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Investment Summary

A diversified gaming company

The company develops and operates quality games in China and overseas. According to Frost
& Sullivan, among PRC game operators who earned a majority of game operating revenue
overseas in 2018, the company ranked fifth in terms of revenue from mobile games in 2018.
The company has a diverse portfolio of games across different genres. As of December 31,
2019, its game portfolio consisted of 38 online games and 11 premium games. The company
also operates TapTap, a leading game community and platform in China. According to the
Frost & Sullivan, TapTap was the largest game community and platform in China in terms of
average MAUs in 2018.

The company's abundant game reserve

The company has an abundant game reserve and is expected to launch multiple online games
in 2020, including 3 self-developed games, Fantasy World (£]48 1t 51), Torchlight: Infinity (4K
JEZ . #EFR) and Project A (tentative name). Project A, the largest game project invested
by the company since Ragnarok M, has been prepared for more than a year and is a Japanese
girl-style MMORPG. Its liquidity is expected to reach Ragnarok M'’s relative high level. In terms
of premium games, the company will launch multiple premium games in 2020 including
Human: Fall flat (N$H: — & H) , which is a game with a huge fan base around the globe
and has already achieved incredible results in the Client game sector. The company’s
abundant game serve has laid a solid foundation for the company’s future growth.

The unique strategy of “Game + Platform”, is becoming the economic moat for the company
Most game developers out there in the market do not have their own game community
platform, so their business models are relatively traditional and fragile. Many game
companies are worried about the imbalance in revenue and expenditure, therefore reducing
their R&D expenses and promotion expenses for a greater safety margin. However, smaller
capital investment on games also means that the games are less competitive, resulting in
worse game performance. This business model will bring the company into a vicious circle. In
contrast, Xd Inc has its own game community platform, therefore there is an additional
revenue sources for the self-developed games. In addition to the traditional income
generated from the self-developed games, the self-developed games as being the company’s
unique products, will also attract players to become TapTap platform’s users. Thereby adding
commercial value to the platform in long term and this value will be able to monetize in the
long run. When the company considers the additional returns / commercial value brought by
the platform, the company will be more willing to spend R&D expenses to improve product
competitiveness. In addition, the company is also more willing to develop game types that
are not dare to get involved under the traditional business model (such as game types with
low initial returns but large market potential). Such products often have higher user
anticipation and less market competition. In conclusion, we believe that this unique strategy
of “Game + Platform” has a huge advantage and will become an economic moat for the
company. It also guarantees to the company’s future earnings growth.

Valuation

We believe that the company’s economic moat created by its “game + platform” strategy can
bring a significant huge growth to the company’s future performance with a certain amount
of stability. It’s growth potential is likely to be matched with the level of the Chinese top tier
game companies. We forecast that the company’s 2020/2021/2022 EPS are RMB
1.23/1.68/2.20 respectively. The target price is HKD 41.2, which implies a 2020/2021/2022
P/E ratio of 30.1x / 22.0x / 16.8x. We initiate with a “Neutral” Rating.
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KEY FINANCIALS

CNY mn FY19 FY20E FY21E FY22E
Net Sales 2,838 3,665 4,568 5,627
Adj. Net Profit 45 543 765 1,000
Adj. EPS 114 123 168 220
Adj. P/E, x 31.84 2949 2155 16.49
BVPS 6.44 817 10.44 1341
P/BV, x 564 432 348 271
ROE (%) 225 197 218 221
ROA (%) 179 168 188 193

Market closing price as of 18th Aug

Source: Company Data, Phillip Securities Est.
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Industry Review and Forecast

The mobile game market has the highest growth potential in Chinese game market
Since 2015, China has been the world’s largest market of online games in terms of gross
billings. One of the main reasons for the boom of China’s online game market was the
intensified demand for entertainment. According to Frost and Sullivan, China’s online
game market reached a size of RMB257 billion in 2019, and is expected to reach
RMB398 billion in 2024, representing a CAGR of 9.1%. With the advancement of
hardware and internet technology, the graphics, content and response speed of online
games are being constantly upgraded, the development of online games are more
tailored to player preference. Mobile game sector is the main sub-segment in the game
sector with its growth higher than other sub-segments (client game sub-segment and
web game sub-segment). China’s mobile game market expanded from RMB98 billion
in 2016 to RMB181.7 billion in 2019, and is expected to reach RMB316 billion in 2024,
representing a CAGR of 11.7%. We believe that with the ongoing development of
gaming online broadcast and the e-sport industry, as well as the increase proportion
of mobiles in population, the mobile game sub-segment is likely to slowly replace the
other sub-segments.

Figure 1: Market Size of the China Online Game (bn RMB) Figure 2: Market Size of the China Mobile Game Market (bn RMB)
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The size of the game market in the rest of the world

The United States had the second largest game market by revenue in the world in 2018.
According to Frost & Sullivan, the size of the U.S. game market has reached USD 28.7
billion in 2018, and the size of the mobile game segment is about USD 9 billion. It is
estimated that in 2023, the size of the online game market and the mobile game
market will reach USD 37.8 billion and USD 13 billion respectively, with a CAGR of 5.7%
and 7.5% in 2018-2023. In addition to the United States, the Asian mobile game market
is also expected to continue to grow in the future. According to Frost & Sullivan, the
2018-2023 CAGR of the mobile game market size of Japan/Korea/Hong Kong and
Taiwan/Southeast Asia are 6.5%/ 7.4%/ 10.6%/ 11.5% respectively.
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Figure 3: The estimated size of the game and mobile game market in 2023 (bn USD)
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The market for PRC Mobile Games Overseas

In recent years, many mobile game companies have been focusing on their overseas
market business, mainly because the mobile game markets in many overseas regions
(especially Southeast Asia) are still in the early stage of development and has great
growth potential. Secondly, although the Chinese government has recently
significantly relaxed the supervision of the Chinese mobile game market. Nonetheless,
there are still a certain amount of policy risk in the Chinese mobile game market. As a
result, expanding overseas markets will help Chinese mobile game industry
participants to reduce this policy risk. According to Frost & Sullivan, the scale of China’s
overseas mobile game market recorded a significant growth at a CAGR of 57.5% from
2014 to 2018, and is expected to grow at a CAGR of 20.0% from 2018 to 2023.

Figure 4: The market size for PRC Mobile Games Overseas (bn RMB)
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The impact of the epidemic on the mobile gaming industry

During the epidemic, mobile games not only provide a form of entertainment, but also
serve as a channel for social communication, allowing people to socialize remotely
when they are isolated at home. According to the Sensor Tower store intelligence data,
the global mobile game revenue in 2020Q2 is as high as USD 19.3 billion, an increase
of 27% yoy/10% qogq. In addition, the number of downloads of mobile games reached
a new high during the epidemic. The global mobile game downloads in 2020 Q2 was
15 billion times, representing a yoy/qoq growth of 45%/13%. As for China's mobile
game industry, according to gamma data, China's total mobile game revenue in the
first half of 2020 was 104.7 billion yuan, an increase of 36% yoy, and the growth rate
was higher than the global average.

Figure 5: The revenue of the global mobile game sector, by quarter (bn USD) and growth (%)
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Figure 6: The Past H1 revenue of Chinese mobile game sector (bn RMB) and growth (%)
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Company Overview and its Competitive Advantages

A diversified gaming company

The company develops and operates quality games in China and overseas. According
to Frost & Sullivan, among PRC game operators who earned a majority of game
operating revenue overseas in 2018, the company ranked fifth in terms of revenue
from mobile games in 2018. The company has a diverse portfolio of games across
different genres. As of December 31, 2019, its game portfolio consisted of 38 online
games and 11 premium games. The company focuses on the development, distribution
and operation of online games. The company's online games include mobile games and
web games. Since 2012, the company has shifted its business focus to mobile games.
In 2019, 96.6% of online game operating revenue came from mobile games.

Figure 7: The Popular games of the company
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The company also operates TapTap (also known as the Chinese Steam), a leading game
community platform in China. According to the Frost & Sullivan, TapTap was the largest
game community and platform in China by average MAUs in 2018. In 2016, 2017, 2018
and 2019, TapTap mobile app had average MAUs of 0.9 million, 10.2 million, 15.0
million and 17.9 million, respectively. TapTap provides gamers with a vast and diverse
library of mobile game resources, such as game information, game recommendation
and downloadable games. For the year ended December 31, 2019, games on TapTap
had been downloaded 352.0 million times, increased by 36.8% on a year-on-year basis.
Gamers post reviews and ratings of games on TapTap, and share their game experience
in TapTap’s forum. The numbers of game reviews and forum posts increased from 7.3
million and 3.0 million, respectively at the end of 2018 to 11.6 million and 6.5 million,
respectively, at the end of 2019. On the other hand, TapTap serves as an open and
convenient distribution platform for game developers. The number of registered
developers increased by 3,344 and reached 11,006 at the end of 2019.

Figure 8: TapTap game platform
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Strong game development and operation capabilities

As of December 31, 2019, the company is operating 38 online games. The income of
online games mainly relies on users spending in games to purchase virtual items in the
game, while online games are free to download. On the contrary, the income of
premium games comes from the fees paid by customers for downloading games. The
company is operating a variety of popular games including RPG genre Ragnarok M and
Shen Xian Dao (HD)( #ilii& 7% %), CCG genre Girls’ Frontline (/b &L/ 4%), SLG
genre Heng Sao Qian Jun (#5471 ), battle arena game genre Sausage Man (& 77k
¥}) and placement game genre Ulala (AR 5 F247). Most of the company's popular
online games have been launched in the past two- three years and are in the growth
or maturity phase of their life cycle. Hence, the future revenue contribution from these
games are expected to be relatively stable and rising.

Figure 9: Details of Company’s popular online games

Launch date Major Operating Markets

China, Hong Kong, Macau, Taiwan,
South Korea, Japan,
Ragnarok M MMORPG January 2017 . X
Southeast Asia, North America, South
America and Australia
Shen Xian Dao HD RPG March 2016 China

Hong Kong, Macau, Taiwan and South

Girls’ Frontline CCG January 2017
Korea
Heng Sao Qian Jun SLG October 2015 China
Sausage Man battle arena game April 2018 China
Hong Kong, Macau and Taiwan, South
Ulala placement game May 2019 Korea, Japan, America and Southeast

Asia

Source: Company, PSHK

Ragnarok M is an MMORPG game based on the Norse Mythology creating a fantasy
world of swords and magic. The game was jointly developed by Gravity, Dream
Network and the company. The game is currently distributed in more than 50 countries
and regions around the world, and has achieved brilliant results. As of December 31,
2019, it has totally 33 million registered users and over 5 million monthly active users
(MAUSs), becoming one of the most popular mobile MMO games across the world. The
company, currently the sole publisher and operator of Ragnarok M in China, recognize
the whole gross billing as revenue, and only pay 13.667% of the gross billings to Dream
Network. In terms of other region, the company is acting as technical/ operational
support and collect 22.5%-45% of respective regions’ gross billing as service fees. The
company plans to release an important updated version of Ragnarok M in the second
half of 2020, in which it will significantly improve picture quality and add new game
contents. We believe the updated version of the game can extend its life cycle and
increase the MPUs and ARPPUs of the game. The revenue of Ragnarok M in 2017, 2018
and 2019 as of the end of May were RMB 468 million, RMB 627 million and RMB 504
million, respectively, contributing 35%, 33% and 49% of the company's total revenue.

Figure 10: Ragnarok M Interface

Source: TapTap Platform
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Sausage Man (F Gk %) is a battle arena game. All the characters in this game have
sausage shapes. Gamers can opt to land on multiple terrains in the game and are
required to seek and use gear to defeat other gamers and obtain their gear. Since the
launch of Sausage Man in China in April 2018, it quickly became popular among PRC
gamers and topped the free game chart of App Store in China for five consecutive days
in October 2018. Sausage Man had average MAUs of approximately 4.3 million in 2018
and average MAUs of approximately 11.1 million for the nine months ended
September 30, 2019. The company started to monetize Sausage Man in Feb 2019. It is
expected the game will enter its gross billing’s harvest period in 2020/ 2021 and
contribute significant of revenue for the company. Sausage Man has been launched on
the market for almost three years, during which both operating data and income
maintain growth. It also serves as the best case study for the synergetic growing
between our games and TapTap. The company will integrate player accounts,
friendship and in-game community of both Sausage Man and TapTap this year to
enhance their user experience.

Figure 11: Sausage Man Interface

Source: TapTap Platform

On the other hand, the company operates 11 premium games as of December 2019,
including ICEY, Muse Dash, To the Moon, Heimdallr and The Swords. However, the
company’s premium games only contributed roughly 2% of the companys’ total
revenue. As of December 31, 2019, the company had sold over 3.0 million copies of
ICEY and over 1.4 million copies of Muse Dash across all platforms globally.

The company's abundant game reserve

The company has an abundant game reserve and is expected to launch multiple online
games in 2020, including 3 self-developed games, Fantasy World ( A A8 i 7),
Torchlight: Infinity (“KJEZ J: EFR) and Project A (tentative name). Project A, the
largest game project invested by the company since Ragnarok M, has been prepared
for more than a year and is a Japanese girl-style MMORPG. Its liquidity is expected to
reach Ragnarok M'’s relative high level. In terms of premium games, the company will
launch multiple premium games in 2020 including Human: Fall flat (AJ#H: —Hkih),
which is a game with a huge fan base around the globe and has already achieved
incredible results in the Client game sector. Human: Fall flat has already been launched
in overseas region but has not yet been launched in China. The company is currently
revising and upgrading the game according to the feedbacks from overseas players.
We believe the game can drive the company’s revenue from premium games after the
game is launched in China. The company’s abundant game serve has laid a solid
foundation for the company’s future growth.
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Figure 12: Human: Flat Fall’s TapTap ranking and its interface

NE: —HiEi @ toro
Human: Fall Flal 8'6
Q e 108

8w

HE s )] 1t

Source: TapTap Platform

The market leading Game platform — TapTap

Ever since the launch of TapTap platform, it has established a free-to-distribute
business model. Therefore, the revenue of TapTap platform comes mainly from its
advertisement but not the share of gross billings from games downloaded through the
platform. Thereby greatly enhanced the credibility of the games recommended by the
platform in the eyes of users. Because of this, the company has the largest user base
in the industry, which is beneficial to the platform’s advertisement income. The
company is only charging a 5% distribution fee from the premium games downloaded
through the platform (the 5% distribution charged is very low comparing to its
competitors) and this income is mainly used to cover the fee charged by the payment
channel. The company’s low distribution fee charged has increased the profits for the
game developer and hence increase their R&D willingness, thereby bringing games
with better quality to the platform. This is likely to help increasing the number of users
of the platform and improving the platform’s advertisement business. In addition, For
the games recommended on the homepage of TapTap, the company will introduce a
deep learning-based recommendation algorithm, through which, games on the
homepage will be recommended and ranked in view of habits and preference of
different users and based on editor's recommendations and community ratings. This is
likely to further increase the users’ experiences and number of users of the platform.

Figure 13: TapTap Platform
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The unique strategy of “Game + Platform”, is becoming the economic moat for the
company

Most game developers out there in the market do not have their own game community
platform, so their business models are relatively traditional and fragile. Many game
companies are worried about the imbalance in revenue and expenditure, therefore
reducing their R&D expenses and promotion expenses for a greater safety margin.
However, smaller capital investment on games also means that the games are less
competitive, resulting in worse game performance. This business model will bring the
company into a vicious circle. In contrast, Xd Inc has its own game community platform,
therefore there is an additional revenue sources for the self-developed games. In
addition to the traditional income generated from the self-developed games, the self-
developed games as being the company’s unique products, will also attract players to
become TapTap platform’s users. Thereby adding commercial value to the platform in
long term and this value will be able to monetize in the long run. When the company
considers the additional returns / commercial value brought by the platform, the
company will be more willing to spend R&D expenses to improve product
competitiveness. In addition, the company is also more willing to develop game types
that are not dare to get involved under the traditional business model (such as game
types with low initial returns but large market potential). Such products often have
higher user anticipation and less market competition.

On the other hand, with the accumulation of TapTap platform users, the company's
user database (such as user preferences) has also expanded. The company can analyze
these user data through big data analysis, and combine the analyzed data with the
company's R&D system in order to develop high-quality and popular games that meet
player preferences. This will greatly improve the company’s revenue and its revenue
stability. Lastly, The TapTap users will also increase as more high-quality self-developed
games are brought to the platform, which is beneficial to the platform’s advertisement
business. In conclusion, we believe that this unique strategy of “Game + Platform” has
a huge advantage and will become an economic moat for the company. It also
guarantees to the company’s future earnings growth.

The company is likely to become a major business partner of ByteDance and grow
rapidly from it

Since 2018, ByteDance has entered the online game industry. Although ByteDance has
abundant resources, nonetheless, it has entered the online game industry later than
the other game giants (such as Tencent and Netease). As a result, the relatively bigger
and more popular IPs has been already locked by these game giants. We believe that
if ByteDance intends to continue its adventure in the online game sector, it will
inevitably have to confront with these game giants in the future. Hence, the chance of
ByteDance to cooperate with these game giants is very low. Rather, ByteDance would
have to search for cooperation opportunities with the second tier game companies and
would have to provide a very attractive offer to attract these companies. We believe
that ByteDance, as being one of the shareholders of XD Inc, will actively seek for
strategic cooperation with XD Inc in the future. Xd Inc is also likely to grow rapidly by
relying on ByteDance’s huge traffic resources.
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Financial Analysis and Forecast

Game Revenue

The company's game revenue is mainly divided into three parts, online games,
premium games and other game revenues. Among them, the company's online game
revenue increased from RMB 1.216 billion in 2017 to RMB 2.320 billion, with a CAGR
of 38%. This huge increase was mainly attributed to the rapid increase in MPUs during
the period. The MPUs was up from 240 thousand in 2017 to 720 thousand in 2019. The
reason for such rapid increase was mainly because the outstanding performance of
multiple games including the Ragnarok M during the period. Ragnarok M has
contributed 35% and 33% of revenue in 2018 and 2018. Looking forward, since most
of the company’s popular games are still in the growth stage of their life cycle, and the
company’s project reserves are abundant, several popular games such as "Project A"
and other long-prepared games will be launched before the end of the year. In addition,
Ragnarok M will also continue to be distributed in different overseas regions, so we
believe that the company's future MPUs will have room for growth in the upcoming
years. We forecast the MPUs in 2020/2021/2022 will be roughly 900/1080/1,275
thousands. Based on the above reasons, we predict that the company's online game
revenue for 2020/2021/2022 will be RMB 2.90/3.48/4.11 billion, up 25%/20%/18% yoy.
On the other hand, we expect that the revenue contributed by the premium games
and others together in 2020/2021/2022 will still remain insignificant, and forecasted
to be RMB 75.6/88.6/101.4 million respectively. In total, the forecasted total game
revenue in 2020/2021/2022 are RMB 2.98/3.57/4.21 billion respectively.

Figure 14: The company forecasted Game revenue (billion RMB) and growth (%)
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Source: Company, PSHK

Information Services Revenue

Since the company began operating the TapTap platform in 2017, its information
service revenue has increased dramatically, from RMB 81 million in 2017 to RMB 460
million in 2019, with a CAGR of 138% from 2017 to 2019. As of the end of 2019, the
Monthly Active users (MAUs) of the TapTap platform was only 17.9 million. We believe
that the (MAUs) of the TapTap platform can grow rapidly in the future by relying on
the strategic model of "Game + Platform" mentioned above, thereby bringing more
traffic and advertising revenue to the platform. The forecasted MAUs of the platform
in 2020/2021/2022 are 20.6/22.8/27.0 million. Lastly, we believe that the pricing
power of the company on its information services business will also increase as the
number of MAUs of the platform increases. We predict that the company's information
service revenue for 2020/2021/2022 will be RMB 689/1,000/1,419 million, a yoy
increase of 50% /45% /42%.
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Figure 15: The company forecasted Information Service revenue (million RMB) and growth (%)
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Gross Profit and Margin

The gross profit margin of the company's game business has increased steadily in
recent years, from 44% in 2017 to 57% in 2019. The main reason is that with the
increase in the proportion of overseas market revenue from games such as "Ragnarok
M" and Langrisser in recent years, the company’s revenue from games recognized on
a net basis has also increased as a percentage of total game revenue, thereby driving
the company's overall game GPM upward. With the overall trend of the industry’s
games going overseas, we expect the company’s future game GPM will rise and be
maintained at 60%. On the other hand, the gross profit margin of the company's
information services has remained at a level of approximately 88%-89% in the past two
years. We believe that the company can continue to maintain this GPM level in the
future. We forecast the company's gross profit for 2020/2021/2022 will be RMB
2.34/3.03/3.78 billion, with a corresponding gross margin of 65%/66%/67%.

Figure 16: Gross Margin
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Expenses and Expense Ratio

The company’s sales and marketing expense ratio (S&M ratio) has risen steadily in the
past three years, from 18% in 2017 to 26% in 2019. We believe that the company will
continue to spend a certain amount of marketing expenses on games and TapTap in
the future. Therefore, we expect the company’s future S&M expense ratio will remain
at a relatively high level of 25%. In addition, the company's R&D expense ratio in the
past three years was relatively stable, ranging from 9-11%. We believe that the
company's future R&D expense ratio will increase and stay between about 12%-13%.
The reason is that we expect the company will continue to improve its R&D capabilities
in the future in order to improve game quality and user experience. Finally, we believe
that the company's future general and administrative expense ratios (G&A ratio) will
steadily decline along with the company's economies of scale.

Figure 17: Expense ratios
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Valuation

As of the closing price on 18™ Aug, the 2021 P/E of the HK listed market leaders -
Tencent / Netease are 29.0x/27.7x respectively and the 2021 P/E of the HK listed
industry average (excluding the bottom tier company) is 19.9x. We believe that the
company’s economic moat created by its “game + platform” strategy can bring a
significant huge growth to the company’s future performance with a certain amount
of stability. It’s growth potential is likely to be matched with the Chinses top tier game
companies. Hence, from the valuation perspective, giving out a target P/E that is above
the industry average (excluding the bottom tier company) and close to the P/E of the
market leaders will be more reasonable. We are setting a 2021 target P/E of 22x to the
company.

We forecast that the company’s 2020/2021/2022 EPS are RMB 1.23/1.68/2.20
respectively. The target price is HKD 41.2, which implies a 2020/2021/2022 P/E ratio
of 30.1x / 22.0x / 16.8x. We initiate with a “Neutral” Rating

Figure 18: Comparable valuation

PE ratio PB ratio
TT™M 2020E 2021E TTM 2020E 2021E

Compamy Stock code Closing Price Market Cap

(listing currency) ( RMB mn )

IGG 799 hk equity 9.49 10,427 6.6x 7.7x 8.7x 3.3x 3.0x 2.4x
NetDragon 777 hk equity 23.25 11,717 13.6x 10.6x 8.4x 2.0x 1.7x 1.5x
Archosaur Games 9990 hk equity 23.45 17,090 - 18.7x 9.2x - 3.9x 2.8x
Tencent 700 Hk Equity 512.00 4,384,400 41.7x 36.1x 29.0x 8.2x 7.9x 6.2x
Netease 9999 HK equity 147.60 455,748 - 30.0x 27.7x - 6.2x 5.4x
37 Interactive 002555 CH equity 43.62 92,136 38.2x 32.8x 27.7x 11.8x 9.5x 7.4x
Giant Network 002558 CH equity 20.78 42,067 47.4x 38.1x 31.7x 4.8x 3.6x 3.2x
Century Huatong 002602 CH equity 11.20 83,469 21.5x 20.7x 17.2x 2.9x 3.4x 3.0x

Average 28.2x 24.3x 19.9x 5.5x 4.9x 4.0x
Median 29.8x 25.3x 22.4x 4.1x 3.8x 3.1x

As of 18t July Closing Price, Source: Bloomberg

Risk
1) The tightening on Game regulations 2) The Games underperform comparing to
expectation 3) The MAUs growth of TapTap platform is less than expectation
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Key Financial Data

FYE DEC FY18 FY19 FY20E FY21E FY22E
Valuation Ratio

Adjusted P/E ratio, x NA 31.84 29.49 21.55 16.49
P/B ratio, x NA 5.64 4.32 3.48 2.71

Per share data (RMB)
Adjusted EPS NA 1.14 1.23 1.68 2.20
Book value per share NA 6.44 8.42 10.44 13.41

Growth & Margin

Revenue Growth 40.4% 50.4% 29.1% 24.6% 23.2%
Operating income growth 188.5% 37.0% 44.6% 40.9% 30.6%
Adjusted Net income Growth 146.5% 41.0% 33.9% 41.0% 30.7%
Gross Profit Margin 58.9% 62.4% 65.0% 66.3% 67.3%
Operating profit Margin 20.5% 18.6% 20.9% 23.6% 25.0%
Adjusted Net Profit Margin 15.2% 14.3% 14.8% 16.7% 17.8%
Key Ratios

ROE 26.3% 22.5% 19.7% 21.8% 22.1%
ROA 20.5% 17.9% 16.8% 18.8% 19.3%

Market closing price as of 6th July

Consolidated Statement of Profit or Loss (RMB mn)
2016 2017 2018 2019  2020E  2021E  2022E
Game Segment

- Online Game 7489 1,216.1 1,5445 2,319.6 2,899.6 3,479.5 4,105.8
- Premium Games 5.5 37.5 43.6 55.7 72.4 85.4 98.2
- Others 11.1 9.8 4.2 3.2 3.2 3.2 3.2
Subtotal 765.5 11,2634 15923 23785 2,975.1 3,568.1 4,207.2
Information service revenue - 81.0 294.8 459.6 689.4 999.6 1,419.4
Total revenues 7655 1,3444 1,887.1 2,838.1 3,664.5 4,567.7 5,626.6
Cost of Sale

- Game segment (424.8)  (709.2)  (740.9) (1,013.8) (1,204.9) (1,427.2) (1,682.9)
- Information service segment - (32.4) (35.4) (52.5) (75.8) (110.0) (156.1)
Total Cost of Sale (424.8) (741.7) (776.3) (1,066.3) (1,280.8) (1,537.2) (1,839.0)
Gross Profit 340.7 602.7 1,110.8 1,771.8 2,383.7 3,030.5 3,787.6
Selling and marketing expenses (186.3) (244.4) (448.0) (745.1) (916.1) (1,141.9) (1,406.6)
Research and development expenses (79.4) (117.4) (197.8) (317.6) (458.1) (548.1) (675.2)
General and administrative expenses (66.7) (83.8) (107.3) (202.7) (256.5) (274.1) (309.5)
Net impairment losses on financial assets (0.7) (1.0) (0.3) (1.9) - - -
Fair value changes on investments

measured at fair value through P&L (15.6) (21.1) (3.4) 8.2 - - -
Others 50.6 (1.1) 32.4 16.6 12.4 12.4 12.4
Operating Income 42.6 133.9 386.4 529.3 765.5 1,078.8  1,408.7
Finance income 1.2 3.0 5.0 8.3 15.0 20.2 27.1
Finance costs (2.0) (2.1) (2.3) (3.0) (3.0) (3.0) (3.0)
Share of results of investments accounted

for using equity method (18.5) 7.6 0.3 10.8 - - -
Profit before income tax 233 142.5 389.4 545.4 7775 1,096.0 1,432.8
Income tax expense 0.0 (21.9) (36.7) (32.0) (45.6) (64.3) (84.1)
Profit of the year 23.4 120.5 352.7 513.4 7319 1,031.7 1,348.7
Profit attributed to Non Controlling interest 1.8 (3.9) (67.7) (166.9) (189.2) (266.7) (348.6)
Profit attributed to Parents 25.2 116.6 285.0 346.6 542.7 765.1  1,000.2
Adj Profit attributed to Parents 25.2 116.6 287.4 405.2 542.7 765.1  1,000.2
Adj EPS 1.14 1.23 1.68 2.20
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2016 2017 2018 2019 2020E 2021E 2022E
Non Current Assets
PPE 20.9 29.1 45.6 86.9 141.0 228.8 371.1
Right of use assets 44.1 324 59.3 37.6 37.6 37.6 37.6
Intangible assets 104.0 175.0 192.2 198.9 209.6 220.8 232.6
Prepayments, deposits and other assets 29.1 14.0 65.0 74.2 85.3 95.5 105.1
Others 184.8 120.2 145.7 131.7 131.7 131.7 131.7
Total Non Current Assets 338.8 338.2 448.4 491.7 567.6 676.8 840.4
Current Assets
Trade receivables 60.0 216.0 449.1 406.1 661.7 824.8 1,016.0
Cash and cash equivalents 178.1 578.0 573.2 1,336.9 2,470.5 3,3283 4,4553
Others 133.1 178.4 254.0 631.3 651.4 669.9 687.1
Total Current Assets 371.2 972.3 1,276.3 2,374.3 3,783.6 4,822.9 6,158.5
Total Asset 710.0 1310.6 1724.7 2866.1 4351.2 5499.7 6998.9
Equity
Share capital - - - 0.3 0.3 0.3 0.3
Reserve 499.8 838.0 1,077.9 1,871.6 3,1049 3,870.0 4,870.1
Non Controlling Interest 10.1 119.8 264.6 414.7 603.8 870.5 1,219.1
Total Equity 509.9 957.8 1,342.6 2,286.5 3,709.0 4,740.7 6,089.5
Total Non Current Liabilities 35.4 27.1 39.8 25.2 25.2 25.2 25.2
Current liabilities
Trade payables 23.8 124.7 101.3 200.8 207.9 249.5 298.5
Other payables and accruals 69.8 59.6 83.9 151.7 205.8 279.2 378.7
Others 71.0 141.5 157.2 201.8 203.4 205.1 207.0
Total Current Liabilities 164.7 325.7 342.4 554.3 617.0 733.8 884.2
Total Liabilities 200.1 352.8 382.1 579.5 642.2 759.0 909.4
Total Equity and Liabilities 710.0 1310.6 1724.7 2866.1 4351.2 5499.7 6998.9
Cash Flow Statement (RMB mn)

2016 2017 2018 2019 2020E 2021E 2022E

Profit before income tax 23.3 142.5 389.4 545.4 777.5 1,096.0 1,432.8
Depreciation and amortization 35.5 55.9 74.5 107.8 122.3 155.9 208.5
change in working capital (60.8) 60.3  (290.3) 143.7  (213.0) (64.8) (58.0)
Others (6.7) 371 (.0) 63.9 (68.7) (91.8) (117.7)
Net cash generated from operating activities (8.7) 295.7 173.6 860.8 618.1 1,095.3 1,465.6
Capex (34.3) (34.8)  (173.0) (139.9) (171.6) (239.3) (347.2)
Others 108.5 (96.8) (26.6) (328.8) - - -
Cashflow from investing activities 74.2 (131.5) (199.6) (468.6) (171.6) (239.3) (347.2)
Proceed of share issurance - - - 629.3 690.6 - -
Others (10.6) 249.1 1.3 (266.5) (3.5) 1.8 8.6
Cashflow from operating activities (10.6) 249.1 1.3 362.8 687.1 1.8 8.6
Net increase/(decrease) in cash and cash equivalents 55.0 413.3 (24.8) 755.0 1,133.7 857.7 1,127.0
Cash at beginning 114.5 178.1 578.0 573.2 1,336.9 2,470.5 3,328.3
Foreign exchange 8.6 (13.5) 20.0 8.7 - - -
Cash and cash equivalents at the end of the year 178.1 578.0 573.2 1,336.9 2,470.5 3,328.3 4,455.3
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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.
© 2020 Phillip Securities (Hong Kong) Limited
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