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From online to offline, the new business

model likely brings in loyal customers
HONG KONG | SOFTWARE | COMPANY ANALYSIS

e Ourgame’s 1Q14 revenue up 101.3% yoy. Among which 71.5% was
coming from the self developed PC games and RMB 17.3Mn was the
mobile games revenue, which already exceeded the 2013 total of RMB
15.6Mn. Gross profit margin maintained as 66.6% and net profit surged
12 times yoy and was over 60% of the 2013 net profit.

« To capture the fast growing card game market, the company started to
organize poker tournaments in 2012, and as co-organizer in the 14th
World Bridge Championships in 2014. It is expected to obtain huge
publicity and goodwill through this kind of activities.

« Itis now trading below the initial offering price and we give it an initial
rating of “Accumulate” with target price HK$ 4.10, equivalent to 28x of
2014 forecasted EPS plus cash per share HK$ 0.15.

Financial Highlights

Ourgame listed on the main board at June 30, 2014. According to its listing
prospectus, the 1Q14 revenue amounted to RMB 93Mn, up 101.3% yoy.
Among which RMB 66.5Mn was coming from the self developed PC
games, accounted for 71.5% of the total revenue. RMB 17.3Mn was the
mobile games revenue, which already exceeded the 2013 total of RMB
15.6Mn. Gross profit was RMB 61.9Mn with gross profit margin maintained
as 66.6%. Profit attributable to shareholder amounted to RMB 21.6Mn,
which surged 12 times yoy and was over 60% of the 2013 net profit.

How we view this

Ourgame started to operate online card and board game since 1998, which
the brand name is familiar to PRC customers. Since the share on PC
games showed a continuous declining while revenue from mobile game
keeps on increasing, to capture the fast growing card game market, the
company started to organize poker tournaments in 2012, which is
authorized by the World Poker Tour, and is chosen as co-organizer in the
14th World Bridge Championships in 2014. It is expected to obtain huge
publicity and goodwill through this kind of activities.

Investment Action

With the online to offline operating model, the company is likely to capture
high quality potential new customers through the matches. It can also
increase the existing customers’ involvement and thus their loyalty. Once
the customers stay in the game, monetization becomes much easier.
However, we believe Ourgame is priced a bit higher for its IPO of HK$ 4.25.
It is now trading below the initial offering price and we give it an initial rating
of “Accumulate” with target price HK$ 4.10, equivalent to 28x of 2014
forecasted EPS plus cash per share HK$ 0.15.

Key Financial Summary

FYE Dec FY12 FY13 FY14E FY15E FY16E
Revenue (RMB mn) 206 236 376 456 510
Net Profit (RMB mn) 29 35 89 119 132
EPS (HKD) 0.09 0.11 0.14 0.19 0.21
P/E (X) 42.5 35.5 26.7 20.0 18.0
BVPS (HKD) 0.33 0.45 0.38 0.56 0.77
P/B (X) 11.5 8.3 10.0 6.6 4.8
DPS (HKD) 0.00 0.00 0.00 0.00 0.00
Div. Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0%

Source: PSR est.
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Ourgame is a mainland online card & board games developer and
operator, which operated more than 200 PC and mobile games on a PC
client portal Ourgame Hall. Besides, the company also organized
offline tournaments with governments and offical organizations such

as the World Poker Tour.
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Product mix shifts to self developed games

Ourgame operated over 200 PC games through its own online platform and
the client portal Ourgame Hall. In 2011, only 59% of revenue was coming
from self developed games, the figure increased to 80.2% in 2013 and
further to 84.7% in 1Q14. However, the company did not rely on any single
game category on the customer base or the revenue generated. No any

single game category accounted for more than one-third of the total revenue.

Fig 1 Source of products
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Revenue from mobile games ramp up

According to its listing prospectus, among the 1Q14 revenue, RMB 17.3Mn
was obtained from mobile games, accounted for 18.6% of the total revenue,
which already exceeded the 2013 total of RMB 15.6Mn. It is expected the
share will keep going up since the company is actively shifting the existing
PC games to the mobile market.

Fig 2 Revenue mix estimates
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Both the MPU and ARPPU increased for PC games and mobile games in
2013. However, the MPU for PC games is expected to stay in 2015 and
start to drop in 2016. Mobile games are believed as the future growth
momentum which MPU and ARPPU are forecasted to ramp up in the
coming years.
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Fig 3 MPU & ARPPU estimate of PC games
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Fig 4 MPU & ARPPU estimate of mobile games
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From online gaming to offline matching

In order to capture the fast growing card game market, the company started
to organize poker tournaments in 2012, which is authorized by the World
Poker Tour, and is chosen as co-organizer in the 14th World Bridge
Championships in 2014. Meanwhile, it has also produced a game show
which has been broadcasted in several PRC TV channels. It is expected to
obtain huge publicity and goodwill through this kind of activities. With the
online to offline operating model, the company is likely to capture high
quality potential new customers through the matches. It can also increase
the existing customers’ involvement and thus their loyalty. Once the
customers stay in the game, monetization becomes much easier.

Cost soars and expenses go reversely

The 2013 cost of sales soared 44.4% to RMB 79.8Mn which represented
33.8% of revenue, up from 26.9% in 2012. The expenses dropped,
compared to the revenue in 2013. We estimate the cost to stay at current
level and the expenses to further drop a bit since we expect the revenue will
grow at the rate faster than the expenses.

Fig 5 Costs as percentage of revenue estimates
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Potential Risks
The growth on mobile games slows down;
020 model fails;
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FY12 FY13 FY14E FY15E FY16E
Valuation Ratios
P/E (X) 42.5 35.5 26.7 20.0 18.0
P/B (X) 115 8.3 10.0 6.6 4.8
EV/EBITDA (X) 75.6 62.8 24.4 18.6 16.7
Dividend Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0%
Per share data (HKD)
EPS 0.088 0.106 0.141 0.188 0.209
DPS 0.000 0.000 0.000 0.000 0.000
BVPS 0.326 0.450 0.377 0.564 0.773
Outstanding Shares (basic, mn) 411.60 411.60 784.00 784.00 784.00
Growth & Margins (%)
Growth
Revenue 33.7% 14.8% 59.1% 21.3% 11.8%
EBIT 19.2% 20.5% 156.9% 31.3% 11.3%
Margins
Gross profit margin 73.1% 66.2% 67.0% 66.9% 67.1%
EBT margin 18.1% 18.9% 30.6% 33.1% 32.9%
Net Profit Margin 14.2% 14.8% 23.6% 26.1% 25.9%
Key Ratios
ROE (%) 27.1% 23.5% 37.3% 33.3% 27.0%
ROA (%) 21.7% 3.7% 5.9% 5.3% 4.3%
Income Statement (RMB mn) FY12 FY13 FY14E FY15E FY16E
Revenue 206 236 376 456 510
Cost of revenue (55) (80) (124) (151) (168)
Gross profit 151 156 252 305 342
Selling & Marketing expenses (46) (45) (51) (58) (66)
Administrative expenses (30) (35) (41) (48) (56)
R & D expenses (40) (36) (38) (41) (45)
Other income, net 3 5 3 3 3
Share-based compensation expense (1) 0) (10) (10) (10)
Operating profit 37 45 115 151 168
Finance expense 0 0 0 0 0
Taxation (6) 4) (13) (16) (18)
Profit After Tax 31 40 102 135 150
Minority interest (2) (5) (13) (16) (18)
Profit for the year 29 35 89 119 132
EPS 0.071 0.085 0.113 0.152 0.168

Source: Company, PSR
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within + 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and
speculative undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient's own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant

investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2014 Phillip Securities (Hong Kong) Limited

Page | 5



OURGAME (6899.HK)
11 July 2014

Contact Information (Regional Member Companies)

& PhillipCapital
Your Partner In Finance
Phillip Securities (Hong Kong) Ltd

SINGAPORE
Phillip Securities Pte Ltd
Raffles City Tower
250, North Bridge Road #06-00
Singapore 179101
Tel : (65) 6533 6001
Fax : (65) 6535 6631
Website: www.poems.com.sg

HONG KONG
Phillip Securities (HK) Ltd
Exchange Patrticipant of the Stock Exchange of Hong Kong
11/F United Centre 95 Queensway
Hong Kong
Tel (852) 22776600
Fax (852) 28685307
Websites: www.phillip.com.hk

INDONESIA
PT Phillip Securities Indonesia
ANZ Tower Level 23B,

JI Jend Sudirman Kav 33A
Jakarta 10220 — Indonesia
Tel (62-21) 57900800
Fax (62-21) 57900809
Website: www.phillip.co.id

THAILAND
Phillip Securities (Thailand) Public Co. Ltd
15th Floor, Vorawat Building,
849 Silom Road, Silom, Bangrak,
Bangkok 10500 Thailand
Tel (66-2) 6351700 / 22680999
Fax (66-2) 22680921
Website www.phillip.co.th

UNITED KINGDOM
King & Shaxson Capital Limited
6th Floor, Candlewick House,

120 Cannon Street,
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PhillipCapital Australia
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Melbourne, Victoria 3000, Australia
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Phillip Capital Management Sdn Bhd
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