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4Q in line; Honor of Kings’ strength portends to a promising 2017

. Results Preview

4Q revenue in line; bottom line to miss

Tencent will announce its 4Q16 results on March 22:
we expect revenue to be in line; but seasonality & larger
contribution of payments weighed on adjusted net margin
(26.3% vs. 29.4% a year ago) will make adjusted net income
miss by 2% (+29% to Rmb11.5bn). However, the strength of
Honor of Kingsin 1Q17 will more than offset the weakness in ads
and margin pressure.

Trends to watch

Ads may not be satisfactory, despite 4Q’s strong
seasonality, this is pretty much priced in already. We
estimate brand ads +10% QoQ to Rmb3.4bn in 4Q16, helped by
its news app, while video ads’ growth remains weak; P4P ads
+19% QoQ to Rmb5.2bn, on OAs, Moments, and Myapp. This
makes full year ad revenue reach Rmb27.3bn. We expect ads
+40% in 2017 to Rmb38.2bn, led by Moments, OAs, Tencent
News, and potential new format of ad products.

Mobile game growth supported by Honor of Kings and
Fantasy ZX in 4Q16. Tencent has 1/2/4 games ranked in the
top 10 in October/November/December, and 4/4 in
January/February 2017. Honor of Kings’grossing is still climbing
15 months after launch, setting a record high grossing
of >Rmb2bn in January/February, according to our channel
checks. As its PvP nature helps extend its lifecycle without heavy
efforts, we expect it to continue to support Tencent’s mobile
game revenue in 2017, and to contribute nearly half of grossing
in 1Q17. We now model a 5% QoQ increase in 4Q16 for mobile
game revenue (to Rmb10.4bn), and 44% YoY growth in 2017.

Valuation and recommendation

The market is concerned over: 1) weak ads; 2) potential
suspension of Korean game launch in China; and, 3) margin
pressure weighing on Tencent’s share price for the last two
months (+12% vs. sector average of +16%). We believe that:
1) is priced in; 2) has no impact on mobile DNF; and, 3) can
largely be alleviated by the strength of Hok, which we believe
has yet to be priced in, as the grossing may be even better than
the data tracking company indicates. Maintain BUY, but lift
TP by 4% to HK$240, representing 35x/28x 2017/18 PER.
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Maintain BUY

Ticker 00700.HK
CICC investment rating BUY
Last close HK$212.40
CICC target HK$240.00

52wk price range HK$220.80~147.96

Market cap (bn) HK$2,013
Daily value (mn) HK$3,319.21
Shares outstanding (mn) 9,477
Free float (%) 100
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(Rmb mn) 2015A 2016E 2017E 2018E
Revenue 102,863 152,032 206,774 259,803

(+/-) 30.3%  47.8%  36.0% 25.6%
Net profit 28,806 40,772 50,732 65,310

(+/-) 21.0%  41.5%  24.4% 28.7%
Net profit (Non-GAAP) 32,261 44,635 57,349 73,624

(+/-) 33.2%  38.4%  28.5% 28.4%
EPS 3.05 4.29 5.34 6.88
EPS (Non-GAAP) 3.42 4.70 6.04 7.75
BPS 12.95 16.82 21.69 27.95
SPS 10.91 16.01 21.78 27.36
Cash flow per share 4.82 271 9.69 10.74
P/E 58.3 44.3 35.6 28.4
P/E (Non-GAAP) 52.0 40.4 315 25.2
P/B 13.7 11.3 8.8 7.0
P/S 16.3 11.9 8.7 7.1
ROAA 13.5%  14.0%  15.3% 15.8%
ROAE 31.6% 31.7% 31.4% 31.2%

Source: Wind, Bloomberg, company data, CICC Research

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

Financial statement (Rmb mn)

2015A 2016E

2017E 2018E

Income statement

Net revenue 102,863 152,032 206,774 259,803
COGS -41,631 -67,497 -99,584 -125,392
SG&A expenses -24,818 -34,257 -47,179 -57,936
R&D expenses N.A. N.A. N.A. N.A.
Other operating expenses 0 0 0 0
Operating profit 15,809 22,009 21,104 28,931
Finance costs -1,618  -2,131 -2,319  -3,897
Other income (expense) -2,793  -2,500  -2,000 -1,600
Profit before income tax 11,398 17,378 16,785 23,434
Income tax 7,108 10,375 12,632 15,460
Net profit 28,806 40,772 50,732 65,310
Minority interest 302 488 600 600
Non-GAAP net profit 32,261 44,635 57,349 73,624
EBITDA 19,430 26,236 26,587 36,148
Balance sheet
Cash and bank balances 98,169 113,726 190,101 272,481
Trade and bill receivables 7,061 14,065 14,668 19,528
Inventories 222 222 222 222
Other current assets 49,926 48,609 52,670 58,037
Total current assets 155,378 176,622 257,660 350,268
Fixed assets and CIP 9,973 13,449 18,443 24,390
Intangible assets 13,439 13,439 13,439 13,439
Total non-current assets 151,440 154,916 159,910 165,857
Total assets 306,818 331,539 417,571 516,125
Short-term borrowings 11,429 11,429 11,429 11,429
Trade and bill payables 15,700 16,910 24,949 32,534
Other current liabilities 97,277 83,169 114,984 146,455
Total current liabilities 124,406 111,507 151,361 190,418
Long-term borrowings 50,014 50,014 50,014 50,014
Total non-current liabilities 60,312 60,312 60,312 60,312
Total liabilities 184,718 171,819 211,673 250,730
Minority interests 0 0 0 0
Total shareholders' equity 122,100 159,719 205,897 265,395
Total liabilities & equity 306,818 331,539 417,571 516,125
Cash flow statement
Pretax profit 36,216 51,635 63,964 81,370
Depreciation & amortization 3,621 4,227 5,483 7,217
Change in working capital 52,049 -33,274 23,627 16,987
Others -46,455 3,115  -1,069 -3,617
Cash flow from operations 45,431 25,703 92,005 101,957
Capital expenditure -5,212  -7,703 -10,477 -13,164
Others -58,393 1,198 0 0
Cash flow from investing -63,605  -6,505 -10,477 -13,164
Equity financing 0 0 0 0
Lend from bank 27,693 0 0 0
Others 9,165 -3,641 -5154 -6,412
Cash flow from financing 18,528  -3,641  -5,154 -6,412
Foreign exchange gain (loss) 371 0 0 0
Net changes in cash 354 15557 76,374 82,380

Source: Company data, CICC Research

Company description

Financial ratios

2015A 2016E 2017E 2018E

Growth ability
Revenue 30.3%  47.8%  36.0% 25.6%
Operating profit 84.0% 39.2% -4.1%  37.1%
EBITDA 65.8%  35.0% 1.3% 36.0%
Net profit 21.0% 41.5% 24.4%  28.7%
Non-GAAP net profit 33.2% 38.4% 28.5% 28.4%
Profitability
Gross margin 59.5%  55.6% 51.8% 51.7%
Operating margin 154%  145% 102% 11.1%
EBITDA margin 18.9%  17.3% 12.9% 13.9%
Net margin 28.0%  26.8% 24.5% 25.1%
Non-GAAP net margin 314% 29.4%  27.7% 28.3%
Liquidity
Current ratio 1.25 1.58 1.70 1.84
Quick ratio 1.25 1.58 1.70 1.84
Cash ratio 0.79 1.02 1.26 1.43
Liabilities / assets 60.2% 51.8%  50.7% 48.6%
Net debt / equity net cash net cash netcash net cash
Return
RoA 13.5% 14.0% 153% 15.8%
RoE 31.6% 31.7% 31.4% 31.2%
Per-share data
EPS (Rmb) 3.05 4.29 5.34 6.88
EPS (Non-GAAP) (Rmb) 3.42 4.70 6.04 7.75
BPS (Rmb) 12.95 16.82 21.69 27.95
SPS (Rmb) 10.91 16.01 21.78  27.36
CPS (Rmb) 4.82 2.71 9.69 10.74
Valuation
P/E 58.3 44.3 35.6 28.4
P/E (Non-GAAP) 52.0 40.4 315 25.2
P/B 13.7 11.3 8.8 7.0
EV/EBITDA 84.5 66.8 63.0 45.4
Dividend yield 0.2% 0.3% 0.4% 0.4%

Tencent, incorporated in November, 1998, is one of the biggest internet companies in China by market cap. It mainly provides IM
services, develops and operates online games, and provides other internet value-added services. Its platforms, QQ, Weixin and
Qzone, comprise the largest internet community in China. It has leading market share in China’s online games industry in both
client-based and mobile games. Its portal, gq.com, is the biggest in China by traffic. Tencent has made a series of strategic
investments, including JD.com, Dianping, Dididache, and 58.com. Its major revenue contributors include online games, advertising,

and VIP services.

Please read carefully the important disclosures at the end of this report
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Figure 1: Tencent’s client-based game pipeline

PC Titles pipeline

- - - - Developer Genre Remark
Title (English) Title (Chinese)
Three Kingdoms 3= Tencent RTS Latest round of CBT to start on Aug 20, 2016
Master x Master XS Ncsoft 3D MOBA CP closed beta test started on Jul 7, 2016
Metro Conflict: Presto TR Redduck FPS 2nd round of CBT finished on May 26, 2014
HON ALAY S A S2 Games 3D MOBA Latest round of CBT started from Nov 6, 2015
Orcs Must Die BANLIRR Robot Entertainment 3D TOBA Latest round of CBT finished on Jun 23, 2016
Sura X # NSE 3D next-generation high-end fighting MMOG TBD;
Maple Story 2 52 Nexon 3D cartoon style MMORPG Latest round of CBT started on Mar 7, 2017
Rising Fire KR 3t R Yingpei Games FPS Latest round of CBT finished on Sep 28, 2016
Path of Exile WX 5% Grinding Gear Games __ |3D ARPG Latest round of CBT started on Oct 18, 2016
Need for Speed(online) # 35 ¥ % Online EA Racing Latest round of CBT to start on Mar 16, 2017
Transformers OL T el Tencent FPS Latest round of CBT to start on Jan 12, 2017
Rage of the Gods XA 4 Tencent MOBA Latest round of CBT started from Mar 14, 2016
NX AT AL TOPPIG Action TBD
Lost Ark K B0 T Smilegate MMORPG Lastest round of CBT started on Aug 24, 2016 in Korea
Project Mercury K2 it X Sonov FPS TBD
Master of Meteor Blades LR R S Kong Zhong MOFA Latest round of CBT started on Dec 1, 2016
Mountain Romance R % Tencent TBS First round of CBT started on Dec 15, 2016
Paladins A K AR Hi-Rez Studios FPS Latest round of CBT started on Dec 15, 2016
Epic Paragon B4 % H Epic Games MOBA TBD
Shadow Tracker EH TR Tencent VR FPS TBD
Source: Company disclosure, CICC Research
Figure 2: Tencent’s mobile game pipeline
Title - English Title -Chinese Genre LeCSeei e REINEU
developed
Stone Age o BurAR MMORPG Licensed First round of Android CBT to start on Mar 15, 2017
DnF Mobile WS G+ Action Licensed TBD
Contra Mobile %+ 7 Shooting Licensed Latestround of CBT started on Nov 8th, 2016
Legacy TLBB 3D R I NFRGZ SRR MMORPG Licensed Latestround of CBT started on Mar 7, 2017
The Legend of Sword and Fairy Mobile L&) F koL MMORPG Licensed Latest round of CBT finished on Nov22nd, 2016
DDTank Mobile i Casual Licensed Latest round of CBT started from Dec 27, 2016
Mobile JX3 S1M3: 45 RITH MMORPG Licensed Latest round of CBT to start from Aug 28th, 2016
Legend of Ravaging Dynasties g MMORPG IP licensed TBD
Starline EFRKE Action x Shooting In-house developed Latestround of CBT started from Dec 29, 2016
BNB J0,50,% Casual Licensed TBD
Lineage Il RE2 MMORPG Licensed TBD
Freestyle Mobile Bk Bk Sports Licensed Latest round of CBT started on Jan 6th, 2016
Star NBA E F¥NBA Sports In-house developed Latest round of CBT started on Feb 24,2017
Fishing Man LR 2N Casual Licensed Latest round of CBT started on Feb 16,2017

Source: Company disclosure, CICC Research

Please read carefully the important disclosures at the end of this report
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Figure 3: Earnings revisions

Before After +/-

4Q16E  2016E 4Q16E 2016E 4Ql6E 2016E
Revenue 43,549 43,958
Income from operations 14,243.0 14,079
Non-GAAP net income (loss) 11,670 11,547

-1.1% -0.3%
-1.1%  -0.3%

Source: Company data, CICC Research

Figure 4: Quarterly financials

Income Statement (Rmb mn) 1Q16 2Q16 3Q16 4Q16E 2016E 1Q17E 2Q17E 3Q17E 4Q17E 2017E 2018E
Gross Revenue 78,932 102,863 31,995 35,691 40,388 43,958 152,032 46,643 50,086 53,600 56,445 206,774 259,803
cost of revenue (30,873) (41,631) (13,406) (15,235) (18,560) (20,296) (67,497) (21,630) (23,583) (26,461) (27,911) (99,584) (125,392)
Gross profit 48,059 61,232 18,589 20,456 21,828 23,662 84,536 25,014 26,503 27,140 28,534 107,191 134,411
Sales and marketing expenses (7,797) (7,993) (2,032) (2,365) (3,277) (4,396) (12,070) (3,265) (3,506) (4,395) (5,644) (16,811) (20,265)
General and administrative expenses  (14,155) (16,825) (4,368) (5,299) (5,883) (6,638) (22,188) (6,763) (7,313) (7,826) (8,467) (30,368) (37,671)
Other operating (loss)/income, net 4,435 4,213 1,209 1,537 1,792 1,451 5,989 1,866 2,003 2,144 2,258 8,271 10,392
Income (loss) from operations 30,542 40,627 13,398 14,329 14,460 14,079 56,267 16,851 17,688 17,063 16,681 68,283 86,867
Financial income, net (1,182) (1,618) (491) (377) (604) (659) (2,131) (491) 377) (604) 847) (2,319 (3,897)
Share of loss of a jointly controlled e (347) (2,793) (1,089) (292) (619) (500) (2,500) (500) (500) (500) (500)  (2,000) (1,600)
Profit before income tax 29,013 36,216 11,818 13,660 13,237 12,920 51,635 15,860 16,811 15,959 15,334 63,964 81,370
Income tax expense (5,125) (7,108) (2,550) (2,780) (2,461) (2,584) (10,375) (3,331) (3,362) (2,873) (3,067) (12,632) (15,460)
Net income (loss) 23,810 28,806 9,183 10,737 10,646 10,206 40,772 12,379 13,299 12,936 12,117 50,732 65,310
Non-GAAP net income (loss) 24,224 32,261 10,032 11,319 11,737 11,547 44,635 13,872 14,902 14,651 13,923 57,349 73,624

Growth Analysis
Gross revenue- YoY 30.6% 30.3% 42.8% 52.3% 51.9% 44.4% 47.8% 45.8% 40.3% 32.7% 28.4% 36.0% 25.6%

Gross Revenue- QoQ 5.1% 11.6% 13.2% 8.8% 6.1% 7.4% 7.0% 5.3%
Net profit-YoY 53.6% 21.0% 33.4% 46.8% 43.0% 42.5% 41.5% 34.8% 23.9% 21.5% 18.7% 24.4% 28.7%

Net profit-QoQ 28.2% 16.9% -0.8% -4.1% 21.3% 7.4% 2.7% -6.3%

Margin Analysis

Gross margin 60.9% 59.5% 58.1% 57.3% 54.0% 53.8% 55.6% 53.6% 52.9% 50.6% 50.6% 51.8% 51.7%
Total expenses /Revenue (%) 22.2% 20.0% 16.2% 17.2% 18.2% 21.8% 18.6% 17.5% 17.6% 18.8% 21.0% 18.8% 18.3%
Selling expense /Revenue (%) 9.9% 7.8% 6.4% 6.6% 8.1% 10.0% 7.9% 7.0% 7.0% 8.2% 10.0% 8.1% 7.8%
G&A /Revenue (%) 17.9% 16.4% 13.7% 14.8% 14.6% 15.1% 14.6% 14.5% 14.6% 14.6% 15.0% 14.7% 14.5%
Operating margin 38.7% 39.5% 41.9% 40.1% 35.8% 32.0% 37.0% 36.1% 35.3% 31.8% 29.6% 33.0% 33.4%
Net margin 30.2% 28.0% 28.7% 30.1% 26.4% 23.2% 26.8% 26.5% 26.6% 24.1% 21.5% 24.5% 25.1%
Effective tax rate 17.7% 19.6% 21.6% 20.4% 18.6% 20.0% 20.1% 21.0% 20.0% 18.0% 20.0% 19.7% 19.0%

Source: Company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Figure 5: Comparable valuations

Non-GAAP P/E (excl.
cash)
15A 16E 17E 15A 16E 17E

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

Company Name icker
CCcy Cccy US$ mr
2017-03-12 ( )

China Internet

Conglomerate

Tencent 700-HK HKD CNY BUY 212.4] 259,253 | 15.2| 12| 556 43.0 328 494 393 310 48.9 38.4 2921 159 118 87
Baidu Inc. BIDU-US USD CNY HOLD 172.74 59,925 21| na. 11.3 422 346 334 366 311 29.8 31.9 25.4 4.4 46 3.8
NetEase Inc. NTES-US USD CNY BUY 289.4 38,375 13| 05| 355 238 188 | 324 219 176 29.4 20.1 158 106 7.1 5.1
Sina Corp. SINA-US UsD UsD BUY 69.26 4839 08| na. |161.1 215 334 778 503 315| 1545 25.9 24.2 55 48 35
Sohu.com SOHU-US usD usD HOLD 41.71 1,619 0.2 | na. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 0.8 1.0 0.9
58.com WUBA-US| USD UsD HOLD 37.77 5470 1.8]| na. n.a. n.a. n.a. n.a. na. 721 n.a. n.a. 69.1| 64 40 35

E-Commerce

JD.com JD-US usD CNY BUY 31.06 44,362 6.5 | n.a. n.a. n.a. n.a. n.a. n.a. 153.0 n.a. na. 136.2 1.3 1.0 0.7
Jumei Int'l JME-US usD usbD 3.91 573| 03| 03| 279 n.a. na. | 30.1 7.8 6.1 na. na. na. 03 02 02
Vipshop VIPS-US USD CNY HOLD 13.02 7682 6.0| 03| 298 26.7 20.0| 235 193 16.0 30.4 185 14.7 10 08 06
Online Travel
Qunar QUNR-US UsD CNY BUY 30.41 4,506 0.1| na n.a. n.a. 334.2 n.a. n.a. 90.0 na. n.a. 814 6.7 6.5 4.7
Tuniu Corp. TOUR-US uUsD CNY BUY 8.51 1,073 02| na. n.a. na. n.a. n.a. n.a. n.a. na. n.a. n.a. 0.8 0.7 05
Online Game
Changyou CYOU-US| UsD USsD HOLD 31 1,620 0.2| na. 76 123 9.1 74 114 9.5 1.7 n.a. n.a. 0.7 1.0 09
Boyaa 434-HK HKD CNY 4.02 396 1.8 | na. 6.4 8.7 83| 18.9 9.4 9.0 9.0 5.0 4.1 31 37 35
Forgame 484-HK HKD CNY 8.2 145 0.1 na. na. 16.2 7.6 na.  16.2 7.6 13 n.a. n.a. 1.8 na na
IGG Inc. 799-HK HKD UsD BUY 6.41 1,109 9.0 | na. 27.6 16.5 75| 276 164 109 23.0 13.8 8.8 55 34 24
Net Dragon 777-HK HKD CNY 22.1 1,408 0.6 | na. n.a. n.a. 789.3 n.a. n.a. 789.3 n.a. na. 766.4 7.0 35 29
Ourgame 6899-HK HKD CNY BUY 2.87 291 0.6 | na. 16.0 12.2 89| 159 113 9.0 12.8 8.9 6.9 2.4 21 17
TianGe 1980-HK HKD CNY 4.38 733 15| na | 291 223 153] 291 231 157 20.6 n.a. n.a. 68 6.0 46
YY Inc. YY-US USD CNY BUY 46.81 2592 08| na. | 16.0 140 109 | 139 124 102 13.6 10.2 7.2 19 15 2
Verticals
Phoenix New Midea | FENG-US USD CNY BUY 3.7 264| 01| na | 224 1057 203| 116 56.1 257 n.a. 37.0 30| 05 06 05
500.com WBALI-US usbD CNY 12.91 536 | 0.2| na. n.a. n.a. n.a. na. n.a. na. na. na. na | 278 na na
51Job JOBS-US UsD CNY 35.5 2,093 01| na | 215 301 205 197 225 186 141 19.0 144 66 6.1 53
AutoHome ATHM-US UsD CNY BUY 35.61 4,095| 09| na. [ 2563 252 201 235 218 180 242 18.6 145 74 47 48
BitAuto BITA-US USD CNY HOLD 24.48 1,731 0.9 na. n.a. n.a. na | 281 363 194 26.0 30.6 21.7 27 21 17
Education
TAL Education Group | TAL-US UsD UsD BUY 91.57 7528 04| 12| 715 720 46.2| 615 601 39.0 58.1 53.4 309| 69 42 28
New Oriental Education| EDU-US USD USsD BUY 51.11 8059 09| 12| 357 312 237 332 285 217 28.5 23.8 171 55 46 38
China Online Education| COE-US uUsD CNY 14.2 284 | 0.0| na n.a. n.a. n.a. n.a. n.a. n.a. na. na. 12| 22 09 04
Tarena Int'l Inc. TEDU-US UsD uUsD 18.1 1,045 03| 06| 342 288 219 312 234 205 33.5 20.1 16.7| 45 36 29

Note: CICC-covered companies are highlighted in green; all financials based on Bloomberg Consensus.
Source: Bloomberg, Company data, CICC Research

Please read carefully the important disclosures at the end of this report
5




CICC

ha2a] CICC Research: March 13, 2017
Figure 6: P/E bands Figure 7: P/B bands
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Source: Bloomberg, Company data, CICC Research Source: Bloomberg, Company data, CICC Research
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Honor of Kings sets a mobile gaming record

Honor of Kings (£###£) is a multi-player online battle-arena (MOBA) mobile
game developed and published by Tencent; it was launched on November 26, 2015,
although OBT started in October. So far, it might be the most successful mobile game in
China mobile game history with >70mn DAUs and >Rmb2bn grossing recorded in
January~February 2017, according to our channel checks.

As it follows the typical MOBA gameplay set by the hit PC title League of Legends with
extensive adaptations to the mobile play scenarios (including simplified controls, faster
battle pace and embedded social functions, etc.), it has penetrated into a large range of
gamers from both hardcore to newly acquired casual gamers. According to Questmobile,
HoK'ranked #1 in terms of device penetration on both iOS (17.1%) and Android (18.9%).
And after 17 months of launch, it’s still growing its player base and monetization potential.

Figure 8: DAUs announced by Tencent
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Source: Company announcement, CICC Research
Figure 9: HoK’s iOS grossing ranking (monthly average)
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Source: AppAnnie, CICC Research

Please read carefully the important disclosures at the end of this report
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During Chinese New Year, thanks to its teamwork nature, social engaging environment
and Tencent’s strong promotional efforts (intensive schedule of events and new content),
it boosted its momentum even further and stepped up its monthly grossing to >Rmb2bn,

the first time ever a Chinese online game has hit such heights.

Figure 10: QuestMobile-tracked DAU jumped significantly in January 2017
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Figure 11: HoK event list since January 2017
Chinese Summary English Summary Event Type Start Date End Date
EIHERMEBEANTAE HoK special meal with KFC Marketing 1.01
EHQCCHR: Herolk INHT K EEF QGC Finals e-Sports 1.07 111
CIHERMEE MEIEF LA Wechat Mini-App for HoK Tournaments New functions 1.09
R RAEMA LA ZFAL Gifts for new version updates Log-in rew ards 1.12 1.14
Se R EE AR ALY, »FAAL Season S6 starts w ith sharing gifts Marketing 112 118
A EAAREE Y | R I 4o F New hero available with discounts New content / Discounts 112 118
FRKEREY KRR New hero available with discounts New content / Discounts 1.12 1.18
A E IR A 4 Discounts on random draw s Lottery 1.16 1.18
AR COSHF Rk, xbFRA LR Cosplay events w ith Tencent's image-editting app Marketing 1.18
[#AET ]S4t HEFs—F Chinese New Year in-game missions w ith rew ards In-game events 1.19 2.10
FEEMREA, LTk EK New lottery draw Lottery 1.19 1.22
B AL RIAEB KRR New daily charging gifts Charging incentives 1.19 1.22
DERRELE, RETF20174% Chinese New Year log-in gifts Log-in rew ards 1.20 1.20
AN EEAE T L LR Rt New hero skin available with discounts Promotions / Discounts 1.20 1.26
Fr A+ B-H 5L R A5 KRNI Popular hero skins at discount Promotions / Discounts 1.20 1.26
(CE-S VY49 ELE RV S T Rew ards for purchasing CNY-special hero skins Charging incentives 1.20 1.26
KPL KA} 40, #4048 bk B i KPL tournament events on w eibo w ith in-game lottery e-Sports / Marketing 1.22 2.04
F A RARL B R I CNY gifts through emails Promotions 1.27 1.27
EAARE - LR New hero available with discounts New content / Discounts 2.08 2.21
Rk [F4PirEs] New test server open for applications New content 2.10
(RETHY B ERBER-Z2F T AR New hero skin licensed w ith the classic movie A Chinese Odyssey Marketing / Promotions 211 3.14
ArXEEABEIBERBIE. HALX Movie (A Chinese Odyssey )-themed in-game rew ards In-game events 211 2.18
FUH AR A F AL Lantern Festival log-in gifts Log-in rew ards 211 211
2A 138 B FARF FA4F) ! School semester openning log-in gifts Log-in rew ards 2.13 2.13
Rt A F-it 4k £ AR Accumulated log-in gifts Log-in rew ards 2.14 2.26
CNERET RE LA (ZH R AR Live broadcasting of celebrities playing HoK e-Sports / Marketing 218
CEHRMY B2, HFBIRE &M% BMW-themed hero skin available (joint marketing w ith Tencent) Marketing 2.28
BIRAER ! BAKIEE, R—R Weekend charging gifts Charging incentives 3.03 3.03
Bk m AR R, FEREF AR E k! Hero skin lottery Lottery 3.03 3.05
FAEFEEMRA ER, RS k! Hero lottery Lottery 3.03 3.05
FZBEHAMTR Hb HoK Offline Tournament in Shanghai, Guangzhou, Haikou and Nanning e-Sports 3.04 3.05
AR F TR LB F XL EX ER New hero skin available at discounts New content 3.07 3.13
EALa (512 e-F#] -AFH L Bundled new skin promotions available New content / Discounts 3.07 3.13
Akl Bes Rttt Accumulated gifts for ranking battles In-game events On-going On-going
LR B A 574! Gifts for in-game team battle mode In-game events On-going On-going
ERAEXIEF, HEFLEE TR Gifts for in-game entertainment mode In-game events On-going On-going
RAEST R 2L T, 4B B R B! Gifts for in-game missions (consecutive wins) In-game events On-going On-going
B—ixE Monday log-in gifts Log-in rew ards On-going On-going

Source: HoK official website, CICC Research

Please read carefully the important disclosures at the end of this report
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On December 17~18, Honor of Kings closed its first season of professional e-sports
tournament KPL with a grand finale of tournament finals and celebrations (celebrity
games, cosplay, exhibition games, etc.). During the 3-month tournament, total viewership
surpassed 350mn with daily numbers peaking at >8mn. Unique viewers reached 40mn
with 36mn viewers participating in the process (commenting, voting, gifting, etc.). In 2017,
KPL will last for >100 game days divided into two seasons; we expect a higher still
engagement level 2017.

350,000,000

4000, 3600, 800,

CREEs BREDAZ Basns

Source: QQ game portal, CICC Research

Given HoK's strong momentum in player base, monetization and publicity, we expect it to
contribute further to Tencent’s mobile game revenue and to continue to grow into 2017.

Please read carefully the important disclosures at the end of this report
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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: Dom FITZSIMMONS
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China International Capital
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Fax: (86-21) 5888-8976
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China International Capital
Corporation (Singapore) Pte. Limited
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Hong Kong

China International Capital
Corporation (Hong Kong) Limited
29" Floor, One International Finance Centre
1 Harbour View Street

Central, Hong Kong

Tel: (852) 2872-2000

Fax: (852)2872-2100
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China International Capital
Corporation (UK) Limited
Level 25, 125 Old Broad Street
London EC2N 1AR, United Kingdom
Tel: (44-20) 7367-5718

Fax: (44-20) 7367-5719

Beijing Jianguomenwai Avenue Branch
1% Floor, Capital Tower

6A Jianguomenwai Avenue

Beijing 100022, P.R. China

Tel: (86-10) 8567-9238

Fax: (86-10) 8567-9235

Shanghai Defeng Road Branch
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Shanghai 201400, P.R. China

Tel: (86-21) 5879-6226

Fax: (86-21) 6887-5123

Nanjing Hanzhong Road Branch
Section C, 30" Floor, Asia Pacific Tower
2 Hanzhong Road, Gulou District
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Tel: (86-25) 8316-8988

Fax: (86-25) 8316-8397

Xiamen Lianyue Road Branch

4™ Floor, Office Building, Paragon Center
1 Lianyue Road, Siming District

Xiamen 361012, P.R. China

Tel: (86-592) 515-7000

Fax: (86-592) 511-5527
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1% & 10" Floors, Ourui Lanjue Center
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Tel: (86-23) 6307-7088

Fax: (86-23) 6739-6636
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12" Floor, Trend International Business Building
2 Jihua 5" Road, Chancheng District

Foshan 528000, P.R. China

Tel: (86-757) 8290-3588

Fax: (86-757) 8303-6299

Ningbo Yangfan Road Branch

11" Floor, Building Five, 999 Yangfan Road
Hi-tech Industrial Development Zone
Ningbo 315103, P.R. China

Tel: (86-574) 8907-7288

Fax: (86-574) 8907-7328

Beijing Kexueyuan South Road Branch
6" Floor, Block A, Raycom Infotech Park

2 Kexueyuan South Road, Haidian District
Beijing 100022, P.R. China

Tel: (86-10) 8286-1086

Fax: (86-10) 8286 1106

Shenzhen Fuhuayilu Branch

Room 201, Annex Building

Shenzhen Duty Free Commercial Tower
6 Fuhua 1 Road, Futian District
Shenzhen 518048, P.R. China

Tel: (86-755) 8832-2388

Fax: (86-755) 8254-8243

Guangzhou Tianhe Road Branch
40" Floor, Teemtower

208 Tianhe Road

Guangzhou 510620, P.R. China

Tel: (86-20) 8396-3968

Fax: (86-20) 8516-8198

Wuhan Zhongnan Road Branch
4301-B, Poly Plaza

99 Zhongnan Road, Wuchang District
Wuhan 430070, P.R. China

Tel: (86-27) 8334-3099

Fax: (86-27) 8359-0535

Tianjin Nanjing Road Branch

10™ Floor, Tianjin Global Trading Center
219 Nanjing Road, Heping District
Tianjin 300051, P.R. China

Tel: (86-22) 2317-6188

Fax: (86-22) 2321-5079

Yunfu Xinxing Dongdi North Road Branch
2" Floor, Service Building C1, Wens Science &
Technology Garden, Dongdi North Road
Xincheng Town, Xinxing County

Yunfu 527499, P.R. China

Tel: (86-766) 2985-088

Fax: (86-766) 2985-018

Fuzhou Wusi Road Branch

38" Floor, Henglicheng Office Building
No.128 Wusi Road, Gulou District
Fuzhou 350001, P.R. China

Tel: (86-591) 8625 3088

Fax: (86-591) 8625 3050

Shanghai Middle Huaihai Road Branch
398 Huaihai Road (M)

Shanghai 200020, P.R. China

Tel: (86-21) 6386-1195

Fax: (86-21) 6386-1180

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
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