19 919 12/19 320 6/20 9/20
Overall
avg. MAUs (mn) 2.0% 14.0% 3.5% 0.5% 1.2% 6.7% -1.6%
Live streaming services
paying users ('000) 37% -6.3% 0.7% 2.5% 34.4% -2.2% -8.6%
ARPPU by paying users (RMB) 31.5% 5.6% 31% -29.1% 19.6% 32.9%
Membership services
paying users ('000) 77.9% 53.6% 30.0% 12.8% 3.8% 15.1% 15.6%
ARPPU by paying users (RMB) 57.5% -8.6% 34.7%
YoY % 3/19 6/19 919 12/19 320 6/20 9/20
Overall
avg. MAUs (mn) 22.0% 26.7% 25.5% 21.0% 20.0% 12.3% 6.8%
Live streaming services
paying users ('000) -12.7% -5.6% 2.9% 0.3% 29.9% 35.6% 23.1%
ARPPU by paying users (RMB) 1.5% -1.7% 16.1%
Membership services
paying users ("000) 1747.5% 459.0% 300.7% 133.7% 75.2% 55.8%
ARPPU by paying users (RMB) 109.9% na. na.

Source: Company data, AMTD Research
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Figure 4: BlueCity’s P&L (RMB’ 000)

P&L 3119 6/19 9/19 12/19 3/20 6/20 9/20
Live streaming services 136,237 167,891 178,586 188,696 179,643 210,200 255,200
Membership services 3,060 6,882 11,637 15,160 15,013 15,800 18,200

Advertising services 4,947 9,083 7,217 14,077 5,596 10,700 10,100

Others 1,095 3,285 4,503 6,473 7,221 10,700 14,100

Total Revenue 145,339 187,141 202,003 224,406 207,473 247,439 297,616

Cost of Goods Sold (110,287) (130,998) (142,611) (162,315) (139,212) (170,256) (201,578)
Gross Profit 35,052 56,142 59,391 62,091 68,261 77,183 96,038

Gross margin 24.1% 30.0% 29.4% 27.7% 32.9% 31.2% 32.3%

S&M (25,747) (30,846) (31,149) (31,695) (38,611) (40,964) (58,028)
S&M as % of total sales 17.7% 16.5% 15.4% 14.1% 18.6% 16.6% 19.5%

G&A (5,259) (3,511) (2,977) (12,692) (10,569) (10,334) (132,426)
G&A as % of total sales 3.6% 1.9% 1.5% 5.7% 5.1% 4.2% 44.5%

R&D (29,517) (32,224) (33,649) (34,262) (30,283) (31,336) (50,289)
R&D as % of total sales 20.3% 17.2% 16.7% 15.3% 14.6% 12.7% 16.9%

Operating expenses (60,523) (66,581) (67,775) (78,649) (79,463) (82,634) (240,743)
Opex ratio 41.6% 35.6% 33.6% 35.0% 38.3% 33.4% 80.9%

EBIT (25,471) (10,439) (8,383) (16,558) (11,202) (5,451) (144,705)
EBIT margin -17.5% -5.6% -4.2% -7.4% -5.4% -2.2% -48.6%

Adj. EBIT (25,471) (10,439) (8,383) (16,558) (11,202) (5,451) 5,087

Adj. EBIT margin -17.5% -5.6% -4.2% -7.4% -5.4% 2.2% 1.7%

Financial Income 2,319 2,294 0 0 2,431 1,946 0

Fair value change (3,261) (4,011) (577) (1,175) (5) (0) 4,863

Profit Before Income Taxes (26,413) (12,156) (7,107) (6,323) (8,776) (3,506) (136,831)
Income Tax Expense (Benefit) 0 (29) 29 (931) 385 156 (983)
Net Income (26,413) (12,185) (7,078) (7,254) (8,391) (3,350) (137,813)
Exceptionals (18,213) (4,011) (577) 7,811 (5) 0) (144,929)
Adj. net profit (8,200) (8,174) (6,501) (15,064) (8,386) (3,349) 7,116

Source: Company data, AMTD Research
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Figure 5: BlueCity’s growth, QoQ & YoY

QoQ % 3/19 6/19 919 12/19 3/20 6/20 9/20
Live streaming services 23.2% 6.4% 5.7% -4.8% 17.0% 21.4%
Membership services 124.9% 69.1% 30.3% -1.0% 5.2% 15.2%
Advertising services 83.6% -19.9% 93.5% -60.2% 91.2% -5.6%
Others 200.0% 37.1% 43.8% 11.6% 48.2% 31.8%
Total Revenue 28.8% 7.9% 11.1% -7.5% 19.3% 20.3%
S&M 1.0% 1.8% -67.7% 6.1% 41.7%
G&A -15.2% 326.4% -56.8% 2.2% 1181.5%
R&D 4.4% 1.8% -76.6% 3.5% 60.5%
Operating expenses 1.8% 16.0% -70.9% 4.0% 191.3%
Adj. operating expense 1.8% 16.0% -70.9% 4.0% 10.1%
YoY % 3/19 6/19 9/19 12/19 3/20 6/20 9/20
Live streaming services 31.9% 25.2% 42.9%
Membership services 390.6% 129.6% 56.4%
Advertising services 131% 17.8% 38.8%
Others 559.5% 225.8% 213.1%
Total Revenue 42.8% 32.2% 47.3%
Cost of Goods Sold 26.2% 30.0% 41.3%
Gross Profit 94.7% 37.5% 61.7%
S&M 50.0% 32.8% 86.3%
G&A 101.0% 194.3% 4348.8%
R&D 2.6% -2.8% 49.5%
Operating expenses 31.3% 24.1% 255.2%
Adj. operating expense 31.3% 24.1% 34.2%

Source: Company data, AMTD Research
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IMPORTANT DISCLOSURES

AMTD Investment Ratings

Buy Stock with potential return of over 20% over the next 12 months
Hold Stock with potential return of -20% to +20% over the next 12 months
Sell Stock with potential loss of over 20% over the next 12 months

Analyst Certification

We, Brian Li, and Halsey Wu, hereby certify that (i) all of the views expressed in this research report reflect accurately our
personal views about the subject company or companies and its or their securities; and (ii) no part of our compensation were,
are or will be, directly or indirectly, related to the specific recommendations or views expressed by us in this research report,
nor is it tied to any specific investment banking transactions performed by AMTD Global Markets Limited.

Firm Disclosure
AMTD Global Markets Limited has an investment banking relationship with BlueCity Holdings Limited and/or its affiliate(s) within
the past 12 months.

AMTD Global Markets Limited is a licensed corporation with the Securities and Futures Commission in Hong Kong. AMTD
Global Markets Limited is not registered as a broker-dealer with the US Securities and Exchange Commission (SEC), and it and
its analysts are not subject to SEC rules on securities analysts’ certification as to the currency of their views reflected in the
research report. AMTD Global Markets Limited is not a member of the Financial Industry Regulatory Authority (FINRA), and its
securities analysts are not subject to FINRA'’s rules on Communications with the Public and Research Analysts and Research
Reports and the attendant requirements for fairness, balance and disclosure of potential conflicts of interest.

AMTD Global Markets Limited
Address: 23/F - 25/F, Nexxus Building, No. 41 Connaught Road Central, Central, Hong Kong
Tel: (852) 3163-3288 Fax: (852) 3163-3289

GENERAL DISCLOSURES

The research report is prepared by AMTD Global Markets Limited (“AMTD”) and is distributed to its selected clients in Hong
Kong.

This research report is not directed at you if AMTD is prohibited or restricted by any legislation or regulation in any jurisdiction
from making it available to you. You should satisfy yourself before reading it that AMTD is permitted to provide research material
concerning investments to you and that you are authorised, permitted and entitled to receive and read the research report under
relevant legislation and regulations. In particular, this research report cannot be made available, distributed or trans mitted,
whether directly or indirectly, into the US or to any US person. If relevant law and/or regulation do not permit and/or allow you
to receive and read the research report (e.g. due to the fact that you reside in the U.S. or you are considered to be a U.S.
person), please stop accessing the research report and inform us by email. Any unauthorized access, reproduction or
redistribution by any means to any persons, in whole or in part of this research report is strictly prohibited and AMTD accepts
no liability whatsoever for the actions of third parties in accessing or distributing this research report.

This research report provides general information only and is not to be construed as an offer to sell or a solicitation of an offer
to buy any security in any jurisdiction where such offer or solicitation would be illegal. It does not (i) constitute a personal advice
or recommendation, including but not limited to accounting, legal or tax advice, or investment recommendations; or (ii) take into
account any specific clients’ particular needs, investment objectives and financial situation. AMTD does not act as an adviser
and it accepts no fiduciary responsibility or liability for any financial or other consequences. This research report should not be
taken in substitution for judgment to be exercised by clients. Clients should consider if any information, advice or
recommendation in this research report is suitable for their particular circumstances and seek legal or professional advice, if
appropriate.

This research report is based on information from sources that we considered reliable. We do not warrant its completeness or
accuracy except with respect to any disclosures relative to AMTD and/or its affiliates. The value or price of investments referred
to in this research report and the return from them may fluctuate. Past performance is not reliable indicator to future performance.
Future returns are not guaranteed and a loss of original capital may occur.

The facts, estimates, opinions, forecasts and any other information contained in the research report are as of the date hereof
and are subject to change without prior notification. AMTD has no obligation to update, modify or amend any part of this research
report or to otherwise notify a recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or
estimate set forth herein, changes or subsequently becomes inaccurate, or if research on the subject company is withdrawn.
AMTD, its group companies, or any of its or their directors or employees (“AMTD Group”) do not represent or warrant, expressly
or impliedly, that the information contained in the research report is correct, accurate or complete and it should not be relied
upon. AMTD Group will accept no responsibilities or liabilities whatsoever for any use of or reliance upon the research report
and its contents.

This research report may contain information from third parties, such as credit ratings from credit ratings agencies. The
reproduction and redistribution of the third party content in any form by any means is forbidden except with prior written consent
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from the relevant third party. Third party content providers do not guarantee the timeliness, completeness, accuracy or
availability of any information. They are not responsible for any errors or omissions, regardless of the cause, or for the results
obtained from the use of such content. Third party content providers give no express or implied warranties, including, but not
limited to, any warranties of merchantability of fithess for a particular purpose or use. Third party content providers shall not be
liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses,
legal fees, or losses (including lost income or profits and opportunity costs) in connection with any use of their content. Credit
ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell securities. They
do not address the suitability of securities for investment purposes, and should not be relied on as investment advice.

To the extent allowed by relevant and applicable law and/or regulation: (i) AMTD, and/or its directors and employees may deal
as principal or agent, or buy or sell, or have long or short positions in, the securities or other instruments based thereon, of
issuers or securities mentioned herein; (i) AMTD may take part or make investment in financing transactions with, or provide
other services to or solicit business from issuer(s) of the securities mentioned in the research report; (ii) AMTD may make a
market in the securities in respect of the issuer mentioned in the research report; (iv) AMTD may have served as manager or
co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of the entities
mentioned in this research report or may be providing, or have provided within the previous 12 months, other investment banking
services, or investment services in relation to the investment concerned or a related investment.

AMTD controls information flow and manages conflicts of interest through its compliance policies and procedures (such as,
Chinese Wall maintenance and staff dealing monitoring).

The research report is strictly confidential to the recipient. No part of this research report may be reproduced or

redistributed in any form by any means to any other person without the prior written consent of AMTD Global Markets
Limited.
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