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Non- Value per
2019F GAAP NP Revenue P/IE P/S Ownership Discount Value Share
(RMBm) (RMBm) (x) (x) (%) (%) (RMBm) (RMB)
Online Game 1,460 4,531 10x -- 72% 20% 7,589 5.0
Cloud computing 61% 20% 7,500 4.9
Office software and others 188 2,626 44x 72% 20% 4,797 3.1
Cheetah Mobile - 47% 4,195 2.7
Net Cash 7,359 4.8
TP (HKD) 23.0
Implied
P/S(x) 4.4
Current
price 13.2
Upside 73.7%
WAL R N5 4HE, BREER (FH) HTRI
B 3 £EAHLME
RMBm 1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17 1Q18 2Q18
Online game 457 477 792 820 817 805 747 751 632 582
Cloud 129 154 199 255 268 304 358 402 419 469
WPS and others 81 120 133 218 128 175 198 227 212 295
Total Revenue 586 631 1,123 1,293 1,213 1,284 1,303 1,380 1,264 1,346
Cost of revenue (191) (253) (421) (427) (509) (489) (559) (612) (648) (675)
Gross profit 475 498 702 866 704 796 744 769 616 671
R&D costs, net of gov grants (240) (243) (292) (310) (321) (368) (355) (401) (380) (431)
Selling and distribution expenses (55) (75) (87) (106) (81) (135) (154) (174) (127) (158)
Administrative expenses (49) (46) (52) (50) (56) (59) (63) (79) (83) (106)
Share-based compensation costs (23) (14) (11) (7) (49) (61) (74) (51) (58) (52)
Other operating income 2 8 19 22 71 93 55 75 59 89
Other expenses (1) (0) 1 (8) (2) (4) (3) (0) (1) (1)
Operating profit 110 129 279 407 265 261 150 137 26 13
Operating profit excluding SBC 133 143 291 413 314 322 225 189 84 65
Non-operating gains/(losses), net 28 (892) (148) (140) (92) (42) 5 (27) 19 (74)
Share of gain (losses) of JV (3) 4 53 47 39 33 11 38 17 15
Share of gain (losses) of associates (0) (3) (2) (2) (2) (3) (3) 60 20 66
Finance income 42 34 40 42 48 44 48 56 66 84
Finance costs (22) (26) (30) (30) (33) (21) (24) (35) (52) (88)
Profit before tax 156 (753) 193 323 224 271 187 230 96 16
Taxation (46) (32) (39) (60) (46) (48) (45) 5 (43) (57)
Less: Non-controlling interests (6) (106) 18 72 42 35 34 (15) (65) (142)
Profit attributable to Owners of the 116 (679) 135 191 137 188 108 251 118 101
parent
Non-GAAP net profit 63 134 258 288 265 279 131 362 122 223
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RMBm FY14 FY15 FY16 FY17 FY18F FY19F FY20F
Online game 1,253 1,369 2,546 3,120 2,496 3,245 4,218
Cloud 1,674 3,562 737 1,333 1,959 2,840 3,976
WPS and others 423 746 551 729 1,209 1,899 2,943
Total Revenue 3,350 5,676 3,834 5,181 5,664 7,984 11,138
Cost of revenue (590) (1,319) (1,292) (2,169) (2,889) (3,912) (5,458)
Gross profit 2,760 4,357 2,541 3,012 2,776 4,072 5,680
R&D costs, net of gov grants (956) (1,348) (1,085) (1,446) (1,784) (2,236) (3,119)
Selling and distribution expenses (797) (1,756) (323) (545) (623) (918) (1,281)
Administrative expenses (297) (443) (197) (257) (430) (599) (835)
Share-based compensation costs (202) (356) (55) (235) (238) (359) (501)
Other operating income 30 147 51 294 323 455 635
Other expenses (30) (60) (8) 9) (11) (24) (33)
Operating profit 508 542 925 814 11 391 546
Operating profit excluding SBC 710 898 980 1,049 249 751 1,047
Non-operating gains/(losses), net 305 (73) (1,152) (156) (227) (263) (334)
Share of gain (losses) of JV (8) (24) 101 121 62 120 256
Share of gain (losses) of associates (7) (19) (7) 51 137 117 149
Finance income 239 195 158 195 215 201 200
Finance costs (76) (78) (107) (112) (210) (210) (210)
Profit before tax 962 542 (82) 912 (11) 357 607
Taxation (95) (201) (177) (134) (159) (343) (361)
Less: Non-controlling interests 98 (27) (22) 95 (20) 2 30
Profit attributable to Owners of the parent 769 369 (271) 3,202 (149) 13 217
Non-GAAP net profit 567 588 710 1,036 187 590 999
AR A KIE, BEIER (F#) LR
B 5 FE& ARGIT
Before After +/-

RMBm FY18F FY19F FY20F FY18F FY19F FY20F FY18F FY19F FY20F
Revenue 7,095 9,472 12,565 5,664 7,984 11,138 (20%) (16%) (11%)
Gross profit 4,151 5,541 7,350 2,776 4,072 5,680 (33%) (27%) (23%)
Operating profit 1,178 1,610 2,136 11 391 546 (99%) (76%) (74%)
EBITDA 2,232 2,996 3,946 734 1,371 1,841 (67%) (54%) (53%)
Profit before tax 1,403 1,951 2,596 (12) 357 607 N/A (82%) (77%)
Profit after tax 1,170 1,630 2,169 (170) 14 247 N/A (99%) (89%)
Reported net profit attributable to

Owners of the parent 1,053 1,499 1,995 (149) 13 217 N/A (99%) (89%)
Non-GAAP net proft 1,396 1,963 2,617 187 590 999 (87%) (70%) (62%)
Key metrics and assumptions - - - -

GPM 59% 59% 59% 49% 51% 51% -9.50 ppt -7.50 ppt -7.50 ppt
Opex/ revenue ratio 43% 42% 42% 50% 47% 47% 7.50 ppt 4.80 ppt 4.80 ppt
Operating margin 17% 17% 17% 0% 5% 5% -16.40 ppt  -12.10 ppt  -12.10 ppt
Operating margin excluding SBC 22% 23% 23% 4% 9% 9% -17.70 ppt  -13.10 ppt  -13.10 ppt
Non-GAAP net margin 20% 21% 21% 3% 7% 9% -16.37 ppt  -13.34ppt  -11.87 ppt
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3-mth PER PER PER EPS EPS Divyld Divyld P/B P/B ROE
Mktcap avgt/o FY17 FY18 FY19 FY18 FY19 3-YrEPS PEG FY17 FY18 FY18 FY19 FY17
Company Ticker  Price (USSm)  (USSm) (x) (x) (x) YoY% YoY% Cagr(%) (x) (%) (%) (x) (x) (%)
Online Game 10.1 15.3 10.7 1.7 27.5 13.2 1.3 1.0 3.7 3.6 29 11.5
TENCENT 700HK 308.0 373,658 1118.7 359 31.3 24.3 14.7 29.1 23.6 1.3 0.3 0.3 7.8 6.1 33.2
IGG INC 799 HK 9.1 1,496 11.1  10.1 7.4 6.7 36.6 10.9 16.6 0.4 5.8 6.2 3.9 2.9 73.4
BOYAA INTERACTIV 434 HK 1.9 175 0.2 4.8 N/A N/A N/A N/A N/A  N/A N/A N/A  N/A  N/A 11.5
FEIYU 1022 HK 0.5 93 0.0 N/A N/A N/A N/A N/A N/A  N/A N/A N/A N/A N/A -453
LINEKONG INTERAC 8267 HK 0.7 32 0.0 N/A N/A N/A N/A N/A N/A  N/A N/A N/A N/A N/A -349
Mobile Internet 27.4 209 18.1 49.1 17.5 24.6 0.8 0.0 0.0 5.3 4.2 23.8
Cloud Computing 107.8 60.6 52.7 303.7 9.3 61.5 0.3 0.6 0.8 6.2 5.2 7.7
Application Software 51.7 54.1 40.7 4.0 29.7 16.7 1.8 0.6 0.7 4.8 4.4 9.7
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Profit & Loss (RMBm) FY16A FY17A FY18F FY19F FY20F Financial Ratios FY16A FY17A FY18F FY19F FY20F
Revenue 3,834 5,181 5,664 7,984 11,138 Gross profit margin (%) 66.3 58.1 49.0 510 51.0
Revenue growth (%) (32.5) 35.2 9.3 41.0 395 Operating profit margin (%) 24.1 15.7 0.2 4.9 4.9
Cost of sales (1,292) (2,169) (2,889) (3,912) (5,458) Underlying profit margin (%) 18.5 20.0 33 7.4 9.0
Gross profit 2,541 3,012 2,776 4,072 5,680 Net debt/equity (%) (117) (65.7) (60.9) (59.0) (57.7)
Other income/(expense) (11) 49 74 72 100 Net debt/total assets (%) (52.2) (44.7) (43.5) (41.2) (39.2)
Operating expenses (1,605) (2,248) (2,838) (3,753) (5,235) Current ratio (%) 351 274 306 274 245
Operating profit 925 814 11 391 546 Dividend payout (%) 16.3 11.8 15.0 15.0 15.0
Operating profit growth (%) 70.7 (12.0) (98.6) 3,353 39.5 Interest cover (x) 8.6 7.2 0.1 19 2.6
Other non-operating inc/(exp) (1,152) (156) (227) (263) (334) Dividend cover (x) 6.1 8.5 6.7 6.7 6.7
Finance income 158 195 215 201 200 Acct. receivable turnover days 130.4 103.6 65.8 45.7 41.8
Finance expenses (107) (112) (210) (210) (210) Acct. payable turnover days 105.3 62.2 22.6 18.6 16.7
Associates & JCE 95 172 199 237 405 Inventory turnover days 23 1.8 1.6 1.6 14
Profit before taxation (82) 912 (11) 357 607 Cash cycle days 27.4 43.2 44.8 28.7 26.5
Taxation (177) (134) (159) (343) (361) Dupont Analysis FY16A FY17A FY18F FY19F FY20F
Non-controlling interests 22 (95) 20 (2) (30) Tax burden (%) 332 351 1,370 3.6 357
Net profit (271) 3,202 (149) 13 217 Interest burden (%) (8.8) 112 (96.2) 91.2 111
Other Adjustments on UP 981 (2,166) 336 577 782 Operating profit margin (%) 24.1 15.7 0.2 4.9 4.9
Underlying Profit 710 1,036 187 590 999 Asset turnover (x) 0.2 0.3 0.3 0.5 0.6
Underlying profit growth (%) 19.8 46.0 (81.9) 215 69.3 Leverage ratio (x) 2.1 1.8 1.4 14 1.5
EPS (RMB) (0.210) 2.343 (0.104) 0.008 0.135 ROA (%) 43 5.9 1.1 34 54
Underlying EPS (RMB) 0.550 0.758 0.130 0.385 0.621 ROE (%) 9.1 10.4 1.5 4.8 7.9
Underlying EPS growth (%) 19.4 37.8 (82.9) 197 613 AR NG HAE, BEIER (F8) HLH

DPS (RMB) 0.09 0.09 0.02 0.06 0.09

DPS growth (%) 6.9 (0.1) (78.3) 197 613

WA RR: A AR, BEIER (F#) TR

Balance Sheet (RMBm)  FY16A FY17A FY18F FY19F FY20F Cashflow (RMBm) FY16A FY17A FY18F FY19F FY20F
Fixed assets 1,098 1,329 1,354 1,423 1,545 EBIT 925 814 11 391 546
Associates & JCE 572 4,056 4,255 4,492 4,897 Depreciation & amortization 451 468 485 620 794
Others 2,804 1,833 1,868 2,011 2,156 Interest expense 115 134 210 210 210
Non-current assets 4,474 7,217 7,477 7,925 8,598 Change in working capital (321) 154 (227) 67 185
Inventories 11 10 15 19 24 Tax paid (197) (194) (159) (319) (332)
Debtors & prepayments 2,896 1,847 1,378 1,765 2,253 Other operating cashflow 420 515 16 88 157
Bank deposits & cash 9,993 8,599 8,059 7,998 8,154 Operating activities 1,393 1,890 336 1,057 1,561
Others 205 88 88 88 88 Capex (683) (692) (639) (819)(1,045)
Current assets 13,105 10,545 9,540 9,870 10,519 Free cash flow 710 1,198 (303) 238 516
Bank & other borrowings 380 374 374 374 374 Disposal of non-current assets 153 (1,408) 0 0 0
Trade & payables 560 179 179 220 281 Associates & JCE (net) (209)  (163) 0 0 0
Taxation 120 125 91 117 149 Interest received 84 131 0 0 0
Others 2,671 3,175 2,478 2,885 3,491 Dividends received 0 0 0 0 0
Current liabilities 3,731 3,854 3,122 3,596 4,295 Other investing cashflow (2,474) (1,976) 0 0 0
Bank & other borrowings 438 288 288 288 288 Investing activities (3,128) (4,108) (639) (819)(1,045)
Others 3,408 1,068 1,052 1,070 1,093 New loans raised 605 325 0 0 0
Non-current liabilities 3,846 1,355 1,340 1,358 1,380 Repayment of loans 0 0 0 0 0
Net assets 10,002 12,553 12,556 12,842 13,442 Dividends paid (110) (271) (28) (88) (150)
Share capital 5 5 5 5 5 Other financing cashflow 106  (320) (210) (210) (210)
Premium & reserves 7,810 12,076 12,136 12,420 12,988 Financing activities 601 (266) (238) (298) (360)
Shareholders' funds 7,815 12,081 12,142 12,425 12,993 Inc/(dec) in cash (1,134) (2,484) (541) (60) 156
Non-controlling interests 2,115 464 406 409 441 Cash at beginning of year 6,629 5,776 3,036 2,496 2,435
Total equity 10,002 12,553 12,556 12,842 13,442 Foreign exchange effect 281  (256) 0 0 0
BVPS (RMB) 6.1 8.8 8.4 8.1 8.1 Cash at end of year 5,776 3,036 2,496 2,435 2,591
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Information Disclosures

Stock ratings, sector ratings and related definitions

Stock Ratings:

Buy: A return potential of 10 % or more relative to overall market within 6 — 12 months.

Neutral: A return potential ranging from -10% to 10% relative to overall market within 6 — 12 months.

Sell: A negative return of 10% or more relative to overall market within 6 =12 months.

Sector Ratings:

Overweight: The sector will outperform the overall market by 10% or higher within 6 =12 months.

Neutral: The sector performance will range from -10% to 10% relative to overall market within 6 =12 months.

Underweight: The sector will underperform the overall market by 10% or lower within 6 — 12 months.

Interest disclosure statement

The analyst is licensed by the Hong Kong Securities and Futures Commission. Neither the analyst nor his/her associates serves as an
officer of the listed companies covered in this report and has no financial interests in the companies.

Guosen Securities (HK) Brokerage Co., Ltd. and its associated companies (collectively “Guosen Securities (HK)”) has no disclosable
financial interests (including securities holding) or make a market in the securities in respect of the listed companies. Guosen
Securities (HK) has no investment banking relationship within the past 12 months, to the listed companies. Guosen Securities (HK)
has no individual employed by the listed companies.

Disclaimers

The prices of securities may fluctuate up or down. It may become valueless. It is as likely that losses will be incurred rather than
profit made as a result of buying and selling securities.

The content of this report does not represent a recommendation of Guosen Securities (HK) and does not constitute any
buying/selling or dealing agreement in relation to the securities mentioned. Guosen Securities (HK) may be seeking or will seek
investment banking or other business (such as placing agent, lead manager, sponsor, underwriter or proprietary trading in such
securities) with the listed companies. Individuals of Guosen Securities (HK) may have personal investment interests in the listed
companies.

This report is based on information available to the public that we consider reliable, however, the authenticity, accuracy or
completeness of such information is not guaranteed by Guosen Securities (HK). This report does not take into account the particular
investment objectives, financial situation or needs of individual clients and does not constitute a personal investment
recommendation to anyone. Clients are wholly responsible for any investment decision based on this report. Clients are advised to
consider whether any advice or recommendation contained in this report is suitable for their particular circumstances. This report is
not intended to be an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned.

This report is for distribution only to clients of Guosen Securities (HK). Without Guosen Securities (HK)’s written authorization, any
form of quotation, reproduction or transmission to third parties is prohibited, or may be subject to legal action. Such information
and opinions contained therein are subject to change and may be amended without any notification. This report is not directed at,
or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any jurisdiction where such
distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject Guosen
Securities (HK) and its group companies to any registration or licensing requirement within such jurisdiction.
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