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LM growth falls slightly behind schedule; IGG lacks near-term catalyst

. Field Trip Recap

Key takeaways
We visited IGG’s headquarters in Fuzhou and met with its
management; our key takeaways are as follows:

The ramp up of Lords Mobile’s grossing is slightly behind schedule,
due to unsatisfactory promotion in typical regions (e.g. Japan).

IGG launched a China Android version of LM in end-Sept (monthly
grossing is currently USS1mn—1.5mn), but limited its promotion
(distributed only through official websites not third party app stores)
to keep in-game regional balance (China: <20% MAU & 30% revenue).

Management guides LM’s monthly grossing to reach US$50mn in
December 2017 (Vs. US$45mn in August), and USS60mn at end-2018,
with incremental coming from: 1) Android China; 2) other existing
markets (US & EU).

Castle Clash (CC) grossing stable at USS10mn—11mn (but weak in
Europe, e.g. Italy & Spain) vs. peak of US$14—15mn; to stable or
decline slightly in 2018 (new EPs, updates every other weeks, to
spend 10-15% of monthly grossing on S& M, MAU now stable at
8mn). Watch for cannibalization from CC2 (to launch in 2Q-3Q18),
although management is confident this will not occur.

HC wise, 30 people on LM vs. 60-70 on CC. No plan to increase HC. Of
its 1,000 total employees (excluding 200 outsourced), 700 are R&D
(200 outsourced & 300 in China). Operation team is around 240-250
people (+40-50 in last six months) and will continue to rise. Overseas
local operation team is under preparation. As for studios, large ones
are 60-70 people, while small ones are 10-20. At present, it has 15
studios, seven of which are in Fuzhou.

Updates on other existing games and future pipeline: ColL /I & Deck
Heroes grossing are stable at US$2-3mn; three new games launched
in 2017: Battle Mobile (June), Age of Conquest (August; Middle-east
special version entered Top 100 in five ME countries in first month),
Sweet Maker (December; testing in Canada & HK). Its pipeline
includes: Madlands; Galaxy OL 3; Reborn; CC 2. The sandbox game by
Nerd Kingdom put back to development after unsatisfactory internal
test, thus possibility to get launch next year is slim.

Recommendation

We now expects 2017/18 NP to grow 102%/30% YoY to
USS$151mn/197mn, we thus cut our target price by 25% to HKS9, on
8x 2018e P/E. Maintain HOLD rating until next hit game arrives.
Risk: a poor pipeline of new games
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Dec-2016 Mar-2017 Jun-2017 Sep-2017 Dec-2017
(USS mn) 2015A 2016A 2017E 2018E
Revenue 203 322 603 761

(+/-) -1.0% 59.0% 87.3% 26.1%
Net profit 41 73 146 190

(+/-) -37.5% 75.0% 101.2% 30.3%
Net profit (Non-GAAP) 44 75 151 197

(+/-) -35.6% 69.6% 101.6% 30.2%
EPS 0.03 0.05 0.11 0.14
EPS (Non-GAAP) 0.03 0.05 0.11 0.14
BPS 0.13 0.14 0.22 0.31
SPS 0.14 0.23 0.44 0.56
Cash flow per share 0.04 0.05 0.11 0.15
P/E 349 19.4 9.4 7.2
P/E (Non-GAAP) 32.8 18.8 9.1 7.0
P/B 7.6 7.2 4.6 3.2
P/S 7.2 4.4 23 1.8
ROAA 20.2% 32.3% 48.9% 44.0%
ROAE 23.3% 38.7% 61.3% 54.1%

Source: Wind, Bloomberg, company data, CICC Research

Please read carefully the important disclosures at the end of this report




CICC

ha2a] CICC Research: December 18, 2017
Financial summary
Financial statement (USD mn) 2015A 2016A 2017E 2018E Financial ratios 2015A 2016A 2017E 2018E
Income statement Growth abilitv
Net revenue 203 322 603 761 Revenue -1.0% 59.0% 87.3% 26.1%
COGS -62 -103 -194 -245 Operating profit -29.4% 55.1%  110.8%  30.6%
SG&A expenses -63 -104 -196 -240 EBITDA 46.1% 49.9% 57.9% 41.4%
R&D expenses -27 -36 -46 -57 Net profit -37.5% 75.0%  101.2% 30.3%
Other operating expenses 0 0 0 0 Non-GAAP net profit -35.6% 69.6%  101.6% 30.2%
Operating profit 51 80 168 220 Profitability
Finance costs 0 0 0 0 Gross margin 69.4% 68.0% 67.8% 67.8%
Other income (expense) -7 -3 0 0 Operating margin 25.4% 24.8% 27.9% 28.9%
Profit before income tax 45 77 168 220 EBITDA margin 0.7% 0.7% 0.6% 0.7%
Income tax 4 6 23 29 Net margin 20.5% 22.5% 24.2% 25.0%
Net profit 41 73 146 190 Non-GAAP net margin 21.8% 23.3% 25.0% 25.9%
Minority interest 0 -1 -1 0 Liquidity
Non-GAAP net profit 44 75 151 197 Current ratio 7.15 4.74 4.56 5.48
EBITDA 1 2 4 5 Quick ratio 7.15 4.74 4.56 5.48
Balance sheet Cash ratio 6.53 3.89 3.67 4.71
Cash and bank balances 186 184 280 418 Liabilities / assets 13.1% 19.6% 20.6% 17.2%
Trade and bill receivables 1 1 3 2 Net debt / equity netcash netcash netcash netcash
Inventories 0 0 0 0 Return
Other current assets 17 39 65 67 RoA 20.2% 32.3% 48.9% 44.0%
Total current assets 203 224 349 486 RoE 23.3% 38.7% 61.3% 54.1%
Fixed assets and CIP 5 8 13 20 Per-share data
Intangible assets 1 0 1 2 EPS (USD) 0.03 0.05 0.11 0.14
Total non-current assets 17 19 25 33 EPS (Non-GAAP) (USD) 0.03 0.05 0.11 0.14
Total assets 220 243 374 519 BPS (USD) 0.13 0.14 0.22 0.31
Short-term borrowings 0 0 0 0 SPS (USD) 0.14 0.23 0.44 0.56
Trade and bill payables 5 14 21 23 CPS (USD) 0.04 0.05 0.11 0.15
Other current liabilities 24 33 56 66 Valuation
Total current liabilities 28 47 77 89 P/E 34.9 19.4 9.4 7.2
Long-term borrowings 0 0 0 0 P/E (Non-GAAP) 32.8 18.8 9.1 7.0
Total non-current liabilities 0 0 0 0 P/B 7.6 7.2 4.6 3.2
Total liabilities 29 48 77 89 EV/EBITDA 844.3 544.7 309.4 191.4
Minority interests 1 0 0 0 Dividend yield 2.8% 1.6% 3.3% 4.3%
Total shareholders' equity 191 196 297 430
Total liabilities & equity 220 243 374 519
Cash flow statement
Pretax profit 45 77 168 220
Depreciation & amortization 2 3 4 6
Change in working capital 5 -5 1 12
Others 2 -1 23 -29
Cash flow from operations 54 74 151 208
Capital expenditure -4 -5 -11 -13
Others 50 -2 0 0
Cash flow from investing 46 -7 -11 -13
Equity financing 1 1 0 0
Lend from bank 0 0 0 0
Others -41 -69 -44 -57
Cash flow from financing -40 -68 -44 -57
Foreign exchange gain (loss) -1 0 0 0
Net changes in cash 59 -1 97 138

Source: Company data, CICC Research

Company description

IGG Inc, incorporated in 2006, is a Chinese online game developer and operator focusing on the overseas market. In 2016, 98% of its revenues
are generated from mobile games. In March 2016, it released its new flagship game "Lords Mobile", breaking all records for revenue growth in
its history within 10 months. The game's monthly grossing is targeted to reach US$50mn by end-2017. As at 31 December 2016, IGG's user
base consisted of over 380 million registered players around the world, with a total MAU (monthly active user) of approximately 17 million.
IGG was listed in Hong Kong in October 2013.
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Figure 1: 10S grossing ranking of CC and LM in Key regions

Oct-16 Jan-17 Feb-17 Mar-17 Apr-17 Jun-17 Jul-17 Aug-17 Sep-17 Oct-17
Castle Clash - CN MBS >100 >100 >100 82 >100 >100 >100 >100 >100 >100 >100 >100 >100 >100
Castle Clash - US S i >100 >100 >100 >100 >100 >100 >100 >100 >100 >100 >100 >100 >100 >100
Castle Clash - AU AR S5 >100 >100 >100 >100 >100 >100 >100 85 >100 >100 >100 >100 >100 >100
Castle Clash - CA WES 72 90 68 >100 >100 >100 >100 >100 >100 84 >100 >100 >100 93
Castle Clash - FR HEG 26 29 27 34 27 28 22 22 16 13 22 24 24 30
Castle Clash - DE WIEF 18 17 17 26 27 22 16 21 12 11 17 18 15 19
Castle Clash - IT WES 39 32 29 46 40 32 33 30 25 23 23 46 32 48
Castle Clash - RU HEG 23 21 27 35 34 44 37 27 33 33 26 28 23 21
Castle Clash - ES WAE S 73 89 57 >100 71 >100 >100 48 78 62 73 45 50 95
Castle Clash - GB WEE >100 84 74 90 >100 >100 >100 98 81 71 97 >100 >100 >100
Castle Clash - SG HEG >100 >100 >100 >100 >100 >100 >100 >100 >100 >100 >100 >100 >100 >100
Castle Clash - CH RS 71 33 33 64 95 72 51 43 65 58 42 44 58 62
Lords Mobile - CN ESUEDN 63 62 44 33 28 25 19 19 20 18 23 25 21 18
Lords Mobile - US EIEAL - F 65 61 43 46 44 31 40 25 19 31 29 29 29 24
Lords Mobile - JP EEAEA >100 >100 >100 >100 >100 >100 >100 >100 93 >100 99 98 92 95
Lords Mobile - DE ER) 27 18 22 10 19 17 13 8 8 17 15 14 14 12
Lords Mobile - FR EX 3 22 20 19 19 17 15 15 12 10 12 13 13 17 13
Lords Mobile - AU E i 3 23 26 21 35 41 20 17 13 11 19 20 21 22 18
Lords Mobile - CA ER) 33 24 32 21 20 14 14 7 7 11 11 11 11 10
Lords Mobile - GB EX 48 47 46 44 38 30 16 11 9 15 16 17 17 16
Lords Mobile - RU ER) KF 11 7 6 7 6 8 11 10 14 12 11 13 13 10
Lords Mobile - KR EELA 55 55 48 43 38 31 34 33 29 28 23 22 23 27
Lords Mobile - SG EX # 9 15 18 15 18 34 34 13 11 8 12 13 12 6
Lords Mobile - VN EX 5 3 3 4 2 3 2 2 2 2 1 1 2 2
Lords Mobile - TH ERE) 12 15 11 20 26 21 17 12 8 8 10 11 8 6
Lords Mobile - IT EXE 56 38 49 32 38 40 36 16 14 18 19 15 20 13
Lords Mobile - CH EXOPR 84 50 52 >100 70 38 61 48 42 48 41 33 21 22
Lords Mobile - TR EEEA L 35 22 11 11 14 12 11 10 9 8 7 7 8 5
Lords Mobile - BE EIELA 37 22 31 35 49 25 16 16 22 14 18 13 10 11
Lords Mobile - NL EX L 72 54 40 44 58 29 22 18 15 18 13 11 12 11
Lords Mobile - NO EH 13 11 12 10 17 54 46 24 17 22 26 31 22 19
Lords Mobile - AT 1] i 10 9 8 9 8 21 16 21 37 23 29 36 23 22

Source: AppAnnie, CICC research

Figure 2: Valuations of comparable companies

Tradin Reporting Share Px Mkt Cap Vol Non-GAAP P/E

Ratin

Company Name cecy ccy 2017-12-18 us$mn)  (m 16A 17E 1

China Internet
Conglomerate
Tencent 700 HK Equity HKD CNY BUY 389.00 472,810 34.6 iz 80.4 50.1 39.3 72.8 52.7 40.9 729 52.8 41.0 208 131 9.4
Baidu Inc. BIDU US Equity usb CNY HOLD 233.48 80,755 24 8.6 48.7 46.0 36.5 429 36.9 29.8 46.1 39.7 32.0 6.0 50 41
NetEase Inc. NTES US Equity usD CNY BUY 355.79 46,309 1.8 0.7 28.3 25.2 19.9 25.5 22.1 L[S 25.4 22.0 17.4 8.1 5.8 4.6
Online ad
Sina Corp. SINA US Equity usb usbD BUY 100.90 7,216 13 0.2 27.4 428 35.1 66.9 32.9 255 55.6 27.4 21.2 7.0 46 3.4
58.com WUBA US Equity usb CNY HOLD 69.25 10,146 12 na. na. 87.4 50.0 na. 50.7 37.7 na. 51.4 38.2 7.8 5.7 4.6
Phoenix New Midea FENG US Equity usD CNY BUY 7.13 511 1.0 na. 454 na. 36.6 434 na. 29.1 477 na. 32.0 11 1.0 0.9
Weibo Inc. WB US Equity UsD UsD 102.72 22,459 22 0.4 | 205.4 68.3 40.9 | 1253 60.7 37.6 121.2 58.7 36.4 17.2 9.9 6.7
E-Commerce
JD.com JD US Equity usb CNY BUY 40.32 57,591 17.1 na. na.  2,627.8 81.1| 289.3 82.5 39.0 297.0 84.7 40.0 12 0.9 0.7
Vipshop Holdings VIPS US Equity usb CNY HOLD 8.44 4,980 6.9 0.5 18.2 18.0 145 129 117 103 13.0 118 10.4 0.5 0.4 0.3
Baozun Inc. BZUN US Equity UsD CNY 32.16 1,758 29 na. | 1227 62.6 33.9 96.6 51.8 29.9 125.1 48.1 27.7 3.2 2.6 2.1
Online Travel
Ctrip.com CTRP US Equity usb CNY BUY 44.01 24,998 4.9 2.0 na. 910.6  455.2 80.8 49.8 21.9 92.7 57.2 25.1 7.8 56 45
Tuniu Corp. TOUR US Equity usD CNY BUY 7.61 963 0.6 na. na. na. na. na. na. 4735 na. na. 393.0 0.6 28 20
Online Game & Entertainment
Changyou.com CYOU US Equity usb usbD HOLD 35.89 1,876 03 na. 132 10.5 117 125 9.2 10.6 0.4 03 0.4 12 11 1.0
IGG Inc. 799 HK Equity HKD usb HOLD 7.85 1,350 175 0.1 19.4 9.4 7.2 18.8 9.1 7.0 18.3 7.1 6.2 4.4 23 18
YY Inc. YY US Equity usb CNY BUY 108.54 6,842 18 0.5 26.7 17.8 15.0 24.9 257:5] 143 288 19.3 16.8 41 29 23
Momo Inc. MOMO US Equity usD usD 25.08 4,945 6.3 0.1 33.0 18.7 14.7 28.8 153 11.8 319 143 11.0 7.0 3.0 23
Verticals
500.com WBAI US Equity usb CNY 10.03 409 0.1 n.a. n.a. n.a. na. n.a. n.a. n.a. na. n.a. n.a. 203.4 n.a. n.a.
51Job Inc. JOBS US Equity usD CNY 59.76 3,692 0.2 18 40.7 na. na. 32.7 28.2 235 36.6 27.4 22.9 10.5 8.7 7.1
AutoHome Inc. ATHM US Equity usb CNY BUY 61.23 7,235 0.9 0.8 37.8 27.6 22.3 33.0 25.6 20.8 35.9 23.9 195 8.1 78 6.6
BitAuto Holdings BITA US Equity usb CNY BUY 29.77 2,135 19 na. na. na. 385 60.3 39.4 145 88.0 67.6 24.8 2.5 17 12
Education
TAL Education Group TAL US Equity usb usb BUY 29.64 14,845 4.5 0.9 146.0 83.6 47.7| 1115 65.9 38.1 1112 65.7 38.0 8.1 5.0 3.3
New Oriental Education EDU US Equity usD usD BUY 89.50 14,152 1.4 13 51.6 39.2 29.4 48.0 36.7 276 45.9 35.0 26.3 79 6.1 4.8
Bright Scholar BEDU USEquity usb CNY 17.81 2,088 0.3 na. na. 69.3 43.4 na. 73.9 44.7 na. 61.1 37.0 g 15 12
China Online Education COE US Equity usD CNY 11.45 230 0.0 na. na. na. na. na. na. na. na. na. na. 0.9 0.5 0.3
Tarena Int'l Inc. TEDU US Equity UsD CNY 13.91 788 0.3 0.9 21.2 29.7 20.9 16.9 19.6 15.5 17.8 16.3 12.8 2.9 2.4 1.9

Note: companies highlighted in green are in our universe and use our estimated financials; the estimated financials for all other companies are based on Bloomberg
consensus. Fiscal years of BABA, TAL and EDU end in March, so May and March and valuations of these companies represent forward one year numbers. Source:
Bloomberg, company data, CICC Research.
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Figure 3: P/E Band

Figure 4: P/B Band
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Important legal disclosures

General Disclosures

This report has been produced by China International Capital Corporation Hong Kong Securities Limited (CICCHKS). This report is based on information available
to the public that we consider reliable, but CICCHKS and its associated company(ies)(collectively, hereinafter “CICC") do not represent that it is accurate or
complete. The information and opinions contained herein are for investors’ reference only and do not take into account the particular investment objectives,
financial situation, or needs of any client, and are not an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned. Under no
circumstances shall the information contained herein or the opinions expressed herein constitute a personal recommendation to anyone. Investors should make
their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, financial situation and
particular needs. CICC does not provide tax, accounting, or legal advice to our clients, and all investors are advised to consult with their tax, accounting, or legal
advisers regarding any potential investment. Neither CICC nor its related persons shall be liable in any manner whatsoever for any consequences of any reliance
thereon or usage thereof.

The performance information (including any expression of opinion or forecast) herein reflect the most up-to-date opinions, speculations and forecasts at the time
of the report’s production and publication. Such opinions, speculations and forecasts are subject to change and may be amended without any notification. At
different periods, CICC may release reports which are inconsistent with the opinions, speculations and forecasts contained herein.

The analysts named in this report may have from time to time discussed with our clients, including CICC salespeople, traders, and other professionals, or may
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity securities discussed
in this report, which impact may be directionally counter to the analysts' published price target expectations for such stocks. Any such trading strategies are distinct
from and do not affect the analysts' fundamental equity rating for such stocks as described herein.

CICC's salespeople, traders, and other professionals may provide oral or written market commentary or trading ideas that may be inconsistent with, and reach
different conclusions from, the recommendations and opinions presented in this report. Such ideas or recommendations reflect the different assumptions, views
and analytical methods of the persons who prepared them, and CICC is under no obligation to ensure that such other trading ideas or recommendations are
brought to the attention of any recipient of this report. CICC's asset management area, proprietary trading desks and other investing businesses may make
investment decisions that are inconsistent with the recommendations or opinions expressed in this report.

Unless stated otherwise, any performance data quoted represents past performance. Past performance is not a indicator of future performance. No representation
or warranty is made that any returns indicated will be achieved. Certain assumptions may have been made in this analysis which have resulted in any returns
detailed herein. Changes to the assumptions may have a material impact on any returns detailed.

To the extent this material is provided to any recipient, this material is provided solely on the basis that the recipient has the capability to independently evaluate
investment risk and is exercising independent judgment in evaluating investment decisions in that its investment decisions will be based on its own independent
assessment of the opportunities and risks presented by a potential investment, market factors and other investment considerations.

This report is distributed in Hong Kong by CICCHKS, which is regulated by the Securities and Futures Commission. Queries concerning CICC Research from
readers in Hong Kong should be directed to our Hong Kong sales representatives. The CE numbers of SFC licensed authors of this report are disclosed by the
authors’ names on the cover page.

This report is distributed in Singapore only to accredited investors and/or institutional investors, as defined in the Securities and Futures Act, by China International
Capital Corporation (Singapore) Pte. Limited ("CICCSG”), which is regulated by the Monetary Authority of Singapore. By virtue of distribution by CICCSG to these
categories of investors in Singapore, disclosure under Section 36 of the Financial Adviser Act (which relates to disclosure of a financial adviser’s interest and/or its
representative’s interest in securities) is not required. Recipients of this report in Singapore should contact CICCSG in respect of any matter arising from or in
connection with this report. This report is not intended for and should not be distributed or passed on, directly or indirectly, to any other person in the jurisdiction
of Singapore.

This report is distributed in the United Kingdom by China International Capital Corporation (UK) Limited ("CICCUK"), which is authorised and regulated by the
Financial Conduct Authority. The investments and services to which this report relates are only available to persons of a kind described in Article 19 (5), 38, 47 and
49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. This report is not intended for retail clients. In other EEA countries, the report
is issued to persons regarded as professional investors (or equivalent) in their home jurisdiction.

This report will be made available in other jurisdictions pursuant to the applicable laws and regulations in those particular jurisdictions.

Continued on next page
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Special Disclosures
CICC does and seeks to do business with companies covered in CICC Research. As a result, investors should be aware that CICC and/or its associated persons may
have a conflict of interest that could affect the objectivity of this report.

Disclosures in relation to the Companies contained this report could be found at http://research.cicc.com/disclosure_en, or in the published latest
company-specific research.

Distribution of ratings is available at http://research.cicc.com/en/disclosure/general.xhtml.

Explanation of stock ratings: “"BUY” indicates analyst perceives absolute return of 20% or more over the next 6~12 months; “"HOLD" between +20% and -10%;
“SELL" -10% and below. Asterisk denotes coverage initiation or resumption.

Explanation of sector ratings: Analyst expects a sector rated “OVERWEIGHT” to outperform the market by 10% or more over the next 6~12 months,
“EQUAL-WEIGHT"” to end up between 10% below and 10% above the market, and "UNDERWEIGHT" to fall behind the market by 10% or more, over the next
6~12 months.

Copyright of this report belongs to CICC. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited
without CICC's written permission.

V160908
Editing: Wanbo ZHOU, Dom FITZSIMMONS
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Fuzhou 350001, P.R. China

Tel: (86-591) 8625 3088

Fax: (86-591) 8625 3050

Shanghai Pudong New District Century Avenue
Branch

Unit 4609-14, 46™ Floor, Phase II Shanghai IFC, No.8
Century Avenue, China (Shanghai) Pilot Free Trade
Zone, Shanghai, 200120, P.R. China

Tel: (86-21) 5359-9800

Fax: (86-21) 2057-9488

Hangzhou Jiaogong Road Branch
1% Floor, Euro American Center

18 Jiaogong Road

Hangzhou 310012, P.R. China

Tel: (86-571) 8849-8000

Fax: (86-571) 8735-7743

Chengdu Binjiang Road (East) Branch
1% & 16" Floors, Shangri-La Center

Block 9B, Binjiang Road (East)

Chengdu 610021, P.R. China

Tel: (86-28) 8612-8188

Fax: (86-28) 8444-7010

Qingdao Middle Hongkong Road Branch
11" Floor, Shangri-La Center

Block 9, Hongkong Road (M), South District
Qingdao 266071, P.R. China

Tel: (86-532) 6670-6789

Fax: (86-532) 6887-7018

Dalian Gangxing Road Branch
16" Floor, Wanda Center

6 Gangxing Road, Zhongshan District
Dalian 116001, P.R. China

Tel: (86-411) 8237-2388

Fax: (86-411) 8814-2933

Changsha Chezhan Road (North) Branch
3 Floor, Annex Building, Securities Tower
459 Chezhan Road (North), Furong District
Changsha 410001, P.R. China

Tel: (86-731) 8878-7088

Fax: (86-731) 8446-2455

Xi'an Yanta Branch

21" Floor, Capitaland West Tower,

No.64 Second Ring South Road West Sectio
Yanta District, Xi'an 710065, P.R. China
Tel: (+86-29) 8648-6888

Fax: (+86-29) 8648-6868
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