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| If you are in any doubt about any of the contents of this prospectus, you should obtain independent professional advice.
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Nominal value : US$0.0001 per Share
Stock code : 2400

Sole Sponsor, Sole Global Coordinator, Joint Bookrunner and Joint Lead Manager

CLSA éo(r:TL;I;)?ecurities

Joint Bookrunners and Joint Lead Managers
(In alphabetical order)

@ BOC INTERNATIONAL IcBC () IREEkR (P HEEME

ZHONGTAI INTERNATIONAL
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Hong Kong Exchanges and Clearing Limited, The Stock Exchange of Hong Kong Limited and Hong Kong Securities Clearing Company
Limited take no responsibility for the contents of this prospectus, make no representation as to its accuracy or completeness and expressly disclaim any
liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this prospectus.

A copy of this prospectus, having attached thereto the documents specified in “Documents Delivered to the Registrar of Companies in Hong
Kong and Available for Inspection” in Appendix V to this prospectus, has been registered by the Registrar of Companies in Hong Kong as required by
Section 342C of the Companies (Winding Up and Miscellaneous Provisions) Ordinance (Chapter 32 of the Laws of Hong Kong). The Securities and
Futures Commission and the Registrar of Companies in Hong Kong take no responsibility as to the contents of this prospectus or any other document
referred to above.

The Offer Price is expected to be fixed by agreement between the Sole Global Coordinator (on behalf of the Hong Kong Underwriters) and
us on the Price Determination Date. The Price Determination Date is expected to be on or around Thursday, December 5, 2019 (Hong Kong time) and,
in any event, not later than Monday, December 9, 2019 (Hong Kong time). The Offer Price will be not more than HK$15.80 and is currently expected
to be not less than HK$11.10 per Offer Share. If, for any reason, the Offer Price is not agreed by Monday, December 9, 2019 (Hong Kong time)
between the Sole Global Coordinator (on behalf of the Hong Kong Underwriters) and us, the Global Offering will not proceed and will lapse.

The Sole Global Coordinator, on behalf of the Underwriters, and with our consent may, where considered appropriate, reduce the
number of Hong Kong Offer Shares and/or the indicative Offer Price range below that is stated in this prospectus (which is HK$11.10 to
HK$15.80) at any time prior to the morning of the last day for lodging applications under the Hong Kong Public Offering. In such a case,
notices of the reduction in the number of Hong Kong Offer Shares and/or the indicative Offer Price range will be published in the South
China Morning Post (in English) and the Hong Kong Economic Times (in Chinese) as soon as practicable following the decision to make such
reduction, and in any event not later than the morning of the day which is the last day for lodging applications under the Hong Kong Public
Offering. Such notices will also be available on the website of our Company at www.xd.com and on the website of the Hong Kong Stock
Exchange at www.hkexnews.hk. Further details are set forth in “Structure of the Global Offering” and ‘“How to Apply for Hong Kong Offer
Shares” in this prospectus.

Prior to making an investment decision, prospective investors should consider carefully all of the information set out in this prospectus,
including the risk factors set out in “Risk Factors” in this prospectus. The obligations of the Hong Kong Underwriters under the Hong Kong
Underwriting Agreement are subject to termination by the Sole Global Coordinator (on behalf of the Hong Kong Underwriters) if certain grounds arise
prior to 8:00 a.m. on the Listing Date. See “Underwriting—Underwriting Agreements and Expenses—Hong Kong Public Offering—Grounds for
Termination” in this prospectus.

The Offer Shares have not been and will not be registered under the U.S. Securities Act or any state securities law in the United States and
may not be offered, sold, pledged or transferred within the United States except in transactions exempt from or not subject to, the registration
requirements under the U.S. Securities Act. The Offer Shares are being offered and sold outside the United States in offshore transactions in
accordance with Regulation S.

November 29, 2019



EXPECTED TIMETABLE®

Latest time for completing electronic applications under White Form eIPO service
through the designated website www.eipo.com.hk® .. ... ... ... ... ... ...,

Application Lists open® ... ...

Latest time for lodging WHITE and YELLOW Application Forms

Latest time for completing payment of WHITE FORM eIPO applications by
effecting internet banking transfer(s) or PPS payment transfer(s)

Latest time for giving electronic application instructions to HKSCC®

Application Lists close® . .. ...
Expected Price Determination Date® .. ....... ... .. ... ... .. . . ...

(D Announcement of the Offer Price, the level of indications of interest in the
International Offering, the level of applications in the Hong Kong Public
Offering and basis of allocation of the Hong Kong Offer Shares under the
Hong Kong Public Offering to be published in the South China Morning
Post (in English) and the Hong Kong Economic Times (in Chinese) and on
the website of the Stock Exchange at www.hkexnews.hk and our
Company’s website at www.xd.com(® on or before

2) Announcement of the results of allocations in the Hong Kong Public
Offering (with successful applicants’ identification document numbers,
where appropriate) to be available through a variety of channels as
described in “How to Apply for Hong Kong Offer Shares—11. Publication
of Results” in this prospectus .. ............ i,

3) A full announcement of the Hong Kong Public Offering containing (1) and
(2) above to be published on the website of the Stock Exchange at
www.hkexnews.hk and our Company’s website at
www.xd.com®© from

Results of allocations in the Hong Kong Public Offering will be available at
www.iporesults.com.hk (alternatively: English https://www.eipo.com.hk/en/
Allotment; Chinese https://www.eipo.com.hk/zh-hk/Allotment) with a “search
by ID” function from . . . ... ..

Dispatch of Share certificates or deposit of the Share certificates into CCASS in
respect of wholly or partially successful applications pursuant to the Hong Kong
Public Offering on or before™® . . ... ... . .

Dispatch of refund cheques and White Form e-Refund payment instructions in
respect of wholly or partially successful applications (if applicable) or wholly or
partially unsuccessful applications pursuant to the Hong Kong Public Offering on
or before®®)

Dealings in the Shares on the Stock Exchange expected to commence at

(1) All times refer to Hong Kong local time, except as otherwise stated.

11:30 a.m. on Thursday,
December 5, 2019

11:45 a.m. on Thursday,
December 5, 2019

12:00 noon on Thursday,
December 5, 2019

12:00 noon on Thursday,
December 5, 2019

12:00 noon on Thursday,
December 5, 2019

12:00 noon on Thursday,
December 5, 2019

12:00 noon on Thursday,
December 5, 2019

Wednesday, December 11,
2019

Wednesday, December 11,
2019

Wednesday, December 11,
2019

Wednesday, December 11,
2019

Wednesday, December 11,
2019

Wednesday, December 11,
2019

9:00 am on
Thursday, December 12,
2019

(2) You will not be permitted to submit your application through the designated website at www.eipo.com.hk after 11:30 a.m. on the last
day for lodging applications. If you have already submitted your application and obtained an application reference number from
the designated website prior to 11:30 a.m., you will be permitted to continue the application process (by completing payment of
application monies) until 12:00 noon on the last day of lodging applications, when the Application Lists close.
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If there is a tropical cyclone warning signal number 8 or above, or a “black” rainstorm warning in force and/or Extreme Conditions in
Hong Kong at any time between 9:00 a.m. and 12:00 noon on Thursday, December 5, 2019, the Application Lists will not open or close
on that day. See “How to Apply for Hong Kong Offer Shares—10. Effect of Bad Weather on the Opening of the Application Lists” in
this prospectus.

Applicants who apply for Hong Kong Offer Shares by giving electronic application instructions to HKSCC should refer to the section
headed “How to Apply for Hong Kong Offer Shares—6. Applying by Giving Electronic Application Instructions to HKSCC via
CCASS” in this prospectus.

The Price Determination Date is expected to be on or around Thursday, December 5, 2019 and, in any event, not later than Monday,
December 9, 2019. If, for any reason, the Offer Price is not agreed between the Sole Global Coordinator (on behalf of the Hong Kong
Underwriters) and us by Monday, December 9, 2019, the Global Offering will not proceed and will lapse.

None of the website or any of the information contained on the website forms part of this prospectus.

Share certificates will only become valid at 8:00 a.m. on the Listing Date provided that the Global Offering has become unconditional
and the right of termination described in the section headed “Underwriting—Underwriting Agreement and Expenses—Hong Kong
Public Offering—Grounds for Termination” in this prospectus has not been exercised. Investors who trade Shares prior to the receipt of
Share certificates or the Share certificates becoming valid do so at their own risk.

e-Refund payment instructions/refund cheques will be issued in respect of wholly or partially unsuccessful applications pursuant to the
Hong Kong Public Offering and also in respect of wholly or partially successful applications in the event that the final Offer Price is less
than the price payable per Offer Share on application. Part of the applicant’s Hong Kong identity card number or passport number, or, if
the application is made by joint applicants, part of the Hong Kong identity card number or passport number of the first-named applicant,
provided by the applicant(s) may be printed on the refund cheque, if any. Such data would also be transferred to a third party for refund
purposes. Banks may require verification of an applicant’s Hong Kong identity card number or passport number before encashment of
the refund cheque. Inaccurate completion of an applicant’s Hong Kong identity card number or passport number may invalidate or delay
encashment of the refund cheque.

Applicants who have applied on WHITE Application Forms or through the White Form eIPO service for 1,000,000 or more Hong
Kong Offer Shares and have provided all information required by the Application Form may collect any refund cheques and/or Share
certificates in person from the Company’s Hong Kong Share Registrar, Computershare Hong Kong Investor Services Limited, at Shops
1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong between 9:00 a.m. and 1:00 p.m. on
Wednesday, December 11, 2019 or such other date as notified by the Company in the newspapers as the date of dispatch/collection of
Share certificates/e-Refund payment instructions/refund cheques. Applicants being individuals who are eligible for personal collection
may not authorize any other person to collect on their behalf. Applicants being corporations who are eligible for personal collection must
attend through their authorized representatives bearing letters of authorization from their corporation stamped with the corporation’s
chop. Both individuals and authorized representatives of corporations must produce evidence of identity acceptable to our Hong Kong
Share Registrar at the time of collection.

Applicants who have applied on YELLOW Application Forms for 1,000,000 or more Hong Kong Offer Shares under the Hong Kong
Public Offering may collect their refund cheques, if any, in person but may not elect to collect their Share certificates as such Share
certificates will be issued in the name of HKSCC Nominees and deposited into CCASS for the credit to their or the designated CCASS
Participants’ stock account as stated in their Application Forms. The procedures for collection of refund cheques for YELLOW
Application Form applicants are the same as those for WHITE Application Form applicants.

Applicants who have applied for Hong Kong Offer Shares by giving electronic application instructions to HKSCC via CCASS should
refer to the section headed “How to Apply for Hong Kong Offer Shares—14. Dispatch/Collection of Share Certificates and Refund
Monies—Personal Collection—(iv) If you apply via Electronic Application Instructions to HKSCC” in this prospectus for details.

Applicants who have applied through the White Form eIPO service and paid their applications monies through single bank accounts
may have refund monies (if any) dispatched to the bank account in the form of e-Refund payment instructions. Applicants who have
applied through the White Form eIPO service and paid their application monies through multiple bank accounts may have refund
monies (if any) dispatched to the address as specified in their application instructions in the form of refund cheques by ordinary post at
their own risk.

Share certificates and/or refund cheques (if applicable) for applicants who have applied for less than 1,000,000 Hong Kong Offer Shares
and any uncollected Share certificates and/or refund cheques will be dispatched by ordinary post, at the applicants’ risk, to the addresses
specified in the relevant applications.

Further information is set out in the sections headed “How to Apply for Hong Kong Offer Shares—13. Refund of Application Monies”
and “How to Apply for Hong Kong Offer Shares—14. Dispatch/Collection of Share Certificates and Refund Monies” in this prospectus.

The above expected timetable is a summary only. You should refer to the sections headed

“Structure of the Global Offering” and “How to Apply for Hong Kong Offer Shares” in this
prospectus for details of the structure of the Global Offering, including the conditions of the
Global Offering, and the procedures for application for the Hong Kong Offer Shares.
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This prospectus is issued by our Company solely in connection with the Hong Kong Public
Offering and the Hong Kong Offer Shares and does not constitute an offer to sell or a solicitation of
an offer to subscribe for or buy any security other than the Hong Kong Offer Shares. This prospectus
may not be used for the purpose of, and does not constitute, an offer to sell or a solicitation of an
offer to subscribe for or buy any security in any other jurisdiction or in any other circumstances. No
action has been taken to permit a public offering of the Offer Shares or the distribution of this
prospectus in any jurisdiction other than Hong Kong. The distribution of this prospectus and the
offering and sale of the Offer Shares in other jurisdictions are subject to restrictions and may not be
made except as permitted under the applicable securities laws of such jurisdictions pursuant to
registration with or authorization by the relevant securities regulatory authorities or an exemption
therefrom.

You should rely only on the information contained in this prospectus and the Application
Forms to make your investment decision. We have not authorized anyone to provide you with
information that is different from what is contained in this prospectus. Any information or
representation not included in this prospectus must not be relied on by you as having been
authorized by us, the Sole Sponsor, the Sole Global Coordinator, the Joint Bookrunners, the Joint
Lead Managers, the Underwriters, any of our or their respective directors, officers, employees,
agents or representatives of any of them, or any other person or party involved in the Global
Offering. Information contained on our website, located at www.xd.com, does not form part of this
prospectus.
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SUMMARY

This summary aims to give you an overview of the information contained in this prospectus.
As this is a summary, it does not contain all the information that may be important to you. You
should read the entire document before you decide to invest in the Offer Shares.

There are risks associated with any investment. Some of the risks in investing in the Offer
Shares are set out in “Risk Factors” of this prospectus. You should read that section carefully
before you decide to invest in the Offer Shares.

OVERVIEW

Our mission is to impact each and every gamer by promoting the spirit of craftsmanship.

We develop and operate quality games in China and overseas. We also operate TapTap, a
leading game community and platform in China. According to Frost & Sullivan, among PRC game
operators who earned a majority of game operating revenue overseas in 2018, we ranked fifth in terms
of revenue from mobile games in 2018. According to the same source, TapTap was the largest game
community and platform in China by average MAUs in 2018.

We have a diverse portfolio of games across different genres. As of September 30, 2019, we
operated 42 online games, comprising many popular games of major game genres such as RPG
(Ragnarok M and Shen Xian Dao (HD) (#fiili#& & i 8 #¢he)), CCG (Girls’ Frontline ("> & Hi#¢)), SLG
(Heng Sao Qian Jun (#i# T #)) and battle arena game (Sausage Man (F%JK#)). In 2016, 2017, 2018
and the nine months ended September 30, 2019, the average MAUs of our online games were 1.9
million, 3.7 million, 8.8 million and 19.2 million, respectively. As of September 30, 2019, we also
operated 12 pay-to-play premium games, such as ICEY (3{#7) and Muse Dash (Wil #). We believe
that premium games further enrich our game portfolio and enhance our brand recognition among core
gamers. As of September 30, 2019, our game pipeline included 11 online games and seven premium
games which we expect to release by 2020.

We have strong in-house game development capabilities. As of September 30, 2019, we had
released ten games developed by us, comprising eight online games, including a joint-developed game,
Ragnarok M, and two premium games. In 2018, we generated 58.3% of our game operating revenue
from self-developed games including a joint-developed game, Ragnarok M, contributing to 39.5% of
our game operating revenue. As of September 30, 2019, we had eight game development studios
supported by a game development team of 552 employees, accounting for 49.3% of our total
employees as of the same date. Over 75% of our game development employees have a bachelor’s
degree or higher, and are specialized in areas such as computer sciences, software engineering,
network systems administration, and multi-media design and production. In 2016, 2017, 2018, our
research and development expenses were RMB79.4 million, RMB117.4 million and RMB197.8
million, respectively, representing a CAGR of 57.8%. In the five months ended May 31, 2019, our
research and development expenses were RMB92.5 million representing 9.0% of our revenue for the
same period.

Our expertise in the game industry has enabled us to effectively identify games with potential
and introduce them to gamers. Being a pioneer among PRC game operators that entered the overseas
markets, we are committed to introducing excellent games to more people overseas. Our games are
offered in over 100 countries and regions across the globe. As of September 30, 2019, we operated 30
of our 42 online games and seven of our 12 premium games in overseas markets. In 2016, 2017, 2018
and the five months ended May 31, 2019, our game operating revenue generated from overseas
markets accounted for 2.1%, 31.7%, 61.5% and 67.8% of our game operating revenue, respectively.

To help gamers discover attractive games and share gameplay experiences, we co-founded
TapTap in 2016 through our investment in Yiwan. In 2016, 2017, 2018 and the nine months ended
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September 30, 2019, TapTap mobile app had average MAUSs of 0.9 million, 10.2 million, 15.0 million
and 17.0 million, respectively. According to Frost & Sullivan, as of May 31, 2019, over 84% of
TapTap’s users were born after 1990, who grew up with improved living standards and better
education and are typically internet savvy and more willing to spend on games. According to the same
source, we have a large number of experienced gamers on TapTap who are willing to actively share
their gameplay experience and TapTap’s game ratings have become the most authoritative reference
standards in the mobile game industry in China. TapTap has not only created a vibrant and engaging
mobile game community that attracts and retains gamers, but also serves as a powerful distribution,
testing and evaluation platform for game developers, which further enables us to monetize our user
base. With the free-to-distribute policy for game developers in respect of distributing free-to-play
games and efficient internal game review procedures, TapTap enables game developers to
conveniently distribute their games on TapTap for download or testing. In addition, by feeding gamers
with personalized contents, TapTap helps developers promote their games through target marketing.
As of September 30, 2019, we attracted over 10,000 game developers who registered with TapTap and
made available over 6,500 mobile games for gamers to download and news information on over 41,000
games.

We enjoy strong synergy between our online games and TapTap. Our diverse game portfolio
has attracted a growing user base for TapTap who are passionate about discussing games and sharing
gameplay experience, while TapTap’s game community allows us to better understand and meet
gamers’ needs for high-quality games and effectively follow market trends. Our strong user base and
our unique free-to-distribute model have enabled us to retain and attract a growing number of game
developers to enhance our game portfolio. Our open and convenient TapTap platform levels the
playing field for game developers of all sizes and encourages them to develop attractive games for our
users.

We grew rapidly during the Track Record Period. In 2016, 2017, 2018 and the five months
ended May 31, 2019, our revenue was RMB765.5 million, RMB1,344.4 million, RMB1,887.1 million
and RMB1,033.0 million, respectively, and our profit for the year/period was RMB23.4 million,
RMB120.5 million, RMB352.7 million and RMB267.5 million, respectively. We develop, publish and
operate games and generate game operating revenue, and provide online marketing services on TapTap
and generate information service revenue. See “Business—Our Revenue Model.”
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SUMMARY

In 2016, 2017, 2018 and the five months ended May 31, 2019, our top five online games for
each period contributed to 90.9%, 83.1%, 75.6% and 81.6% of our game operating revenue,
respectively, and 89.6%, 77.5%, 63.7% and 67.4% of our revenue for the same period, respectively.
See “Business—Our Online Game—Game Performance.”

Ragnarok M, which is our top game in terms of revenue contribution during the Track Record
Period, was jointly developed by Gravity, Dream Network and us. It is the mobile version of Ragnarok
Online, which was developed by Gravity and launched in South Korea in 2002. Based on the various
agreements among Gravity, Dream Network and us, Dream Network, which was granted by Gravity
the license to develop and publish certain games based on Ragnarok Online in China, supplied us with
the materials associated with Ragnarok Online such as characters, music and storylines. Dream
Network was mainly involved in the works such as the supply of contents of Ragnarok Online in
accordance with its agreements with Gravity and discussion of development plan. All local versions of
Ragnarok M in overseas markets were made based on the PRC version after performing localization
works. Gravity holds the intellectual property rights of Ragnarok M, and we own the design patents
over certain subjects designed by us in the game and the patents over some self-developed information
technologies used in Ragnarok M, none of which is of significance to our operation of Ragnarok M or
provision of technical and operation support to Gravity or its associates. We wrote and currently hold
the source code of the game, which allows us to better control the game and more effectively update
game content, make local versions and fix technical issues. For countries and districts other than Hong
Kong, Taiwan, Macau, South Korea and Japan, we also have been carrying out a substantial amount of
operating works. As such, we believe that the possibility of us being replaced by Gravity and Dream
Network in publishing and operating of Ragnarok M in the future is minimal. We are the sole publisher
and operator of Ragnarok M in China. For countries and districts outside China, Gravity or its
associates are the publisher and we provide technical support to them. In addition, apart from technical
support, we also provide Gravity or its associates with operation support in overseas markets other than
Hong Kong, Macau, Taiwan, South Korea and Japan. According to the relevant agreements, Dream
Network has no contractual obligation to undertake any substantive work in either publishing or
operating Ragnarok M in overseas markets. We are entitled to a certain percentage of the gross billings
of Ragnarok M depending on our roles and the geographic markets in which this game is operated. See
“Business—Our Online Games— Ragnarok M.”

The following table sets out certain key information of some of our major popular premium
games in operation as of September 30, 2019:

Expiration Revenue
date of recognition
Operating  licensing method
Title Source Launch Date Genre Markets  agreement Our role applied
ICEY CA) oo Licensed November 2016 ARPG China and 2024 to Principal Gross
overseas 20270
Muse Dash (Wi#liitlt#) .. Licensed June 2018 Music Game China and June 2021 Principal Gross
overseas
To the Moon (£ H¥K) ... Self-developed May 2017 RPG Chinaand — Principal Gross
overseas
Heimdallr (B 12#7T) ... Self-developed July 2018 RPG Chinaand — Principal Gross
overseas
The Swords (i@l ... .. Licensed February 2016 ~ Casual Game China November Principal Gross
2021

(1) Expiration dates vary for different distribution platforms.
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The table below sets forth certain information of our online game pipeline as of September 30,

2019:
Expected Launch Expected Launch

Title Source Date Genre Markets
The Furious Yama (K T A=) Licensed 2nd half 2019 RPG South Korea
#COMPASS (™1 R il b1 2 4t) Licensed 20d half 2019 MOBA China
KarDia tou Abel (5 A2 L) Licensed 15t half 2020 RPG Japan
Arknights (W] H 7)) Licensed 15t half 2020 CCG Hong Kong, Macau and

Taiwan
Another Eden: The Cat Beyond Licensed 2nd half 2020 RPG China
Time and Space (75— : #R22
H %)
Caravan Stories (JR1T#755 Licensed 2nd half 2020 RPG China and South Korea
Fantasy World (481t 5) Self-developed 2nd half 2020 Simulation China
Vitality Idol IT (JC5 15 72) Self-developed 2nd half 2020 Simulation China
Project A Self-developed 2nd half 2020 CCG China
Project B Self-developed 2nd half 2020 MMORPG China
Project C Self-developed 2nd half 2020 Placement game China

As of September 30, 2019, our game pipeline also included seven premium games which we
expect to release by 2020. See “Business—Our Premium Games—Game pipeline.”

KEY OPERATING DATA

As of December 31, 2016, 2017, 2018 and September 30, 2019, the number of cumulative
registered players of our online games were 15.1 million, 38.4 million, 91.3 million, and 165.1 million.
The performance of our online games is affected by three key metrics: (1) MAU; (2) MPU; and
(3) ARPPU. The following table sets forth these key metrics of our online games for the periods
indicated:

Five months  Nine months

ended ended
Year ended December 31, May 31, September 30,
2016 2017 2018 2019
Average MAUs® (in thousands) .................. 1,872.1 3,650.7 8,760.8 18,029.7 19,177.2
Average MPUs® (in thousands) . .................. 169.5 244.2 412.2 637.0 640.3
ARPPU® (RMB permonth) ...................... 368 415 312 264 N/A

(1) Average MAUs are calculated by dividing the aggregate of the total MAUs of each online game for the respective period by the number
of months of that period.

(2) Average MPUs are calculated by dividing the aggregate of the total MPUs of each online game for the respective period by the number
of months of that period.

(3) ARPPU is calculated by dividing our total online game revenue for the respective period by the aggregate of the total MPUs of each
online game for the respective period.

The increases in average MAUs of our online games during 2016, 2017 and 2018 are primarily
attributable to: (i) the launch of Ragnarok M in China in 2017 and in some overseas markets in 2018;
and (ii) the popularity of Sausage Man (% J}5Jk#) launched in 2018. The average MAUs of our online
games further increased to 18.0 million in the five months ended May 31, 2019 compared to 8.8
million in 2018, primarily attributable to (i) the average MAUs of Sausage Man (&5 JK¥f) continued
to grow in the five months ended May 31, 2019; and (ii) the successive launch of Ragnarok M in
several overseas markets and the growth of its average MAUs in China in the five months ended May
31, 2019. See “Business—Our Online Games—Game Performance.” The average MPUs of our online
games increased during the Track Record Period, primarily due to the launch of Ragnarok M in China
in 2017 and in various overseas markets in 2018 and the five months ended May 31, 2019 and the
monetization of Sausage Man (F5k¥]) since February 2019. The ARPPU of our online games
increased in 2017 compared to 2016, primarily due to the launch of several games with higher
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ARPPUs in 2017. The ARPPU of our online games decreased in 2018 compared to 2017, primarily
due to the increase of the proportion of game operating revenue from Ragnarok M in overseas market
in 2018, for which our revenue represents a certain percentage of gross billings. The ARPPU of our
online games further decreased in the five months ended May 31, 2019 because the ARPPU of Sausage
Man (&5 k#) is relative low at the start of its monetization. See “Financial Information—Principal
Components of Combined Statement of Comprehensive Income—Revenue—Games.”

BUSINESS FLOW OF GAME OPERATING BUSINESS

The following diagram shows the business flow of our game operating business:

In-house development >,
Game development
Commissioned R Game publishing and
development e operating

Game Licensing »>

®  [n-house development. We have our own in-house game development studios to design
and develop games. See “Business—Game Development—In-house development.”

®  Commissioned development. We occasionally engage third-party game development
studios specialized in different areas of expertise to perform commissioned game
development for us. See “ Business—Game Development—Commissioned development.”

®  Game licensing. We constantly review and select attractive games made by third-party
game developers to enrich our game portfolio. We typically enter into game licensing
agreements with such game developers governing our rights and obligations. See
“Business—Our Business Flow—Game Licensing.”

®  Game publishing and operating. We publish and operate both self-developed games and
licensed games. See “Business—Game Publishing and Operation.”

OUR REVENUE SHARING ARRANGEMENT

We normally have revenue sharing arrangements with other parties, mainly third-party game
developers and distribution platforms, with respect to the proceeds generated from our game operation.
The revenue generation processes vary depending on our role in the game publishing and operation
process. See “Financial Information—Principal Components of Combined Statements of
Comprehensive Income—Revenue—Game operating.”

OUR SUPPLIERS

Our major suppliers include game developers and distribution platforms. As of May 31, 2019,
we had maintained business relationship with our five largest suppliers for at least three years. For
2016, 2017, 2018 and the five months ended May 31, 2019, purchase from our five largest suppliers
amounted to a total of approximately RMB212.3 million, RMB 393.4 million, RMB341.0 million and
RMBI151.3 million, respectively, accounting for approximately 50.0%, 53.1%, 44.0% and 44.3% of
our cost of revenue for the same periods respectively. See “Business—Our Suppliers.”
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OUR STRENGTHS

We believe the following competitive strengths contribute to our success and position us for
continued growth:

®  Proven track record of developing and operating popular games;
®  Vibrant and engaging game community and platform;
®  Established overseas game publishing and operating capabilities;
®  Excellent game development and data analytics capabilities; and
®  Experienced management team dedicated to innovation.

OUR STRATEGIES

We intend to pursue the following strategies to further grow our business:

®  Further enhance our game portfolio;
® Increase active user base and engagement of TapTap;
® Deepen overseas operations;
®  Upgrade information infrastructure and technology; and
®  Seek strategic investments and acquisitions.
RISK FACTORS

Our business and the Global Offering involve certain risks as set out in “Risk Factors” of this
prospectus. You should carefully read that section in its entirety before you decide to invest in our
Shares. Some of the major risks we face include:

If we fail to maintain and grow our user base or keep our gamers engaged through our
games, our growth and business may not be sustainable.

A substantial amount of our revenue is derived from sales of in-game virtual items, and
failure to monetize effectively through this item-based revenue model may adversely
affect our business.

We derived a substantial amount of revenue from a small number of popular games and a
small group of high-spending gamers during the Track Record Period.

The PRC laws regulating the playing time and users’ age of online games may adversely
affect our business and operations.

We face challenges in expanding operations overseas that we may not be able to
successfully deal with, which may adversely affect our business.

Any loss or deterioration of our relationship with our game developer partners may
materially and adversely affect our business and results of operations.

Hacking activities may adversely affect our reputation and business.
Our intangible assets and goodwill may be subject to impairment.

The determination of the fair value changes of certain of our financial assets requires the
use of estimates that are based on unobservable inputs, and therefore inherently involves a
certain degree of uncertainty.
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CONTRACTUAL ARRANGEMENTS

In line with common practice in industries in China subject to foreign investment restrictions
and prohibitions, we would gain effective control over, and receive all the economic benefits generated
by the businesses currently operated by our PRC Consolidated Affiliated Entities through the
Contractual Arrangements between WFOE, on the one hand, and our PRC Consolidated Affiliated
Entities and their respective shareholders, on the other. The Contractual Arrangements allow the results
of operations and assets and liabilities of X.D. Network and its subsidiaries to be consolidated into our
results of operations and assets and liabilities under IFRS as if they were our subsidiaries. See
“Contractual Arrangements.”

The following simplified diagram illustrates the flow of economic benefits from our PRC
Consolidated Affiliated Entities to WFOE as stipulated under the Contractual Arrangements:

WFOE @ Registered
(PRC) ¥ Shareholders®
H
M | ) 100%
3
X.D. Network

” denotes legal and beneficial ownership in the equity interest

__________ ” denotes the Contractual Arrangements

(1) WFOE provides technical consultation and other services in exchange for service fees from X.D. Network. See “—Our Contractual
Arrangements—EXxclusive Service Agreement.”

(2) The Registered Shareholders executed an exclusive option agreement in favor of WFOE, for the acquisition of all or part of the equity
interests and/or assets in X.D. Network. See “—Our Contractual Arrangements—Exclusive Option Agreement.” The Registered
Shareholders granted first priority security interests in favor of WFOE, over the entire equity interests in X.D. Network held by
Registered Shareholders. See “—Our Contractual Arrangements—Equity Pledge Agreement.” The Registered Shareholders executed the
Voting Rights Proxy Agreement and Powers of Attorney in favor of WFOE, for the exercise of all shareholders’ rights in X.D. Network.
See “—Our Contractual Arrangements—Voting Rights Proxy Agreement and Powers of Attorney.” The spouse of each Relevant
Individual Shareholder executed an undertaking in favor of WFOE. See “—Our Contractual Arrangements—Spouse Undertakings.”

(3) Xindong Holding Co., Ltd. (LEI#ERAFLZA]), Shanghai Jiexin Investment Management Partnership (Limited Partnership), Fuzhou
Tianmeng Digital Company Limited (ffi/l K %E0EA R 7)), Shanghai Muxinyinxi Investment Management Partnership (Limited
Partnership), Dongfang Xinghui (Shanghai) Investment Center (Limited Partnership) (HJ7RfE ( Liff) &L (HREE) ),
Shanghai Yousu Investment Management Co., Ltd. ( Fifii R &SI ABRAR) |, Tibet Taifu Culture Media Co., Ltd. (P97 & X1t
AR ) |, Xiamen Qunce Chuangying Equity Investment Partnership (Limited Partnership), Xiamen Jixiang Equity Investment
Co., Ltd. (J&M & HRHER & A BR 2 7)), Tianjin Jinwutong Investment Management Partnership (Limited Partnership) and the Relevant
Individual Shareholders (including Mr. Huang, Mr. Dai, Mr. Zhao, Mr. Hong Shen, Mr. Shen Sheng, Mr. Wang Chenguang, Mr. Pan
Zugiang, Ms. Zhang Aifen, Ms. Chen Ying, Mr. Jia Shaochi, Mr. Huang Yecheng, Ms. Pan Chenping and Mr. Huang Xiwei) are
collectively referred to as “Registered Shareholders.”

For the risks relating to the Contractual Arrangements, see “Risk Factors—Risks Related to
Our Contractual Arrangements.”

OUR CONTROLLING SHAREHOLDERS

Immediately following the completion of the Global Offering (assuming the Over-Allotment
Option is not exercised), the family trust of Mr. Huang, our founder, executive Director, Chairman of
the Board and Chief Executive Officer, will be interested in and will control approximately 37.17% of
the total issued share capital of our Company through Happy Today Holding Limited. Therefore
Mr. Huang and Happy Today Holding Limited will remain our Controlling Shareholders upon the
Listing. For further background of Mr. Huang, see ‘“Directors and Senior Management.”
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PRIOR QUOTATION AND LISTING ON THE NEEQ AND THE DELISTING

X. D. Network was converted into a joint stock limited company in May 2015. On November 4,
2015, the shares of X.D. Network became quoted and listed on the NEEQ under the stock code of
833897. With a view to achieving our overall strategic objective to develop an international financing
platform and maximize our shareholders’ value, we sought to voluntarily delist X.D. Network’s shares
from the NEEQ in October 2018. In December 2018, X.D. Network’s application for delisting was
approved by the NEEQ, and the shares of X.D. Network ceased to be quoted on the NEEQ on
December 25, 2018. We subsequently decided to apply for the Listing of our Shares on the Stock
Exchange as we believe the Stock Exchange would enable us to diversify our shareholder base with
Hong Kong and international investors.
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SUMMARY OF HISTORICAL FINANCIAL INFORMATION

The following tables present our summary combined financial information for the years or as of
the dates indicated. This summary has been derived from our combined financial information set forth
in the Accountant’s Report in Appendix I to this prospectus. The summary combined financial data set
forth below should be read together with, and is qualified in its entirety by reference to, the combined
financial information included in the Accountant’s Report in Appendix I to this prospectus, including
the accompanying notes and the information set forth in “Financial Information.” Our combined
financial information was prepared in accordance with IFRS.

Summary Combined Statements of Comprehensive Income

Year ended December 31, Five months ended May 31,
2016 2017 2018 2018 2019
% of % of % of % of % of
Amount Revenue Amount Revenue Amount Revenue Amount Revenue Amount Revenue
(Unaudited)
(RMB in thousands except for percentages)
Revenue ............ 765,521 100.0 1,344,399 100.0 1,887,108 100.0 758,604 100.0 1,033,032 100.0
Cost of revenue . ..... (424,797) (55.5) (741,651) (55.2) (776,309) (41.1) (316,114) (41.7) (341,265) (33.0)
Gross profit ........ 340,724  44.5 602,748 44.8 1,110,799 589 442,490 58.3 691,767  67.0
Selling and marketing
expenses . ......... (186,289) (24.3) (244,358) (18.2) (447,989) (23.7) (160,146) (21.1) (240,031) (23.2)
Research and
development
eXpenses . . ........ (79,434) (10.4) (117,443) (8.7) (197,780) (10.5) (59,763) (7.9) (92,508) (9.0)
General and
administrative
eXpenses . . ........ (66,693) (8.7) (83,840) (6.2) (107,315) (5.8) (36,452) (4.8) (79,275)  (7.7)
Net impairment losses
on financial assets . . (654) (0.1 960) (0.1) (299) 0.0 (303) 0.0 (222) 0.0
Fair value changes on
investments
measured at fair
value through profit
orloss............ (15,605) (2.0) (21,069) (1.6) (3,351) (0.2) (6,516) (0.9) 7,714 0.7
Other income ........ 6,386 0.8 958 0.1 8,141 0.4 383 0.1 8,260 0.8
Other gains/(losses),
net .............. 44,203 5.8 (2,091) (0.1 24,232 1.3 (1,395) (0.2) (559) 0.0
Operating profit . . . . . 42,638 5.6 133,945  10.0 386,438 204 178,298 235 295,146  28.6
Finance income . ..... 1,183 0.2 3,024 0.2 4,993 0.3 1,833 0.2 4,164 0.4
Finance costs ........ (1,987) (0.3) (2,085) (0.2) (2,320) (0.1 (809) (0.1) (1,273) (0.1
Share of results of
investments
accounted for using
equity method .. ... (18,509) (2.4) 7,587 0.6 285 0.0 56 0.0 (841) (0.1)
Profit before income
tax .............. 23,325 3.1 142,471 10.6 389,396 20.6 179,378 23.6 297,196 28.8
Income tax expenses . . 45 0.0 (21,934) (1.6) (36,675) (1.9 (21,953) (2.9 (29,674) (2.9)
Profit for the year/
period ........... 23,370 3.1 120,537 9.0 352,721 18.7 157,425 20.7 267,522 259
Profit for the year/
period attributable
to:
Equity holders of

the Company .. 25,181 33 116,630 8.7 285,028 151 128,559 169 184,808  17.9
Non-controlling
interests ...... (1,811) (0.2) 3,907 0.3 67,693 3.6 28,866 3.8 82,714 8.0

-10 -



SUMMARY

The following table summarizes our revenue by business segment for the periods indicated:

Year ended December 31, Five months ended May 31,
2016 2017 2018 2018 2019
% of % of % of % of % of
Amount Revenue Amount Revenue Amount Revenue Amount Revenue Amount Revenue
(Unaudited )
(RMB in thousands except for percentages)
Games .............. 765,521 100.0 1,263,408 94.0 1,592,347 84.4 646,729 85.3 856,339  82.9
Game operating ... 754,454 98.5 1,253,617 933 1,588,115 84.1 643,988 84.9 853,848 82.7
Online
games ..... 748,931 97.8 1,216,094 90.5 1,544,485 81.8 635,701 83.8 840,177 81.3
Premium
games ..... 5,523 0.7 37,523 2.8 43,630 2.3 8,287 1.1 13,671 1.4
Others® .. ....... 11,067 1.5 9,791 0.7 4,232 0.3 2,741 0.4 2,491 0.2
Information services . . . — — 80,991 6.0 294,761 15.6 111,875 14.7 176,693 17.1
Total revenue ........ 765,521 100.0 1,344,399 100.0 1,887,108 100.0 758,604 100.0 1,033,032 100.0

(1) Others in game operating are primarily derived from licensing copyrights of our games or game contents to other game publishing
companies for agreed periods, and other game publishers pay license fees for the right to operate our games in specified geographic
areas. The license fees normally comprise of a fixed lump sum and variable fees calculated based on a predetermined rate on the cash
paid by gamers collected by the publishers related to the licensed games.

During the Track Record Period, our game revenue increased in absolute amount, primarily
reflecting the growth of our game operating business, but decreased as a percentage of our total
revenue, attributable to an increase in our revenue from information service business during the same
period, as we started to generate revenue from our information service business from 2017 after we
consolidated Yiwan in December 2016 and expanded our online marketing business on TapTap since
then.

The following table sets forth a breakdown of our game operating revenue by revenue
recognition method for the periods indicated:

Year ended December 31, Five months ended May 31,
2016 2017 2018 2018 2019
Unaudited
Amount % Amount % Amount % Amount % Amount %

(RMB in thousands except for percentages)
Revenue recognized on a

gross basis ............ 739,519 98.0 1,155,384 92.2 1,100,627 69.3 501,444 77.9 417,508 48.9
Revenue recognized on a net

basis ......... ... ... 14,935 2.0 98,233 7.8 487,488 30.7 142,544 22.1 436,340 51.1
Total .................. 754,454 100.0 1,253,617 100.0 1,588,115 100.0 643,988 100.0 853,848 100.0

During the Track Record Period, as a percentage of the total game operating revenue, our game
operating revenue recognized on a gross basis decreased and that recognized on a net basis increased,
mainly as a result of the increased revenue from Ragnarok M in overseas markets.
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The following tables set forth our cost of revenue by business segment and by nature for the

periods indicated:

Year ended December 31, Five months ended May 31,
2016 2017 2018 2018 2019
% of % of % of % of % of
Amount Revenue Amount Revenue Amount Revenue Amount Revenue Amount Revenue
(Unaudited)
(RMB in thousands except for percentages)
Games ............. 424,797 55.5 709,207 52.8 740911 39.3 303,939 40.1 324,833 314
Information services .. — — 32444 24 357398 1.8 12,175 1.6 16,432 1.6
Total .............. 424,797 55.5 741,651 55.2 776,309 41.1 316,114 41.7 341,265 33.0
Year ended December 31, Five months ended May 31,
2016 2017 2018 2018 2019
Amount % Amount % Amount % Amount % Amount %
(Unaudited)
(RMB in thousands except for percentages)
Commissions charged by
distribution platforms
and payment
channels ............. 288,278 67.9 348,927 47.0 331,081 42.6 154,309 48.8 122,579 359
Sharing of proceeds to
game developers ...... 63,964 15.1 204,836 27.6 193,694 25.0 85,388 27.0 73,979 21.7
Bandwidth and servers
custody fee . .......... 19,152 45 66,704 9.0 85,080 11.0 24,712 7.8 75900 22.2
Employee benefits
eXpenses . ........... 20,443 4.8 33,788 4.6 47,156 6.1 14,947 47 14,562 4.3
Amortization of intangible
assets ... 16,621 3.9 31,598 43 42540 55 13,894 44 237762 7.0
Impairment charges . . . ... 3,000 0.7 28,503 3.8 41,564 5.4 9,434 3.0 — —
VAT input transfer out and
tax surcharges ........ 8,849 2.1 19,563 2.6 22386 29 9,234 29 12,604 3.7
Others® ............... 4,490 1.0 7,732 1.1 12,808 1.5 4,196 1.4 17,879 5.2
Total ................. 424,797 100.0 741,651 100.0 776,309 100.0 316,114 100.0 341,265 100.0

(1) Others mainly include professional and technical services and depreciation of property, plant and equipment.

Our cost of revenue for game business primarily consists of commissions charged by
distribution platforms and payment channels and sharing of proceeds to game developers where we act
as a principal, bandwidth and servers custody fee and employee benefits expenses. Our cost of revenue
for information service business primarily consists of bandwidth and servers custody fee and employee
benefits expenses. Commissions charged by distribution platforms and payment channels and sharing
of proceeds to game developers fluctuate during the Track Record Period, primarily due to the change
in game operating revenue recognized on a gross basis.

For details, see “Financial Information—Results of Operations—Cost of Revenue.”
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Summary Combined Statements of Financial Position

As of December 31, As of May 31,
2016 2017 2018 2019
(RMB in thousands)
Total non-current assets(h) . ... ... ... . . 338,825 338,247 448,369 475,714
Total current asSets . .. .o 371,191 972,334 1,276,331 1,384,915
Totalassets ............. ... ... . ... . i 710,016 1,310,581 1,724,700 1,860,629
Total non-current liabilities . ............ . ... ..., 35,387 27,099 39,753 36,779
Total current liabilities ............... ... ... ... ........ 164,714 325,727 342,387 393,560
Total liabilities . . .. .......... .. ... ... ... ........... 200,101 352,826 382,140 430,339
Net CUITENt ASSELS . o v vttt e e e 206,477 646,607 933,944 991,355
Totalequity ........... ... . . . . 509,915 957,755 1,342,560 1,430,290

(1) As of December 31, 2016, 2017, 2018 and May 31, 2019, our intangible assets were RMB104.0 million, RMB175.0 million, RMB192.2
million and RMB193.9 million, respectively, representing 30.7%, 51.7%, 42.9% and 40.8% of our total non-current assets, respectively.
As of the same dates, our goodwill, primarily in relation to our consolidations of Yiwan and Longcheng, were RMB45.1 million,
RMB101.7 million, RMB101.7 million and RMB101.7 million, respectively, representing 43.4%, 58.1%, 52.9% and 52.4% of our
intangible assets, respectively.

Selected Combined Statements of Cash Flows

Five months ended

Year ended December 31, May 31,
2016 2017 2018 2018 2019
(Unaudited)
(RMB in thousands)

Operating cash flows before movements in working

capital ... . 59,481 245,256 486,568 222,032 340,294
Changes in working capital ...................... (60,845) 60,268 (287,864) (119,478) 19,047
Income tax (paid)/refunded .. ..................... (7,287)  (9,793) (25,150) (9,381) 9,799
Net cash (used in) / generated from operating

ACtIVILIES ..ottt (8,651) 295,731 173,554 93,173 369,140
Net cash generated from / (used in) investing

ACtIVILIES ..ot 74,206 (131,542) (199,568) (209,454) (141,257)
Net cash (used in) / generated from financing

ACtIVILIES ..ottt (10,567) 249,140 1,255 (8,992) (158,340)
Net increase/(decrease) in cash and cash

equivalents ......... .. .. .. ... .. ... .. 54,988 413,329 (24,759) (125,273) 69,543
Cash and cash equivalents at beginning of the year/

period .. ... ... .. 114,529 178,127 577,972 577,972 573,233
Exchange gain/(loss) on cash and cash equivalents . . .. 8,610 (13,484) 20,020 (8,232) 3,524
Cash and cash equivalents at end of the

year/period .. ......... ... .. ... . 178,127 577,972 573,233 444,467 646,300

In 2016, we had net cash used in operating activities mainly attributable to: (i) an increase in
prepayments for revenue sharing for Ragnarok M; and (ii) an increase in trade receivables, mainly in
line with our revenue growth, after adjusting non-cash and non-operating items for profit before
income tax.

We recorded net decrease in cash and cash equivalents in 2018, mainly attributable to (i) an
increase in trade receivables related to Ragnarok M in Southeast Asia launched in October 2018, the
revenue of which was not settled before the year end, and (ii) net cash used in investing activities,
which was primarily attributable to purchase of intangible assets (including prepayments for intangible
assets) for new games such as Errant: Hunter’s Soul ({#5%[%) and Identity V (58 1 A#%).
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In the five months ended May 31, 2019, we had net cash used in investing activities, which was
primarily attributable to (i) net cash used on investment in wealth management products issued by
banks; and (ii) purchase of intangible assets (including prepayments for intangible assets) for new
games such as Langrisser (241 %) and Samurai Spirits Online (fF2f : i fH3%). We also recorded
net cash used in financing activities, mainly as a result of payments for share repurchases and
acquisition of additional interests in Yiwan.

For details, see “Financial Information—Liquidity and Capital Resources—Cash Flows.”

KEY FINANCIAL RATIOS

The following table sets forth our key financial ratios as of the dates or for the periods
indicated:

As of or five months

As of or year ended December 31, ended May 31,
2016 2017 2018 2018 2019
(Unaudited)

Net profit margin® . ... .. ... ... .. .. .. .. ... 3.1% 9.0% 18.7% 20.7% 25.9%
Gross margin® . ... ... 44.5% 44.8% 58.9% 58.3% 67.0%
Returnonequity® . ... ... ... ... .. .. ... 4.8% 16.4% 30.7% 15.4% 19.3%
Return on total assets® . .......................... 3.4% 11.9% 23.2% 11.4% 14.9%
Current ratio® .. ... ... .. 2.25 2.99 3.73 3.26 3.52

(1) Net profit margin equals profit for the year/period divided by revenue for the respective year/period.

(2) Gross margin equals gross profit for the year/period divided by revenue for the respective year/period.

(3) Return on equity equals profit for the year/period divided by the average balance of total equity at the beginning and the end of the
respective year/period.

(4) Return on total assets equals profit for the year/period divided by the average balance of total assets at the beginning and the end of the
respective year/period.

(5) Current ratio equals current assets divided by current liabilities as of the respective dates.

Our gross margin increased to 67.0% in the five months ended May 31, 2019 from 58.3% in the
same period of 2018, primarily due to (i) the increase in the contribution from game operating revenue
on a net basis to total operating revenue, mainly arising from the solid performance of Ragnarok M in
overseas markets; and (ii) an increase in the gross margin of our information service business, as our
cost of operations remained relatively stable as such business expanded.

Our gross margin increased to 58.9% in 2018 from 44.8% in 2017, primarily due to (i) the
increase in the contribution from game operating revenue recognized on a net basis to total game
operating revenue, such as Ragnarok M in overseas markets; (ii) an increase in the contribution of
revenue from our information service business to total revenue, which in general enjoys a higher gross
margin than the game business, as our cost of operations remained relatively stable as our information
service business scaled up, while we need to pay commissions to distribution platforms and payment
channels and shares of proceeds to game developers for game operating as a certain percentage of our
revenue recognized on a gross basis; and (iii) our gross margin of information service business
increased, as our cost of operations remained relatively stable as such business expanded. Our gross
margin remained relatively stable in 2016 and 2017.

LEGAL COMPLIANCE

As advised by our PRC Legal Adviser, during the Track Record Period and up to the Latest
Practicable Date, we had complied with laws and regulations in the PRC that are relevant to our PRC
business in all material respects. In addition, after consultation with our legal advisers in the relevant
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jurisdictions, our Directors confirmed that, during the Track Record Period and up to the Latest
Practicable Date, we had complied with relevant laws and regulations in all material respects in those
foreign jurisdictions in which we have significant presence, namely South Korea, Taiwan and
Hong Kong.

DIVIDEND

Any dividends we pay will be determined at the absolute discretion of our Board, taking into
account factors including our actual and expected results of operations, cash flow and financial
position, general business conditions and business strategies, expected working capital requirements
and future expansion plans, legal, regulatory and other contractual restrictions, and other factors that
our Board deems to be appropriate. Our Shareholders in a general meeting may approve any
declaration of dividends, which must not exceed the amount recommended by our Board. No dividends
have been paid or declared by our Company during the Track Record Period since our Company was
incorporated on January 25, 2019, and there is no assurance that dividends of any amount will be
declared or be distributed in any year. We do not have an expected dividend distribution ratio. In 2016,
2017, 2018 and the five months ended May 31, 2019, X.D. Network, our primary operating entity, paid
dividends of nil, RMB35.0 million, RMB50.1 million and nil, respectively. Our dividend distribution
record in the past may not be used as a reference or basis to determine the level of dividends that may
be declared or paid by us in the future.

RECENT DEVELOPMENTS

Subsequent to the Track Record Period and up to the Latest Practicable Date, we had launched
six new online games, comprising Langrisser (£%J#i#E#() for South Korea in June 2019, Samurai
Spirits Online (f#31 : i H 5¢) for Japan in August 2019, Divinity Saga (#f1#i3C#) for Southeast Asia
in August 2019, Wasteland Lords (5ic#748 1) for Hong Kong, Macau and Taiwan in September 2019,
#COMPASS (Bk[F KHtf##T Z4%) for China in November 2019, and The Furious Yama (K A& Hi
for South Korea in November 2019 as well as new local versions of existing games, such as Ragnarok
M for Japan in June 2019 and for Europe in October 2019, and Ulala (AR S#i#ir) for overseas
markets comprising over 50 countries and districts in September 2019 and for China in October 2019.
In particular, Ulala (MR S47$I) ranked among top ten on the top grossing chart of App Store in
Taiwan for over 60 consecutive days, ranked among top four on the free game chart of App Store in
the United States for four consecutive days and ranked among top ten on the top grossing chart of APP
Store in China for 14 consecutive days; while Langrisser (#%Jf45#k), a SLG mobile game set in a
fantasy world based on the tactical RPG game series of the same name, which was developed by an
independent third party game developer and co-published by us and the game developer in the South
Korean market, ranked among top five on the top grossing chart of Google Play in South Korea for
over 60 consecutive days following its release. For Ragnarok M launched in Europe, we provide
technical support and operation support, and Gravity or its associates pay us 43% of the gross billings
from App Store and Google Play as our service fees. Subsequent to the Track Record Period, we
obtained preapproval from NAPP for Ulala (R {RIY S HLHL) in September 2019.

Subsequent to September 30, 2019 and up to the Latest Practicable Date, we had two new
licensed games in our online game pipeline for 2019 and 2020, including Ren Sheng Ruo Zhi Ru Chu
Jian (N2 HAn#) L), a simulation game expected to be launched in the first half of 2020 for Hong
Kong, Macau, Taiwan and South Korea, and Horcrux College (£ #55:F¢), a placement game expected
to be launched in the first half of 2020 for Hong Kong, Macau and Taiwan.
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We also experienced general increases in the average MAUs and MPUs for our games
subsequent to the Track Record Period. In the nine months ended September 30, 2019, the average
MAUs of our online games were 19.2 million, compared to 18.0 million in the five months ended
May 31, 2019, primarily attributable to the continual growth of Sausage Man (FMJR¥%E) and the
launch of new games and local versions. The average MPUs of our online games increased slightly
from approximately 637,000 in the five months ended May 31, 2019 to approximately 640,300 in the
nine months ended September 30, 2019 due to our continuing marketing efforts. Our total number of
cumulative registered players of the online games increased from 131.8 million as of May 31, 2019 to
165.1 million as of September 30, 2019, primarily due to the newly launched games and local versions
of existing games.

Moreover, TapTap continued to grow subsequent to the Track Record Period, which was in line
with our continued efforts on optimizing user experience and attracting new users. TapTap’s registered
users increased from 45.1 million as of May 31, 2019 to 52.1 million as of September 30, 2019. The
average MAUs of TapTap mobile app increased from 16.2 million in the five months ended May 31,
2019 to 17.0 million in the nine months ended September 30, 2019.

On October 25, 2019, NAPP issued the New Anti-addiction Notice which took effect from
November 1, 2019. For details of the New Anti-addiction Notice, the summary of the principal
implications of the New Anti-addiction Notice on our game operating business and the measures to be
taken by us, see “Regulatory Overview—PRC Laws and Regulations—Regulations on Real-Name
Registration and Anti-Addiction System,” “Risk Factors—Risks Related to Our Business and
Industry—The PRC law regulating the playing time and users’ age of online games may adversely
affect our business and operations” and “Business—Licenses and Permits.”

Our Directors confirm that there have been no material adverse changes in our financial or
trading positions or prospects since May 31, 2019, being the date of our last audited financial
statements as set out in the Accountant’s Report in Appendix I to this prospectus, and up to the date of
this prospectus.

USE OF PROCEEDS

Assuming an Offer Price of HK$13.45 per Share (being the mid-point of the Offer Price Range
of between HK$11.10 and HK$15.80 per Share), we estimate that we will receive net proceeds of
approximately HK$769.6 million from the Global Offering after deducting the underwriting
commissions and other estimated expenses paid and payable by us in connection with the Global
Offering and assuming that the Over-allotment Option is not exercised. In line with our strategies, we
intend to use our proceeds from the Global Offering for the purposes and in the amounts set forth
below:

® approximately 35% of the net proceeds, or HK$269.4 million, for developing our games
and game-related technology;

® approximately 30% of the net proceeds, or HK$230.9 million, for developing TapTap;

® approximately 15% of the net proceeds, or HK$115.4 million, for expanding our game
publishing and operating business;

® approximately 10% of the net proceeds, or HK$77.0 million, for selective and strategic
investments and acquisition; and

® approximately 10% of the net proceeds, or HK$77.0 million, for working capital and
general corporate uses.
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See “Future Plans and Use of Proceeds” in this prospectus for details of our use of proceeds
from the Global Offering.

OFFERING STATISTICS

All statistics in the following table are based on the assumptions that (i) the Global Offering has
been completed and 63,600,000 Shares are issued pursuant to the Global Offering, and (ii) 423,958,500
Shares are issued and outstanding following the completion of the Global Offering saved as disclosed
in note (2) below, assuming no exercise of Over-allotment Option.

Based on an Offer Price Based on an Offer Price

of HK$11.10 of HK$15.80
Market capitalization of our Shares™ .. ..................... HK$4,705.9 million = HK$6,698.5 million
Unaudited pro forma adjusted net tangible assets per Share® . ... HK$4.04 (RMB3.62) HK$4.72 (RMB4.23)

(1) The calculation of market capitalization is based on 423,958,500 Shares expected to be in issue immediately upon completion of the
Global Offering, assuming no exercise of Over-allotment Option.

(2) The unaudited pro forma adjusted net tangible assets per Share is calculated after making the adjustments referred to in Appendix II to
this prospectus and on the basis that 423,958,500 Shares are expected to be in issue immediately upon completion of the Global Offering,
assuming no exercise of Over-allotment Option.

LISTING EXPENSES

Listing expenses represent professional fees, underwriting commissions and other fees incurred
in connection with the Global Offering. We estimate our listing expenses to be approximately
RMB76.9 million (or HK$85.8 million) (assuming an Offer Price of HK$13.45 per Offer Share (being
the mid-point of the indicative Offer Price range) and no exercise of the Over-allotment Option). In
2018 and the five months ended May 31, 2019, we incurred listing expenses of approximately
RMB20.1 million, out of which RMB17.5 million was expensed and RMB2.6 million was recorded as
prepayment and will be capitalized upon the completion of the Global Offering. We expect to further
incur approximately RMBS56.8 million of listing expenses after May 31, 2019 upon the completion of
the Global Offering, of which approximately RMB26.8 million is expected to be expensed and the
remaining RMB30.0 million is directly attributable to our issue of Offer Shares and will be capitalized.
Our Directors do not expect such expenses to materially impact our results of operations in 2019.
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In this prospectus, unless the context otherwise requires, the following terms shall have the
following meanings. Certain technical terms are explained in “Glossary of Technical Terms” in this

prospectus.

“affiliate” any other person, directly or indirectly, controlling or
controlled by or under direct or indirect common control with
such specified person

“Application Form(s)” WHITE application form(s), YELLOW application form(s)
and GREEN application form(s) or, where the context so
requires, any of them that is (are) in relation to the application
of the Hong Kong Public Offering

“Application Lists” the application lists for the Hong Kong Public Offering

“Articles” / “Articles of Association”

“associate(s)”
“Board”

“Business Day”

“BVI”

“Catalog”

“Cayman Companies Law” /
“Companies Law”

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant”

the amended and restated articles of association of our
Company, conditionally adopted on November 19, 2019 with
effect from the Listing Date, and as amended from time to time,
a summary of which is set out in Appendix III to this
prospectus

has the meaning ascribed to it under the Listing Rules
the board of Directors

any day (other than Saturday, Sunday and public holiday in
Hong Kong) on which banks in Hong Kong are generally open
for normal banking business

the British Virgin Islands

the Catalog of Industries for Encouraged Foreign Investment

(2019 Edition) ( <UBhohi$UE A 3 H 8k (20194 1)) )

the Companies Law (2018 Revision), Cap. 22 (Law 3 of 1961)
of the Cayman Islands, as amended, supplemented or otherwise
modified from time to time

the Central Clearing and Settlement System established and
operated by HKSCC

a person admitted to participate in CCASS as a direct clearing
participant or general clearing participant

a person admitted to participate in CCASS as a custodian
participant

a person admitted to participate in CCASS as an investor
participant who may be an individual or joint individuals or a
corporation
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“CCASS Participant”

“China” or “PRC”

“Co-managers”

“Companies (Winding Up and
Miscellaneous Provisions)
Ordinance”

“Companies Ordinance”

“Company” or “our Company’

“connected person(s)”
“connected transaction(s)”

“Contractual Arrangements”

“Controlling Shareholder(s)”

“CSRC”

“Director(s)”

“Dream Network™

B

a CCASS Clearing Participant, a CCASS Custodian Participant
or a CCASS Investor Participant

the People’s Republic of China excluding, for the purpose of
this prospectus only, Hong Kong, the Macau Special
Administrative Region and Taiwan

Futu Securities International (Hong Kong) Limited, Aristo
Securities Limited and China Galaxy International Securities
(Hong Kong) Co., Limited

the Companies (Winding Up and Miscellaneous Provisions)
Ordinance (Chapter 32 of the Laws of Hong Kong), as amended,
supplemented or otherwise modified from time to time

the Companies Ordinance (Chapter 622 of the Laws of
Hong Kong), as amended, supplemented or otherwise modified
from time to time

XD Inc. (L3IfFR2AF), an exempted company incorporated in
the Cayman Islands with limited liability on January 25, 2019

has the meaning ascribed to it under the Listing Rules
has the meaning ascribed to it under the Listing Rules

the series of contractual arrangements entered into by, among
others, WFOE, X.D. Network and the Registered Shareholders,
details of which are described in the section headed
“Contractual Arrangements”

has the meaning ascribed thereto under the Listing Rules and
unless the context requires otherwise, refers to Mr. Huang and
Happy Today Holding Limited, further details of which are
described in the section headed ‘Relationship with our
Controlling Shareholders”

China Securities Regulatory Commission ([ &% % B B 1 2
B )

the director(s) of our Company

The Dream Network Technology Co., Ltd. (#5244 Rl
AR/ H]), a company established in the PRC on September 9,
2009 and a wholly-owned subsidiary of Fuchun Technology
Co., Ltd. (&FRH AR F]), which is listed on Shenzhen
Stock Exchange (stock code: 300299) and whose de facto
controller (EF#EHIAN) is Miao Pinzhang, who directly and
indirectly held over 30% voting rights in Fuchun Technology
Co., Ltd. (&FFHEBMARRAR]) as of June 30, 2019. Dream
Network is an interactive entertainment company engaged in
development and operation of mobile and web games. As of
June 30, 2019, its registered capital was RMB13.6 million. The
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“EIT Law”

“Extreme Conditions”

“Foreign Investment Law”

“GAPP” and “NAPP”

“Global Offering”

“Gravity”

“GREEN Application Form(s)”

RT3

“Group”,

113 L3

our

LEINNT3 EEINTS

our Group”, “we”, “us” or

“HK$77 or “HKD”
“HKSCC”

“HKSCC Nominees”

“Hong Kong”

de facto controller (EF#EH N) of Dream Network does not
have any past or present relationships with the Company and its
subsidiaries, their directors, senior management, the
Controlling Shareholders or any of their respective associates

PRC Enterprise Income Tax Law (3 A RILFNE 2T 158
%) adopted by the National People’s Congress on March 16,
2007, and became effective on January 1, 2008 and amended
on February 24, 2017 and on December 29, 2018

extreme conditions caused by a super typhoon as announced by the
government of Hong Kong

the Foreign Investment Law of the PRC ( < *F#E A [ LA 5 41 i
&) ) adopted by the National People’s Congress on
March 15, 2019 with effect from January 1, 2020

General Administration of Press and Publication of the PRC
(rhE N RILAN R ), currently known as National
Administration of Press and Publication (Bd%<H M RAE %)
since March 2018

the Hong Kong Public Offering and the International Offering

GRAVITY Co., Ltd., a company established in South Korea on
April 4, 2000 and listed on NASDAQ (ticker symbol: GRVY)

the application form(s) to be completed by White Form eIPO
Service Provider, Computershare Hong Kong Investor Services
Limited

our Company, our subsidiaries and our PRC Consolidated
Affiliated Entities from time to time or, where the context so
requires, in respect of the period prior to our Company
becoming the holding company of its present subsidiaries, such
subsidiaries as if they were subsidiaries of our Company at the
relevant time (or our Company and any one or more of its
subsidiaries, as the context may require)

Hong Kong dollars, the lawful currency of Hong Kong
Hong Kong Securities Clearing Company Limited

HKSCC Nominees Limited, a wholly-owned subsidiary of
HKSCC

the Hong Kong Special Administrative Region of the People’s
Republic of China
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“Hong Kong Offer Shares”

“Hong Kong Public Offering”

“Hong Kong Share Registrar”

“Hong Kong Underwriters”

“Hong Kong Underwriting
Agreement”

“IFRS”

“Implementation Program”

“Independent Third Party(ies)”

“International Offer Shares”

“International Offering”

the 6,360,000 Shares initially being offered by wus for
subscription pursuant to the Hong Kong Public Offering
(subject to reallocation as described in “Structure of the Global
Offering”)

the offer of the Hong Kong Offer Shares for subscription by the
public in Hong Kong, on the terms and subject to the conditions
described in this prospectus and the Application Forms relating
thereto, as further described in “Structure of the Global
Offering—The Hong Kong Public Offering”

Computershare Hong Kong Investor Services Limited

the underwriters of the Hong Kong Public Offering listed in the
section headed “Underwriting—Hong Kong Underwriters”

the underwriting agreement dated November 28, 2019 relating
to the Hong Kong Public Offering entered into between, among
others, the Sole Sponsor, the Sole Global Coordinator, the
Controlling Shareholders, Mr. Dai, the Joint Bookrunners, the
Hong Kong Underwriters and us as further described in
“Underwriting—Underwriting Agreements and Expenses—
Hong Kong Public Offering—Hong Kong Underwriting
Agreement”

International Financial Reporting Standards, which include
standards and interpretations as issued from time to time by the
International Accounting Standards Board

the Implementation Program on Comprehensive Prevention and
Control of Juveniles Myopia ( &4 B4 52 5 5 D AF 4045 B it 7
%) ) released by eight PRC government authorities at national
government level, including NAPP and the Ministry of
Education on August 30, 2018

an individual or a company who, to the best of our Directors’
knowledge, information and belief, having made reasonable
enquiries, is not a connected person (within the meaning of the
Listing Rules)

57,240,000 Shares (subject to reallocation and the exercise of
the Over-allotment Option as described in the section headed
“Structure of the Global Offering” in this prospectus) being
offered by our Company for subscription at the Offer Price
pursuant to the International Offering

the conditional placing of the International Offer Shares by the
International Underwriters with professional and institutional
investors for cash at the Offer Price, as further described in the
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E)

“International Underwriter(s)

“International Underwriting
Agreement”

“Joint Bookrunners”

“Joint Lead Managers”

“Latest Practicable Date”

“Listing”

“Listing Committee”

“Listing Date”

“Listing Rules”

“Longcheng”

“M&A Rules”

section headed “Structure of the Global Offering” in this
prospectus

the group of international underwriters expected to enter into
the International Underwriting Agreement to underwrite the
International Offering

the underwriting agreement expected to be entered into on or
about the Price Determination Date by, among others, the
Controlling Shareholders, the Sole Sponsor, the Sole Global
Coordinator, Dynasty Vision Limited, Mr. Dai, the
International Underwriters and us in respect of the International
Offering, as further described in “Underwriting—Underwriting
Agreements and Expenses—International Offering”

CLSA Limited, BOCI Asia Limited, ICBC International
Capital Limited and Zhongtai International Securities Limited

CLSA Limited, BOCI Asia Limited, ICBC International
Securities Limited and Zhongtai International Securities
Limited

November 20, 2019, being the latest practicable date for
ascertaining certain information in this prospectus before its
publication

the listing of the Shares on the Main Board
the Listing Committee of the Stock Exchange

the date, expected to be on or about December 12, 2019, on
which the Shares are listed and on which dealings in the Shares
are first permitted to take place on the Stock Exchange

the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited, as amended, supplemented
or otherwise modified from time to time

Shanghai Longcheng Network Technology Co., Ltd. (L HEAL
HLERHHABR/AR), a company established in the PRC on
September 14, 2015, and a non-wholly owned subsidiary of our
Company, or together with one or more of its subsidiaries, as
the context may require

the Rules on the Mergers and Acquisitions of Domestic
Enterprises by Foreign Investors (74443 & # {1f 55 1A 1> 2
HLE), jointly issued by the State-owned Assets Supervision
and Administration Commission (B ke A & BB &% 5
%), the MOFCOM, the SAT, the SAIC, the CSRC and the
SAFE on August 8, 2006 and re-issued by the MOFCOM on
June 22, 2009
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“Main Board”

“Memorandum” / “Memorandum of

Associations”

3 ‘MIIT’ >

“MOC” and “MCT”

“MOFCOM”

“Mr. Dai”

“Mr. Huang”

“Mr. Zhao”

“NASDAQ”

“NDRC”

3 ‘NEEQ’ >

“Negative List”

“New Anti-addiction Notice”

“Offer Price”

the stock market (excluding the option market) operated by the
Stock Exchange which is independent from and operated in
parallel with the GEM of the Stock Exchange

the amended and restated memorandum of association of our
Company, conditionally adopted on November 19, 2019, with
effect from the Listing Date, and as amended from time to time,
a summary of which is set out in Appendix III to this
prospectus

Ministry of Industry and Information Technology of the PRC
Gk FNEE i e I ESY 1)

Ministry of Culture of the PRC ("3 A [ 4LF1 B LK), which
is reformed and known as the Ministry of Culture and Tourism
(3 N R AR B S Ak AR i 2 58) since March 2018

Ministry of Commerce of the PRC (12 A F& 1 B 75 7)

Mr. Dai Yunjie (#Zf), co-founder, an executive Director and
President of our Company, and our substantial shareholder

Mr. Huang Yimeng (¥ —k), co-founder, an executive Director
and Chairman of the Board and Chief Executive Officer of our
Company, and our Controlling Shareholder

Mr. Zhao Yuyao (i#F2E), co-founder and our Shareholder
the Nasdaq stock market in the United States

National Development and Reform Commission ('3 A RILAN
2 5% Je B 2l %5 22 B ) of the PRC

National Equities Exchange and Quotations (2[5 H1/]M i 314y
AR )

Special Administrative Measures for the Access of Foreign
Investment (Negative List) (2019 Edition) (1% & i A 45 Fl
PRHE (R TS B (20194FHR))

the Notice on Preventing Minors from Indulging in Online
Games ( CERBA 1A B AN DTREAE 4% 0 ST ) issued by
NAPP on October 25, 2019, which took effect from November
1, 2019

the final price per Offer Share in Hong Kong dollars (exclusive
of brokerage fee of 1.0%, Stock Exchange trading fee of
0.005% and SFC transaction levy of 0.0027%) at which the
Hong Kong Offer Shares are to be subscribed, to be confirmed
in the manner further described in the section headed “Structure
of the Global Offering” in this prospectus
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“Offer Shares”

“Option Existing Shares”

“Option New Shares”

“Option Shares”

“Over-allotment Option”

“Over-allotment Option Grantor”

“PBOC”

“PRC Consolidated Affiliated
Entities”

“PRC Legal Adviser”

“Price Determination Agreement”

“Price Determination Date”

“prospectus”

“Ragnarok M”

the Hong Kong Offer Shares and the International Offer Shares

up to 5,480,000 existing Shares to be sold by the Over-
allotment Option Grantor pursuant to the exercise of the Over-
allotment Option

up to 4,060,000 new Shares to be issued by the Company
pursuant to the exercise of the Over-allotment Option

the Option Existing Shares and the Option New Shares

the option to be granted by the Company and the Over-
allotment Option Grantor to the International Underwriters
exercisable by the Sole Global Coordinator (on behalf of the
International Underwriters) pursuant to which the Over-
allotment Option Grantor may be required to sell the Option
Existing Shares in full, following which the Company may be
required to issue the Option New Shares, up to a total of
9,540,000 Option Shares (representing 15% of the Offer Shares
initially available under the Global Offering) in aggregate at the
Offer Price to cover over-allocation, if any, in the International
Offering

Dynasty Vision Limited, in the capacity of a grantor of the
Over-allotment Option pursuant to the International
Underwriting Agreement

People’s Bank of China (#'[# A\ R4R1T)

the entities we control through the Contractual Arrangements,
namely X.D. Network and its respective subsidiaries. For
further details of these entities, see “History, Reorganization
and Corporate Structure” and “Contractual Arrangements”

Zhong Lun Law Firm, the PRC legal adviser to our Company

the agreement to be entered into by the Sole Global
Coordinator (for itself and on behalf of the Hong Kong
Underwriters) and our Company on the Price Determination
Date to record and fix the Offer Price

the date, expected to be on or about Thursday, December 5,
2019, on which the Offer Price will be determined and in any
event, no later than Monday, December 9, 2019

this prospectus being issued in connection with the Hong Kong
Public Offering

Ragnarok M: Eternal Love (i35  SFaE A E 1))
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“Registered Shareholders”

“Regulation S”

“Reorganization”

“RMB”

“RSU(S)”

“RSU Holding Entity”

“RSU Scheme”

“SAFE”

“SAIC”

“SAPPRFT”

“SAT” or “State Administration of
Taxation”

“SFC”

“SFO”

“SMPPB”

the shareholders of X.D. Network as set out in “Contractual
Arrangements—Overview of Our Contractual Arrangements”

Regulation S under the U.S. Securities Act

the offshore and onshore reorganization as set out in “History,
Reorganization and Corporate Structure—Corporate
Reorganization”

Renminbi, the lawful currency of the PRC
restricted share unit(s)

Heart Assets Limited, a company incorporated in the British
Virgin Islands holding our Shares pursuant to the RSU Scheme
on trust or on behalf of the grantees of our Company

the restricted share unit Scheme of our Company adopted on
June 3, 2019

State Administration of Foreign Exchange of the PRC (H# A
FR LA [ 58 S HE A 2R

State Administration of Industry and Commerce of the PRC (*"
e N RN B B & L A7 BUE B4R R)), which is reformed and
known as the State Administration of Market Regulation of the
PRC (Hr3E A R L2 7 455 B B B A R)) since March 21, 2018

State Administration of Press, Publication, Radio, Film and
Television of the PRC (H 3 A & A0 B8 B8 52 397 B HH s o 44 ) ),
formerly known as the GAPP (" 3e A R0 8 ]t AR 50 )
and the State Administration of Radio, Film and Television of
the PRC ("3 A R ILAN [ [ 5% B 4% 6 2 FE A48 )5)), which has
been reformed and is currently known as the State
Administration of Radio and Television of the PRC (% AR
RN B % & #% 40 44)5) under the State Council and the
NAPP under the Propaganda Department of the Central
Committee of the CPC (3 i1 Je' & 8 E8) since March 2018

State Administration of Taxation of the PRC (" AR ILFIE
B Z B 55 K8 ) )

the Securities and Futures Commission of Hong Kong

the Securities and Futures Ordinance (Chapter 571 of the Laws
of Hong Kong), as amended, supplemented or otherwise
modified from time to time

Shanghai Municipal Press and Publication Bureau ( | {7 [#
i RUR))
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“Share(s)”

“Shareholder(s)”
“Sole Global Coordinator”

“Sole Sponsor”
“Stabilizing Manager”

“Stock Borrowing Agreement”’

“Stock Exchange”

“subsidiary(ies)”

“substantial shareholder(s)”

“Track Record Period”

“U.S. Securities Act”

“Underwriters”

“Underwriting Agreements”

“United States”
“US$” or “USD”
“VAT”

“VIE(s)”

“WFOE” or “XD Interactive”

“WHITE Application Form(s)”

ordinary shares in the share capital of our Company with a par
value of US$0.0001

holder(s) of our Shares
CLSA Limited

CLSA Capital Markets Limited
CLSA Limited

the stock borrowing agreement that may be entered into
between the Stabilizing Manager and Dynasty Vision Limited
on or about the Price Determination Date

The Stock Exchange of Hong Kong Limited

has the meaning ascribed thereto in section 15 of the
Companies Ordinance

has the meaning ascribed thereto in the Listing Rules

the three years ended December 31, 2016, 2017, 2018 and the
five months ended May 31, 2019

the United States Securities Act of 1933, as amended, and the
rules and regulations promulgated thereunder

the Hong Kong Underwriters and the International
Underwriters

the Hong Kong Underwriting Agreement and the International
Underwriting Agreement

the United States of America

United States dollars, the lawful currency of the United States
the PRC value-added tax

variable interest entity(ies)

XD Interactive Entertainment Co., Ltd. (085 B ge4 R
")), a wholly foreign-owned enterprise established in the PRC
on June 6, 2019 by XD (HK) Limited, an indirect wholly-
owned company of our Company

the form of application for the Hong Kong Offer Shares for use
by the public who require such Hong Kong Offer Shares to be
issued in the applicants’ own name
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“White Form eIPO”

“White Form eIPO Service
Provider”

“X.D. Network”

“Xindong Investment”

“Xinxuan Network”

“YELLOW Application Form(s)”

“Yiwan”

“%”

the application for Hong Kong Offer Shares to be issued in the
applicant’s own name by submitting applications online
through the designated website of White Form eIPO at
www.eipo.com.hk

Computershare Hong Kong Investor Services Limited

X.D. Network Inc. (LEj#EZBRMABRAR), a company
established in the PRC on July 29, 2011 and our PRC
Consolidated Affiliated Entity

Shanghai Xindong Investment Management Co., Ltd. (_F &8
WEEHARRAT), a wholly-owned subsidiary of X.D.
Network established in the PRC on August 8, 2014

Xinxuan (Beijing) Network Technology Co., Ltd. (:0>¥ (At 50) 4
FHLABR/AT), a company established in the PRC on
March 27, 2019 and a wholly owned subsidiary of our
Company

the form of application for the Hong Kong Offer Shares for use
by the public who require such Hong Kong Offer Shares to be
deposited directly into CCASS

Yiwan (Shanghai) Network Science and Technology Co., Ltd.
(ZIt (BiE) #FPHCARAF]), a company established in the
PRC on March 28, 2016, and our PRC Consolidated Affiliated
Entity

per cent

Unless otherwise expressly stated or the context otherwise requires, all data in this prospectus

is as of the date of this prospectus.

The English names of the PRC entities, PRC laws or regulations, and the PRC governmental
authorities referred to in this prospectus are translations from their Chinese names and are for
identification purposes. If there is any inconsistency, the Chinese names shall prevail.

Certain amounts and percentage figures included in this prospectus have been subject to
rounding adjustments. Accordingly, figures shown as totals in certain tables may not be an arithmetic
aggregation of the figures preceding them. Any discrepancies in any table or chart between the total
shown and the sum of the amounts listed are due to rounding.
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meanings or usage of these terms.

This glossary of technical terms contains explanations of certain technical terms used in this
prospectus. As such, these terms and their meanings may not correspond to standard industry

“ACT”

“Android”

“App Store”

“ARPG”

“ARPPU”

“asymmetrical battle arena game”

“battle arena game”

“beta testing”
“CAGR”

“casual games”

“CCG”

action game, which emphasizes physical challenges where real-
time hand-eye coordination is usually required and usually
include a series of subdivisions, such as shooting games,
platform games and battle arena games

a mobile operating system developed and maintained by
Google Inc. used in smartphones and tablets

a digital distribution platform operated and developed by Apple
Inc., which is the official app store for the iOS operating
system

action role-playing game, which incorporates elements of
action or action-adventure games and normally has real-time
combat system rather than turn-based or menu-based combat
system

average revenue per month per paying user, which represents
our revenue recognized for a particular game or all of our
games, as applicable, in the period divided by the number of
paying users of the game or all of our games, as applicable, in
such period

a type of battle arena game with several gamers breaking into
two different groups where number of team member is not
symmetrical, with one catcher and the other fugitives
competing in one scenario

a subdivision of ACT and where gamers are usually break into
different teams consisting of equal number of team members
and team members within one team have to cooperate with
each other to compete with other teams

a form of external user acceptance testing
compound annual growth rate

games that are typically designed with simple gameplay and
targets at wide and mass gamers

collective card games, in which players acquire cards into a
personal collection from which they create customized decks of
cards and challenge other players in matches by strategically
crafting customized decks that play to synergies of card
combinations

-28 -



GLOSSARY OF TECHNICAL TERMS

“CPA” cost per acquisition, also known as cost per action, which refers
to an online advertising pricing model where the advertiser
pays for a specified acquisition, for example a sale, click, or
form submit

“CPS” cost per sale, which refers to an online advertisement pricing
model where the advertiser pays on the basis of the number of
sales that are directly generated by an advertisement

“DAUs” daily active users, which measures the stickiness of an online
product by measuring how many unique product users visit the
product daily

“free-to-play” a business model used in the online game industry, under which

users can play games for free, but may need to pay for virtual
items sold in games to enhance their gameplay experience

“Google Play” a digital distribution platform operated and developed by
Google LLC. It serves as both the official app store for the
Android operating system, and a digital media store offering
music, books, movies, and television programs

“gross billings” total amount paid by paying users during a given period to
purchase in-game virtual items on our platform

“i0S” a mobile operating system developed and maintained by Apple
Inc. used exclusively in Apple devices, such as iPhones and
iPads

“IP address” internet protocol address, an identifier assigned to each

computer and other device to a network that is used to locate
and identify the node in communications with other nodes on
the network

“MAUSs” monthly active users, which refers to the number of users who
log into a particular game or all of our games, as applicable, in
the relevant calendar month for games, and refers to the
number of users who access the TapTap mobile app in the
relevant calendar month for TapTap, both of which include
multiple accounts held by one single user. Average MAUs for a
particular period are calculated by dividing the aggregate of the
MAUSs during that period by the number of months of that

period
“MMORPG” massively multiplayer online-role-playing games
“MOBA” multiplayer online battle arena games
“mobile games” games that are played on smartphones or tablets
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“MPUs”

“music games”

“nijigen”

“pay-to-play”

“placement games”

“premium games”

“registered users”

“RPG”

“SLG”

“TMT”

“virtual items”

“web games”

monthly paying users, which refers to the number of paying
users in the relevant calendar month in our games

a genre of mobile games of which the gameplay is oriented
around the player’s interactions with a musical score or
individual songs

romanized Japanese word which literally means second
dimension, which refers in particular to anime, manga and
video games, or the fictional world or characters created in
such works

a business model used in the online game industry, under which
users are required to pay in order to play games

games where storyline usually develops automatically based on
a series of operation rules pre-set by the system and usually
does not require much game controls and users gain experience
points based on the development of the storyline

games for which gamers need to pay a fixed price before
downloading such games, after which the users will have
unlimited access to play such games

the accumulated number of user accounts on our platform. An
individual may register more than one account and these
accounts will count as more than one registered user

role-playing games, which refers to games that involve a large
number of users who interact with each other in an evolving
fictional world; each user adopts skill sets (such as melee
combat or casting magic spells) and controls the avatars’
actions; there are unlimited possible game scenarios where the
evolution of the game world is determined by the actions of the
users, and the storyline continuously evolves even while the
users are offline and away from the games

simulation games, which refers to, in a broad sense, games
designed to closely simulate aspects of real world activities
and, in a narrow sense and for purpose of this prospectus, turn-
based strategy games

telecommunications, media and technology

in-game non-physical items available for purchase, including
consumables, avatars, skills, privileges, or other in-game
features or functionality

games that are played in a web browser on PC without
downloading any client or app
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FORWARD-LOOKING STATEMENTS

This prospectus includes forward-looking statements. All statements other than statements of
historical facts contained in this prospectus, including, without limitation, those regarding our future
financial position, strategies, plans, objectives, goals, targets and future developments in the markets
where we participate or are seeking to participate, and any statements preceded by, followed by or that
include the words “believe,” “expect,” “estimate,” “predict,” “aim,” “intend,” “will,” “may,” “plan,”
“consider,” “anticipate,” “seek,” “should,” “could,” “would,” “continue,” or similar expressions or the
negative thereof, are forward-looking statements. These forward-looking statements involve known
and unknown risks, uncertainties and other factors, some of which are beyond our control, which may
cause our actual results, performance or achievements, or industry results, to be materially different
from any future results, performance or achievements expressed or implied by the forward-looking
statements. These forward-looking statements are based on numerous assumptions regarding our
present and future business strategies and the environment in which we will operate in the future.
Important factors that could cause our actual performance or achievements to differ materially from
those in the forward-looking statements include, among other things, the following:

LR N3 RT3 LIS LR INT3

99 &

® general political and economic conditions, including those related to the PRC;
®  our ability to successfully implement our business plans and strategies;

® future developments, trends and conditions in the industry and markets in which we
operate or into which we intend to expand;

®  our business operations and prospects;

®  our capital expenditure plans;

® the actions and developments of our competitors;
®  our financial condition and performance;

®  capital market developments;

® our dividend policy;

® any changes in the laws, rules and regulations of the central and local governments in
China and other relevant jurisdictions and the rules, regulations and policies of the relevant
governmental authorities relating to all aspects of our business and our business plans; and

®  various business opportunities that we may pursue.

Additional factors that could cause actual performance or achievements to differ materially
include, but are not limited to, those discussed in “Risk Factors” and elsewhere in this prospectus. We
caution you not to place undue reliance on these forward-looking statements, which reflect our
management’s view only as of the date of this prospectus. We undertake no obligation to update or
revise any forward-looking statements, whether as a result of new information, future events or
otherwise. In light of these risks, uncertainties and assumptions, the forward-looking events discussed
in this prospectus might not occur. All forward-looking statements contained in this prospectus are
qualified by reference to the cautionary statements set out in this section.
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RISK FACTORS

You should carefully read and consider all of the information in this prospectus including the
risks and uncertainties described below before deciding to make any investment in our Shares. Our
business, financial condition or results of operations could be materially adversely affected by any
of these risks and uncertainties. The trading price of our Shares could decline due to any of these
risks and uncertainties. As a result, you may lose part or all of your investment.

These factors are contingencies that may or may not occur, and we are not in a position to
express a view on the likelihood of any such contingency occurring. The information given is as of
the Latest Practicable Date unless otherwise stated, will not be updated after the date hereof, and is
subject to the cautionary statements in “Forward-looking Statements.”

RISKS RELATED TO OUR BUSINESS AND INDUSTRY

If we fail to maintain and grow our user base or keep our gamers engaged through our games,
our growth and business may not be sustainable.

To achieve the sustainable growth of our business, we must continuously make strong efforts to
attract new gamers, retain existing gamers and ultimately improve the monetization of our games. This
requires that we continually launch popular games and release updates of our existing games to keep
gamers engaged.

The success of user monetization largely depends on our ability to continue to retain and
expand our user base and convert more registered users into paying users. Releasing new games or
version updates can help retain and expand our user base. However, developing new games may go
through many iterations and setbacks. Therefore, we may not be able to formulate accurate plans for
game development. Gamers might lose faith in us because of unexpected delays in releasing new
games. In addition, despite our efforts in sourcing and developing high-quality games, there can be no
assurance that the games we launch will gain popularity within a short period of time. If a new game
does not gain commercial success and we fail to introduce additional games or updates in a timely
manner to maintain our user base, our existing games would eventually lose popularity, resulting in a
decline in our total active users and paying users.

We also cannot guarantee that our existing games will sustain their current level of popularity.
Gamers may lose interest in our games over time, or they may not choose our games if they become
outdated, and they may choose to play games offered by our competitors if they offer better games or
gameplay experience.

As a result, our user base may not increase at the rate we anticipate or at all, which may, in
turn, materially and adversely affect our business, results of operations, financial condition and
prospects.

A substantial amount of our revenue is derived from sales of in-game virtual items, and failure to
monetize effectively through this item-based revenue model may adversely affect our business.

A majority of our games are free to download and play, adopting an item-based revenue model.
A relatively small fraction of users who play our games within a certain period become paying users,
which is consistent with the industry norms. Our sustainable revenue growth, therefore, depends in part
on our ability to effectively encourage more gamers to make or increase their in-game virtual item
purchases. Spending in our games is discretionary and gamers can be sensitive to price. We put great
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effort into marketing and pricing in-game virtual items to optimize user monetization, which may not
be effective as expected. We might also fail to identify and introduce new and popular virtual items
and price them appropriately.

In addition, this item-based revenue model may cease to be commercially viable. There can be
no assurance that gamers will continue to accept this model. New revenue models may emerge given
the rapidly evolving game industry and competitive landscape, which may force our transition into
such new models and we may experience difficulties in effectively adjusting to such new models. As a
result, our business, results of operations, financial condition and prospects may be materially and
adversely affected.

We derived a substantial amount of revenue from a small number of popular games and a small
group of high-spending gamers during the Track Record Period.

We derived a significant amount of revenue from a small number of popular games. Our
revenue from our top five online games in terms of game operating revenue accounted for 90.9%,
83.1%, 75.6% and 81.6% for 2016, 2017, 2018 and the five months ended May 31, 2019, respectively.
Particularly, Ragnarok M, a popular game launched in China in January 2017 and subsequently in
other overseas markets, greatly contributed to our revenue growth in 2017, 2018 and the five months
ended May 31, 2019. In addition, we also face concentration risk relating to certain of our games. For
example, the top 5% of gamers of Ragnarok M contributed the majority of the gross billings of this
game. There is no guarantee that we will not lose those high-spending gamers or such gamers will
maintain the same spending habit in Ragnarok M or other popular games in the future. If any of those
happens, our revenue from Ragnarok M or other popular games may decrease accordingly.

We expect our existing popular games to continue to contribute a substantial portion of our
revenue in the foreseeable future. However, our top games may have a finite life span and may fall out
of favor with gamers. There can be no assurance that our efforts in enhancing existing popular games
will sustain their current level of popularity and extend their life cycles, and any such decline may
materially and adversely affect our business and results of operations.

The PRC laws regulating the playing time and users’ age of online games may adversely affect
our business and operations.

In 2007, eight PRC government authorities, including the GAPP, the Ministry of Education and
the MIIT, jointly issued a notice requiring all Chinese online game operators to adopt an “anti-
addiction compliance system” in an effort to curb addiction to online games by minors (“Anti-
addiction Notice”). Under the anti-addiction compliance system, three hours or less of continuous play
is defined to be “healthy,” three to five hours is defined to be “fatigue” and five hours or more is
defined to be “unhealthy.” Game operators, including ourselves, are required to reduce the value of
game benefits for minor players by half when those players reach the “fatigue” level, and to zero when
they reach the “unhealthy” level. In July 2011, these government authorities further issued the Notice
Regarding Commencement of Authentication of Real Names for Anti-addiction System on Online
Games ( B E B QA4 TP UK B 42 5038 LAERY%N) ), which provides, among other things, that
the relevant authorities should strengthen the implementation of authentication of gamers’ names in
online games (but excluding mobile games). This system allows game operators to identify which
gamers are minors. In addition to the provisions of the foregoing notices, the GAPP did not require
mobile games to be equipped with the anti-addiction compliance system in order to be approved in
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practice before the implementation of the New Anti-addiction Notice. As such, we believe that the
anti-addiction compliance system is not a compulsory requirement for mobile games before the
implementation of the New Anti-addiction Notice, and therefore have not implemented an
anti-addiction compliance system in all of our mobile games. However, there can be no assurance that
the government authorities will not subsequently take a view contrary to our understanding, that our
current anti-addiction compliance system will not be regarded as insufficient by relevant government
authorities in the PRC, or that the implementation of anti-addiction compliance systems may be
required to obtain preapproval from NAPP in the future, failure of which may materially and adversely
affect our business. Failure to comply with the requirements under the Anti-addiction Notice may
subject us to penalties, including but not limited to suspension of our operation of online games,
revocation of the licenses and approvals for our operations, rejection or suspension of our applications
for approvals, licenses, or filings for any new game, or prohibiting us from operating any new game.

On August 30, 2018, eight PRC government authorities at national government level, including
NAPP and the Ministry of Education, released the Implementation Program. As a part of the plan to
prevent myopia among children, the Implementation Program plans to regulate the number of new
online games and restrict the amount of time juveniles spend playing on electronic devices. As of the
Latest Practicable Date, no implementation rule has been issued to regulate the number of new online
games, and as advised by our PRC Legal Adviser, it is impracticable to forecast the expected quota on
the number of online games approved for publication per year in the future. Although it is unclear
when and how the Implementation Program on regulating the number of new online games will be
enforced, the risk exists that its enforcement could impact our ability to launch and publish new games
going forward, and require us to spend more time and costs in preparing and receiving the approvals
necessary to launch our games.

On October 25, 2019, NAPP issued the New Anti-addiction Notice which mainly stipulates
that: (i) the real-name registration system shall be implemented; (ii) the time slot and duration for
playing online games by minors shall be subject to strict control; (iii) the provision of paid services to
minors shall be regulated; (iv) the regulation of the industry shall be enhanced; and (v) the
development and implementation of appropriate-age reminding system shall be explored. As the New
Anti-addiction Notice came into effect on November 1, 2019, we are not fully compliant with the
requirements thereunder. According to an interview conducted on November 12, 2019 by our PRC
Legal Adviser, the Sole Sponsor and its legal advisers with the SMPPB, a competent authority in the
view of our PRC Legal Adviser, the SMPPB confirmed that a grace period has been given to online
game companies like us to take active measures to gradually comply with the requirements of the New
Anti-addiction Notice. Although we have developed a detailed plan for system upgrade and are in the
process of conducting various system upgrading works to ensure the full compliance of the
requirements under the New Anti-addiction Notice, we may be nevertheless considered non-compliant
if the regulators take a different view, or if our system is not fully upgraded by the end of the grace
period, the length of which also remains uncertain at the discretion of the relevant government
authorities. Should the relevant local government authorities find us not satisfying the relevant
requirements, they may order us to take rectification measures within a limited period of time or even
revoke our relevant licenses, which may materially and adversely affect our business, financial
condition, results of operations and prospects.

Although we have implemented real-name registration systems in all of our web games and
mobile games since October 2017, not all of our mobile game users from China have registered in our
account system using their Chinese identification information. See “Business—Licenses and Permits.”

-34 -



RISK FACTORS

According to our IT system record, containing over 46 million user accounts registered with Chinese
identification information, in 2018 and the nine months ended September 30, 2019, users below
18 years old who registered with us using their Chinese identification information made top-up
payments of approximately RMB2.39 million and RMB8.49 million in aggregate, respectively,
representing approximately 0.90% and 2.85%, respectively, of the total top-up payments made by all
users who registered with us using their Chinese identification information during the relevant period
in China. As our IT system record of registered users with Chinese identification information does not
capture all our Chinese users, the contribution of users below 18 years old to our financial results may
be more significant than that illustrated above. Furthermore, the implementation of the New
Anti-addiction Notice may lead to a decrease in the number of minors in our user base and the play
time of minor users, thereby leading to a decrease in the minor users’ revenue contribution to our
online game business, and may materially and adversely affect our results of operations and prospects.

The performance of our popular game, Ragnarok M, may be affected by other games of the same
genre with similar contents.

Ragnarok M was jointly developed by Gravity, Dream Network and us. It is the mobile version
of Ragnarok Online, which was developed by Gravity. Dream Network, which was granted by Gravity
the license to develop and publish certain games based on Ragnarok Online in China, supplied us with
the materials associated with Ragnarok Online such as characters, music and storylines and we are
responsible for designing, developing and testing Ragnarok M. However, the intellectual property
rights of Ragnarok Online granted to us by Dream Network during the game development process
were not exclusive in China. If other game companies with better game development technologies,
more abundant capital resources or more extensive distribution networks are granted intellectual
property rights of Ragnarok Online to develop and publish similar games, especially those of the same
game genre as Ragnarok M, that compete directly with Ragnarok M, our user base may shrink and the
level of user engagement may decrease, and consequently our business, results of operations, financial
condition and prospects may be materially and adversely affected.

We face challenges in expanding operations overseas that we may not be able to successfully deal
with, which may adversely affect our business.

Expansion into overseas markets is important for our growth. As of September 30, 2019, we
released 30 online games and seven premium games in overseas markets. We generated 2.1%, 31.7%,
61.5% and 67.8% of total game operating revenue from overseas markets in 2016, 2017, 2018 and the
five months ended May 31, 2019, respectively. We plan to keep expanding our business globally.

We face risks associated with expanding into markets where we have limited or no experience
or recognition. We may be unable to attract a sufficient number of users, fail to anticipate competitive
conditions or face difficulties in operating effectively in these new markets. Due to the evolving and
potentially conflicting regulatory environment over the game industry, particularly mobile games,
across the globe, we may be required to comply with more stringent compliance requirements in our
principal overseas markets, such as South Korea, Taiwan, Hong Kong and Southeast Asia. Failure to
timely comply with them may adversely affect our business overseas. We may become exposed to
risks inherent in transacting business globally, including those relating to:

® identifying appropriate overseas markets;

® challenges caused by distance, language and cultural differences;
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® customizing games and other offerings that appeal to the tastes and preferences of gamers
in overseas markets;

® competition from local game developers, publishers and operators with existing market
share in those markets and with a better understanding of user preferences;

® protecting and enforcing our intellectual properties;
® the inability to extend our proprietary brand, content or technology into new jurisdictions;

® implementing alternative payment methods for in-game virtual items in a manner that
complies with local laws and practices;

®  adapting to local business practices;
® foreign exchange rate fluctuations;

® Jower levels of consumer spending and fewer growth opportunities compared with our
existing geographic markets;

®  credit risk and payment fraud; and

®  political, economic and social instability.

We may have difficulty in adequately responding to the challenges and uncertainties we face.
In addition, as we expand further into new countries and regions, these risks could intensify. One or
more of these factors could adversely impact our overseas operations. If we are unable to manage the
risks and costs of our international expansion effectively, our growth, results of operations, financial
condition and prospects may be materially and adversely affected, and our efforts to expand overseas
may not succeed.

Any loss or deterioration of our relationship with our game developer partners may materially
and adversely affect our business and results of operations.

We work with game developers to publish and operate licensed games. We also offer online
marketing services to them through TapTap. We have benefited from the strong brand recognition of
some of these developers and the success of their games in China and overseas markets. We believe
this is crucial to expanding our user base as well as enhancing our ability to operate and monetize our
games. However, there can be no assurance that we would be able to maintain stable relationships with
existing game developer partners. For example, any failure on our part to help game developer partners
effectively localize, operate or monetize games developed by them would adversely affect our
relationship with them and further affect our business and results of operations.

Our game licensing agreements typically have an initial term of two to five years, renewable
upon satisfaction of certain conditions. Our game developer partners may terminate agreements with us
prior to expiration or they may refuse to renew such agreements. Even if they are willing to renew the
agreements, they may demand terms less commercially favorable to us than the existing agreements.
They may choose to partner with our competitors, allowing our competitors to enhance their game
portfolios and effectively compete against us. They may also fail to perform their obligations under the
license agreements, and parties may fail to reach timely agreement on the version of game products to
be published and the publication plan, which may cause delays in our game launch schedule.

We provide online marketing services through TapTap. If our pricing mechanism or
distribution performance fails to meet our game developer partners’ expectation, they may switch to
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other distribution platforms or seek to cooperate with other distribution platforms. In addition, as we
continually enhance our in-house game development capabilities, our game developer partners may
regard us as a competitor, which may therefore adversely impact our relationship with them. Any loss
or deterioration of our relationship with any of our game developer partners may result in a loss to our
revenue and, in turn, materially and adversely affect our business and results of operations.

Failure to maintain relationships with third-party channels that distribute our games may
materially and adversely affect our business.

Apart from our own distribution platforms, which include www.xd.com and TapTap, we
publish our games through third-party distribution platforms, such as App Store and Google Play. We
rely on these third parties to promote our games, record gross billings, process payments from gamers
and, in some instances, maintain the security of their channels and provide certain user services. These
third-party distribution platforms may have strong bargaining power in dealing with game developers
and publishers, including us, and subject us to their standard service terms and conditions for the
promotion and distribution of our games. Our business and results of operations may be adversely
affected if these third-party distribution platforms fail to effectively promote our games or otherwise do
not fulfill their obligations to us, or if they lack relevant government licenses to distribute our games. If
our collaboration with an existing third-party distribution platform terminates, we may not be able to
find a replacement in a timely manner and the distribution of our games may be adversely affected.
Any failure on our part to maintain good relationships with a sufficient number of popular distribution
platforms could cause the number of downloads and active users of our games to decrease, which may
have a material adverse effect on our business, results of operations and financial condition.

Hacking activities may adversely affect our reputation and business.

We primarily rely on proprietary encryption and authentication technology to provide the
security and authentication necessary to enable the secure transmission of confidential user
information, including user name and password. However, our security controls over user and game
data may not prevent the improper disclosure of personally identifiable information. A party using
hacking technology who is able to circumvent these security measures could misappropriate
proprietary information or cause interruptions in our operations. Any system failure or security breach
or lapse that results in the mishandling of user data could harm our reputation and brand and,
consequently, our business, in addition to exposing us to potential legal liability.

In addition, game operators also face problems arising from the use of unauthorized character
enhancements, theft of user account information and other hacking or cheating activities. We may from
time to time encounter such activities, and have implemented measures in our games to detect, identify
and resolve such issues. However, these measures may not be effective, and the continued occurrences
of such activities in our games may harm user experience and adversely affect the image of our games
and gamers’ perception of game reliability, drive away gamers and reduce in-game spending, shorten
the life span of games, and adversely affect our results of operations.

Our failure to timely obtain preapproval for publication of online games from the NAPP before
game launch may adversely affect our game pipelines.

Publishing and monetizing mobile games in China is subject to preapproval by the NAPP. See
“Regulatory Overview—Regulations on Online Games Publishing and Operation—Online Game
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Examination and Publishing.” Accordingly, mobile games with in-game virtual items, which we intend
to publish, are subject to preapproval by the NAPP. If we fail to obtain preapprovals from the NAPP,
none of them can be successfully launched in China as scheduled, which may adversely affect our
game pipeline. See “Business—Our Online Games—Game Pipeline.” Going forward, if any online
games with in-game virtual items published or to be published by us fail to complete such preapproval
in time, or at all, these games may not be allowed to be released or may be ordered to be suspended or
cease operation, and, as a result, our business and results of operations may be materially and adversely
affected.

If we fail to maintain and grow TapTap’s level of popularity and user base, our business and
results of operations may be materially and adversely affected.

We operate TapTap to provide a comprehensive suite of contents and services to serve the
needs of game developers and gamers such as game distribution, game discovery and social
networking and community functions. See “Business—TapTap.” We rely on a sufficient level of
popularity and user base of TapTap to attract game developers and publishers to use our online
marketing services.

To maintain and grow our user base on TapTap, we need to continue to popularize TapTap with
quality mobile game content and enhance user engagement. Accordingly, we have invested and expect
to continue to invest in the development and promotion of TapTap. However, there can be no
assurance that our investment and development strategy for TapTap will succeed, as the content
offered through TapTap by us and gamers may not successfully stimulate the interests of other gamers
and attract them to TapTap. In addition, our competitors may develop and promote more attractive
game communities and platforms that divert our existing and new users away. If TapTap loses its
popularity, our user base may suffer as a result. Accordingly, developers may not choose TapTap for
online marketing services, and our business and results of operations may be adversely affected.

Furthermore, only the Android version of TapTap’s mobile app currently offers the game
download function. Any changes in the Android system’s policy may affect TapTap’s game
distribution services, which may, in turn, have a material adverse effect on our business, results of
operations and financial condition.

Our business is subject to third-party payment processing-related risks.

We make available a variety of mobile payment solutions to gamers, including internet bank,
mobile bank and payment through third-party partners, such as WeChat Pay and Alipay, to facilitate
in-game purchases of virtual items. We rely on payment channel partners to provide payment
processing services to gamers, which may subject us to payment collection issues beyond our control,
or even fraud and other illegal activities in connection with these payment methods. Interruption in the
ability of gamers to use these payment channels could adversely affect our payment collection, and in
turn, our revenue.

Our payment channel partners are entitled to a prescribed percentage of the gross billings
charged to gamers. If they fail to remit to us the proceeds collected from gamers in a timely fashion or
at all, or if they become unwilling or unable to provide payment services or if their service quality
deteriorates, our business may be disrupted.

Our payment channel partners are also subject to evolving rules and regulations, regulatory or
otherwise, governing electronic funds transfers, which could become difficult or impossible for them to
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comply with. As a result, they may be subject to fines or higher transaction fees or lose their ability to
accept credit and debit card payments when processing electronic funds transfers or facilitating other
types of online payments from gamers, all of which may adversely affect our payment collection and
monetization, and, in turn, our results of operations and financial condition.

We also rely on the stability of payment transmissions by payment channel partners to ensure
that uninterrupted payment services are available to gamers. We do not have control over the security
measures of third-party payment channels. If any of them fails to process, or ensure the security of,
user payments for any reason, our reputation may suffer, and we may lose paying users and potential
purchases, which, in turn, may materially and adversely affect our business, results of operations,
financial condition and prospects.

If we are unable to compete effectively, our business and results of operations may suffer.

We face competition in several major aspects of our business, particularly from companies that
publish and operate mobile games. Our competitors may have substantially more financial, technical
and other resources, longer operating histories, as well as broader game offerings and larger market
share. We may be unable to compete successfully against such competitors or new market entrants,
which may adversely affect our business and results of operations.

The mobile game industry in China is highly competitive, which is characterized by the
frequent introduction of new products and services, short product life cycles, evolving industry
standards, rapid adoption of technological and product advancements, as well as price sensitivity on
the part of gamers. In addition, our mobile game business faces competition from other entertainment
formats and mobile apps and content, such as television, movies, music, electronic books, sports, social
network services, and other recreational options on the internet. If we are not able to compete
effectively, our user base may shrink and the level of user engagement may decrease, which could lead
to a decrease in the number of our paying users and make us less attractive to game developers and
other business partners. As a result, our market share may decrease, and our results of operations may
be materially and adversely affected.

Any failure or significant interruption in our technology infrastructure could impact our
operations and harm our business.

Our technology infrastructure is critical to the performance of our games and to gamer
satisfaction. If a particular game is unavailable when gamers attempt to access it, they may stop
playing that game or become unlikely to return to the game as often, if at all. Accordingly, failure or
significant interruption in our technology infrastructure would harm our reputation and operations.

Some elements of our technology infrastructure are maintained by third parties beyond our
control. For example, we leased a number of physical servers hosted by data server providers in
Beijing and we also work with cloud server service providers for cloud computing, data storage and
bandwidth services. We may experience website disruptions, outages and other performance problems
due to a variety of factors, including infrastructure changes, human or software errors and capacity
constraints. Our growing operations are likely to place increasing pressure on our servers and network
capacity as we launch more games and further expand our user base. Our infrastructure is also
vulnerable to damage from fires, floods, earthquakes, power loss, and telecommunication failures. To
the extent that our disaster recovery systems are not adequate, or we do not address issues such as
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capacity constraints effectively, upgrade our systems as needed and continually develop our
technology infrastructure to accommodate increasing traffic, our business and results of operations
may suffer.

Undetected programming errors or defects in our games could harm our reputation and
materially and adversely affect our business.

Our mobile games are subject to frequent improvement and updates and may contain bugs or
flaws that may become apparent only after the updated apps are accessed by gamers. From time to
time, gamers may inform us of programming bugs affecting their experience, and we may not be able
to resolve such programming bugs or flaws in a timely manner. As a result, we may lose gamers, and
our reputation and market acceptance of our games may also suffer, therefore adversely affecting our
business.

Gamers may violate our game policies which may harm gameplay experience and affect our
business.

We have established game policies against unauthorized and inappropriate user behavior. For
example, we do not allow gamers to sell or transfer virtual items. Virtual items offered in our games
have no monetary value outside of our games. Nonetheless, some of our users or third parties sell or
purchase our virtual items through unauthorized third parties in exchange for real money or other real-
world assets. We generate no revenue from these unauthorized transactions and do not permit, or
facilitate, these unauthorized transactions. Notwithstanding our measures and efforts to deter such
behavior, we do not have effective controls over these unauthorized transactions. Any such
unauthorized purchase and sale could impede our revenue and profit growth by reducing revenue from
authorized transactions, creating downward pressure on prices we charge for our virtual items,
increasing our cost to develop technological measures to curtail unauthorized transactions and to
respond to dissatisfied gamers.

We may not be successful in promoting our brand or enhancing brand recognition, and negative
publicity may harm our business.

The reputation of our brands such as X.D. Network, X.D. Global and TapTap as a quality game
publisher and game community is growing among gamers in China and overseas. However, we may
not be able to effectively promote our brand or enhance brand recognition. In addition, negative
publicity or disputes regarding our brands, games and services, company or management could
materially and adversely affect public perception of us and the games and services we offer, regardless
of their veracity, which may, in turn, adversely affect our business and prospects.

Unauthorized use of our intellectual properties may harm our brand and reputation and
adversely affect our business.

We regard the intellectual property rights granted to us by our game developer partners, as well
as our own copyrights, trademarks and other intellectual properties, as critical to our success.
Unauthorized use of these intellectual properties may harm our brand and reputation and adversely
affect our business. We have historically relied on a combination of trademark and copyright laws,
trade secret protection, restrictions on disclosure and other agreements of similar functions to protect
our intellectual properties.
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Although our contracts with our business partners prohibit the unauthorized use of our brands
and intellectual properties, there can be no assurance that they will comply with these terms. These
agreements may not effectively prevent the disclosure of confidential information and may not provide
an adequate remedy in the event of unauthorized disclosure of confidential information. In addition,
although we currently enter into confidentiality and non-compete agreements or similar provisions with
our employees and impose stringent obligations on our core research and development employees with
respect to confidentiality, there can be no assurance that such confidentiality or non-compete
agreements or provisions will not be breached, that we will have adequate remedies for any breach, or
that our proprietary technology, know-how or other intellectual properties will not otherwise become
known to, or be independently developed by, third parties.

In addition, our failure to protect our game developer partners’ intellectual properties granted to
us will also subject us to severe consequences, including loss of game distributorships and payment of
indemnity. Moreover, litigation may be necessary in the future to enforce our intellectual property
rights, which could result in substantial costs and diversion of our management attention and resources,
therefore disrupting our business and having a material adverse effect on our business and results of
operations.

Third parties may claim that we infringe their proprietary rights, which may adversely affect
our business.

We may from time to time receive claims that we infringe the intellectual property rights of
others. Although we are not the game developer for games that we license, third parties may claim that,
as operator of the games, we shall also be liable for any infringement upon the third parties’ rights,
jointly, with the developer. We typically rely on our game developer partners’ representations that their
games do not infringe upon third parties’ intellectual property rights in most cases and we require
indemnification should any such representations become inaccurate and we suffer damage as a result,
including any damage resulting from third-party claims. However, games we license may from time to
time infringe valid patents, trademarks, copyrights or other intellectual property rights held by third
parties and indemnification may not be adequate in recovering our loss. Any such claim or litigation,
with or without merit, could be costly and distract our management from day-to-day operations. If we
fail to successfully defend against such claim or do not prevail in such litigation, we could be required
to modify, redesign or cease operating the games, pay monetary amounts as damages or enter into
royalty or licensing arrangements with the valid intellectual property holders. Any royalty or licensing
arrangements that we may seek in such circumstances may not be available to us on commercially
reasonable terms or at all. Also, if we acquire technology licenses from third parties, our exposure to
infringement actions may increase because we must rely upon these third parties to verify the origin
and ownership of such technology. This exposure to liability could result in disruptions in our business
that could materially and adversely affect our results of operations.

Some of our employees were previously employed at other companies, including our
competitors. We may hire additional personnel to expand our development team and technical support
team as our business grows. To the extent these employees were involved in the development of
content or technology similar to ours at their former employers, we may become subject to claims that
these employees or we have appropriated proprietary information or intellectual properties of the
former employers of our employees. If we fail to successfully defend such claims against us, we may
be exposed to liabilities which could have a material adverse effect on our business.
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Our data analytics may be inaccurate and affect our ability to adopt appropriate business
strategies.

We rely on our data analytics capabilities to continue developing and operating games and
TapTap, improve user experience, and optimize user monetization. Our game operation team routinely
collects and stores in-game user behavioral data utilizing our data analysis engine. In addition, it is
possible that our data may be inaccurate due to technical errors, security breaches or hacking incidents,
or the game operators may refuse to share any such data with us. Therefore, we might fail to gather or
retain data timely, or ensure the quality of data, which would yield inaccurate or misleading analytical
results. Furthermore, there is inherent limitation in statistical inferences that rely on the faulty premise
that past behavior predicts future behavior.

We assess our business performance by utilizing a set of key performance indicators, such as
MAUSs, MPUs and ARPPU. While data analytics have proven beneficial to our business, we might
make poor operational and strategic decisions, which may materially and adversely affect our business
and prospects.

Our business generates and processes a large amount of data, and the improper use or disclosure
of such data may harm our reputation and business.

Our business generates and processes a large quantity of personal, transaction, demographic
and behavioral data. We face risks inherent in handling large volumes of data and in protecting the
security of such data, including those relating to:

® protecting the data in and hosted on our system, including against attacks on our system by
outside parties or fraudulent behavior by our employees;

® addressing concerns related to privacy and sharing, safety, security and other factors; and

® complying with applicable laws, rules and regulations relating to the collection, use,
disclosure or security of personal information, including any requests from regulatory and
government authorities relating to such data.

We are subject to laws and regulations of the PRC and other countries and regions relating to
the collection, use, retention, security and transfer of personally identifiable information with respect to
our customers and employees. In many cases, these laws not only apply to third-party transactions, but
may also restrict cross-border transfers of personally identifiable information. Several jurisdictions
have passed laws in this area, and other jurisdictions are considering imposing additional restrictions.
These laws continue to develop and may vary from jurisdiction to jurisdiction. Complying with
emerging and changing international requirements may cause us to incur substantial costs or require us
to change our business practices. For example, our games published in the U.S. make us subject to the
Children’s Online Privacy Protection Act, or the COPPA, which regulates the collection of information
online from children under the age of 13 and the Federal Trade Commission Act, which prohibits
unfair or deceptive actions both online and offline and has been applied to data security and online
privacy regulation. The Federal Trade Commission is an enforcer of failure to comply with privacy
policies and other data protection laws and regulations and is also COPPA’s primary enforcer. If we
fail to accurately anticipate the application, interpretation or legislative expansion of COPPA, we could
be subject to the U.S. governmental enforcement actions, litigations and penalties or adverse publicity.
In addition, if we plan to publish games in Europe in the future, the European General Data Protection
Regulation, or the GDPR, took effect in May 2018 may apply to our business in Europe. The GDPR
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imposes operational requirements on companies that receive or process personal data of residents of
the European Union that are different from those currently in place within the European Union. Failure
to comply with the GDPR may result in substantial fines and other administrative penalties. The GDPR
may increase our responsibility and liability in relation to data protection and we may be required to
put in place additional mechanisms ensuring the compliance with the GDPR. This may be onerous and
if our efforts to comply with the GDPR or other applicable European Union laws and regulations are
not successful, it could adversely affect our business in the European Union. Any failure, or perceived
failure, by us to comply with any privacy policies or regulatory requirements or privacy protection-
related laws, rules and regulations could result in proceedings or actions against us by government
authorities or others. These proceedings or actions may subject us to significant penalties and negative
publicity, require us to change our business practices, increase our costs and severely disrupt our
business.

In addition, the secure transmission of confidential information, such as users’ debit and credit
card numbers and expiration dates, billing addresses and other personal information, over public
networks, including our websites, TapTap and games, is essential for maintaining user confidence. We
do not have control over the security measures of our third-party payment channel partners, and their
security measures may not be adequate. We could be exposed to litigation and possible liability if we
fail to safeguard confidential user information, which could harm our reputation and our ability to
attract or retain users, and may materially and adversely affect our business.

Our business operations are heavily dependent on the performance and reliability of the internet
infrastructure and telecommunications networks in China.

Our game operation and distribution depend heavily on the performance and reliability of the
internet infrastructure in China. Almost all access to the internet is maintained through state-owned
telecommunication operators under the administrative control and regulatory supervision of the MIIT.
In addition, the national networks in China are connected to the internet through international gateways
controlled by the PRC government. These international gateways are the only channels through which
a domestic gamer can connect to the internet. We may not have access to alternative networks in the
event of disruptions, failures or other problems with the PRC’s internet infrastructure.

The mobile network in China is mainly operated by three mobile carriers, all of which are
controlled by the PRC government. Mobile coverage may not be reliable, and any disruption in the
operation of the mobile carriers may have a negative impact on gamers’ ability to download and
activate our games, as well as their gameplay and payment experience. There is no assurance that the
PRC’s mobile network infrastructure will continue to improve and further support the operation and
expansion of our business.

Any failure to maintain the satisfactory performance, reliability, security and availability of our
network and computer infrastructure may cause significant harm to our business operations and the
distribution of our games. Any server interruptions, breakdowns or system failures, including failures
which may be attributable to events within or outside our control that could result in a sustained
shutdown of all or a material portion of our services, could adversely impact our ability to operate our
games and service gamers and lead to attrition and revenue reduction. Our network systems are also
vulnerable to damage from computer viruses, fire, flood, earthquake, power outages,
telecommunications failures, computer hacking and other similar events.
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Our success depends on the continuing and collaborative efforts of our management team and
other key personnel.

Our future success depends heavily upon the continuing services of our senior management
team and key personnel. If any of our senior management or other key personnel, especially our two
founders including our chief executive officer, Mr. HUANG Yimeng, and our president
Mr. DAI Yunjie, are unable or unwilling to continue in their present positions, we may not be able to
replace them timely with suitable candidates, especially in light of the intense competition for talent in
the game industry and the limited pool of qualified candidates. As a result, our business may be
disrupted, and our results of operations and financial condition may be materially and adversely
affected. If any member of our management team or other key personnel joins a competitor or forms a
competing company, we may lose customers, distributors, know-how, and key personnel. Some of our
key employees entered into an employment agreement with us that contains confidentiality and
non-compete provisions. If a dispute arises between any of such key employees and us, there can be no
assurance as to the extent any of these agreements may be enforced.

We are subject to risks relating to external investments.

During the Track Record Period, we made minority investments in companies which are
recorded as investments accounted for using equity method and long-term investments measured at fair
value though profit or loss in our financial statements. As of December 31, 2016, 2017, 2018 and
May 31, 2019, our investments accounted for using equity method was RMB72.3 million,
RMB43.3 million, RMB44.3 million and RMB43.5 million, respectively, and our long-term
investments measured at fair value though profit or loss was RMB50.0 million, RMB36.5 million,
RMB33.7 million and RMB38.1 million, respectively. We are subject to the risk that the companies in
which we invest may make business, financial or management decisions with which we do not agree or
that the majority shareholders or the management of the companies may take risks or otherwise act in a
manner that does not serve our interests. In particular, our carrying value of our investments accounted
for using equity method may be affected by a number of factors such as share of results, impairment,
dilution issuance of equity securities and currency translation differences.

We may in the future acquire intellectual properties, game distribution licenses and quality
games, and enter into strategic acquisitions or alliances with third parties. Such acquisitions could
subject us to a number of risks, including risks associated with non-performance by the counterparty,
and an increase in expenses incurred in establishing new strategic alliances, any of which may
materially and adversely affect our business. These transactions could require that our management
develop expertise in new areas, manage new business relationships and attract new types of gamers.
We may also experience difficulties integrating any investments, acquisitions and/or partnerships into
our existing business and operations, which would require significant attention from our management
and could result in a diversion of resources from our existing business, which, in turn, could have an
adverse effect on our business operations. In addition, acquired assets or businesses may not generate
the financial results we expect and could result in the use of substantial amounts of cash, potentially
dilutive issuances of equity securities, the occurrence of significant goodwill impairment charges,
amortization expenses for other intangible assets and exposure to potential unknown liabilities of the
acquired business.

Our short-term investments primarily consist of wealth management products issued by large
reputable commercial banks and these wealth management products invest principally in low risk and
liquid fixed-income instruments that are quoted on the interbank market or exchanges in China,
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including, among others, treasury bonds, corporate bonds, medium-term notes, short-term commercial
papers and interbank deposits. In 2016, 2017, 2018 and the five months ended May 31, 2019, we had
fair value gains on short-term investments measured at fair value through profit or loss of RMB2.8
million, RMB1.9 million, RMB9.1 million and RMB3.1 million, respectively. However, in general,
neither the principal or return of any wealth management products is protected or guaranteed by the
issuing bank. Thus, we may record fair value loss in our short-term investments in the future, which
would adversely affect our financial performance.

Our intangible assets and goodwill may be subject to impairment.

As of May 31, 2019, we had intangible assets of RMB193.9 million, mainly including game
licenses of RMB71.7 million and trade names of RMB11.9 million, as well as goodwill of RMB45.1
million and RMBS56.5 million in connection with the acquisition of Yiwan and Longcheng in 2016 and
2017, respectively. See “History, Reorganization and Corporate Structure— Our Major Subsidiaries
and PRC Consolidated Affiliated Entities.”

Pursuant to applicable accounting standards, intangible assets such as goodwill, that are not
amortized are subject to assessment for impairment annually or more frequently if certain events or
changes in circumstances indicate that it might be impaired. An impairment loss is recognized for the
amount by which the assets’ carrying amount exceeds its recoverable amount. The recoverable amount
is the higher of an asset’s fair value less costs of disposal and value in use. The impairment may be
further affected by the assumptions made by the management. If any of these assumptions does not
materialize, or if the performance of our business is not consistent with such assumptions, we may be
required to have a significant write-off of our intangible assets and record a significant impairment
loss. Any significant impairment of intangible assets could have a material adverse effect on our
business, financial condition and results of operations. For detailed discussion on the impairment
testing and sensitivity and headroom on how changes in the valuation parameters will affect the
impairment assessment for each cash generating unit, see the sections headed “Financial Information—
Impairment of Non-financial Assets” and “Financial Information—Impairment of Goodwill.”

The determination of the fair value changes of certain of our financial assets requires the use of
estimates that are based on unobservable inputs, and therefore inherently involves a certain
degree of uncertainty.

We use significant unobservable inputs, such as expected volatility, discount for lack of
marketability, expected rate of return and discount rate, in valuing our financial assets at fair value
through profit or loss. The fair value change of financial assets at fair value through profit or loss may
significantly affect our financial position and results of operations. Accordingly, such determination
requires us to make significant estimates, which may be subject to material changes, and therefore
inherently involves a certain degree of uncertainty. Factors beyond our control can significantly
influence and cause adverse changes to the estimates we use and thereby affect the fair value of such
assets and liabilities. These factors include, but are not limited to, general economic condition, changes
in market interest rates and stability of the capital markets. Any of these factors, as well as others,
could cause our estimates to vary from actual results, which could materially and adversely affect our
results of operation and financial condition.
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There are uncertainties about the recoverability of our deferred tax assets, which could adversely
affect our results of operations.

We recorded deferred tax assets of RMB18.3 million, RMBS8.0 million, RMB&.4 million and
RMB&.3 million, respectively, as of December 31, 2016, 2017, 2018 and May 31, 2019. For each
reporting period, we evaluate our deferred tax assets to determine whether it is probable that they will
be realized. In determining whether it is probable that the deferred tax assets will be realized, we assess
the likelihood that we will be able to recover our deferred tax assets using historical levels of income,
estimates of future income, future reversal of existing taxable temporary differences, taxable income in
carryback years and tax planning strategies. See note 2.16 to the Accountant’s Report in Appendix I to
this prospectus for further details on our accounting policy with respect to deferred tax assets. Such
determination requires significant judgment from our management on the tax treatment of certain
transactions as well as assessment on the probability, timing and adequacy of future taxable profits for
the deferred tax assets to be recovered. If such judgments turn out to be incorrect or imprecise, we may
need to adjust our tax provisions accordingly. Furthermore, we cannot predict any future movements in
our deferred tax assets and to what extent they may affect our financial position in the future. Any of
these events may have a material adverse effect on our business, financial condition and results of
operation.

Our other income is primarily non-recurring in nature, and therefore we may not recognize such
income or gains in the future.

In 2016, 2017, 2018 and the five months ended May 31, 2019, our other income was RMB6.4
million, RMB1.0 million, RMBS8.1 million and RMB&.3 million, respectively, which mainly represent
the government subsidies we received. While such income had an impact on our reported profit for the
relevant period, they were non-recurring in nature. In view of the fact that the government subsidies
were made at the full discretion of the relevant government authorities, there is no assurance that we
will continue to be eligible for similar government subsidies or other forms of government support, or,
that if we are eligible, that we will continue to receive and/or enjoy the same level of subsidies.
Therefore, we may not record such income in the future, which may in turn adversely affect our
profitability.

Our other gains are primarily non-recurring in nature, and therefore we may not recognize such
gains in the future.

In 2016 and 2018, we had other gains (net) of RMB44.2 million and RMB24.2 million,
respectively. Our gains (net) primarily consist of (i) fair value changes on our previously held equity
interests in Yiwan and Longcheng as a result of our consolidation of them; (ii) re-measurement gain
relating to our investments in one of our associates using the equity method reclassified to long-term
investment measured at fair value through profit or loss in 2018, after we were granted redemption
rights from this associate; and (iii) foreign exchange gains, mainly relating to fluctuations of foreign
exchange rates affecting the foreign currencies held in our bank accounts and trade receivables. Our
gains during the Track Record Period were non-recurring in nature and to the extent we do not have
similar opportunities, our financial results may not be as favorable.

We had net decrease in cash and cash equivalents or negative net cash flow from operating
activities for a certain period during the Track Record Period.

In 2016, we recorded negative net cash flow from operating activities of approximately
RMBS.7 million. In 2018, we recorded net decrease in cash and cash equivalents of RMB24.8 million.
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See “Financial Information—Liquidity and Capital Resources—Cash Flows.” We cannot assure you
that we will not experience negative net operating cash flow in the future. Negative net operating cash
flow requires us to obtain sufficient external financing to meet our financial needs and obligations. If
we are unable to do so, we will be in default of our payment obligations and may not be able to
implement our business strategies as planned. As a result, our business, financial condition and results
of operations may be materially and adversely affected.

We may be held liable for inappropriate online communications or content made by our users.

Our games and TapTap enable gamers to exchange information, generate and distribute
content, and engage in various other online activities. We are unable to always verify gamers’
identities or the sources of all information or content made by our users despite the current measures
implemented. Therefore, it is possible that certain gamers may engage in illegal, obscene or
inflammatory conversations or activities, including the publishing of inappropriate or illegal content
that may result in an adverse impact among the gamer community. In severe circumstances, certain
such information or content may be deemed unlawful under applicable laws and regulations, and
relevant government authorities may require us to discontinue or restrict certain features or services
that would have led, or may lead, to such events. We may incur significant costs in investigating and
defending ourselves if we find ourselves subject to penalties or claims or proceedings based on the
nature or content of the information improperly displayed, which may materially and adversely affect
our reputation, business and prospects.

Fluctuations in exchange rates could result in foreign currency exchange losses.

We generate revenue from overseas markets in relation to our international business, and
therefore, we are exposed to foreign exchange risk arising from various currency exposures, primarily
with respect to the US dollar and Hong Kong dollar. We also pay licensing fees for foreign game
developers and intellectual property providers, which are primarily in US dollars. During the Track
Record Period, we did not hedge against any foreign exchange risk. Fluctuations in exchange rates
could therefore result in foreign currency exchange losses, which may have an adverse impact on our
results of operations and financial condition. Even if we were to hedge against such risk exposures, the
availability and effectiveness of hedges may be limited, and we may not be able to hedge our exposure
successfully, or at all.

The life cycle stages of our games may not be indicative of their rate of growth.

Historically, most of our mobile games experienced in their life cycles (i) the growth stage,
during which the number of gamers and revenue generated by the game experience rapid growth;
(i1) the maturity stage, during which revenue tends to be continuously generated by the game and the
number of gamers generally remains stable during this stage; and (iii) the recession stage, during which
the number of gamers and revenue generated by the game may decrease. In general, as we test the
viability and build up the user base for a new game during the growth stage, and gradually phase out an
old game during the recession stage, we strive to maintain a game at the mature stage, during which we
are able to generate steady revenue from its paying users. However, each game matures at a different
pace depending on its popularity, and its progression through the three life cycle stages is neither
guaranteed nor an indication of its rate of growth, or of our ability to monetize that game. Accordingly,
if we are unable to achieve a similar rate of growth for a majority of our games, we may fail to
monetize our users and generate revenue as anticipated, and our results of operations, financial
condition and profitability could be materially and adversely affected as a result.

_47 -



RISK FACTORS

We may have potential tax liabilities including new or additional taxes.

In 2016, 2017 and 2018 and the five months ended May 31, 2019, 2.1%, 31.7%, 61.5% and
67.8% of our game operating revenue was generated from overseas markets, respectively. These
overseas markets primarily included South Korea, Hong Kong, Taiwan and Southeast Asia. The
international tax environment is evolving, with new policy proposals and regulations at various stages
of implementation around the world, dealing with, among other things, the digitalization of the
economy. In broad terms, many of these policy proposals and regulations, if implemented, potentially
seek to impose new or different forms of taxation on either profits or revenue earned by highly
digitalized businesses from customers in jurisdictions where an entity does not have operation, such as
a permanent establishment. While these policy discussions are ongoing, it is possible that new tax
regulations will be implemented in certain jurisdictions on a unilateral basis in the near future to
require certain profits to be taxed in the jurisdictions where we have a market presence, including an
online presence, through revised nexus and profit allocation rules. There are also proposals around the
imposition of a global minimum taxation and measures to counter anti-base erosion payments. In
addition, there are two further policy developments which may affect our potential tax liabilities in the
future: (i) the proposal by certain countries to introduce digital services taxes, or equivalent, which
broadly seeks to tax the revenue of highly digitalized businesses from activities relating to advertising
or data; and (ii) the introduction of new VAT, goods and services tax, sales and use taxes, or similar
indirect tax obligations on the provision of digital services to customers in the jurisdiction where the
customer is located. The foregoing proposals may potentially lead to changes in tax regulations of
jurisdictions relevant to our business, which may impose on our business tax liabilities including new
or additional taxes and increase our compliance costs, therefore materially and adversely affecting our
financial condition and results of operations.

We rely on assumptions and estimates to calculate certain key operating metrics, and
inaccuracies in such metrics may harm our reputation and adversely affect our business.

Certain key operating metrics, such as MAU, DAU, MPU and ARPPU, in this prospectus are
calculated using our internal data that have not been independently verified by third parties. While
these numbers are based on what we believe to be reasonable calculations for the applicable periods of
measurement, there are inherent challenges in measuring usage and user engagement across our large
user base. In addition, our key operating metrics are derived and calculated based on different
assumptions and estimates, and you should be cautious of such assumptions and estimates when
assessing our operating performance.

Our measures of user growth and user engagement may differ from estimates published by third
parties or from similarly titled metrics used by our competitors due to differences in data availability,
sources and methodology. If third parties do not perceive our user metrics to be accurate
representations of our user base or user engagement, or if we discover material inaccuracies in our user
metrics, our reputation may be harmed and third parties may be less willing to allocate their resources
or spending to us, which could adversely affect our business and operating results.

We have limited insurance coverage which could expose us to significant costs and business
disruption.

We have not purchased any insurance to cover all of our assets, property and business. If we
were to incur substantial losses or liabilities due to fires, explosions, floods, or other natural disasters,
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accidents or business interruptions, our results of operations could be materially and adversely
affected.

We are subject to credit risk primarily in relation to our collection of our trade receivables.

Our trade receivables at the end of each reporting period were primarily due from distribution
platforms and game publishers as well as due from online marketing service customers. Depending on
the credit history of our customers and our relationships with them, we typically offer a credit period of
30 to 120 days. For our game operating business in particular, we generally offer a credit period of 30
to 90 days for third-party distribution platforms such as App Store, Google Play and other Android-
based app stores, and of 90 to 120 days for game publishers. As of December 31, 2016, 2017, 2018 and
May 31, 2019, our trade receivables amounted to RMB60.0 million, RMB216.0 million, RMB449.1
million and RMB385.3 million, respectively, of which RMBO0.5 million, RMB1.2 million, RMB1.6
million and RMB1.8 million were impaired. We made such provisions for impairment based on
expected credit loss. If our strategic relationship with distribution platforms and game publishers and
online marketing service customers are terminated or scaled-back; or if distribution platforms and
game publishers and online marketing service customers alter the co-operative arrangements; or if they
experience financial difficulties in paying us, our corresponding trade receivables might be adversely
affected in terms of recoverability, which may adversely affect our operation and financial position.

Our results of operations are subject to seasonal fluctuations due to seasonality.

We experience seasonality in our business, and as a result, comparing our operating results on a
period-to-period basis may not be meaningful. We typically experience increased levels of in-game
spending among paying users during holiday seasons in China, particularly the Chinese New Year
holiday. We also sometimes conduct marketing and promotional activities to capitalize on the
increased user traffic during such periods, which may further stimulate spending in our games.
Accordingly, due to the seasonality of our business, the results of any period of a fiscal year are not
necessarily indicative of the results that may be achieved for the full fiscal year or for the
corresponding period of any subsequent fiscal year.

Our Controlling Shareholders have substantial influence over our Company and their interests
may not be aligned with the interests of our other Shareholders

Our Controlling Shareholders have substantial influence over our business, including matters
relating to our management, policies and decisions regarding mergers, expansion plans, consolidations
and sales of all or substantially all of our assets, election of Directors and other significant corporate
actions. Immediately following the completion of the Global Offering and assuming the Over-
allotment Option is not exercised, our Controlling Shareholders will be interested in 37.17% of the
issued share capital of our Company. This concentration of ownership may discourage, delay or
prevent a change in control of our Company, which could deprive other Shareholders of an opportunity
to receive a premium for their Shares as part of a sale of our Company and might reduce the price of
our Shares. These events may occur even if they are opposed by our other Shareholders. In addition,
the interests of our Controlling Shareholders may differ from the interests of our other Shareholders. It
is possible that our Controlling Shareholders may exercise their substantial influence over us and cause
us to enter into transactions or take, or fail to take, actions or make decisions that conflict with the best
interests of our other Shareholders.
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Our interests in leased property may be defective and our right to lease the properties affected
by such defects may be challenged, which could cause disruption to our business.

As of the Latest Practicable Date, with respect to two of our leased properties for a total gross
floor area of 2,269.67 square meters, the relevant lessor had not provided us with valid property
ownership certificates. Such leased property was used as office premise. The absence of the property
ownership certificates limited our ability to determine whether the lessor has the right to lease the
properties to us, and if the lessor is not the legal owner and has not been duly authorized by the legal
owner, the relevant lease agreement may be deemed invalid and, as a result, we may face challenges
from the legal owners of the properties or other third parties, and may be forced to vacate the relevant
property and seek another office premise. We might incur additional expenses during the process.

RISKS RELATED TO OUR CONTRACTUAL ARRANGEMENTS

We conduct certain aspects of our businesses in the PRC through X.D. Network, or through our
PRC Consolidated Affiliated Entities by means of contractual arrangements. If the PRC
government determines that these contractual arrangements do not comply with applicable
regulations, our business could be materially and adversely affected.

We conduct the operation of our business in China mainly through X.D. Network, or our PRC
Consolidated Affiliated Entities. We receive substantially all of the economic benefits of our PRC
Consolidated Affiliated Entities as their primary beneficiary through contractual arrangements with
them and their shareholders. For a description of these contractual arrangements, see “Contractual
Arrangements.”

Various regulations in China currently restrict or prevent foreign-invested entities from
engaging in telecommunication services, including operating mobile games. On December 11, 2001,
the State Council promulgated the Provisions on Administration of Foreign Invested
Telecommunications Enterprises ( (4N & B A5 M HHIE) ), which were subsequently amended
on September 10, 2008 and on February 6, 2016. Under such regulations, foreign ownership in
companies that provide value-added telecommunication services shall not exceed 50%. Under the
Negative List, foreign investment in the value-added telecommunications services (excluding
e-commerce) is “restricted”. Further, the Circular on Strengthening the Administration of Foreign
Investment in and Operation of Value-added Telecommunications Business ( {5 57 250 B s 4
PP B ACE (B (S RS B A (the “MIT Notice”) issued by Ministry of Information Industry
of the PRC (the “MII”, which is the predecessor of the MIIT) in July 2006, reiterates restrictions on
foreign investment in telecommunications businesses. Under the MIT Notice, a PRC company that
holds a license to conduct value-added telecommunications businesses, or a VATS License, in the PRC
is prohibited from leasing, transferring or selling the license to foreign investors in any form and from
providing any assistance, including providing resources, sites or facilities, to foreign investors to
conduct value-added telecommunications businesses illegally in the PRC. Furthermore, the relevant
trademarks and domain names that are used in a value-added telecommunications business must be
owned by the local VATS License holder or its shareholder(s). The MIT Notice further requires each
VATS License holder to have appropriate facilities for its approved business operations and to
maintain such facilities in the regions covered by its license. In addition, all value-added
telecommunications service providers are required to maintain network and information security in
accordance with the standards set forth under relevant PRC regulations. X.D. Network and Yiwan each
holds a VATS License. However, due to the lack of interpretative guidance from the authorities, it is
uncertain whether the MIIT would consider our corporate structures and contractual arrangements as a
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type of foreign investment in telecommunication services in the PRC. Therefore, it is unclear what
impact the MIT Notice might have on us.

In August 2011, the MOFCOM promulgated the Rules of Ministry of Commerce on
Implementation of Security Review System of Mergers and Acquisitions of Domestic Enterprises by
Foreign Investors ( P55l B i /MR BCE 2 s N e 2R AT ERRE ) ), or the MOFCOM
Security Review Rules, to implement the Notice of the General Office of the State Council on
Establishing the Security Review System for Mergers and Acquisitions of Domestic Enterprises by
Foreign  Investors  ( EHSBEHEA BER N @ ANE £ 6 5 D N 2 2 g A HI ) ),  or
Circular No. 6, which was promulgated on February 3, 2011 and came into effect on March 5, 2011.
Under these rules, a security review by the MOFCOM is required for foreign investors’ mergers and
acquisitions that have “national defense and security” implications and mergers and acquisitions by
which foreign investors may acquire “actual control” of domestic enterprises that have “national
security” implications. The MOFCOM Security Review Rules further prohibit foreign investors from
bypassing the security review requirement by structuring transactions through proxies, trusts, indirect
investments, leases, loans, control through contractual arrangements or offshore transactions. There is
no explicit provision or official interpretation stating that mobile game businesses fall within the scope
of transactions subject to security review. We do not believe we are required to submit our existing
contractual arrangement to the MOFCOM for a security review. However, as there is no clear statutory
interpretation regarding the implementation of these rules, there is no assurance that the MOFCOM
will have the same view as ourselves when applying these national security review-related circulars
and rules.

The relevant PRC regulatory authorities have broad discretion in determining whether a
particular contractual structure violates PRC laws and regulations. Although we believe we comply,
and will continue to comply with current PRC regulations, the PRC government may not agree that
these contractual arrangements comply with PRC licensing, registration or other regulatory
requirements, with existing requirements or policies or with requirements or policies that may be
adopted in the future. It is possible that a PRC court, arbitration tribunal or other regulatory authority
may determine that such contractual arrangements are illegal or invalid. If the PRC government
determines that we are not in compliance with applicable laws, it may levy fines on us, confiscate our
income that they deem to have been obtained through illegal operations, revoke or refuse to renew any
business and operating licenses required to conduct our operations in the PRC, revoke the agreements
constituting the contractual arrangements, require us to discontinue or restrict our operations, suspend
the operation of our games, require us to alter our ownership structure or operations, or impose
additional conditions or restrictions on our business operations with which we may not be able to
comply, or take other regulatory or enforcement actions against us that could be harmful to our
business.

If the PRC government determines that our ownership structure does not comply with the
restrictions contained in the GAPP Notice, we could be subject to severe penalties.

We are subject to relevant PRC regulations on operators of online games. On September 28,
2009, the GAPP, together with the National Copyright Administration, and the National Working
Group for Crackdown on Pornography and Illegal Publications, jointly issued a Circular on
Implementation of the Regulation on the Three Provisions of the State Council and the Relevant
Interpretations and Further Strengthening of the Administration of Pre-examination and
Approval of Online Games and the Examination and Approval of Imported Online Games ( Bt E 7t
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[N ) ), or the GAPP Notice. The GAPP Notice provides, among other things, that foreign investors
are not permitted to invest in online game operating businesses in the PRC via wholly-owned, equity
joint venture or cooperative joint venture investments, and expressly prohibits foreign investors from
gaining control over or participating in PRC Consolidated Affiliated Entities’ online game operations
through indirect routes, such as establishing other joint venture companies, entering into contractual
arrangements with or providing technical support for such operating companies, or through a disguised
form, such as incorporating user registration, user account management or payment through game
cards into online gaming platforms that are ultimately controlled or owned by foreign investors. Due to
the ambiguity among various regulations on online games and a lack of interpretative materials from
the relevant PRC authorities governing online game operations, there are uncertainties regarding
whether PRC authorities would consider our corporate structure and contractual arrangements to be
foreign investment in online game business. While we are not aware of any online game companies
which use the same or similar contractual arrangements as ours having been penalized or ordered to
terminate operations by PRC authorities claiming that the contractual arrangements constitute control
over, or participation in the operation of, online game operating businesses through indirect means, it is
unclear whether and how the various regulations of the PRC authorities might be interpreted or
implemented in the future. If our contractual arrangements were deemed to be such an “indirect
means” or “disguised form” under the GAPP Notice, our contractual arrangements may be challenged
by the competent press and publication authority. If we, our PRC Consolidated Affiliated Entities are
found to be in violation of the GAPP Notice to operate our mobile games, the competent press and
publication authority, in conjunction with relevant regulatory authorities, would have the power to
investigate and deal with such violations, including in the most serious cases where relevant licenses
and registrations would be suspended or revoked.

Our Contractual Arrangements with X.D. Network and its shareholders may not be as effective
in providing control as direct ownership. X.D. Network and its shareholders may fail to perform
their obligations under these Contractual Arrangements.

We have relied and expect to continue to rely on the Contractual Arrangements with X.D.
Network to conduct our domestic business primarily. For a description of the Contractual
Arrangements, see “Contractual Arrangements.” These Contractual Arrangements provide us with
effective control over X.D. Network through which we operate our business and allow us to obtain
economic benefits from it. However, the Contractual Arrangements may not be as effective in
providing control as does direct ownership. For example, if X.D. Network or its shareholders fail to
perform their respective obligations under the Contractual Arrangements, or if they take other actions
that are detrimental to our interests, we may incur substantial costs and resources in connection with
our enforcing these arrangements. To enforce these arrangements, we may rely on legal remedies
available under applicable PRC laws, including seeking specific performance and claiming damages.
In particular, if shareholders of X.D. Network refuse to transfer their equity interests to us or our
designated persons when we exercise the purchase option pursuant to the Contractual Arrangements,
we may need to initiate legal actions to compel them to fulfill their contractual obligations. Such
arbitration and legal proceedings and disputes may cost us substantial financial and other resources and
result in disruption of our business, and the outcome might not be in our favor. The relevant PRC
arbitral panel may conclude that our Contractual Arrangements violate PRC law or are otherwise
unenforceable and we could consequently lose our ability to consolidate X.D. Network’s results of
operations, assets and liabilities in our combined financial statements and/or to transfer the revenue of
X.D. Network to WFOE, our wholly-owned subsidiary. In addition, the shareholders of X.D. Network
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may not continuously act in the best interests of our Company and follow our instructions despite their
contractual obligations to do so.

If we had direct ownership of X.D. Network, we would be able to exercise our rights as
shareholders, rather than our rights under the voting rights proxy agreement and powers of attorney, to
effect changes to its board of directors, which in turn could implement changes at the management and
operational levels. However, under the current contractual arrangements, as a legal matter, if X.D.
Network or its shareholders fail to perform their obligations under the Contractual Arrangements, we
may incur substantial costs to enforce such arrangements and rely on legal remedies under the PRC
law, which may not be sufficient or effective. For example, if we sought to enforce the exclusive
option agreements for the transfer of equity interests in X.D. Network, the transfer would be subject to
approval by governmental authorities, such as the MOFCOM, and the transfer price requirements of
the relevant government authorities. The transferee would be required to comply with various
requirements, including qualification and maximum foreign shareholding percentage requirements. As
these governmental authorities have wide discretion in granting such approvals, we could fail to obtain
such approval. In addition, our Contractual Agreements might not be enforceable in the PRC if its
governmental authorities or courts took the view that such contracts contravened PRC law or were
otherwise not enforceable for public policy reasons.

All of the Contractual Arrangements are governed by PRC law and provide for the resolution of
disputes through arbitration in the PRC. Accordingly, these contracts would be interpreted in
accordance with the PRC law, and any disputes would be resolved in accordance with PRC legal
procedures. However, the legal system in the PRC is not as developed as in other jurisdictions, such as
Hong Kong. There are very few precedents and little official guidance as to how contractual
arrangements in the context of a variable interest entity should be interpreted or enforced under PRC
law. As a result, uncertainties in the PRC legal system could limit our ability to enforce the Contractual
Arrangements. If we are unable to enforce these contractual arrangements, we may not be able to exert
effective control over our PRC Consolidated Affiliated Entities, and our ability to conduct our business
may be negatively affected.

If we are unable to enforce these contractual arrangements, or other obstacles in the process of
enforcing these contractual arrangements, a substantial portion of our business and operations in the
PRC could be disrupted, which could materially and adversely affect our results of operations and
damage our reputation. See “—Risks Related to Doing Business in the PRC—Uncertainties and
changes in the PRC legal system could materially and adversely affect our business.”

Our ability to enforce the equity pledge agreements may be subject to limitations based on PRC
laws and regulations.

Under the Contractual Arrangements, WFOE entered into an equity pledge agreement with
X.D. Network and its shareholders. Under the equity pledge agreement, the shareholders of X.D.
Network agreed to pledge their equity interests in X.D. Network to WFOE to secure the X.D. Network
and the shareholders’ performance of their obligations under the relevant contractual arrangements.

The equity pledge agreements with our PRC Consolidated Affiliated Entities’ shareholders
provide that the pledged equity interests constitute security for all of the payment obligations of the
PRC Consolidated Affiliated Entities and the shareholders under the contractual arrangements.
However, it is possible that a PRC court may take the position that the amount indicated on the equity
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pledge registration documents filed with the local branch of the SAIC represents the full debt amount
that the pledge secures. If this is the case, the obligations that are supposed to be secured in these
equity pledge agreements in excess of the amount indicated on the equity pledge registration
documents could be determined by the PRC court as unsecured debt, in which case the protection of
our interest in the PRC Consolidated Affiliated Entities’ payments to us is limited.

The shareholders of X.D. Network have potential conflicts of interest with us, which may
adversely affect our business.

We conduct a substantial portion of our operations, and generate a substantial portion of our
revenue, through X.D. Network. Our control over X.D. Network is based upon the Contractual
Arrangements. Certain shareholders of X.D. Network may potentially have a conflict of interest with
us. Thus, conflicts of interest between their duties to our Company and their interests as the controlling
shareholders of our PRC Consolidated Affiliated Entities may arise. They may not act entirely in our
interest when conflicts of interest arise and conflicts of interest may not be resolved in our favor. In
addition, these Registered Shareholders could violate their non-compete or employment agreements
with us or their legal duties by diverting business opportunities from us. If we are unable to resolve any
such conflicts, or if we suffer significant delays or other obstacles as a result of such conflicts, our
business and operations could be severely disrupted, which could materially and adversely affect our
results of operations and reputation.

The shareholders of X.D. Network may be involved in personal disputes with third parties or
other incidents that may have an adverse effect on their respective equity interests in X.D. Network
and the validity or enforceability of the contractual arrangements. For example, in the event that any
individual shareholder of X.D. Network divorces his or her spouse, the spouse may claim that the
equity interest of X.D. Network held by such individual shareholder is part of their marital or
community property. If such claim is supported by the competent PRC court, the relevant equity
interest may be obtained by the individual shareholder’s spouse or another third party who is not bound
by our contractual arrangements, which could result in our losing effective control over X.D. Network.
Similarly, if any of the equity interests of X.D. Network are inherited by a third party on whom the
current contractual arrangements are not binding, we could lose our control over X.D. Network or have
to maintain such control at unpredictable cost, which could cause significant disruption to our business
and operations, and harm our financial condition and results of operations.

Although under our current contractual arrangements, (i) the spouse of each of the individual
shareholders of X.D. Network has executed a spousal undertaking, under which such spouse has
undertaken that she or he will not make any assertions in connection with the equity interests of X.D.
Network, as the case may be, which are held by the Registered Shareholders, and if such spouse
obtains any equity interests of X.D. Network, as the case may be, for any reasons, she or he shall be
bound by the contractual arrangements and comply with the obligations thereunder as a shareholder
thereof, and (ii) it is expressly provided in the agreements that the rights and obligations thereunder
shall be equally effective and binding on the successors of the contracting parties, there can be no
assurance that these undertakings and arrangements will be complied with or effectively enforced. If
any of these undertakings or arrangements is breached or becomes unenforceable and leads to legal
proceedings, it could disrupt our business, distract management and subject us to substantial
uncertainty as to the outcome of any such legal proceedings.
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We may lose the ability to use and enjoy the benefits of the assets held by X.D. Network that are
important to the operations of our business if such entity goes bankrupt or becomes subject to a
dissolution or liquidation proceeding.

X.D. Network is our primary operating entity. It holds assets and performs functions that are
important to the operations of our business. If X.D. Network enters into bankruptcy and all or part of
their assets become subject to liens or rights of third-party creditors, we may be unable to continue
some or all of our business activities, which could materially and adversely affect our business,
financial condition and results of operations. If X.D. Network undergoes a voluntary or involuntary
dissolution or liquidation proceeding, third-party creditors may claim rights to some or all of these
assets, thereby hindering our ability to operate our business in the PRC, which may materially and
adversely affect our business, financial condition and results of operations.

Contractual arrangements with X.D. Network may result in adverse tax consequences.

Under the PRC laws and regulations, an arrangement or transaction among related parties may
be subject to audit or challenge by the PRC tax authorities. If this occurs, the PRC tax authorities could
request that X.D. Network adjust their taxable income in the form of a transfer pricing adjustment for
PRC tax purposes if contractual arrangements among related parties do not represent arm’s-length
prices. Such a pricing adjustment could adversely affect us by reducing, for PRC tax purposes, expense
deductions recorded by X.D. Network, which could in turn increase its tax liabilities and expenses. In
addition, X.D. Network may be subject to late payment fees and other penalties for underpayment of
taxes. As a result, our Contractual Arrangements with X.D. Network may result in adverse tax
consequences to us. If X.D. Network generates net income from transactions with our PRC subsidiaries
under the contractual arrangements in the future and the PRC tax authorities decide to make transfer
pricing adjustments on their net income, our consolidated net income may be adversely affected. In
addition, the PRC tax authorities may impose interest on late payments on X.D. Network for the
adjusted but unpaid taxes.

If we exercise the option to acquire the equity ownership or assets of X.D. Network, the
ownership transfer may subject us to substantial costs.

By virtue of our Contractual Arrangement, WFOE has the exclusive right to purchase all or any
part of the equity interests in X.D. Network from its respective shareholders for a consideration of
RMBI1 or such minimum purchase price permitted under PRC laws and regulations or by the relevant
governmental authorities. WFOE also has the exclusive right to purchase all or any part of the assets in
X.D. Network at the minimum purchase price permitted under PRC laws and regulations or by the
relevant governmental authorities. The respective shareholders shall return the amount of purchase
price they have received to WFOE. If such a transfer takes place, the competent tax authority may
require WFOE to pay enterprise income tax for ownership transfer income with reference to the market
value instead of the price as stipulated under our Contractual Arrangement, in which case WFOE may
be subject to a substantial amount of tax.

Substantial uncertainties exist with respect to the interpretation and implementation of the
Foreign Investment Law and how it may impact the viability of our current corporate structure,
corporate governance and business operations.

On March 15, 2019, the Foreign Investment Law was formally passed by the thirteenth
National People’s Congress and will take effect on January 1, 2020. The Foreign Investment Law will
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replace the Law on Sino-Foreign Equity Joint Ventures, the Law on Sino-Foreign Contractual Joint
Ventures and the Law on Foreign Capital Enterprises to become the legal foundation for foreign
investment in the PRC. The Foreign Investment Law stipulates certain forms of foreign investment.
However, the Foreign Investment Law does not explicitly stipulate the contractual arrangements as a
form of foreign investment. For further details of the Foreign Investment Law, see “Regulatory
Overview.”

As advised by our PRC Legal Adviser, since (i) the Foreign Investment Law does not specify
contractual arrangements as foreign investment; and (ii) after the promulgation of the Foreign
Investment Law on March 15, 2019 and up to the Latest Practicable Date, no laws, administrative
regulations or State Council provisions have been issued which specify contractual arrangements as a
method of foreign investment, the Foreign Investment Law will not have a material impact on the
Contractual Arrangements and each of the agreements under the Contractual Arrangements, and the
legality and validity of the Contractual Arrangements would not be affected.

Notwithstanding the above, the Foreign Investment Law stipulates that foreign investment
includes “foreign investors investing through any other methods under laws, administrative regulations
or provisions prescribed by the State Council”. Therefore, there are possibilities that future laws,
administrative regulations or provisions prescribed by the State Council may regard contractual
arrangements as a form of foreign investment, and then whether our contractual arrangements will be
recognized as foreign investment, whether our contractual arrangements will be deemed to be in
violation of the foreign investment access requirements, and how the abovementioned contractual
arrangements will be treated, are uncertain. Therefore, there is no guarantee that the contractual
arrangements and the business of our PRC Operating Entities will not be materially and adversely
affected in the future.

In the extreme case scenario, we may be required to unwind the contractual arrangements
and/or dispose of our PRC Consolidated Affiliated Entities, which could have a material and adverse
effect on our business, financial conditions and results of operations. In the event that our Company no
longer has a sustainable business after the aforementioned unwinding or disposal or when such
requirements are not complied with, the Stock Exchange may take enforcement action against us which
may have a material adverse effect on the trading of our Shares or even result in the delisting of our
Company.

RISKS RELATED TO DOING BUSINESS IN THE PRC

We operate in a new and rapidly changing industry, which makes it difficult to evaluate our
business and prospects. Our ability to generate revenue could suffer if the PRC mobile game
market does not develop as anticipated.

The growth of the mobile game industry in the PRC and the level of demand and market
acceptance of our games are subject to a high degree of uncertainty. Our future operating results
depend on numerous factors affecting the mobile game industry, many of which are beyond our
control. Our ability to formulate and execute publishing, distribution and marketing strategies will be
significantly affected by our ability to anticipate and adapt to relatively rapid changes in the tastes and
preferences of our current and potential users. New and different types of entertainment may increase
in popularity at the expense of mobile games. A decline in the popularity of mobile games in particular
would harm our business and prospects. As the PRC’s mobile game market has evolved rapidly in
recent years, it is extremely difficult to accurately predict user acceptance and demand for our existing
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and potential new games, and the future size, composition and growth of this market. Given the limited
history and rapidly evolving nature of our market, we cannot predict how much users will be willing to
pay for our mobile games or whether users will have concerns over security, reliability, cost and the
quality of service associated with mobile games. If acceptance of our mobile games is different than as
anticipated, our ability to maintain or increase our revenue and profits could be materially and
adversely affected.

Concerns about the use of personal data in compliance with PRC law could damage our
reputation and deter current and potential users from using our services.

Pursuant to the applicable PRC laws and regulations concerning the use and sharing of personal
data, our PRC subsidiaries and consolidated affiliated entities are required to keep our users’ personal
information confidential and are prohibited from disclosing such information to any third parties
without the consent of users. We apply strict management and protection to any information provided
by users, and under our privacy policy, without our users’ prior consent, we will not provide any of our
users’ personal information to any unrelated third party. New laws and regulations, such as The
Decision of the Standing Committee of the National People’s Congress on Strengthening Network
Information Protection ( (&E ARMRFKEGHHEZ B GRBININEHEE S AENPSE) ), which was
issued by the Standing Committee of the PRC National People’s Congress on December 28, 2012, and
the Provisions on Protection of Personal Information of Telecommunication and Internet Users ( € &
{5 R0 LI 49 R P 1M B A7 7€) ), which was promulgated by the MIIT on July 16, 2013 and took
effect on September 1, 2013, further enhanced the legal protection of information security and privacy
on the internet. The laws and regulations also require internet operators to take measures to ensure the
confidentiality of information of users. While we strive to comply with our privacy guidelines as well
as all applicable data protection laws and regulations, any failure or perceived failure to comply may
result in proceedings or actions against us by government entities or others, and could damage our
reputation. User and regulatory attitudes towards privacy are evolving, and future regulatory or user
concerns about the extent to which personal information is shared with merchants or others may
adversely affect our ability to share certain data with merchants, which may limit certain methods of
targeted marketing. Concerns about the security of personal data could also lead to a decline in general
internet usage, which could lead to lower user traffic on our website. A significant reduction in user
traffic could lead to lower revenue from paying users, which could have a material adverse effect on
our business, financial condition and results of operations.

Currently there is no law or regulation specifically governing virtual asset property rights and
therefore, it is unclear what liabilities, if any, mobile game operators may have for virtual assets.

One of the features of some of our games which helps to build a large user base and maintain
loyalty is that users can accumulate virtual tools, powers and rankings as they play the games. We
believe that these virtual assets are highly valued by our users, particularly long-term users. However,
on occasion, such assets can be lost if, for example, a user’s identity is stolen by another user or we
experience a system error or crash. Other than the General Rules on the Civil Law of the People’s
Republic of China ( {# A\ RILFIERZELEA]) ), which was passed by the National People’s
Congress on March 15, 2017 and took effect on October 1, 2017, and prescribes that network virtual
property will be protected according to the laws and regulations stipulating the protection of such
property, the Chinese government has not yet enacted any specific laws regarding virtual property
rights. Accordingly, we have no basis to determine what the legal rights are, if any, associated with
virtual assets and what liabilities we could be exposed to for the loss or destruction of virtual assets. In
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the case of a loss of virtual assets, we may be sued by our users and held liable for damages, which
may negatively affect our reputation and business, financial condition and results of operations. We
have not been involved in any virtual assets-related law suits. However, there can be no assurance that
such law suits will not be brought against us in the future.

Based on several judgments by PRC courts regarding the liabilities of game operators for loss
of virtual assets by users, the courts have generally required the game operators to provide well-
developed securities systems to protect such virtual assets owned by users and have required some
game operators to return the virtual items or be liable for the loss and damage incurred therefrom if the
online game operators have been determined to be in default or held liable for infringement of users’
rights.

Regulation and censorship of information disseminated over the internet in the PRC may
adversely affect our business, and we may be liable for information displayed on, retrieved from
or linked to our games or platforms.

The PRC has enacted laws and regulations governing internet access and the distribution of
news and other content, as well as products and services, through the internet. The PRC government
prohibits information that it believes to be in violation of PRC laws from being distributed through the
internet. In particular, the MIIT, the MOC and other competent government authorities have
promulgated regulations that prohibit games from being distributed through the internet if the games
contain content that is found to, among other things, propagate obscenity, gambling or violence,
instigate crimes, undermine public morality or the cultural traditions of the PRC, or compromise state
security or secrets. If any of the games we offer were deemed to violate any such content restrictions,
we would not be able to obtain the necessary government approval to continue such offerings and/or
could be subject to penalties, including confiscation of income, fines, suspension of business and
revocation of our licenses for operating mobile games, any of which would materially and adversely
affect our business, financial condition, results of operations and prospects.

We may also be subject to potential liability for the actions or communications of our users or
for content we distribute that is deemed inappropriate. We may be required to delete content that
violates PRC laws and report content that we suspect may violate PRC laws, which may harm our
reputation and reduce our user base, the amount of time users spent on our games or TapTap, or the
purchases of virtual items in our games and other products. It may be difficult to determine the type of
content that may result in liability for us, and if we are found to be liable, we may be prevented from
operating our games or TapTap or offering other services in the PRC.

Adverse changes in economic and political policies of the PRC government could negatively
impact the PRC’s overall economic growth, which could materially and adversely affect our
business.

Our business, financial condition, results of operations and prospects depend significantly on
economic developments in the PRC. The PRC’s economy differs from the economies of most other
countries in many respects, including the amount of government involvement in the economy, the
general level of economic development, growth rates and government control of foreign exchange and
the allocation of resources. While the PRC economy has grown significantly over the past few decades,
this growth has remained uneven across different periods, regions and economic sectors.
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The PRC government also exercises significant control over the PRC’s economic growth by
strategically allocating resources, controlling the payment of foreign currency-denominated
obligations, setting monetary policy and providing preferential treatment to particular industries or
companies. Since late 2003, the PRC government has implemented a number of measures, such as
increasing the PBOC’s statutory deposit reserve ratio and imposing commercial bank lending
guidelines, which had the effect of slowing the growth of credit availability. In 2008 and 2009,
however, in response to the global financial crisis, the PRC government loosened such requirements.
Any actions and policies adopted by the PRC government or any prolonged slowdown in the PRC’s
economy, in particular the mobile apps industry, could have a negative impact on our business,
operating results and financial condition in a number of ways. For example, our users may reduce
spending on our offerings, while we may have difficulty expanding our user base quickly enough, or at
all, to offset the impact of reduced spending by our existing users.

Uncertainties and changes in the PRC legal system could materially and adversely affect our
business.

We conduct our business primarily through our PRC subsidiaries and affiliated entities in the
PRC. Our operations in the PRC are governed by PRC laws and regulations. The PRC legal system is
based on written statutes. Prior court decisions may be cited for reference but have limited precedential
value.

In 1979, the PRC government began to promulgate a comprehensive system of laws and
regulations governing economic matters in general, and forms of foreign investment (including wholly
foreign-owned enterprises and joint ventures) in particular. These laws, regulations and legal
requirements, including those governing PRC tax matters, are relatively new and amended frequently,
and their interpretation and enforcement often raise uncertainties that could limit the reliability of the
legal protections available to us. In addition, the PRC legal system is based in part on government
policies and internal rules (some of which are not published on a timely basis or at all) that may have a
retrospective effect. As a result, we may not be aware of our violations of these policies and rules until
the violations have occurred. Furthermore, the PRC administrative and court authorities have
significant discretion in interpreting and implementing or enforcing statutory rules and contractual
terms, and it may be more difficult to predict the outcome of administrative and court proceedings and
the level of legal protection we may enjoy in the PRC versus other, more developed legal systems.
These uncertainties may affect our judgment on the relevance of legal requirements and our decisions
on the measures and actions to be taken to fully comply therewith, and may affect our ability to enforce
our contractual or tort rights. Such uncertainties may result in substantial operating expenses and costs,
and any litigation in the PRC may result in the diversion of resources and management’s attention, and
therefore materially and adversely affect our business and results of operations. We cannot predict
future developments in the PRC legal system. We may be required to procure additional permits,
authorizations and approvals for our operations, which we may not be able to obtain. Our inability to
obtain such permits or authorizations may materially and adversely affect our business, financial
condition and results of operations.

The PRC government extensively regulates the internet industry, including the foreign
ownership of, and the licensing and permit requirements pertaining to, companies in the internet
industry. These internet-related laws and regulations are relatively new and evolving, and their
interpretation and enforcement involve significant uncertainty. With regard to the mobile game
industry in the PRC, various regulatory authorities of the PRC central government, such as the State
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Council, the MIIT, the SAIC, the MCT, the NAPP, and the Ministry of Public Security, are empowered
to promulgate and implement regulations governing various aspects of the internet and the mobile
game industry. There exist inconsistencies and ambiguities in the regulations promulgated by different
government authorities. We are required to obtain applicable permits or approvals from different
regulatory authorities in order to provide mobile game services. As a result, it may be difficult to
determine what actions or omissions may be deemed to be in violation of applicable laws and
regulations.

Risks and uncertainties relating to PRC regulation of internet businesses include, but are not
limited to: (1) new laws, regulations or policies may be promulgated or announced that will regulate
internet activities, including mobile game businesses. If these new laws, regulations or policies are
promulgated, additional licenses may be required for our operations. If our operations do not comply
with these new regulations after they become effective, or if we fail to obtain any licenses required
under these new laws and regulations, we could be subject to penalties and our business operations
could be disrupted; (2) there are uncertainties relating to the regulation of the internet industry in the
PRC, including evolving licensing requirements. This means that permits, licenses or operations of
some of our companies may be subject to challenge, or we may fail to obtain or renew permits or
licenses that applicable regulators may deem necessary for our operations. If we fail to maintain or
obtain the required permits or licenses, we may be subject to various penalties, including fines and
discontinuation of, or restriction on, our operations. Any penalty may disrupt our business operations
and may have a material adverse effect on our results of operations; and (3) the interpretation and
application of existing or future PRC laws, regulations and policies relating to the internet industry
have created substantial uncertainties regarding the legality of existing and future foreign investments
in, and the businesses and activities of, internet businesses in the PRC, including our business. There
can be no assurance that we will be able to maintain our existing licenses or obtain any new licenses
required under any existing or new laws or regulations. There are also risks that we may be found to be
in violation of existing or future laws and regulations given the uncertainty and complexity of the
PRC’s regulation of internet businesses. If current or future laws, rules or regulations regarding
internet-related activities are interpreted in such a way as to render our ownership structure and/or
business operations illegal or non-compliant, our business could be severely impaired and we could be
subject to severe penalties.

We may rely on dividends and other distributions from our PRC subsidiaries to fund our cash
and financing requirements, and any limitation on the ability of our subsidiaries to make
payments to us could materially and adversely affect our ability to conduct our business.

As an offshore holding company, we may rely principally on dividends from our PRC
subsidiaries for our cash requirements, dividends payments and other distributions to our shareholders,
and to service any debt that we may incur and pay our operating expenses. The payment of dividends
by entities organized in the PRC is subject to limitations. In particular, PRC regulations permit our
PRC subsidiaries to pay dividends only out of their accumulated after-tax profits, if any, as determined
in accordance with Chinese accounting standards and regulations. In addition, each of our PRC
subsidiaries is required each year to set aside at least 10% of its annual after-tax profits (as determined
under PRC accounting standards), if any, into its statutory reserve fund until the aggregate amount of
that reserve reaches 50% of such entity’s registered capital. These reserves are not distributable as cash
dividends.
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In addition, if any of our PRC subsidiaries incur debt on its own behalf, the instruments
governing the debt may restrict its ability to pay dividends or make other distributions to us. Any
limitation on the ability of our subsidiaries to distribute dividends or other payments to us could
materially and adversely limit our ability to grow, make investments or acquisitions, pay dividends and
otherwise fund and conduct our business.

PRC regulation of loans to and direct investments in PRC entities by offshore holding companies
may delay or prevent us from using the proceeds of any offering to make loans or capital
contributions to our PRC subsidiaries, which could materially and adversely affect our liquidity
and ability to fund and expand our business.

Any funds we transfer to our PRC subsidiaries, either as a shareholder loan or as an increase in
registered capital, are subject to approval by or registration with relevant authorities in the PRC.
According to the relevant PRC regulations on foreign-invested enterprises in the PRC, capital
contributions to our PRC subsidiaries are subject to the requirement of making necessary filings in the
Foreign Investment Comprehensive Management Information System, or FICMIS, and making
registrations with other governmental authorities in the PRC. In addition, (i) any foreign loan procured
by our PRC subsidiaries is required to be registered with the SAFE, or its local branches; and (ii) each
of our PRC subsidiaries may not procure loans which exceed the difference between its registered
capital and its total investment amount as recorded in FICMIS. Any medium or long-term loan to be
provided by us to our consolidated affiliated entities must be recorded and registered by the National
Development and Reform Committee and the SAFE or its local branches. We may not be able to
complete such recording or registrations on a timely basis, if at all. If we fail to complete such
recording or registrations, our ability to use the proceeds of this offering and to capitalize our PRC
subsidiaries may be negatively affected, which could adversely affect our liquidity and our ability to
fund and expand our business.

On March 30, 2015, the SAFE promulgated the Circular on Reforming the Management
Approach Regarding the Foreign Exchange Capital Settlement of Foreign Invested Enterprises ( {E{%
SIS BEJR BR T IO A1 o 50 A SE A ME AR B 45 BE A B 7 U9 R) ), or SAFE Circular No. 19, which
took effect as of June 1, 2015 and replaced the Circular on the Relevant Operating Issues Concerning
the Improvement of the Administration of the Payment and Settlement of Foreign Currency Capital of
Foreign Invested Enterprises, or SAFE Circular No. 142 and the Circular on Relevant Issues
Concerning the Pilot Reform of the Administration of the Conversion of Foreign Equity Capital of
Foreign Invested Enterprises in Certain Areas or SAFE Circular No. 36 from June 1, 2015. SAFE
Circular No. 19 launched a nationwide reform of the administration of the settlement of foreign
exchange capital of foreign-invested enterprises and allows foreign-invested enterprises to settle their
foreign exchange capital at their discretion. On June 9, 2016, the SAFE promulgated the Circular on
Reforming and Standardizing the Administrative Provisions on Capital Account Foreign Exchange (1%
GR ALY BHLJ=) Bl 7 ol o LR T A S A B BLBOR 978 A1), or SAFE Circular No. 16. SAFE Circular
No. 19 and SAFE Circular No. 16 continue to prohibit foreign-invested enterprises from, among other
things, using Renminbi funds converted from their foreign exchange capital for expenditure beyond
their business scope, making investment (except for securities investment or non-guaranteed bank
products), issuing loans to non-affiliated enterprises, or constructing or purchasing real estate not for
self-use. The applicable foreign exchange circulars and rules may significantly limit our ability to use
Renminbi converted from net proceeds from an offering to fund the establishment of new PRC
subsidiaries, to invest in or acquire any other PRC companies, to provide additional funding to our
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consolidated affiliated entities or to establish new consolidated affiliated entities in the PRC, which
may adversely affect our liquidity and our ability to fund and expand our business in the PRC.

Fluctuations in exchange rates could have a material and adverse effect on our results of
operations and the value of your investment.

The conversion of Renminbi into foreign currencies, including the Hong Kong dollar and U.S.
dollar, is based on rates set by the People’s Bank of China. On November 30, 2015, the Executive
Board of the International Monetary Fund (“IMF”) completed the regular five-year review of the
basket of currencies that make up the Special Drawing Right (“SDR”) and decided that with effect
from October 1, 2016, Renminbi is determined to be a freely usable currency and will be included in
the SDR basket as a fifth currency, along with the U.S. dollar, the Euro, the Japanese yen, and the
British pound. With the development of the foreign exchange market and progress toward interest rate
liberalization and Renminbi internationalization, the PRC government may in the future announce
further changes to the exchange rate system, and there can be no assurance that the Renminbi will not
appreciate or depreciate significantly in value against the Hong Kong dollar or the U.S. dollar in the
future.

As we may rely on dividends and other fees paid to us by our subsidiaries and X.D. Network in
the PRC, any significant revaluation of the Renminbi may materially and adversely affect our cash
flows, revenue, earnings and financial position, and the value of, and any dividends on, our shares
payable in the Hong Kong dollar or the U.S. dollar. For example, if we decide to convert our Renminbi
into the Hong Kong dollar or the U.S. dollar for the purpose of making payments for dividends on our
shares or for other business purposes, appreciation of the Hong Kong dollar or the U.S. dollar against
the Renminbi would have a negative effect on the Hong Kong dollar or the U.S. dollar amount
available to us. In addition, due to changes in exchange rate, we had a foreign exchange gains of
RMB7.7 million and RMB9.5 million in 2016 and 2018, respectively and we had a foreign exchange
loss of RMB10.6 million in 2017.

The net proceeds from the Global Offering are expected to be deposited overseas in currencies
other than Renminbi until we complete such recording or registrations with relevant PRC regulatory
authorities to convert these proceeds into onshore Renminbi. If the net proceeds cannot be converted
into onshore Renminbi in a timely manner, our ability to deploy these proceeds efficiently may be
affected, as we will not be able to invest these proceeds in Renminbi-denominated assets onshore or
deploy them in uses onshore where Renminbi is required, which may adversely affect our business,
results of operation and financial condition.

Governmental control of currency conversion may limit our ability to utilize our revenue
effectively and affect the value of your investment.

The PRC government imposes controls on the convertibility of the Renminbi into foreign
currencies and, in certain cases, the remittance of currency out of the PRC. We receive a large
proportion of our revenue in Renminbi. Under our current corporate structure, our companies in the
Cayman Islands primarily rely on dividend payments from our wholly-owned PRC subsidiaries in the
PRC, WFOE, to fund any cash and financing requirements we may have. See “History, Reorganization
and Corporate Structure.”

Under existing PRC foreign exchange regulations, payments of current account items,
including profit distributions, interest payments and trade and service-related foreign exchange
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transactions, can be made in foreign currencies without prior SAFE approval by complying with
certain procedural requirements. Therefore, WFOE may pay dividends in a foreign currency to us
without preapproval from the SAFE. However, approval from or registration with competent
government authorities is required where the Renminbi is to be converted into foreign currency and
remitted out of the PRC to pay capital expenses, such as the repayment of loans denominated in
foreign currencies. In light of the significant capital outflows from the PRC since 2016 due to the
weakening of Renminbi, the PRC government has imposed more restrictive foreign exchange policies
and stepped up scrutiny over major outbound capital movements. More restrictions and a substantial
vetting process have been put in place by the SAFE to regulate cross-border transactions falling under
the capital account. The PRC government may at its discretion further restrict access to foreign
currencies for current account transactions in the future. If the foreign exchange control system
prevents us from obtaining sufficient foreign currencies to satisfy our foreign currency demands, we
may not be able to pay dividends in foreign currencies to our shareholders.

Discontinuation of any of the preferential tax treatments and government subsidies or imposition
of any additional taxes and surcharges could adversely affect our financial condition and results
of operations.

Our PRC subsidiaries and PRC Consolidated Affiliated Entities are incorporated in the PRC
and are governed by applicable PRC income tax laws and regulations. The EIT Law and its
implementing rules, both of which came into effect on January 1, 2008, and amended on February 24,
2017 and on December 29, 2018, impose a statutory rate of 25% on PRC enterprises. Under the EIT
Law, its implementation regulations and other relevant rules, companies qualified as “High and New
Technology Enterprise,” are entitled to enjoy a preferential enterprise income tax rate of 15%. X.D.
Network has obtained/renewed its qualification as High and New Technology Enterprise in 2016, and
will be subject to a reduced preferential tax rate of 15% for a three-year period from 2016 to 2018. The
government grants we received were RMB6.4 million, RMB1.0 million, RMBS.1 million and RMBS8.3
million in 2016, 2017, 2018 and the five months ended May 31, 2019, respectively.

Preferential tax treatments and incentives granted to us by PRC governmental authorities are
subject to review and may be adjusted or revoked at any time in the future. We cannot guarantee that
the preferential tax treatments and incentives to which our PRC subsidiaries and PRC Consolidated
Affiliated Entities are currently entitled would be successfully renewed. There can be no assurance that
the local tax authorities will not, in the future, change their position and discontinue any of our current
tax treatments, potentially with retrospective effect. The discontinuation of any of our current tax
treatments could materially increase our tax obligations and adversely impact our net income.

In addition, our PRC subsidiaries and PRC Consolidated Affiliated Entities have received
various financial subsidies from PRC local government authorities. The financial subsidies are
discretionary incentives and policies adopted by PRC local government authorities. Local governments
may decide to change or discontinue such financial subsidies at any time. The discontinuation of such
financial subsidies or imposition of any additional taxes could adversely affect our financial condition
and results of operations.

We may be classified as a “resident enterprise’” for PRC enterprise income tax purposes, which
could result in unfavorable tax consequences to us and our non-PRC shareholders.

Under the PRC Enterprise Income Tax Law and its implementation rules, an enterprise
established outside of the PRC with a “de facto management body” within the PRC is considered a
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resident enterprise and will be subject to the enterprise income tax on its global income at the rate of
25%. The implementation rules define the term “de facto management body” as the body that exercises
full and substantial control over and overall management of the business, production, personnel,
accounts and property of an enterprise. In April 2009, the SAT issued a circular, known as Circular 82,
which provides certain specific criteria for determining whether the “de facto management body” of a
PRC-controlled enterprise that is incorporated offshore is located in the PRC. According to Circular
82, an offshore incorporated enterprise controlled by a PRC enterprise or a PRC enterprise group will
be regarded as a PRC tax resident by virtue of having its “de facto management body” in the PRC and
will be subject to PRC enterprise income tax on its global income only if all of the following
conditions are met: (i) the primary location of the day-to-day operational management is in the PRC;
(i) decisions relating to the enterprise’s financial and human resource matters are made or are subject
to approval by organizations or personnel in the PRC; (iii) the enterprise’s primary assets, accounting
books and records, company seals, and board and shareholder resolutions, are located or maintained in
the PRC; and (iv) at least 50% of voting board members or senior executives habitually reside in the
PRC.

We believe none of our entities outside of the PRC is a PRC resident enterprise for PRC tax
purposes. However, the tax resident status of an enterprise is subject to determination by the PRC tax
authorities and uncertainties remain with respect to the interpretation of the term “de facto management
body.” As substantially all of our management members are based in the PRC, it remains unclear how
the tax residency rule will apply in our case. If the PRC tax authorities determine that any of our
subsidiaries outside of the PRC is a PRC resident enterprise for PRC enterprise income tax purposes,
then such subsidiary could be subject to PRC tax at a rate of 25% on its worldwide income, which
could materially reduce our net income. In addition, we will also be subject to PRC enterprise income
tax reporting obligations. Furthermore, if the PRC tax authorities determine that we are a PRC resident
enterprise for enterprise income tax purposes, gains realized on the sale or other disposition of our
shares may be subject to PRC tax, at a rate of 10% in the case of non-PRC enterprises or 20% in the
case of non-PRC individuals (in each case, subject to the provisions of any applicable tax treaty), if
such gains are deemed to be from PRC sources. It is unclear whether non-PRC shareholders of our
Company would be able to claim the benefits of any tax treaties between their country of tax residence
and the PRC in the event that we are treated as a PRC resident enterprise. Any such tax may reduce the
returns on your investment in the shares.

The EIT Law will affect tax exemptions on dividends to be paid by our PRC subsidiaries to us
through our Hong Kong subsidiary and we may not be able to obtain certain treaty benefits
under the relevant tax treaty.

We are a holding company incorporated under the laws of the Cayman Islands and as such rely
on dividends and other distributions on equity from our PRC subsidiaries to satisfy part of our liquidity
requirements. Pursuant to the PRC EIT Law, a withholding tax rate of 10% currently applies to
dividends paid by a PRC “resident enterprise” to a foreign enterprise, unless the jurisdiction of the
foreign investor’s tax residence has a tax treaty with the PRC that provides for preferential tax
treatment. Pursuant to the Arrangement between the PRC and the Hong Kong Special Administrative
Region for the Avoidance of Double Taxation and Tax Evasion on Income, or the Double Tax
Avoidance Arrangement and relevant PRC tax laws on the interpretation of the Arrangement, a
preferential withholding tax rate of 5% may apply if the PRC enterprise is at least 25% held by the
Hong Kong enterprise for at least 12 consecutive months prior to distribution of the dividends and
certain other conditions, e.g., the beneficial ownership requirement, are met. Furthermore, under the
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Administrative Measures for Non-Resident Enterprises to Enjoy Treatments under Tax Treaties, which
became effective in August 2015, the applicant for the preferential withholding rate is required to
maintain a record with its in-charge tax authority and submit all the requisite application materials. No
government approval for the application is required, although the relevant tax authorities may
subsequently challenge the applicability of the preferential withholding rate. There can be no assurance
that our determination regarding our qualification to enjoy the preferential tax treatment will not be
challenged by the relevant PRC tax authority or that we will be able to complete the necessary filings
with the relevant PRC tax authority and enjoy the preferential withholding tax rate under the Double
Taxation Arrangement with respect to dividends to be paid by our PRC subsidiaries to our Company.

Enhanced scrutiny over acquisition transactions by the PRC tax authorities may have a negative
impact on potential acquisitions we may pursue in the future.

According to the Announcement of the SAT on Several Issues Concerning the Enterprise
Income Tax on Indirect Property Transfer by Non-Resident Enterprises, or Circular No. 7, promulgated
by the SAT in February 2015 and further revised in October and December 2017, if a non-resident
enterprise transfers the equity interests of a PRC resident enterprise indirectly through the transfer of
the equity interests of an offshore holding company without a reasonable commercial purpose, the PRC
tax authorities have the power to reassess the nature of the transaction and treat the indirect equity
transfer as a direct transfer. As a result, the gain derived from such transfer, i.e., the transfer price
minus the cost of equity, will be subject to PRC withholding tax at a rate of up to 10%. Under the
terms of Circular 7, a transfer that meets all of the following circumstances shall be directly deemed as
having no reasonable commercial purposes: (i) over 75% of the value of the equity interests of the
offshore holding company are directly or indirectly derived from PRC taxable properties; (ii) at any
time during the year before the indirect transfer, over 90% of the total properties of the offshore
holding company are investments within PRC territory, or in the year before the indirect transfer, over
90% of the offshore holding company’s revenue is directly or indirectly derived from PRC territory;
(iii) the function performed and risks assumed by the offshore holding company are insufficient to
substantiate its corporate existence; and (iv) the foreign income tax imposed on the indirect transfer is
lower than the PRC tax imposed on the direct transfer of the PRC taxable properties.

We face uncertainties as to the reporting and other implications of certain future transactions
where PRC taxable assets are involved, such as offshore restructuring and sale of the shares in our
offshore subsidiaries. We and our non-PRC resident investors may be subject to filing obligations in
such transactions, under Circular 7. For transfers of shares in our Company by investors that are
non-PRC resident enterprises, our PRC subsidiaries may be requested to assist with the filing under
Circular 7. As a result, we may be required to expend valuable resources to comply with Circular 7 or
to request that the relevant transferors from whom we purchase taxable assets comply with these
circulars, or to establish that our Company should not be taxed under these circumstances, which may
have a material adverse effect on our business, financial condition and results of operations.

The enforcement of labor contract law and increase in labor costs in the PRC may adversely
affect our business and our profitability.

The PRC adopted a labor contract law and its implementation rules effective on January 1,
2008 and September 18, 2008, respectively. The labor contract law and its implementation rules
impose more stringent requirements on employers with regard to, among others, minimum wages,
severance payment upon permitted termination of the employment by an employer and non-fixed term
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employment contracts, time limits for probation periods as well as the duration and the times that an
employee can be placed on a fixed term employment contract. Our employment policies and practices
may violate the labor contract law or its implementation rules and we may be subject to related
penalties, fines or legal fees. Compliance with the labor contract law and its implementation rules may
increase our operating expenses, in particular our personnel expenses, as the continued success of our
business depends significantly on our ability to attract and retain qualified personnel. In the event that
we decide to terminate some of our employees or otherwise change our employment or labor practices,
the labor contract law and its implementation rules may also limit our ability to effect those changes in
a manner that we believe to be cost-effective or desirable, which could adversely affect our business
and results of operations.

Failure to comply with the registration requirements for employee share option plans may
subject our PRC equity incentive plan participants or ourselves to fines and other legal or
administrative sanctions.

On February 15, 2012, the SAFE promulgated the Circular of the SAFE on Relevant Issues
Concerning the Foreign Exchange Administration for Domestic Individuals’ Participating in the Share
Incentive Schemes of Overseas-Listed Companies (€[5 5 &M 35 BE A 58 A8\ 2 BLEE A E 1728 ) B
R R T ) SRR A A BRI R RE Y281 ), or SAFE Circular No.7, to replace the previous Operating
Procedures for Administration of Domestic Individuals Participating in the Employee Stock Ownership
Plan or Stock Option Plan of Offshore Listed Companies (3 Af A2 EL85 40 A 7 8 TR T8I
JREHRE o 1) S5 AP RIS PSR VEBLAE) issued by SAFE in March 2007. SAFE Circular No.7 regulates
foreign exchange matters associated with employee stock option incentives or similar incentives
permitted under applicable laws and regulations granted to PRC residents by companies whose shares
are listed on offshore stock exchanges.

In accordance with SAFE Circular No. 7, all PRC residents who participate in share incentive
plans of an overseas public company are required, through the PRC subsidiaries of the overseas public
company, to jointly entrust a PRC agent to handle foreign exchange registration with the SAFE or its
local office and complete procedures relating to the share incentive schemes, such as opening accounts
and capital transfers. PRC residents include PRC nationals or foreign citizens having consecutively
resided in PRC for not less than one year, acting as directors, supervisors, senior management
personnel or other employees of PRC companies affiliated with such offshore listed company. A PRC
agent can be one of the PRC subsidiaries of the offshore listed company participating in the share
incentive scheme or another PRC institution qualified for asset trusteeship as designated by the PRC
subsidiaries and in accordance with PRC laws. The foreign exchange proceeds received by PRC
residents from the sale of shares under share incentive plans granted by offshore listed companies must
be remitted to bank accounts in the PRC opened by the PRC agents. Further, a Notice Concerning
Individual Income Tax on Earnings from Employee Stock Options, jointly issued by the Ministry of
Finance and the State Administration of Taxation, or the SAT, provides that domestic companies
which implement employee share option programs must file the employee share option plans and other
relevant documents with local tax authorities having jurisdiction over the companies before
implementing such plans, and must file share option exercise notices and other relevant documents
with local tax authorities before their employees exercise any share options.

After the offering, we and our PRC employees who are granted restricted shares or exercised
share options granted under our share incentive plans are subject to these regulations. We plan to
complete, and advise our employees to complete, these procedures in connection with our share
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incentive plans. However, there can be no assurance that registration procedures with the SAFE or its
local counterparts in full compliance with SAFE Circular No. 7 will be completed on a timely basis, if
at all. The failure to complete these procedures may subject us or our PRC employees holding
restricted shares or share options under our share incentive plans to fines and other legal or
administrative sanctions.

Any failure by the Shareholders or beneficial owners of our Shares who are PRC residents to
comply with certain PRC foreign exchange regulations relating to offshore investment activities
by such PRC resident may subject our PRC resident Shareholders to personal liability, may limit
our ability to acquire PRC companies or to inject capital into our PRC subsidiaries, may limit
the ability of our PRC subsidiaries to distribute profits to us or may otherwise materially and
adversely affect us.

Pursuant to the Circular on Relevant Issues concerning Foreign Exchange Administration of
Overseas Investment and Financing and Return Investments Conducted by Domestic Residents
through Overseas Special Purpose Vehicles (B35 A i B A # Fr ik H 2 w35 ARl & SORFE B E A1 HE
A B ME R AN (the “Circular 377), which was promulgated by the SAFE, and became effective
on July 4, 2014, (1) a PRC resident must register with the local SAFE branch before he or she
contributes assets or equity interests in an overseas special purpose vehicle, or an Overseas SPV, that is
directly established or indirectly controlled by the PRC resident for the purpose of conducting
investment or financing; and (2) following the initial registration, the PRC resident is also required to
register with the local SAFE branch for any major change, in respect of the Overseas SPV, including,
among other matters, a change in the Overseas SPV’s PRC resident shareholder, the name of the
Overseas SPV, term of operation, or any increase or reduction of the contributions by the PRC
resident, share transfer or swap, and merger or division. Pursuant to the Circular of the SAFE on
Further Simplifying and Improving the Direct Investment-related Foreign Exchange Administration
Policies (BHA#E— 2 ML IO B E MRS SLEOR 94 %0 ) (the “Circular 13”), which was
promulgated on February 13, 2015 and became effective on June 1, 2015, the aforesaid registration
shall be directly reviewed and handled by qualified banks in accordance with the Circular 13, and the
SAFE and its branches shall perform indirect regulation over the foreign exchange registration via
qualified banks according to Circular 37 and other relevant regulations . If a shareholder who is a PRC
citizen or resident does not complete the abovementioned registration, the PRC subsidiaries of the
special purpose vehicle may be prohibited from distributing their profits and proceeds from any
reduction in capital, share transfer or liquidation to the special purpose vehicle, and the special purpose
vehicle may be restricted to contributing additional capital to its PRC subsidiaries.

There remains uncertainty as to the interpretation and implementation of the latest SAFE rules
at the practice level. We are committed to complying with and ensuring that our Shareholders who are
subject to the regulations will comply with the relevant SAFE rules and regulations; however, due to
the inherent uncertainty in the implementation of the regulatory requirements by PRC authorities, such
registration might not be always practically available in all circumstances as prescribed in those
regulations. In addition, we may not always be able to compel them to comply with SAFE Circular 37
or other related regulations. We cannot assure you that the SAFE or its local branches will not release
explicit requirements or interpret the relevant PRC laws and regulations otherwise. Failure by any of
such shareholders to comply with SAFE Circular 37 may result in restrictions on the foreign exchange
activities of our PRC subsidiaries and may also subject the relevant PRC resident to penalties under the
PRC foreign exchange administration regulations.
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We may be unable to complete a business combination transaction efficiently or on favorable
terms due to complicated merger and acquisition regulations and certain other PRC regulations.

On August 8, 2006, six PRC regulatory authorities, being the MOFCOM, the State Assets
Supervision and Administration Commission, the SAT, the SAIC, the CSRC and the SAFE, jointly
issued the Regulations on Mergers and Acquisitions of Domestic Enterprises by Foreign Investors
(B PNE 3 3 BT N 263 7E) (the “M&A Rules™), which became effective on September 8,
2006 and which were amended in June 2009. The M&A Rules, governing the approval process by
which foreign investors merge with PRC business entities and/or acquire PRC assets and/or equity
interests in PRC business entities, require the PRC parties to make a series of applications and
supplemental applications to the government agencies, depending on the structure of the transaction. In
some instances, the application process may require the presentation of economic data concerning a
transaction, including appraisals of the target business and evaluations of the acquirer, which are
designed to allow the government to assess the transaction. Accordingly, due to the M&A Rules, our
ability to engage in cross-border business combination transactions has become significantly more
complicated, time-consuming and expensive, and we may not be able to negotiate a transaction that is
acceptable to our Shareholders or sufficiently protect their interests in a transaction.

The M&A Rules allow PRC government agencies to assess the economic terms of a business
combination transaction. Parties to a business combination transaction may have to submit to the
MOFCOM and other relevant government agencies an appraisal report, an evaluation report and the
acquisition agreement, all of which form part of the application for approval, depending on the
structure of the transaction. The M&A Rules also prohibit a transaction at an acquisition price
obviously lower than the appraised value of the PRC business or assets in order to prevent the
disguised transfer of capital from the PRC to foreign countries, and in certain structures, among others,
in the structures where foreign investors merge with Chinese enterprises and establish foreign-invested
enterprises, require that consideration must be paid within defined periods, generally not in excess of a
year after the business license of the foreign-invested enterprise has been issued. In addition, the M&A
Rules also limit our ability to negotiate various terms of the acquisition, including aspects of the initial
consideration, contingent consideration, holdback provisions, indemnification provisions and
provisions relating to the assumption and allocation of assets and liabilities. Transaction structures
involving trusts, nominees and similar entities are prohibited.

Moreover, the Anti-Monopoly Law of the People’s Republic of China (3 A R I A 5 [z SEET
%), effective from August 1, 2008, and relevant implementation rules require that the MOC be notified
in advance of any concentrations of undertaking if certain turnover thresholds are triggered. In
addition, Notice of the General Office of the State Council on the Establishment of the Security
Review System for Mergers and Acquisitions of Domestic Enterprises by Foreign Investors (E%5Bx
O R B e S SN AT ) A T A S 22 42 A I HE Y28 ), issued on February 3, 2011 and which
became effective on March 3, 2011, establishes a security review system for the merger and acquisition
of domestic companies by foreign investors. These security review rules specify that mergers and
acquisitions by foreign investors that raise “national defense and security” concerns and mergers and
acquisitions through which foreign investors may acquire “actual control” over domestic enterprises
that raise “national security” concerns are subject to strict review by the MOC, and the rules prohibit
any activities attempting to bypass a security review, including by structuring the transaction through a
proxy or contractual control arrangement.
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Therefore, such regulation may impede our ability to negotiate and complete a business
combination transaction on legal and/or financial terms that satisfy our investors and protect our
Shareholders’ economic interests.

You may experience difficulties in effecting service of legal process and enforcing judgments
against us and our management.

We are incorporated in the Cayman Islands. Almost all of our assets are located in the PRC.
Therefore, it may not be possible for investors to effect service of process upon us or those persons
inside the PRC. The PRC has not entered into treaties or arrangements providing for the recognition
and enforcement of judgments made by courts of most other jurisdictions. On July 14, 2006, the PRC
Supreme Court and the Hong Kong government signed the Arrangement on Reciprocal Recognition
and Enforcement of Judgments in Civil and Commercial Matters by the Courts of the Mainland China
and of the Hong Kong Special Administrative Region Pursuant to Choice of Court Agreements
between Parties Concerned (5= A B2 Be B P4 b BRI Y5 5 1A T IR [ 72 e A B R m] LA T8 35 N el
TERY B P 95 22 1P 922 HE). Under such arrangement, where any designated people’s court of the PRC
or any designated Hong Kong court has made an enforceable final judgment requiring payment of
money in a civil and commercial case pursuant to a choice of court agreement in writing by the parties,
any party concerned may apply to the relevant people’s court of the PRC or Hong Kong court for
recognition and enforcement of the judgment. The arrangement came into effect on August 1, 2008,
but the outcome and enforceability of any action brought under the arrangement is still uncertain. In
addition, the PRC currently is not a party to any treaties providing for the reciprocal recognition and
enforcement of judgments of courts with the United States, the United Kingdom, most other Western
countries or Japan, and therefore enforcement in the PRC of judgments of a court in any of these
jurisdictions may be difficult or impossible.

We face risks of health epidemics and other disasters in the PRC, which could severely disrupt
our business operations.

Our business could be materially and adversely affected by the outbreak of HINI1, or swine
influenza, avian influenza, severe acute respiratory syndrome, or SARS, or another epidemic. Any
adverse public health developments in the PRC could require the temporary closure of our offices.
Such closures could severely disrupt our business operations and adversely affect our results of
operations. Our operations are vulnerable to interruption and damage from man-made or natural
disasters, including wars, acts of terrorism, earthquakes, fire, floods, environmental accidents, power
loss, communications failures and similar events, all of which may disrupt our business. If any
significant man-made or natural disaster were to occur in the future, our ability to operate our business
could be seriously impaired.

Inflation in the PRC could negatively affect our profitability and growth.

Economic growth in the PRC has, in the past, been accompanied by periods of high inflation,
and the PRC government has implemented various policies from time to time to control inflation,
including imposing various corrective measures designed to restrict the availability of credit or regulate
growth. High inflation in the future may cause the PRC government to once again impose controls on
credit and/or price of commodities, or to take other actions, which could inhibit economic activities in
the PRC. Any action on the part of the PRC government that seeks to control credit and/or price of
commodities may adversely affect our business operations, causing negative impact on our profitability
and growth.

- 69 -



RISK FACTORS

RISKS RELATED TO THE GLOBAL OFFERING

There has been no prior public market for the Shares and an active trading market may not
develop.

Prior to completion of the Global Offering, there has been no public market for our Shares.
There can be no guarantee that an active trading market for our Shares will develop or be sustained
after completion of the Global Offering. The Offer Price is the result of negotiations between our
Company and the Sole Global Coordinator (for itself and on behalf of the Underwriters), which may
not be indicative of the price at which our Shares will be traded following completion of the Global
Offering. The market price of our Shares may drop below the Offer Price at any time after completion
of the Global Offering.

The trading price of our Shares may be volatile, which could result in substantial losses to you.

The trading price of our Shares may be volatile and could fluctuate widely in response to
factors beyond our control, including general market conditions of the securities markets in Hong
Kong, the PRC, the United States and elsewhere in the world. In particular, the performance and
fluctuation of the market prices of other companies with business operations located mainly in the PRC
that have listed their securities in Hong Kong may affect the volatility in the price of and trading
volumes for our Shares. A number of PRC-based companies have listed their securities in Hong Kong.
Some of these companies have experienced significant volatility, including significant price declines
after their initial public offerings. The trading performances of the securities of these companies at the
time of or after their offerings may affect the overall investor sentiment towards PRC-based companies
listed in Hong Kong and consequently may impact the trading performance of our Shares. These broad
market and industry factors may significantly affect the market price and volatility of our Shares,
regardless of our actual operating performance.

Investors will experience immediate dilution and may experience further dilution in the future.

As the Offer Price of our Shares is higher than the combined net tangible assets per share
immediately prior to the Global Offering, purchasers of our Shares in the Global Offering will
experience an immediate dilution in pro forma adjusted combined net tangible assets. Our existing
Shareholders will receive an increase in the pro forma adjusted combined net tangible asset value per
share of their shares. In addition, holders of our Shares may experience further dilution of their interest
if the Underwriters exercise the Over-allotment Option or if we issue additional shares in the future to
raise additional capital.

We have not granted the RSUs pursuant to the RSU Scheme as at the Latest Practicable Date.
See “Appendix [V—Statutory and General Information—D. RSU Scheme.” Any granted RSUs under
the RSU Scheme, options, or any other share-based compensations that our Company may grant from
time to time may result in an increase in our issued share capital, which in turn may result in a dilution
of our shareholders’ shareholding interest in our Company and a reduction in earnings per Share.

Future sales or perceived sales of substantial amounts of our Shares in the public market could
have a material adverse effect on the prevailing market price of our Shares and our ability to
raise additional capital in the future.

The market price of our Shares could decline as a result of substantial future sales of our Shares
or other securities relating to Shares in the public market. Such a decline could also occur with the
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issuance of new Shares or other securities relating to our Shares, or the perception that such sales or
issuances may occur. Future sales, or perceived sales, of substantial amounts of our Shares could
materially adversely affect the prevailing market price of our Shares and our ability to raise future
capital at a favorable time and price. Our shareholders would experience a dilution in their holdings
upon the issuance or sale of additional securities for any purpose.

If securities or industry analysts do not publish research reports about our business, or if they
adversely change their recommendations regarding our Shares, the market price and trading
volume of our Shares may decline.

The trading market for our Shares will be influenced by the research and reports that industry or
securities analysts publish about us or our business. If one or more of the analysts who cover us
downgrade our Shares, the price of our Shares would likely decline. If one or more of these analysts
cease coverage of our Company or fail to regularly publish reports on us, we could lose visibility in the
financial markets, which in turn could cause our stock price or trading volume to decline.

We may not be able to pay any dividends on our Shares.

We cannot guarantee when and in what form dividends will be paid on our Shares following the
Global Offering. The declaration of dividends is proposed by the Board and is based on, and limited
by, various factors, such as our business and financial performance, capital and regulatory
requirements and general business and operation conditions. We may not have sufficient or any profits
to enable us to make dividend distributions to our Shareholders in the future, even if our financial
statements indicate that our operations have been profitable.

We may be required to obtain prior approval from the CSRC for the listing and trading of our
Shares on the Hong Kong Stock Exchange.

On August 8, 2006, six PRC regulatory authorities, including the MOFCOM, the State Assets
Supervision and Administration Commission, the State Administration for Taxation, the SAIC, the
CSRC, and the SAFE, jointly issued the Rules on Acquisition of Domestic Enterprises by Foreign
Investors ( EAINEITE G DHERE N B ZERMEE) ) (the “M&A Rules”), which became effective on
September 8, 2006 and was subsequently amended on June 22, 2009. The M&A Rules purport to
require offshore special purpose vehicles that are controlled by PRC companies or individuals and that
have been formed for the purpose of seeking a public listing on an overseas stock exchange through
acquisitions of PRC domestic companies or assets to obtain CSRC approval prior to publicly listing
their securities on an overseas stock exchange. The interpretation and application of the regulations
remain unclear, and the Global Offering may ultimately require approval from the CSRC. If CSRC
approval is required, it is uncertain whether it would be possible for us to obtain the approval and any
failure to obtain or delay in obtaining CSRC approval for the Global Offering would subject us to
sanctions imposed by the CSRC and other PRC regulatory agencies. Our PRC Legal Adviser has
advised us that, based on its understanding of the current PRC laws and regulations, we will not be
required to submit an application to the CSRC for the approval of the listing and trading of our Shares
on the Hong Kong Stock Exchange because (i) our wholly foreign-owned PRC subsidiaries were not
established through a merger or acquisition of equity interest or assets of a PRC domestic company
owned by PRC companies or individuals as defined under the M&A Rules, and (ii) no provision in the
M&A Rules clearly classifies contractual arrangements as a type of transaction subject to the M&A
Rules. However, there can be no assurance that relevant PRC government agencies, including the
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CSRC, would reach the same conclusion as our PRC Legal Adviser, and hence we may face regulatory
actions or other sanctions from the CSRC or other PRC regulatory agencies. These regulatory agencies
may impose fines and penalties on our operations in the PRC, limit our ability to pay dividends outside
of the PRC, limit our operating privileges in the PRC, delay or restrict the repatriation of the proceeds
from this offering into the PRC or take other actions that could have a material adverse effect on our
business, financial condition, results of operations and prospects, as well as the trading price of the
Shares. The CSRC or other PRC regulatory agencies also may take actions requiring us, or making it
advisable for us, to halt the Global Offering. In addition, if the CSRC or other regulatory agencies later
promulgate new rules or explanations requiring that we obtain their approvals for the Global Offering,
we may be unable to obtain a waiver of such approval requirements, if and when procedures are
established to obtain such a waiver. Any uncertainties and/or negative publicity regarding such
approval requirement could have a material adverse effect on the trading price of the Shares.

Investors may experience difficulties in enforcing Shareholder rights.

Our Company is an exempted company incorporated in the Cayman Islands with limited
liability and the laws of the Cayman Islands differ in some respects from those of Hong Kong or other
jurisdictions where investors may be located. The corporate affairs of our Company are governed by
the Memorandum and the Articles, the Companies Law and the common law of the Cayman Islands.
The rights of Shareholders to take legal action against our Company and/or our Directors, actions by
minority Shareholders and the fiduciary duties of our Directors to our Company under Cayman Islands
laws are to a large extent governed by the common law of the Cayman Islands. The common law of the
Cayman Islands is derived in part from comparatively limited judicial precedent in the Cayman Islands
as well as from English common law, which has persuasive, but not binding, authority on a court in the
Cayman Islands. The rights of the Shareholders and the fiduciary duties of our Directors under Cayman
Islands laws may not be as clearly established as they would be under statutes or judicial precedents in
Hong Kong or other jurisdictions where investors reside. In particular, the Cayman Islands has a less
developed body of securities laws. As a result of all of the above, Shareholders may have more
difficulty in exercising their rights in the face of actions taken by the management of our Company,
Directors or major Shareholders than they would as shareholders of a Hong Kong company or
company incorporated in other jurisdictions.

There can be no assurance of the accuracy or completeness of certain facts, forecasts and other
statistics obtained from various government publications, market data providers and other
independent third-party sources, including the industry expert reports, contained in this
prospectus.

This prospectus, particularly the section headed “Industry Overview”, contains information and
statistics relating to game markets. Such information and statistics have been derived from third-party
reports commissioned by us, various government publications and other publicly available sources. We
believe that the sources of the information are appropriate sources for such information, and we have
taken reasonable care in extracting and reproducing such information. However, we cannot guarantee
the quality or reliability of such source materials. The information has not been independently verified
by us, the Sole Global Coordinator, the Sole Sponsor, the Joint Bookrunners, the Joint Lead Managers,
the Underwriters or any other party (excluding Frost & Sullivan) involved in the Global Offering, and
no representation is given as to its accuracy. Collection methods of such information may be flawed or
ineffective, or there may be discrepancies between published information and market practice, which
may result in the statistics included in this prospectus being inaccurate or not comparable to statistics
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produced for other economies. You should therefore not place undue reliance on such information. In
addition, there can be no assurance that such information is stated or compiled on the same basis or
with the same degree of accuracy as similar statistics presented elsewhere. In any event, you should
consider carefully the importance placed on such information or statistics.

We published periodic financial information on the NEEQ in the PRC pursuant to applicable
rules and regulations and you should be cautious and not place any reliance on financial
information other than that disclosed in this prospectus.

We were listed on the NEEQ in 2015 and then delisted in December 2018. Pursuant to
applicable PRC rules and regulations, we were required to publish periodic financial information.
Interim financial information published by us in the PRC is normally derived from its management
accounts and is not audited or reviewed by independent auditors. Certain historical financial
information not included in this prospectus may not be directly comparable with our audited financial
information. Accordingly, financial information published in the PRC by us should not be relied upon
by potential investors to provide the same quality of information associated with any audited
information.

You should read the entire document carefully, and we strongly caution you not to place any
reliance on any information contained in press articles or other media regarding us or the Global
Offering.

There may be, subsequent to the date of this document but prior to the completion of the Global
Offering, press and media coverage regarding us and the Global Offering, which may contain, among
other things, certain financial information, projections, valuations and other forward-looking
information about us and the Global Offering. We have not authorized the disclosure of any such
information in the press or media and do not accept responsibility for the accuracy or completeness of
such press articles or other media coverage. We make no representation as to the appropriateness,
accuracy, completeness or reliability of any of the projections, valuations or other forward-looking
information about us. To the extent such statements are inconsistent with, or conflict with, the
information contained in this document, we disclaim responsibility for them. Accordingly, prospective
investors are cautioned to make their investment decisions on the basis of the information contained in
this document only and should not rely on any other information.

You should rely solely upon the information contained in this document, the Global Offering
and any formal announcements made by us in Hong Kong in making your investment decision
regarding our Shares. We do not accept any responsibility for the accuracy or completeness of any
information reported by the press or other media, nor the fairness or appropriateness of any forecasts,
views or opinions expressed by the press or other media regarding our Shares, the Global Offering or
us. We make no representation as to the appropriateness, accuracy, completeness or reliability of any
such data or publication. Accordingly, prospective investors should not rely on any such information,
reports or publications in making their decisions as to whether to invest in our Global Offering. By
applying to purchase our Shares in the Global Offering, you will be deemed to have agreed that you
will not rely on any information other than that contained in this document and the Global Offering.
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In preparation for the Listing, we have sought the following waivers from strict compliance
with the relevant provisions of the Listing Rules:

WAIVER IN RESPECT OF MANAGEMENT PRESENCE IN HONG KONG

Rule 8.12 of the Listing Rules requires that a new applicant applying for a primary listing on
the Stock Exchange must have a sufficient management presence in Hong Kong. This normally means
that at least two of its executive directors must be ordinarily residents in Hong Kong. Since our
principal business operations are primarily located, managed and conducted in China and will continue
to be based in China, our executive Directors and senior management members are and will continue to
be based in China after the Listing. At present, none of our executive Directors is ordinarily resident in
Hong Kong. We have applied to the Stock Exchange for, and the Stock Exchange has granted, a waiver
from strict compliance with the requirements set out in Rule 8.12 of the Listing Rules subject to the
following conditions:

(a) We have appointed two authorized representatives pursuant to Rule 3.05 of the Listing
Rules who will act as our principal channel of communication with the Stock Exchange.
The two authorized representatives are Mr. Fan Shuyang, an executive Director and one of
our joint company secretaries, and Mr. Yim Lok Kwan, one of our joint company
secretaries. See “Directors and Senior Management” for more information about our
authorized representatives. Each of the authorized representatives will be available to meet
with the Stock Exchange in Hong Kong within a reasonable period of time upon request
and will be readily contactable by the Stock Exchange by telephone, facsimile and/or
email. Our Company will provide contact details of the two authorized representatives to
the Stock Exchange and will inform the Stock Exchange as soon as practicable in respect
of any changes in our Company’s authorized representatives. All of them have confirmed
that they possess valid travel documents to visit Hong Kong and will be able to meet with
the Stock Exchange within a reasonable period of time, when required;

(b) Our authorized representatives have means of contacting all Directors promptly at all
times as and when the Stock Exchange wishes to contact our Directors on any matters. To
enhance communication between the Stock Exchange, the authorized representatives and
our Directors, our Company will implement a policy to provide the up-to-date contact
details of each Director (such as office phone numbers, mobile phone numbers, email
addresses and facsimile numbers) to the authorized representatives and to the Stock
Exchange;

(¢) Our Company will ensure that each Director who is not ordinarily resident in Hong Kong
has valid travel documents to visit Hong Kong and will be able to meet with the Stock
Exchange in Hong Kong within a reasonable period;

(d) Our Company has, in accordance with Rule 3A.19 of the Listing Rules, appointed Guotai
Junan Capital Limited as our compliance advisor, who will act as an additional channel of
communication with the Stock Exchange in addition to the authorized representatives of
our Company. The compliance advisor will advise on on-going compliance requirements
and other issues arising under the Listing Rules and other applicable laws and regulations
in Hong Kong for a period commencing on the Listing Date at least until the date on
which our Company complies with Rule 13.46 of the Listing Rules in respect of our
Company’s financial results for the first full financial year after the Listing Date; and
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(e) Meetings between the Stock Exchange and our Directors could be arranged through our
authorized representatives or our Company’s compliance advisor, or directly with our
Directors within a reasonable period. Our Company will inform the Stock Exchange as
soon as practicable in respect of any change in the authorized representatives, the
Directors and/or the compliance advisor of our Company in accordance with the Listing
Rules.

WAIVER IN RESPECT OF JOINT COMPANY SECRETARIES

Pursuant to Rules 3.28 and 8.17 of the Listing Rules, the company secretary must be an
individual who, by virtue of their academic or professional qualifications or relevant experience, is, in
the opinion of the Stock Exchange, capable of discharging the functions of the company secretary.

Pursuant to Note 1 to Rule 3.28 of the Listing Rules, the Stock Exchange considers the
following academic or professional qualifications to be acceptable:

(a) amember of The Hong Kong Institute of Chartered Secretaries;

(b) a solicitor or barrister (as defined in the Legal Practitioners Ordinance (Chapter 159 of the
Laws of Hong Kong)); and

(c) a certified public accountant (as defined in the Professional Accountants Ordinance
(Chapter 50 of the Laws of Hong Kong)).

Pursuant to Note 2 to Rule 3.28 of the Listing Rules, in assessing “relevant experience”, the
Stock Exchange will consider the individual’s:

(a) length of employment with the issuer and other issuers and the roles he played;

(b) familiarity with the Listing Rules and other relevant law and regulations including the
Securities and Futures Ordinance, the Companies Ordinance, the Companies (Winding Up
and Miscellaneous Provisions) Ordinance and the Takeovers Code;

(c) relevant training taken and/or to be taken in addition to the minimum requirement under
Rule 3.29 of the Listing Rules; and

(d) professional qualifications in other jurisdictions.

We have appointed Mr. Fan Shuyang and Mr. Yim Lok Kwan as joint company secretaries of
our Company on June 3, 2019. See “Directors and Senior Management” for further information
regarding the qualifications of Mr. Fan Shuyang and Mr. Yim Lok Kwan.

Mr. Yim Lok Kwan is a member of the Hong Kong Institute of Chartered Secretaries, and
therefore meets the qualification requirements under Note 1 to Rule 3.28 of the Listing Rules and is in
compliance with Rule 8.17 of the Listing Rules.

Accordingly, whilst Mr. Fan Shuyang does not possess the formal qualifications required of a
company secretary under Rule 3.28 of the Listing Rules, based on the above reasons, we have applied
for, and the Stock Exchange has granted, a waiver from strict compliance with the requirements under
Rules 3.28 and 8.17 of the Listing Rules such that Mr. Fan Shuyang may be appointed as a joint
company secretary of our Company on the basis of the proposed arrangements below.
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The waiver was granted for a three-year period on the condition that Mr. Yim Lok Kwan, as a
joint company secretary of our Company, will work closely with, and provide assistance to, Mr. Fan
Shuyang in the discharge of his duties as a joint company secretary for an initial period of three years
from the Listing Date. Mr. Yim Lok Kwan is a suitably qualified person to render assistance to
Mr. Fan Shuyang so as to enable him to acquire the relevant experience as is required of a company
secretary under Rules 3.28 and 8.17 of the Listing Rules. In addition, Mr. Fan Shuyang will endeavor
to attend relevant training and familiarize himself with the Listing Rules and duties required for a
company secretary of an issuer listed on the Stock Exchange in addition to satisfying the minimum
requirement under Rule 3.29 of the Listing Rules.

Prior to the expiry of the three-year period, the experience of Mr. Fan Shuyang and the need for
on-going assistance from Mr. Yim Lok Kwan will be evaluated by our Company. Our Company will
liaise with the Stock Exchange to enable it to assess whether, having benefited from the assistance of
Mr. Yim Lok Kwan for the preceding three years, Mr. Fan Shuyang has acquired the experience within
the meaning of Rule 3.28 of the Listing Rules and whether on-going assistance should be arranged so
that Mr. Fan Shuyang’s appointment as the Company Secretary of the Company continues to satisfy
the requirements under Rules 3.28 and 8.17 of the Listing Rules. Our Company understands that the
Stock Exchange may revoke the waiver if Mr. Yim Lok Kwan ceases to assist and guide Mr. Fan
Shuyang during the initial three-year period from the Listing Date.

WAIVERS IN RESPECT OF CONTINUING CONNECTED TRANSACTIONS

We have entered into, and are expected to continue, certain transactions which will constitute
non-exempt continuing connected transactions of our Company under the Listing Rules upon the
Listing.

Accordingly, we have applied to the Stock Exchange for, and the Stock Exchange has granted,
waivers in relation to certain continuing connected transactions between us and certain connected
persons under Chapter 14A of the Listing Rules. See “Connected Transactions.”
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DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS PROSPECTUS

This prospectus, for which our Directors collectively and individually accept full responsibility,
includes particulars given in compliance with the Companies (Winding Up and Miscellaneous
Provisions) Ordinance, the Securities and Futures (Stock Market Listing) Rules (Chapter 571V of the
Laws of Hong Kong) and the Listing Rules for the purpose of giving information to the public with
regard to our Group. Our Directors, having made all reasonable enquiries, confirm that to the best of
their knowledge and belief the information contained in this prospectus is accurate and complete in all
material respects and not misleading or deceptive, and there are no other matters the omission of which
would make any statement herein or this prospectus misleading.

GLOBAL OFFERING

This prospectus is published solely in connection with the Hong Kong Public Offering, which
forms part of the Global Offering. For applicants under the Hong Kong Public Offering, this
prospectus and the Application Forms contain the terms and conditions of the Hong Kong Public
Offering.

The Hong Kong Offer Shares are offered solely on the basis of the information contained and
representations made in this prospectus and the Application Forms and on the terms and subject to the
conditions set out herein and therein. No person is authorized to give any information in connection
with the Global Offering or to make any representation not contained in this prospectus and the
relevant Application Forms, and any information or representation not contained herein and therein
must not be relied upon as having been authorized by our Company, the Sole Sponsor, the Sole Global
Coordinator, the Joint Bookrunners, the Joint Lead Managers and any of the Underwriters, any of their
respective directors, agents, employees or advisers or any other party involved in the Global Offering.

The Listing is sponsored by the Sole Sponsor and the Global Offering is managed by the Sole
Global Coordinator. Pursuant to the Hong Kong Underwriting Agreement, the Hong Kong Public
Offering is fully underwritten by the Hong Kong Underwriters under the terms of the Hong Kong
Underwriting Agreement, subject to agreement on the Offer Price to be determined between the Sole
Global Coordinator (on behalf of the Hong Kong Underwriters) and our Company on the Price
Determination Date. The International Offering is expected to be fully underwritten by the
International Underwriters subject to the terms and conditions of the International Underwriting
Agreement, which is expected to be entered into on or about the Price Determination Date.

Neither the delivery of this prospectus nor any subscription made under it shall, under any
circumstances, constitute a representation that there has been no change or development reasonably
likely to involve a change in our affairs since the date of this prospectus or imply that the information
contained in this prospectus is correct as of any date subsequent to the date of this prospectus.

See “Underwriting” for further information about the Underwriters and the underwriting
arrangements.

DETERMINATION OF THE OFFER PRICE

The Offer Price is expected to be determined between the Sole Global Coordinator (on behalf
of the Hong Kong Underwriters) and our Company on the Price Determination Date. The Price
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Determination Date is expected to be on or around Thursday, December 5, 2019 and, in any event, not
later than Monday, December 9, 2019 (unless otherwise determined between the Sole Global
Coordinator (on behalf of the Hong Kong Underwriters) and our Company. If, for whatever reason, the
Offer Price is not agreed between the Sole Global Coordinator (on behalf of the Hong Kong
Underwriters and our Company on or before Monday, December 9, 2019, the Global Offering will not
become unconditional and will lapse immediately.

PROCEDURES FOR APPLICATION FOR HONG KONG OFFER SHARES

The application procedures for the Hong Kong Offer Shares are set forth in “How to Apply for
Hong Kong Offer Shares” and on the relevant Application Forms.

STRUCTURE AND CONDITIONS OF THE GLOBAL OFFERING

Details of the structure of the Global Offering, including its conditions, are set forth in
“Structure of the Global Offering”.

SELLING RESTRICTIONS ON OFFERS AND SALE OF SHARES

Each person acquiring the Hong Kong Offer Shares under the Hong Kong Public Offering will
be required to, or be deemed by his/her acquisition of Offer Shares to, confirm that he/she is aware of
the restrictions on offers for the Offer Shares described in this prospectus and on the relevant
Application Forms.

No action has been taken to permit a public offering of the Offer Shares in any jurisdiction
other than in Hong Kong, or the distribution of this prospectus and/or the Application Forms in any
jurisdiction other than Hong Kong. Accordingly, this prospectus may not be used for the purpose of,
and does not constitute an offer or invitation in any jurisdiction or in any circumstances in which such
an offer or invitation is not authorized or to any person to whom it is unlawful to make such an offer or
invitation. The distribution of this prospectus and the offering and sale of the Offer Shares in other
jurisdictions are subject to restrictions and may not be made except as permitted under the applicable
securities laws of such jurisdictions pursuant to registration with or authorization by the relevant
securities regulatory authorities or an exemption therefrom.

APPLICATION FOR LISTING ON THE STOCK EXCHANGE

We have applied to the Listing Committee for the listing of, and permission to deal in, the
Shares in issue and to be issued pursuant to the Global Offering (including the Shares which may be
issued pursuant to the exercise of the Over-allotment Option).

Dealings in the Shares on the Stock Exchange are expected to commence on December 12,
2019. No part of our Shares or loan capital is listed on or dealt in on any other stock exchange and no
such listing or permission to list is being or proposed to be sought. All Offer Shares will be registered
on the Hong Kong Share Registrar of our Company in order to enable them to be traded on the Stock
Exchange.

Under section 44B(1) of the Companies (Winding Up and Miscellaneous Provisions)
Ordinance, any allotment made in respect of any application will be invalid if the listing of, and
permission to deal in, the Shares on the Stock Exchange is refused before the expiration of three weeks
from the date of the closing of the Application Lists, or such longer period (not exceeding six weeks)
as may, within the said three weeks, be notified to our Company by the Stock Exchange.
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All necessary arrangements have been made to enable the securities to be admitted into
CCASS.

OVER-ALLOTMENT AND STABILIZATION

Details of the arrangements relating to the Over-allotment and stabilization are set out in
“Structure of the Global Offering.”

SHARES WILL BE ELIGIBLE FOR ADMISSION INTO CCASS

Subject to the granting of the listing of, and permission to deal in, the Shares on the Stock
Exchange and compliance with the stock admission requirements of HKSCC, the Shares will be
accepted as eligible securities by HKSCC for deposit, clearance and settlement in CCASS with effect
from the Listing Date or any other date as determined by HKSCC. Settlement of transactions between
participants of the Stock Exchange is required to take place in CCASS on the second Business Day
after any trading day. All activities under CCASS are subject to the General Rules of CCASS and
CCASS Operational Procedures in effect from time to time.

All necessary arrangements have been made for the Shares to be admitted into CCASS.
Investors should seek the advice of their stockbroker or other professional adviser for details of those
settlement arrangements and how such arrangements will affect their rights and interests.

SHARE REGISTRAR AND HONG KONG STAMP DUTY

Our principal register of members will be maintained in the Cayman Islands by our principal
registrar, Campbells Corporate Services Limited, in the Cayman Islands, and our Hong Kong register
will be maintained by the Hong Kong Share Registrar, Computershare Hong Kong Investor Services
Limited in Hong Kong.

All Offer Shares issued pursuant to applications made in the Hong Kong Public Offering and
the International Offering will be registered on the Hong Kong register of members of our Company in
Hong Kong. Dealings in the Shares registered in our Hong Kong register of members will be subject to
Hong Kong stamp duty. For further details of Hong Kong stamp duty, please seek professional tax
advice.

PROFESSIONAL TAX ADVICE RECOMMENDED

Potential investors in the Global Offering are recommended to consult their professional
advisers if they are in any doubt as to the taxation implications of subscribing for, holding and dealing
in the Shares or exercising any rights attached to them. It is emphasized that none of us, the Sole
Sponsor, the Sole Global Coordinator, the Joint Bookrunners, the Joint Lead Managers, the
Underwriters, any of our/their respective affiliates, directors, supervisors, employees, agents or
advisers or any other party involved in the Global Offering accepts responsibility for any tax effects
on, or liabilities of holders of the Shares resulting from the subscription, purchase, holding or disposal
of the Shares or exercising any rights attached to them.

EXCHANGE RATE CONVERSION

Solely for convenience purposes, this prospectus includes translations among certain amounts
denominated in Renminbi, Hong Kong dollars and U.S. dollars. No representation is made that the
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Renminbi amounts could actually be converted into another currency at the rates indicated, or at all.
Unless otherwise indicated, (i) the translation between Renminbi and Hong Kong dollars was made at
the rate of RMBO0.8958 to HK$1.00, the exchange rate prevailing on the November 20, 2019 published
by the PBOC for foreign exchange transactions and (ii) the translations between U.S. dollars and Hong
Kong dollars were made at the rate of HK$7.8261 to US$1.00, being the noon buying rate as set forth
in the H.10 statistical release of the United States Federal Reserve Board on November 15, 2019.

LANGUAGE

If there is any inconsistency between the English version of this prospectus and the Chinese
translation of this prospectus, the English version of this prospectus shall prevail unless otherwise
stated. However, if there is any inconsistency between the names of any of the entities mentioned in
this English prospectus which are not in the English language and their English translations, the names
in their respective original languages shall prevail.

ROUNDING

Any discrepancies in any table in this prospectus between total and sum of amounts listed
therein are due to rounding.
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The information and statistics set forth in this section and elsewhere in this prospectus have
been derived from an industry report commissioned by us and independently prepared by Frost &
Sullivan (the “Frost & Sullivan Report”), in connection with the Global Offering. We believe that
the sources of such information and statistics are appropriate and have taken reasonable care in
extracting and reproducing such information. We have no reason to believe that such information
and statistics are false or misleading in any material respect or that any fact has been omitted that
would render such information false or misleading. Our Directors confirm that, after making
reasonable enquiries, there is no material adverse change in the market information since the date
of the Frost & Sullivan Report which may qualify, contradict or have an impact on the information
in this section. However, the information has not been independently verified by us, the Sole
Sponsor, the Sole Global Coordinator, the Joint Bookrunners, the Joint Lead Managers, any of the
Underwriters or any other party (excluding Frost & Sullivan) involved in the Global Offering. The
information and statistics may not be consistent with other information and statistics compiled
within or outside China.

SOURCE OF INFORMATION

We commissioned Frost & Sullivan, an independent market research and consulting company,
to conduct an analysis of, and to prepare a report on the global mobile game market and related
markets for the period from 2014 to 2023. The report prepared by Frost & Sullivan is referred to in this
prospectus as the Frost & Sullivan Report. We agreed to pay Frost & Sullivan a fee of RMB650,000
for the preparation and use of the Frost & Sullivan Report.

We have included certain information from the Frost & Sullivan Report in this prospectus
because we believe such information facilitates an understanding of the mobile game market and
related markets for prospective investors. Frost & Sullivan’s independent research consists of both
primary and secondary research obtained from various sources in respect of the mobile game market
and related markets. Primary research involved in-depth interviews with leading industry participants
and experts. Secondary research involved reviewing company reports, independent research reports
and data based on Frost & Sullivan’s own research database. Projected data were obtained from
historical data analysis plotted against macroeconomic data with reference to specific industry-related
factors. We believe that the sources of this information are appropriate and we have taken reasonable
care in extracting and reproducing this information. We have no reason to believe that this information
is false or misleading in any material respect or that any fact has been omitted that would render such
information false or misleading in any material respect. Except as otherwise indicated, all of the data
and forecasts contained in this section are derived from the Frost & Sullivan Report.

In compiling and preparing the research, Frost & Sullivan assumed that the social, economic
and political environments in the relevant markets are likely to remain stable in the forecast period,
which ensures the stable and healthy development of the mobile game market and related industries. In
addition, Frost & Sullivan has developed its forecast on the following bases and assumptions: the
economy in China and globally is likely to maintain stable growth in the next decade and the regional
social, economic and political environment is likely to remain stable in the forecast period.
Additionally, the mobile game market and related markets are expected to grow based on the
macroeconomic assumptions of the economy.
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THE GLOBAL GAME MARKET
Overview of the Global Game Market

A game, in the narrow sense, traditionally known as a video game, refers to a form of
entertainment that is usually undertaken for relaxation and enjoyment. Based on the platform on which
games are played, games can be classified into PC games, mobile games and console games (games
that are run on consoles specifically developed for them, and with which gamers usually interact
through a controller). PC games can be further categorized into client games (games that needed to be
downloaded for playing on the PC) and web games.

According to Frost & Sullivan, the global game market has registered stable growth over the
past few years, increasing from US$82.0 billion in 2014 to US$139.9 billion in 2018, at a CAGR of
14.3%. The global game market is expected to grow to US$214.7 billion in 2023, representing a
CAGR of 8.9% from 2018. The mobile game segment of the market witnessed remarkable growth,
increasing from US$33.8 billion in 2014 to US$78.0 billion in 2018, achieving a CAGR of 23.3%,
mainly due to the popularity of mobile phones and increasing penetration of mobile internet,
particularly in developing countries and regions such as China and Southeast Asia. The mobile game
market is expected to maintain such growth momentum and reach approximately US$133.0 billion in
2023. The following diagram sets forth the historical and forecast market size of the global game
market in terms of revenue by device from 2014 to 2023:

CAGR 2014-2018  2018-2023E
Total ..o 14.3% 8.9%
Mobile GaMe . .. ..ot 23.3% 11.3%
Console Game . .. ...t 6.4% 7.1%
Clent @ame . .........iuniiun et 5.3% 4.3%
Webgame ... ... 13.8% 2.0%
USD billion 2500
214.7
202.2 s 52
200.0 1893 208

171.7 5.0

28.9
7 Web 153.9 o, 5.0 28.1
Client 1500 195 a8 266
125.8 e 4.7 252
= Console 1097 o 46 24.1 102 43.4
95. s e 225 .36 3
N

Mobile 100.0 82.0 e 22.1
ol srs 2.8 21 0 . 30.4
otal 19.6
289 .32 7
50.0 .25.8
s 03 S0 683 78.0 87.6 100.0 112.8 123.0 133.0
0.0

2014 2015 2016 2017 2018 2019E 2020E 2021E 2022E 2023E

Source: the Frost & Sullivan Report

Game Markets in Selected Regions
The United States

The United States had the second largest game market by revenue in the world in 2018. The
game market in the United States is quite influential within the global range, which is closely related to
the well-established talent cultivation mechanism. According to the survey data of the Entertainment
Software Association, by the end of 2018, more than 500 colleges and universities in the United States
had set up majors related to games. Meanwhile, the average annual salary of employees in the
United States game market is higher than that of the United States as a whole, thus attracting talent
with professional knowledge from all over the world.
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Japan

Japan has been known for its animation industry for a long time, during which period a large
number of high-quality intellectual property resources have been accumulated. The entire game
market, including the mobile game market, in Japan has entered a stable stage compared with that of
developing countries such as those in Southeast Asia. Games with renowned intellectual properties
usually have accumulated a huge fan base, which tends to have comparatively higher monetization
capability through adaptation. Quality intellectual property resources thus underpin the continual
development of the game market in Japan.

South Korea

The game market in South Korea has maintained stable development over the years, upheld by
support from the government. Asian publishers, especially those from China, are currently exploring
the mobile game market in South Korea. Over the past few years, more and more PRC game
developers have published their games, particularly mobile games, to South Korean gamers and have
enjoyed great popularity among such gamers. Because countries in Asian regions share similar cultural
identities, mobile games from China achieved high acceptance by gamers in South Korea.

Hong Kong and Taiwan

The influx of overseas games into the Hong Kong and Taiwan game market is the major factor
that motivates the local game market. Local game distributors or agents have been cooperating with
game developers from China and Singapore, among others, to enrich the local game market. The sound
macroeconomy and high disposable income in these two regions have also provided a solid
environment for the development of the game market. In addition, the popularity of online payment
methods such as PayPal has made it more convenient, faster and safer for gamers to pay online, which
optimizes gamers’ payment experience.

Southeast Asia

As one of the fastest growing economies worldwide, Southeast Asia is expected to witness
increasing market vitality in its game market, especially the mobile game market, along with rapidly
increasing penetration rates of smartphones and improving internet infrastructure in those regions.
Meanwhile, game developers will pay more attention to game upgrades for purposes of offering better
game experience in order to improve the willingness of gamers in those regions to pay fees. Game
developers from overseas are anticipated to develop a much deeper understanding of gamer
preferences and to further explore the market.
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The following table sets forth the game market size by revenue for selected countries or regions
for the years indicated:

CAGR CAGR
Country/Region 2014 2018 2023E 2014-2018 2018-2023E
(USD in millions)

United States

Gamemarket . ............ ... ... ... .. ..... 19,500.3 28,670.0 37,824.1 10.1% 5.7%

Mobile game market ............ .. ... ... ... 5,062.0 9,030.0 12,957.1 15.6% 7.5%
Japan

Gamemarket . ............ ... ... ... .. ..... 8,329.8 13,778.7 17,144.6 13.4% 4.5%

Mobile game market ........................ 4,353.0 7,361.6 10,080.0 14.0% 6.5%
South Korea

Gamemarket ............. ... ... ... .. ..... 7,742.0 9,117.2 10,559.9 4.2% 3.0%

Mobile game market ............ .. ... ... ... 2,622.0 4,831.2 6,902.3 16.5% 7.4%
Hong Kong and Taiwan

Gamemarket . ............ ... ... ... .. ..... 866.7 1,682.0 2,572.8 18.0% 8.9%

Mobile game market ........................ 451.8 1,008.0 1,668.8 22.2% 10.6%
Southeast Asia

Gamemarket . ............ ... ... ... .. ..... 1,609.9 3,199.4  4,858.1 18.7% 8.7%

Mobile game market ........................ 669.3 1,658.9 2,863.4 25.5% 11.5%
THE PRC GAME MARKET

The PRC was the largest game market in 2018 in terms of revenue, according to Frost &
Sullivan. The PRC game market grew at a CAGR of 20.4% from 2014 to 2018 with total revenue
reaching RMB235.7 billion in 2018. The total revenue of the PRC game market is expected to reach
RMB421.5 billion in 2023, representing a CAGR of 12.3% from 2018 to 2023, mainly driven by the
expected growth of mobile games. The following diagram sets forth the historical and forecast market
size of the PRC game market in terms of revenue by genre from 2014 to 2023:

CAGR 2014-2018  2018-2023E
Total . ... 20.4% 12.3%
Mobile game . . ... ..o 51.2% 16.6%
Webgame . ... ... -11.0% -2.2%
Client @Qame . ..............uuuiiiiiniiiaiiiiaan.. 0.5% 0.9%
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il 200.0 144.8 34 GaE 60.8
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0.0 30.2 60.1 97.2 137.4 158.0 186.4 216.6 255.6 295.5 339.8
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Source: the Frost & Sullivan Report

Generally, there are two revenue generation models for games, pay-to-play and free-to-play.
Pay-to-play games require gamers to pay an initial fee to buy access to such games, while free-to-play
games are those games which are free to install and play and the revenue of such games is generated
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from the sales of in-game virtual items. Currently, in the PRC game market, almost all web games and
most mobile games are online games and a majority of online games are free-to-play games.
Pay-to-play games include some premium games which usually have elaborately designed game
interfaces and innovative game content.

THE PRC MOBILE GAME MARKET
Overview of the PRC Mobile Game Market

Mobile games have become a key part of mobile entertainment activities as the penetration rate
of smartphones continuously increases and the coverage of mobile internet has been expanded in
China. Benefiting from the portability of mobile devices, more people are switching to mobile devices
for personal entertainment. This has contributed to the rapid development of the PRC mobile game
market, which has further invigorated the entire PRC game market.

Under a sound macroeconomic environment where people’s consumption capability grows in
line with increasing disposable income, people’s pursuit of cultural and entertainment activities to
enrich their leisure life becomes more pronounced. Furthermore, the popularity of electronic devices,
especially mobile phones, facilitates users in accessing mobile games at their convenience during
leisure time. With this background, the size of the mobile game market in China achieved vigorous
growth, representing a CAGR of 51.2% from 2014 to 2018, and is estimated to grow to
RMB339.8 billion in 2023, mainly driven by people’s expected stronger consumption of mobile
games.

Generally, mobile games can be classified based on various gameplay, themes and so forth into
major segments such as RPG, SLG, CCG, casual games, and others. Others include animation-based
mobile games that use nijigen elements, shooting games, card and board games, sports games and so
forth. All the game genres of mobile games experienced strong growth from 2014 to 2018, which was
in line with that of the entire mobile game market. According to Frost & Sullivan, RPG and SLG
games had the highest growth rates among the major segments during that period, and the market share
of RPG games is expected to continue growing due to its sense of identification brought by game
characteristics and storyline settings. The following diagram sets forth the historical and forecast
market size of the PRC mobile game market in terms of revenue by genre from 2014 to 2023:

CAGR 2014-2018  2018-2023E
Total ... 51.2% 16.6%
SLG o 56.2% 14.9%
CCG it 48.2% 14.4%
Casual . ... 43.9% 16.4%
RPG . 70.5% 17.0%
Others . ..o 45.1% 22.3%
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Life Cycle of Mobile Games and Industry Value Chain

Generally, a mobile game will experience three stages during its life cycle, namely growth
stage, maturity stage and recession stage. During the growth stage that takes up approximately the
initial 20% to 30% of a game’s life span, the number of users and revenue generated by the game
experience rapid growth. The revenue tends to be continuously generated by the game and the user
base tends to be stable during the maturity stage. As for the recession stage that takes up approximately
the last 20% of the game’s life span, the game faces a loss of active users and a decrease in revenue as
some users might lose their interest in the game.

The following diagram illustrates the value chain of the mobile game market:

Value Chain of Mobile Game Market

Content Games Distribution
providers operators platforms

Intellectual
property (rights) Payment
é
—> channels —> Gamers

Intellectual Mobile
property game
(rights) products
Mobile game products Mobile game products

Revenue sharing Revenue sharing
Source: the Frost & Sullivan Report

In addition to gamers, there are generally four different types of participants engaged in the
whole value chain of the mobile game market:

® (Content providers. Content providers include content creators or intellectual property
holders who own the intellectual property of a mobile game, and game developers which
usually consist of professional teams responsible for the development and design of the
game content, prelaunch testing, ongoing post-launch calibration of the mobile game, and
the provision of technical support for gamers in relation to the game, among other matters;

®  Game Operators. Game operators are mainly responsible for the marketing and promotion
of the game;
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Distribution platforms. Distribution platforms include hardware app stores and third-party
distribution platforms, which are in charge of sales and distributions of the mobile game to
end users; and

Payment Channels. Payment channels are mainly online third-party payment services
providers such as Alipay, WeChat Pay and Apple Pay in China, and Apple Pay and
Google Pay overseas.

Market Drivers

The following factors are expected to contribute to the growth potential of the PRC mobile
game market:

Expanding internet coverage and lower communication cost. According to information
from the Department of Information and Communication Development, 4G internet
coverage is expected to be further expanded to remote villages and border areas in order to
bring convenience to local people. The three telecommunication operators in China
responded to such plan by lowering broadband and communication prices. The expanding
internet coverage, as well as lower broadband costs, allows people to access mobile apps
quickly at a more affordable price, driving the PRC mobile game market as a result.

Increasing paying willingness. The PRC government’s push for upgrading the culture and
entertainment industries has laid a solid basis for people to pursue related activities. In
light of growing disposable income in recent years, consumers in China have been
demonstrating a high willingness to pay for entertainment activities, especially mobile
entertainment activities. Such activities include mobile games, which can be played during
fragmented leisure time. According to Frost & Sullivan, the paying ratio of mobile game
users in China exceeded 60% in 2017.

Demand from gamers for diversified and quality games. Demand from gamers of
different age groups may also stimulate the mobile game market. The post 1990 generation
shows high consumption capability, compared with previous generations, and are
considered major users of mobile games. They are fond of trying out various types of
games for diversified and fun experience in gameplay and demand mobile games with
high-quality and innovative elements. In addition, middle-age and older people are also
showing growing interest in games, which can enrich their daily life and retirement.
Games featuring simple gameplay, or allowing multiplayers, tend to attract them.

Future Trends

The following trends are expected to continually impact the PRC mobile game market:

Overseas market exploration. An increasing number of PRC mobile game operators are
entering overseas markets to explore potential opportunities. For example, overseas
regions close to the PRC, such as Southeast Asian countries including Thailand, Vietnam,
Malaysia and the Philippines, where the respective mobile game market is still in an early
stage of development, are appealing to PRC mobile game operators. In addition, game
markets in developed countries such as South Korea and Japan are also becoming a
lucrative area for mobile game operators in the PRC.

Close attention paid to game content. The quality of game content is considered one of
the major factors that tend to influence user stickiness and their willingness to keep
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playing and paying for the game. As the PRC mobile game market is expected to become
increasingly competitive, mobile game operators are currently paying more attention to
improving game quality rather than focusing on game quantity alone.

Technology energizing the market. Artificial intelligence, augmented reality, virtual
reality, holography and other technologies are currently innovating people’s work and
lives and have gradually been applied to mobile games, as they are able to create
immersive environments to enable better and more appealing interactive gameplay
experience. Mobile games equipped with high-tech devices are expected to set a new
growth point for the PRC mobile game market.

Focus on gamer interaction. Playing games is perceived as not only for entertainment but
also for socializing and connecting. Young gamers who like playing multiplayer games
enjoy sharing and communicating their game experiences with each other. In order to meet
gamers’ increasing demand for interaction, game operators are expected to pay growing
attention to establishing gamer communities or platforms where gamers can post
messages, invite game partners and recommend quality games, with the purpose of
enhancing gamers’ engagement and stickiness to games.

Diversity of game genres. After experiencing a period of explosive development, the PRC
mobile game market is expected to become relatively stable in the foreseeable future.
Under such circumstance, game operators are expected to focus on diversifying game
genres and fusing latest market trends, such as nijigen or PRC ancient elements, into
games in order to further exploit gamer preferences and meet various demands from
consumers of different ages.

Entry Barriers

New market entrants to the mobile game industry are confronted with a number of barriers.

For game developers, technology know-how and sharp market acumen are two key entry
barriers for new entrants. Advanced technology engines which help simplify game
development, testing and transplantation, together with a team of professional talents,
enable game developers to develop games more effectively. However, it may take a while
for new entrants to establish such a professional team or acquire technology know-how for
effective game development. Meanwhile, mobile games based on popular intellectual
properties tend to attract a large number of loyal gamers in a short time easily, and it may
take longer for newly developed mobile games with no fan base to acquire gamers through
brand promotion. Therefore, sharp market acumen to properly accumulate popular
intellectual properties is crucial for game development, and new entrants are not as
competitive as established game developers in obtaining popular intellectual properties.

For game publishers, it is essential for them to have a deep understanding of evolving
gamer preferences and market trends, to enable them to effectively upgrade their game
versions, launch new game functions or adjust distribution strategies. New entrants with
little knowledge of gamers and the market may find it hard to keep pace with market
dynamics and thus adversely affect their ability to succeed.

For distribution platforms, the capability to gain a large user base is considered an entry
barrier. Existing distribution platforms such as mobile hardware applications have already
taken advantage of user traffic, and large third-party distribution platforms have
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established market reputations. Therefore, it is difficult for a new entrant to quickly gain a
user base, without which they tend not to be able to cooperate with well-known game
developers and publishers.

Competitive Landscape

According to Frost & Sullivan, the PRC mobile game market is concentrated, with the top five
companies contributing RMB121.7 billion, or 77.0%, to total market revenue in 2018. The top two
companies have demonstrated overwhelming advantages over the others due to diversified business
portfolios, established brand reputations and large user bases, with a total market share of over 65% in
terms of revenue of the PRC mobile game market. We ranked eighteenth in the PRC mobile game
market, in terms of revenue from operating mobile games in 2018, with a market share of 0.9%.

The following table sets forth the top five mobile game companies in the PRC mobile game
market in terms of revenue from mobile game in 2018:
Revenue from

game operating
in the PRC Market share of

Company in 2018, PRC mobile game
Ranking name Brief introduction RMB billion market, 2018
1 Company E  The company develops and operates games 77.8 49.2%

including PC games and mobile games in both
domestic and overseas market, and provides other
internet services.

2 Company F  The company develops and operates games 28.0 17.7%
including PC games and mobile games in both
domestic and overseas market, and provides other
internet services.

3 Company L Established in 2011, the company develops and 5.6 3.5%
operates mobile games in both domestic and
overseas market.

4 Company A  Established in 2005, the company has been focusing 5.4 3.4%
on operating and developing games including PC
games and mobile games.

5 Company B Established in 2006, the company develops and 5.0 3.1%
operates games and has expanded into overseas
mobile game market.
Total ... 121.8 76.9%

Source: the Frost & Sullivan Report

The PRC mobile game market is highly competitive as there are a large number of games with
different genres developed to cater users’ diversified demands. However, product homogeneity is an
issue for game companies as a large number of games which are of similar features may flow into the
market quickly after a new game product has been first developed and introduced to users, which may
lead to users’ low brand recognition and is not beneficial for product profitability in the long run.
Hence, how to remain innovative to develop products that are different from others may become the
major issue that game operators have to deal with in order to stay competitive in the market.
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The following table sets forth the top five mobile game companies whose game operating
revenue generated from overseas markets accounted for more than 50% of their game operating
revenue in terms of revenue from mobile games in 2018:

Revenue from Market share of
Company mobile game operating PRC mobile game
Ranking name Brief introduction in 2018, RMB billion market 2018
1 Company A  Established in 2005, the company has been 54 3.4%

focusing on operation and developing games
including PC games and mobile games.

2 Company B Established in 2006, the company develops 5.0 3.1%
and operates games and has expanded into
overseas mobile game market.

3 Company C Established in 2008, the company has been 3.1 2.0%
focusing on exploring overseas mobile game
market and has business presence in Southeast
Asia and so forth.

4 Company D  Established in 2009, the company develops 2.6 1.6%
and operates mobile games in both domestic
and overseas market.

5 Our Group 14 0.9%
Total ... 17.5 11.0%

Source: the Frost & Sullivan Report

The following table sets forth the top five mobile game companies who have a presence in the
mobile game business globally, meaning their games are published and operated both in China and
overseas, and have developed their own mobile game distribution platforms, by revenue from mobile
games in 2018:

Revenue from Market share of
Company mobile game operating PRC mobile game
Ranking name Brief introduction in 2018, RMB billion market 2018
1 Company E  The company develops and operates games 77.8 49.2%

including PC games and mobile games in both
domestic and overseas market, and provides
other internet services.

2 Company F The company develops and operates games 28.0 17.7%
including PC games and mobile games in both
domestic and overseas market, and provides
other internet services.

3 Company G  Established in 2008, the company develops 1.5 1.0%
and operates mobile games in both domestic
and overseas market.

4 Company H Established in 2008, the company focuses on 1.5 0.9%
the development, distribution and operation of
mobile games and web games as well as
establishment of social platforms.

5 Our Group 14 0.9%
Total ... .. 110.2 69.8%

Source: the Frost & Sullivan Report

THE MARKET FOR PRC MOBILE GAMES OVERSEAS

PRC mobile games overseas refers to mobile games that are published by PRC game operators
in overseas markets such as South Korea, Hong Kong and Taiwan. The rapid development of the PRC
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mobile game market has incentivized game developers to focus on improving game content and
quality, which set a foundation for their publishing local mobile games to overseas markets. Our Group
is one of the first few PRC game operators that entered into the overseas market. For instance, our
Group, Company B and another competitor started their overseas game business in 2013 and then
followed by fellow competitors such as Company F in 2015.

The market size of PRC mobile games overseas has recorded notable growth at an outstanding
CAGR of 57.5% from 2014 to 2018, according to Frost & Sullivan, and is expected to expand at a
CAGR of 20.0% from 2018 to 2023. The following diagram sets forth the historical and forecast
market size of PRC mobile games overseas by revenue from 2014 to 2023:

2014-2018  2018-2023E

CAGR ... 57.5% 20.0%

RMB billion

140.0
120.0

100.0 e

99.5
60.0 70.2
58.5
40.0 o 180
200 1 59 182 322 :
0.0

2014 2015 2016 2017 2018 2019E 2020E 2021E 2022E 2023E

Source: the Frost & Sullivan Report

Major drivers for overseas mobile game market
South Korea

Benefiting from a series of factors including mature internet network and government support
(for instance, a sum of KRW2.5 billion was announced to be allocated by the South Korean
government for the establishment of game institution for cultivating game related talents in 2018), the
mobile game market in South Korea recorded stable growth during the past few years with a CAGR of
16.5% from 2014 to 2018. In recent years, PRC mobile game operators have shown increasing interest
in the mobile game market in South Korea and achieved notable success by product differentiation that
caters to diversified user demands. For instance, hard- and mid-core game genres such as SLG or RPG
used to occupy a large portion of the mobile game market in South Korea. In order to attract users in
such developed market, PRC mobile game operators launched games with nijigen elements or SLG
games with ancient Chinese elements, which have gained great popularity. Besides, in order to
promote their mobile games in the South Korea market, PRC game operators promote their mobile
games by way of celebrity endorsement, which helps the games to reach out to a large audience within
a short period of time.

Hong Kong and Taiwan

The influx of overseas games into both Hong Kong and Taiwan game markets is the major factor
that stimulates the local game market. Local game distributors or agents have been cooperating with
game developers from China and other regions such as Singapore to enrich the local game market.
During the past few years, the mobile game markets in Hong Kong and Taiwan have recorded stable
growth, as a result of sound economic conditions and increasing penetration of online payment
technology, as well as the introduction of new payment methods such as Alipay and WeChat Pay, which
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offers additional choices for users, especially those from mainland China, to settle game payments. In
particular, PRC game operators and developers have shown growing interest in the game markets of
Hong Kong and Taiwan, as these two regions share similar culture and language with mainland China.
Besides, the current game markets in these two regions do not have many leading local game developers
that are capable of developing high quality games, which provides opportunities for PRC mobile game
operators that possess capabilities in developing games with well-designed content and interfaces to
further expand their game operating business to Hong Kong and Taiwan game markets.

Competitive Landscape in Selected Regions
South Korea

The mobile game market in South Korea was intensely competitive with top five leading
positions being occupied by South Korean game companies as of 2018. Their mobile games are
popular among a large number of gamers, which is in part attributable to their abundant experience in
operating PC games accumulated in the past. The following table sets forth the top five mobile game
companies in the South Korea mobile game market in terms of revenue from mobile game in 2018:

Revenue from
game operating in
South Korea in 2018,
Ranking Company name Brief introduction USD million
1 Company M Established in 1997 and headquartered in Seoul, 4134
South Korea. The company is one of the leading game
publishers in South Korea.
2 Company N Established in 2000 and headquartered in South Korea. 251.2
The company has been contributed to developing and
publishing games in South Korea and other regions.
3 Company O Established in 1995 and headquartered in South Korea. 246.4
The company has been focusing on developing games of
different genre.

4 Company P Established in 2010 and headquartered in South Korea. 230.8
The company focuses on developing MMO games.
5 Company Q The company provides games across a wide range of 220.0

platforms, including PC, mobile and VR.

Source: the Frost & Sullivan Report

With growing penetration of mobile games into people’s life in South Korea, game players are
desiring for high quality mobile games that are designed with exquisite pictures and characteristics and
fascinating storyline. Developing high quality games is considered to be a big challenge for game
developers who would like to take a leading position in the South Korea mobile game market. Besides,
domestic market players still have great market presence in the mobile game market of South Korea
and some mobile games are developed or adapted based on famous intellectual property rights by those
market leaders that have already received great popularity among domestic gamers. For PRC game
operators to expand their operation in South Korea, they have to spend huge efforts in understanding
gamers’ preference in order to attract domestic gamers.

The market size of PRC mobile games in South Korea experienced a continuous uptrend,
growing at a CAGR of 64.6% from RMBO0.3 billion in 2014 to RMB2.2 billion in 2018. It is expected
that such market will continue to grow in the foreseeable future. In terms of revenue generated from
mobile games operated in South Korea, our Group ranked tenth in 2018 with a market share of
approximately 1.1%.
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Hong Kong and Taiwan

The mobile game market in both Hong Kong and Taiwan as a whole is competitive, shared
with a large number of game products developed by mobile game companies from various regions
such as the PRC and South Korea while local game companies have limited market share. Local game
companies in general do not have sufficient game development capability and tend to cooperate with
other game developers. The mobile game market in Hong Kong and Taiwan is shared by market
players from various overseas regions including the PRC and South Korea. The following table sets
forth the top five mobile game companies in Hong Kong and Taiwan mobile game markets in terms of
revenue from mobile game in 2018:

Revenue from
game operating in

Hong Kong and
Taiwan in 2018,
Ranking Company name Brief introduction USD million
1 Company R Established in 1995 and headquartered in Taiwan, the 142.5

company develops and operates games, and provides other
internet services in Taiwan and other regions including
Hong Kong, Japan and so forth.
2 Company S With its headquarters located in Singapore, the company 87.3
operates the Garena platform which allows them to
publish games to a wide spectrum of regions including
major cities in Asia.
3 Company N Established in 2001 and headquartered in South Korea. 70.5
The company has been developing and publishing games
in South Korea and other regions.

4 Company T With its headquarters in Hong Kong, the company mainly 65.0
provides casual games.
5 Company U With its headquarters located in South Korea, the company 55.0

has been developing and operating mobile games and
other digital services such as UX/UI to customers.

Source: the Frost & Sullivan Report

For the PRC game developers and operators which intend to expand their market into these two
regions, they have to compete with overseas players in different aspects such as game quality, effective
marketing strategies and so forth, which are major factors that may lead to their winning over other
competitors. Our Group ranked thirteenth in the mobile game market in Hong Kong and Taiwan as a
whole in terms of revenue in 2018 with a market share of approximately 1.8%.

THE MOBILE GAME DISTRIBUTION PLATFORM MARKET
Overview of the Mobile Game Distribution Platform Market

Mobile game distribution platforms refer to online platforms that provide mobile game
downloading and related services, which play an important role in the value chain of the mobile game
industry. With the development of mobile internet technology and upgrading of smartphones,
distributing mobile games via such online platforms is the dominant method of delivering games on
smartphones, and the convenience provided by it has also allowed more game developers to create and
distribute games on these mobile game distribution platforms, and, as a result, the mobile game
industry has grown considerably.
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Types of Mobile Game Distribution Platforms and Monetization Model

Mobile game distribution platforms can be divided into two categories: hardware app stores and
third-party distribution platforms. Hardware app stores refer to the apps stores that are operated by
mobile phone or mobile device brands, and normally, links to these stores are pre-installed in mobile
devices before customers purchase certain mobile devices. Third-party distribution platforms refer to
the app stores operated by non-mobile device brands, and comprise the following three types: (i) third-
party comprehensive app stores, normally operated by giant internet companies which have already
accumulated significant internet traffic; (ii) game community platforms that provide game-related
information, game review and rating systems, and channels for mobile game downloading and gamer
interaction, which have been gaining increasing popularity among mobile game users as the content
provided by these platforms has become more professional and of higher quality; and (iii) others,
which include non-traditional game distribution platforms such as video apps and social network apps
whose main function is not game or game-related.

There are two basic models for mobile game distribution platforms to monetize: (i) the joint
cooperation mode, where game developers and game publishers can jointly cooperate with mobile
game distribution platforms and share the revenue with the mobile game distribution platforms; and
(i) the advertising mode, or free-to-distribute mode, where game developers and game publishers can
buy advertising space on mobile game distribution platforms to advertise their games.

Market Drivers

The following factors are expected to contribute to the growth potential of the PRC mobile
game distribution platforms:

® [ncreasing openness of the game market. In light of the recent PRC government initiative
to promote the digital culture industry and the boom in local smartphones, the openness of
the PRC game market is increasing, which has contributed to the development of the PRC
mobile game distribution platform industry. More mobile games are expected to be
distributed via mobile game distribution platforms, and PRC mobile game distribution
platforms are also expected to be encouraged to enter overseas markets by the PRC
government.

® Development of mobile hardware and broadband cellular network technology.
Smartphone manufacturers are enhancing the computing ability and other features of their
products, such as screen resolution and size, through hardware upgrading to compete
effectively. Such hardware upgrading can also contribute to the improvement of user
experience of playing mobile games on smartphones, and accordingly contribute to the
development of the mobile game distribution platform industry. In addition, S5th generation
broadband cellular network technology (5G) is expected to be launched on the PRC
market in the next few years, which can improve the maximum achievable data acquisition
and exchange rate of mobile devices and therefore enhance users’ willingness to download
mobile games via mobile game distribution platforms.
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Future Trends

The following trends are expected to continually impact the PRC mobile game distribution
platforms:

®  Transformation through technological development. Technological development such as
big data and cloud technologies has been influencing the PRC mobile game distribution
platform industry. These technologies have not only changed the game experience for
users by empowering them to actively participate in mobile games, but also exert a huge
impact on mobile game downloading. The mobile game distribution platforms, through
such technologies, are able to collect and analyze user data and recommend mobile games
that match the interests of their users, achieving more effective monetization.

®  Popularity of social network functions. Consumers continue to gravitate towards social
media platforms to obtain news and personal updates, as well as mobile game-related
information. Accordingly, mobile game distribution platforms are expected to introduce
functions of social networks to cater for the social preferences of users, which are
expected to help users make more informed decisions when choosing new mobile games.

Competitive Landscape

According to Frost & Sullivan, TapTap ranked first among the PRC game community
platforms by average MAUs in 2018. Other players include traditional game news websites and
followers of TapTap. The following table sets forth the top five game community platforms in China
by average MAUs in 2018:

Game community Average MAUs in
Ranking platform Functions 2018 (in millions)
1 TapTap Social function, game rating and ranking, game recommendation, 15.0
game forum
2 Platform A Social function, game rating and ranking, game recommendation, 13.2
game news and live
3 Platform B Social function, game rating, game forum, game news and game 12.1
video
4 Platform C Social function, game rating and ranking, game recommendation, 10.3
game news and game forum
5 Platform D Social function, game rating and ranking, game recommendation 4.1

and game forum

Source: the Frost & Sullivan Report
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PRC LAWS AND REGULATIONS
Regulations Relating to Value-added Telecommunication Services
Licenses for Value-added Telecommunications Services

The Telecommunications Regulations of the PRC ( (h#EANRILMBEEREGEGEG) ) (the
“Telecommunications Regulations”), promulgated by the State Council on September 25, 2000 and last
amended on February 6, 2016, provides a regulatory framework for telecommunications services
providers in China. The Telecommunications Regulations require telecommunications services
providers to obtain an operating license prior to the commencement of their operations. The
Telecommunications  Regulations  categorize  telecommunications  services into  basic
telecommunications services and value-added telecommunications services. According to the Catalog
of Telecommunications Business ( (&Ef5¥H5/r8HH#) ), attached to the Telecommunications
Regulations, which was promulgated by the Ministry of Information Industry of the PRC (the “MII”,
which is the predecessor of the MIIT on February 21, 2003 and last amended by the MIIT on June 6,
2019, information services provided via fixed network, mobile network and Internet fall within value-
added telecommunications services. According to the Telecommunications Regulations, a commercial
telecommunications service provider in China shall obtain an operating license from the MIIT or its
provincial-level counterparts.

On March 1, 2009, the MIIT issued the Administrative Measures for Telecommunications
Business Operating Permit ( (5 EBEE T EHIHL) ) (the “Telecom Permit Measures™), which
took effect on April 10, 2009 and was recently amended on July 3, 2017. The Telecom Permit
Measures confirm that there are two types of telecom operating licenses for operators in China,
namely, licenses for basic telecommunications services and licenses for value-added
telecommunications services (the “VATS License”). The operation scope of the license will detail the
permitted activities of the enterprise to which it was granted. An approved telecommunication services
operator shall conduct its business in accordance with the specifications listed in its VATS License. In
addition, the holder of a VATS License is required to obtain approval from the original permit-issuing
authority in respect of any change to its shareholders.

On September 25, 2000, the State Council promulgated the Administrative Measures on
Internet Information Services ( < HM#E(E EMRG & HHHE) ) (the “Internet Information Measures”™),
which was amended on January 8, 2011. Under the Internet Information Measures, commercial internet
information services operators shall obtain a VATS License with the business scope of internet
information service, namely Internet Content Provider License (an “ICP License”), from the relevant
government authorities before engaging in any commercial internet information services operations
within China. The provision of information services through mobile apps is subject to the PRC laws
and regulations governing internet information services. Besides, the Internet Information Measures
and other relevant measures also ban Internet activities that constitute publication of any content that,
among others, propagates obscenity, pornography, gambling and violence, incites the commission of
crimes or infringes upon the lawful rights and interests of third parties. If an internet information
service provider detects information transmitted on their system that falls within the specifically
prohibited scope, such provider must terminate such transmission, delete such information
immediately, keep records and report to the governmental authorities in charge. Any internet
information service provider’s violation of these requirements will lead to the revocation of its ICP
License and, in serious cases, the shutting down of its website.
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On June 28, 2016, the State Internet Information Office promulgated the Administrative
Provisions on Mobile Internet Application Information Services ( <& B B4 M R P (5 SRES
FHLE) ) (the “Mobile Application Administrative Provisions™), which took effect on August 1, 2016,
to strengthen the regulation of the mobile application information services. Pursuant to the Mobile
Application Administrative Provisions, an internet application program provider must verify a user’s
mobile phone number and other identity information under the principle of mandatory real name
registration at the back-office end and voluntary real name display at the front-office end. An internet
application program provider must not enable functions that can collect a user’s geographical location
information, access user’s contact list, activate the camera or recorder of the user’s mobile smart
device or other functions irrelevant to its services, nor is it allowed to conduct bundle installations of
irrelevant application programs, unless it has clearly indicated to the user and obtained the user’s
consent on such functions and application programs. The Mobile Application Administrative
Provisions also provided that the APP Store service providers shall file a report with the related local
offices of cyberspace administration within 30 days after such services have been rolled out online for
operation, and they are responsible for the management over the application providers as follows:
(1) shall verify the authenticity, security and legality of application providers, establish the credit
management system and file the record according to the category with relevant authorities; (2) shall
urge the application providers to protect users’ information, provide a full description on the way APPs
use to obtain and to use users’ information and present the same to the users; (3) shall urge the
application providers to release legal information contents, establish and perfect the security review
mechanism, and designate certain number of professional staff in line with the service scale; and
(4) shall urge the application providers to release legal applications and respect and protect the
intellectual property rights of such application providers. For any application provider who violates any
regulatory requirements, the APP Store service providers shall take such measures as warning,
suspending the release or withdrawing the applications as the case may be, keep records and report
such violation to the relevant competent authorities. In addition, the APP Store service providers shall
enter into service agreements with the APP information service providers, formulating the rights and
obligations of both parties.

On December 16, 2016, the MIIT promulgated the Interim Measures on the Administration of
Pre-Installation and Distribution of Applications for Mobile Smart Terminals ( <83 % fig 4% I F #c¢F
THE MBS Y ATHE) ) (the “Mobile Application Interim Measures”), which took effect on July 1,
2017. The Mobile Application Interim Measures requires, among others, that internet information
service providers must ensure that a mobile application, as well as its ancillary resource files,
configuration files and user data can be uninstalled by a user on a convenient basis, unless it is a basic
function software, which refers to a software that supports the normal functioning of hardware and
operating system of a mobile smart device.

The content of the internet information is highly regulated in China and pursuant to the Internet
Information Measures, the PRC government may shut down the websites of ICP License holders and
revoke their ICP Licenses if they produce, reproduce, disseminate or broadcast internet content that
contains content that is prohibited by law or administrative regulations. Commercial internet
information service operators are also required to monitor their websites. They may not post or
disseminate any content that falls within the prohibited categories, and must remove any such content
from their websites, save the relevant records and make a report to the relevant governmental
authorities.
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Restrictions on Foreign Investment

Foreign direct investment in telecommunications companies in China is governed by the
Regulations for the Administration of Foreign-Invested Telecommunications Enterprises (revised in
2016) ( Q@ EEFMAEERRE)  (20164-%7]) ), which was promulgated by the State Council
on December 11, 2001 and amended on September 10, 2008 and February 6, 2016. The regulations
require foreign-invested value-added telecommunications enterprises in China to be established as
sino-foreign equity joint ventures, which the foreign investors may acquire up to 50% of the equity
interests of such enterprise. In addition, the main foreign investor who invests in a foreign-invested
value-added telecommunications enterprises operating the value-added telecommunications business in
China must demonstrate a good track record and experience in operating a value-added
telecommunications business, provided such investor is a major one among the foreign investors
investing in a value-added telecommunications enterprise in China.

On July 13, 2006, the MII released the Notice on Strengthening the Administration of Foreign
Investment in and Operation of Value-added Telecommunications Business ( {5 57 250 B s 4
PP E BB A EHAMEM) ) (the “MII  Notice”), pursuant to which, domestic
telecommunications enterprises were prohibited to rent, transfer or sell a telecommunications business
operation license to foreign investors in any form, or provide any resources, premises, facilities and
other assistance in any form to foreign investors for their illegal operation of any telecommunications
business in China. In addition, under the MII Notice, the internet domain names and registered
trademarks used by a foreign-invested value-added telecommunication service operator shall be legally
owned by that operator (or its shareholders).

On June 30, 2019, the NDRC and the MOFCOM jointly promulgated the Negative List, which
became effective on July 30, 2019. According to the Negative List, the internet information services,
internet culture businesses (except for music) and “Internet Publication Service,” are under the
“restricted” categories, “prohibited” categories and “prohibited” categories, respectively.

Regulations on Online Games Publishing and Operation
Regulatory Authorities and Restriction on Foreign Investment

The Notice on Interpretation of the State Commission Office for Public Sector Reform on
Several Provisions relating to Animation, Online Game and Comprehensive Law Enforcement in
Culture Market in the ‘“Three Provisions’ jointly promulgated by the Ministry of Culture (the “MOC”),
the State Administration of Radio Film and Television (the “SARFT”) and the General Administration
of Press and Publication (the “GAPP”) ( (B ENEE < Jem B SCILH ~ BEEALR ~ 7 R A
F< =Y BUESTABHE)E - MR I SO L TG AR S Bk R RS RSO R RES O3 ) ), which was
issued by the State Commission Office for Public Sector Reform (a division of the State Council) and
became effective on September 7, 2009, provides that the State Administration of Press, Publications,
Radio, Film and Television (the “SAPPRFT”, the successor of the SARFT and the GAPP) will be
responsible for the examination and approval of online games to be uploaded on the internet and that,
after such upload, online games will be administered by the MOC.

In May 2019, the General Office of the Ministry of Culture and Tourism released the Notice on
Adjusting the Scope of Examination and Approval regarding the <Internet Culture Operation License>

to Further Regulate the Approval Work ( B il 5 < 45 SCIL K878 3l /> g L B 4 — D s et T
YEREEN) , the “Notice of Adjusting Examination Scope”), which quotes the Regulations on the
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Function Configuration, Internal Institutions and Staffing of the Ministry of Culture and Tourism ( {3
AL AR S IR AE AL &~ MR N B4R TIBIED) ) and further specifies that the MCT no longer
assumes the responsibility for administering the industry of online games. In July 2019, the MCT
issued the Decision on the Abolition of the Interim Measures on Administration of Online Games and
the Administrative Measures for Tourism Development Plan ( CBHRJEE IF <4507 15k 2R 17 3%
e Tl < it 5 55 1R 3 4 BRIE: > 19 P ZE ) ) (the “Abolition Decision”). The Abolition Decision also cites
the Regulations on the Function Configuration, Internal Institutions and Staffing of the Ministry of
Culture and Tourism and further abolishes the Interim Measures on Administration of Online Games,
which means that the MCT will no longer regulate the industry of the online games. As of the Latest
Practicable Date, no laws, regulations or official guidelines have been promulgated regarding whether
the responsibility of MCT for regulating online games will be undertaken by another governmental
department.

Both the internet publishing services (including the online game publishing) and internet
culture operation (including the online game operation) fall within the prohibited categories in the
Negative List. The Notice Regarding the Consistent Implementation of the “Regulation on Three
Provisions” of the State Council and the Relevant Interpretations of the State Commission Office for
Public Sector Reform and the Further Strengthening of the Administration of Pre-examination and
Approval of Online Games and the Examination and Approval of Imported Online Games ( Bt &7l
EHEBIB i< =08 BUE > SR AT BRI AR R o A — 20 T o A AR 0 IS T R R A T A A AL A
BN ) (the “GAPP Notice”), promulgated by the GAPP, together with the National Copyright
Administration and the Office of the National Working Group for Crackdown on Pornographic and
Illegal Publications, on September 28, 2009, provides, among other things, that foreign investors are
not permitted to invest or engage in online game operations in China through wholly-owned
subsidiaries, equity joint ventures or cooperative joint ventures, and expressly prohibits foreign
investors from gaining control over or participating in domestic online game operations indirectly by
establishing other joint venture companies, establishing contractual agreements or providing technical
support. Serious violation of the GAPP Notice will result in suspension or revocation of relevant
licenses and registrations.

Online Game Examination and Publishing

The Administrative Measures for Internet Publishing Services ( <48#% i MUIRE & B 2 ) ) (the
“Internet Publishing Measures”) were jointly promulgated by the SAPPRFT and the MIIT on
February 4, 2016 and became effective on March 10, 2016. The Internet Publishing Measures imposed
a license requirement for “internet publishing services”, which refers to providing internet publications
to the public through information networks, and “internet publications” refers to edited, produced or
processed digital works that are provided to the public through information network, including, inter
alia, games. The license requirement is that an entity shall, for the purpose of engaging in internet
publishing services, be approved by publishing authorities and obtain the Internet Publishing Service
License (4%t MUIRES 7171 #5). As of the Latest Practicable Date, X.D. Network Inc. holds an Internet
Publishing Service License with the business scope covering online games publishing.

According to the GAPP Notice (effective as of September 28, 2009), no online game without
obtaining the prior approval of the GAPP may be published. The GAPP Notice, however, does not
explicitly provide for monetary penalties for failure to obtain such prior approval.

According to the Internet Publishing Measures (effective as of March 10, 2016), before
publishing an online game, an online publishing service provider shall file an application with the

- 105 -



REGULATORY OVERVIEW

competent provincial counterpart of the SAPPRFT in the place where it is located and the application,
if approved, shall be submitted to the SAPPRFT for approval. An online game shall not be launched
without the prior approval of the SAPPRFT, otherwise the competent authority may confiscate all
illegal income arising therefrom and impose a fine ranging from 5 times to 10 times of such illegal
income, if the illegal income is more than RMB10,000, or up to RMB50,000, if the illegal income is
not more than RMB10,000.

On May 24, 2016, the SAPPRFT promulgated the Notice on the Administration over Mobile
Game Publishing Services ( B F 8 15k 1 BRI G5 E BEAYZE K1) ), which became effective as of July 1,
2016. Concerning those mobile games (including pre-installed mobile games) that have been published
and operated online before the implementation of this Notice, other requirements apply to maintain the
publication and operation of such games online, relevant approval procedures would have to be
implemented by the game publishing service entities and enterprises in coordination with the provincial
publication administrative departments before October 1, 2016 as required by this Notice. Otherwise,
these mobile games shall cease to be published or operated online. Given the considerable amount of
games that fail to obtain the preapproval before launching in the industry as a whole, the Notice on
Extending the Time Limit under the Notice on the Administration over Mobile Game Publishing Services
( KRR NELAE < [ 7 % 80 7 15 R B 6 B ) 2 > B AR IR A9 1) ) promulgated by the SAPPRFT
on September 19, 2016 further extended the above time limit for application of preapproval to
December 31, 2016.

The Central Committee of the Communist Party of China issued the Plan for Deepening the
Institutional Reform of the Party and State (VRfLEMEZHEMET7%) and the National People’s
Congress adopted the Institutional Reform Plan of the State Council (EHBei#HErF: /%) in March
2018 (collectively, the “Institutional Reform Plans”). According to the Institutional Reform Plans, the
SAPPRFT was reformed and now known as the NRTA (8] % & # &= 8144 J%) which is a division of the
State Council and the NAPP (NCA) (I ZHr ] 8 (B K i fE)=))) which is now a division of the
Propaganda Department of the Central Committee of the CPC (* 3 # 55 {#). Concurrently with the
implementation of this reformation, the assessment and preapproval on domestic and foreign
developed online games by GAPP had been suspended during April to December 2018 and had
resumed since December 2018.

However, as of the Latest Practicable Date, no government authorities/sources, including the
NAPP, had issued or promulgated any official policy, regulation or statement in respect of the
suspension of preapproval from the NAPP for the publishing mobile games, or any proposed, revised
or new administrative/regulatory approval procedure involving preapproval requirements for the
publishing mobile games. Based on the information released on the website of the SAPPRFT, 164
domestic online games and no foreign online games have obtained preapproval in December 2018, and
another 1,066 domestic online games and 156 foreign online games have obtained preapproval in the
nine months ended September 30, 2019, respectively, indicating that the suspension of the preapproval
of domestic and foreign online games has been lifted.

Online Game Operation

On February 17, 2011, the MOC issued the revised Interim Provisions on the Administration of
Internet Culture ( EBFHECILEHEITHE) ) (the “Internet Culture Interim Provisions™), which
became effective on April 1, 2011 and was further revised on December 15, 2017 by the MOC.
Pursuant to the Internet Culture Interim Provisions, “internet cultural products” are defined as
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including the online games specially produced for internet and games disseminated or distributed
through internet. Provision of internet cultural products and related services for commercial purpose is
subject to the approval of the provincial counterparts of the MOC.

On June 3, 2010, the MOC promulgated the Interim Measures on Administration of Online
Games ( (HH#&% S PR 4THEE) ) (the “Online Game Measures”), which came into effect on
August 1, 2010 and was further amended on December 15, 2017. The Online Game Measures governs
the research, development and operation of online games and the issuance and trading services of
virtual currency. Under the Online Game Measure, all operators of online games, issuers of virtual
currency and providers of virtual currency trading services are required to obtain Internet Culture
Operation Licenses. An Internet Culture Operation License is valid for three years and in case of
renewal, the renewal application should be submitted 30 days prior to the expiry date of such license.
Each of our PRC Consolidated Affiliated Entities whose main business includes operation of online
games holds an Internet Culture Operation License with the relevant service scope.

The Online Game Measures also requires a domestic online game must be filed within 30 days
of its launch with the MOC. The competent supervision authority may require the company who fails
to comply with this requirement to rectify the non-compliance and impose penalties up to RMB20,000.
In addition, the filing numbers of the games must be displayed at the designated places of the websites
on which the games are operated or at a prominent place in the games. Online game operators are also
required to establish self-censorship systems and have dedicated personnel for the purpose to ensure
the lawfulness of the content of online games.

Pursuant to the Notice of Adjusting Examination Scope released in May 2019, the provincial
counterparts of MCT, from the date of receipt of the Notice of Adjusting Examination Scope, would no
longer grant Internet Culture Operation License regarding to the business scope of using the
information network to operate online games. The issued Internet Culture Operation License within the
term of validity which only includes the aforementioned business scope of online games would still be
valid. If the original business scope under Internet Culture Operation License merely contains the
aforementioned business of online games, the License will not be renewed after its expiration date.

Pursuant to the Abolition Decision released in July 2019, the Online Game Measures was
abolished and therefore the game operators are not required to apply to MCT for examination of
imported online games or go through filing procedures for domestic online games.

However, it is not clear whether new permits or license as the preapproval for entry of online
game operation will be launched, or whether another government department would undertake the
responsibility originally undertaken by MCT for supervising the online game industry.

Regulations on Virtual Currency and Virtual items

On January 25, 2007, the Ministry of Public Security (the “MPS”), the MOC, the MIIT and the
GAPP jointly issued Notice on Regulating Operation Order of Online Games and Inspection of
Gambling via Online Games (< [B/i A5 i 48 4% 1% 15k 4542 B 7 25 A8 R i) 4 4% 2 Ik B T A8 0) ) (the ““Anti-
gambling Notice”). To curtail online games that involve online gambling and address concerns that
virtual currency might be used for money laundering or illicit trade, the Anti-gambling Notice
(a) prohibits online game operators from charging commissions in connection with winning or losing
of games in the form of virtual currency; (b) requires online game operators to impose limits on use of
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virtual currency in guessing and betting games; (c) bans the conversion of virtual currency into real
currency or property; and (d) prohibits services that enable game players to transfer virtual currency to
other players.

On February 15, 2007, the MOC, the People’s Bank of China and 12 other PRC regulatory
authorities jointly issued the Notice on Further Strengthening Administration of internet Cafés and
Online Games (B 3E— 45 i o 4 K 48 4% 02 804 P2 TA/ERYEH0) ) (the “Internet Cafés Notice”) with
the goal of strengthening the administration of virtual currency in online games and to avoid any
adverse impact on the PRC economy and financial system. The Internet Cafés Notice places strict
limits on the total amount of virtual currency issued by online game operators and the amount
purchased by individual players and requires a clear division between virtual transactions and real
transactions carried out by way of electronic commerce. The Internet Cafés Notice further provides
that virtual currency should only be used to purchase virtual items and prohibits any resale of virtual
currency.

On June 4, 2009, the MOC and the MOFCOM jointly issued the Notice on Strengthening
Administration of Virtual Currency of Online Games ( B o 48 4% i 15k 1 B B W S AR R 0
> )(the “Virtual Currency Notice”). Pursuant to the Virtual Currency Notice, the “in-game virtual
currency” shall refer to a virtual exchange tool that is issued by game operators and purchased directly
or indirectly by game users with legal currency in a certain exchange rate and that is electronically
stored in servers and represented in a specific digital unit outside the game programs. The Virtual
Currency Notice prohibits online game operators issuing online game virtual currency from providing
services that would enable the trading of such virtual currency.

According to the Notice of the MOC on Regulating Online Game Operation and Strengthening
Interim and Ex Post Supervision (3CAb B KR & A8 4 i 15 2 i oi 5 S5 4R B TAERY ) (the
“Interim and Ex Post Supervision Notice”), promulgated on December 1, 2016 and became effective
on May 1, 2017, the virtual items, purchased by users directly with legal tender, by using the virtual
currencies of online games or by exchanging the virtual currencies of online games according to a
certain percentage and enable users to directly exchange for other virtual items or value-added service
functions in online games, shall be regulated pursuant to the provisions on virtual currencies of online
games. Online game operators shall not provide users with services to exchange virtual currencies into
legal currency. Where it provides users with the option to exchange virtual currencies into physical
items of minor value, the contents and value of such physical items shall be in compliance with
relevant laws and regulations of the State. However, the Interim and Ex Post Supervision Notice has
been abolished by the MCT as of the Latest Practicable Date.

Regulations on Real-Name Registration and Anti-Addiction System

Pursuant to the Online Game Measures, online game operators shall require online game users
to use valid identity documents for real-name registration, and save the users’ registration information.
This requirement applies to both mobile games and other online games. Where an online game
operator violates the aforementioned requirement, the culture authorities or the comprehensive law
enforcement agency for cultural market at county level or above may order it to make correction, and
impose a fine up to RMB20,000 depending on the seriousness of the circumstances. However, in July
2019, the MCT announced the abolishment of the Online Games Measures. The Interim and Ex Post
Supervision Notice also provides that the online game operators shall require online game users to
register their real names with valid identity documents, keep user’s registration information, and shall
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not provide recharge or consumer services in-game for online game users who login in as visitors.
However, the Interim and Ex Post Supervision Notice has been abolished by the MCT as of the Latest
Practicable Date.

On April 15, 2007, eight PRC government authorities, including the GAPP, the MOE, the MPS
and the MIIT, jointly issued the Notice Regarding the Implementation of Anti-addiction System on
Online Games in Protecting the Physical and Mental Health of Minors ( € BiA 5 R A A 50 i
Jite 48 4 18k 17 U2k R ATRFEAT) ) (the “Anti-addiction Notice”), which requires the implementation of
an anti-addiction compliance system by all PRC online game operators in an effort to curb addiction to
online games by minors. Under the anti-addiction compliance system, three hours or less of continuous
playing by minors, defined as game players under 18 years of age, is considered to be “healthy”, three
to five hours is deemed “fatiguing”, and five hours or more is deemed “unhealthy”. Game operators are
required to reduce the value of in-game benefits to a game player by half if it discovers that the amount
of time a game player spends online has reached the “fatiguing” level, and to zero in the case of the
“unhealthy” level.

To identify whether a game player is a minor and thus subject to the anti-addiction compliance
system, a real-name registration system should be adopted to require online game players to register
their real identity information before playing online games. Pursuant to Notice Regarding
Commencement of Authentication of Real Names for Anti-addiction System on Online Games ( B
TR B A A B B TR B A B s TAERYIE A ) (the “Commencement of Real-name Authentication
Notice”) issued by the relevant eight government authorities on July 1, 2011, online game (excluding
mobile game) operators must submit the identity information of game players to the National Citizen
Identity Information Center, a subordinate public institution of the MPS, for verification since
October 1, 2011, in an effort to prevent minors from using an adult’s ID to play online games. The
most severe punishment contemplated by the Commencement of Real-name Authentication Notice
requires termination of the operation of the online game if it is found in violation of the Anti-addiction
Notice and the Commencement of Real-name Authentication Notice.

On July 25, 2014, the SAPPRFT issued the Notice Regarding Deepening Implementation of
Authentication of Real Names for Anti-addiction System on Online Games ( Bt % A B e 48 4% i 5%
BT B 2 575 TAERYE%1) ) (the “Implementation of Real-name Authentication Notice™) and
effected on October 1, 2014, which specify that subject to the hardware, technology and other factors,
the anti-addiction compliance system applies to all online games excluding mobile games temporarily.
According to the guidance for the Approval of Publishing Works of Domestic Online Games (i i[5
A 4% A 18R AE i #EE) issued by the NAPP in 2019, the adoption of anti-addiction compliance system is
not required for applying for publishing online mobile games. On April 2, 2019, consultation was
conducted with the SMPPB, a competent government authority in the view of our PRC Legal Adviser,
which confirmed that mobile games is not subject to the compulsory requirement of anti-addiction
compliance system as of the date of the consultation.

On October 25, 2019, NAPP issued the New Anti-addiction Notice which took effect from
November 1, 2019, which mainly stipulates that: (1) the real-name registration system shall be
implemented. All online game users shall register their game accounts with valid identity information.
From the date of the implementation of the New Anti-addiction Notice, online game companies shall
establish and implement the real-name registration system, and shall not provide game services of any
kind to new users who are not registered with their real names. Within two months from the date of
implementation of the New Anti-addiction Notice, that is by December 31, 2019, online game
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companies shall require existing users to complete real-name registration, and shall not provide any
game services for those users who have not completed real-name registration. Online game companies
may set a visitor experience mode providing unregistered users with up to one-hour game services.
Under such visitor experience mode, users are not required to register with their real names, but cannot
top up or purchase in-game virtual items. Online game companies shall not repeatedly provide visitor
experience mode service to users using the same device within 15 days; (2) the time slot and duration
for playing online games by minors shall be subject to strict control. The New Anti-addiction Notice
stipulates that game services shall not be provided to minors during the period from 10 p.m. every day
to 8:00 a.m. the next day, and such game services shall not exceed 3 hours per day during statutory
holidays and 1.5 hours per day during other times; (3) the provision of paid services to minors shall be
regulated. The New Anti-addiction Notice stipulates that online game companies shall not provide paid
game services to minor users under 8 years old; for minor users between 8 and 16 years old, the top-up
amount shall not exceed RMB50 per time and the accumulative top-up amount shall not exceed
RMB200 per month; for minor users of over 16 years old but below 18 years old, the top-up amount
shall not exceed RMB100 per time and the accumulative top-up amount shall not exceed RMB400 per
month; (4) the regulation of the industry shall be enhanced. The New Anti-addiction Notice stipulates
that for online game companies which fail to fulfill the requirements of the New Anti-addiction Notice,
local publishing administrative departments shall order them to take rectification measures within a
limited period of time; in serious cases, it shall be dealt with according to laws and regulations or even
the relevant licenses of such online game companies shall be revoked; and (5) the development and
implementation of appropriate-age reminding system shall be explored. The New Anti-addiction
Notice stipulates that game companies shall explore ways to remind their users of specific online
games designed for users of different ages and display such reminders at prominent places on pages for
download, registration and login. Online game companies shall analyze the cause of minor addiction,
and alter the content and features of games or game rules resulting in such addiction.

According to an interview conducted on November 12, 2019 by our PRC Legal Adviser, the
Sole Sponsor and its legal advisers with the SMPPB, a competent authority in the view of our PRC
Legal Adviser, the SMPPB confirmed that (i) the New Anti-addiction Notice has been implemented
from November 1, 2019; and (ii) a grace period has been given to online game companies for them to
make rectifying measures to comply with the requirements under the New Anti-addiction Notice.
However, the duration of the grace period remains to be confirmed by relevant government authorities.
The SMPPB further confirmed that online game companies will not be punished by the SMPPB during
the grace period if they have started active measures to gradually comply with the requirements of the
New Anti-addiction Notice and the SMPPB will give further notice or instructions to online game
companies if implementation measures are promulgated.

The New Anti-addiction Notice is different from the previous rules and practice in the
following aspects:

(a) The New Anti-addiction Notice has promulgated higher standards for real-name
registration, which primarily include (i) limiting the maximum play time for each user
under the visitor experience mode to one hour within each 15 days, and (ii) the use of the
account of third-party websites or applications, such as WeChat account and mobile
number, to gain access to mobile games, is not adequate for the purpose of fulfilling the
requirements of real-name registration if the game operators could not obtain the valid
identity information;
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(b) The New Anti-addiction Notice also extended the applicability of anti-addiction measures
to cover mobile games in addition to web games and PC games which have already been
covered in the previous rules; and

(c) The New Anti-addiction Notice included a set of anti-addiction measures with more
stringent and detailed requirements. In the previous rules and practice, game operators are
required to reduce the in-game benefits obtained by the minor users by half if their play
time is between 3 to 5 hours, and to zero if their play time exceeds 5 hours. Under the New
Anti-addiction Notice, there are explicit rules for minor users of different age groups on (i)
the maximum play time and the permitted time slot to play online games, and (ii) the
maximum top-up amount each time and monthly total top-up amount.

Regulations Relating to Advertisement

The Advertisement Law of the PRC ( (2 A\ LA & 4515) ), which was last amended on
October 26, 2018, requires advertisers, advertising operators and advertising distributors to ensure that
the content of the advertisements they produce or distribute are true and in full compliance with
applicable laws and regulations and the content of the advertisement shall not contains the prohibited
information including but not limited to i) information harm the dignity or interests of the State or
divulge the secrets of the State, ii) information contain wordings such as “national level”, “highest
level” and “best”, iii) information contain ethnic, racial, religious, sexual discrimination. In addition,
where a special government review is required for certain categories of advertisements before
publishing, the advertisers, advertising operators and advertising distributors are obligated to confirm
that such review has been duly performed and that the relevant approval has been obtained. Without
prior consent or request, the advertisers, advertising operators and advertising distributors shall not
deliver advertisement to any person’s accommodation or transportation. If the advertisers, advertising
operators and advertising distributors display any pop-up advertisement, they shall show the close
button clearly to make sure that the viewers can close the advertisement upon one-click. Violations of
these regulations may result in penalties, including fines, confiscation of advertising income, orders to
cease dissemination of the advertisements and orders to publish an advertisement correcting the
misleading information. For serious violations, the SAIC or its local branches may order the violator to
terminate its advertising operations or even revoke its business license. Furthermore, advertisers,
advertising operators or advertising distributors may be subject to civil liabilities if they infringe on the
legal rights and interests of third parties.

On July 4, 2016, the SAIC promulgated the Interim Measures on Internet Advertisement ( 4.
WA A5 S HE 1) ) (the “Internet Advertisement Measures”) and the Internet Advertisement
Measures became effective on September 1, 2016. The Internet Advertisement Measures regulates any
advertisement published on the internet, including but not limited to, through websites, webpage and
APPs, in the form of word, picture, audio and video and provides more detailed guidelines to the
advertisers, advertising operators and advertising distributors. According to the Internet Advertisement
Measures, internet information service providers must stop any person from using their information
services to publish illegal advertisements if they are aware of, or should reasonably be aware of, such
illegal advertisements even though the internet information service provider merely provides
information services and is not involved in the internet advertisement businesses.
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Games communities and platforms

The operators of games communities and platforms shall (i) observe the relevant laws and
regulations relating to value-added telecommunication services. See ‘“Regulatory Overview—PRC
Laws and Regulations—Regulations Relating to Value-added Telecommunication Services” for
details; (ii) assume the responsibility for management over the games on platforms and especially
require game developers and publishers to provide prior approvals from NAPP before the commercial
launch of games through platforms. See “Regulatory Overview—PRC Laws and Regulations—
Regulations on Online Games Publishing and Operation” for details of prior approvals from NAPP;
(iii) observe the relevant provisions on the advertisement. See “Regulatory Overview—PRC Laws and
Regulations—Regulations Relating to Advertisement” for details; and (iv) observe the Administrative
Provisions on Internet Forum and Community Services (< .5 48584t 15 iR % 45 SRR E ) ) released by
Cyberspace Administration of China on August 25, 2017 and effective from October 1, 2017.

According to the Administrative Provisions on Internet Forum and Community Services,
providers of the internet forum community services are responsible for the management of platforms,
including (i) enter into agreements with users, specifying that users shall not make use of the internet
forum community services to publish or disseminate the illegal information and that the service
providers shall ban the use of or close the relevant accounts or sections if the users commit serious
violation thereof; specifying that the initiators and managers of the forum community sections shall
perform the obligations corresponding to their rights and the service providers shall restrict or revoke
their management privileges in accordance with the law or agreement and even ban the use of or close
the relevant accounts or sections if the initiators or managers violate the laws or agreements or fail to
perform responsibilities and obligations properly; (ii) strengthen the management of information
disseminated by their users, cease the transmission of the illegal information forthwith, adopt the
measures to remove or otherwise dispose of the illegal information, keep relevant records and timely
report to the Cyberspace Administration of China or its local counterparts; and (iii) require users to
register accounts by passing the authentication of real identity information pursuant to the principle of
“real name at background and discretion at foreground” and record and conduct regular verification of
real identity information to section initiators and managers.

Regulations Relating to Information Security and Censorship

Internet content in China is regulated and restricted from a state security standpoint. The
Standing Committee of the National People’s Congress (ZF ANRFEKGHEZEE) (the “NPC
Standing Committee”) enacted the Decisions on the Maintenance of Internet Security ( <7 .54 %
2 PE) ) on December 28, 2000, which was amended on August 27, 2009, that may subject persons
to criminal liabilities in China for any attempt to: (i) gain improper entry to a computer or system of
strategic importance; (ii) disseminate politically disruptive information; (iii) leak state secrets;
(iv) spread false commercial information or (v) infringe upon intellectual property rights. In 1997, the
MPS issued the Administration Measures on the Security Protection of Computer Information Network
with International Connections ( (GFHAHE(E AT 4E B0 PRI 48 42 2 (R 3 F%:) ), which were amended
by the State Council on January 8, 2011 and prohibit using the internet in ways which, among others,
result in a leakage of state secrets or a spread of socially destabilizing content. The MPS has
supervision and inspection powers in this regard, and relevant local security bureaus may also have
jurisdiction. If an ICP License holder violates these measures, the PRC government may revoke its ICP
License and shut down its websites.
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On November 7, 2016, the NPC Standing Committee promulgated the Cyber Security Law of
the People’s Republic of China ( (+# A\ RILFELH4E 22 41%) ), which became effective on June 1,
2017, pursuant to which, network operators shall comply with laws and regulations and fulfill their
obligations to safeguard security of the network when conducting business and providing services.
Those who provide services through networks shall take technical measures and other necessary
measures pursuant to laws, regulations and compulsory national requirements to safeguard the safe and
stable operation of the networks, respond to network security incidents effectively, prevent illegal and
criminal activities, and maintain the integrity, confidentiality and usability of network data, and the
network operator shall not collect the personal information irrelevant to the services it provides or
collect or use the personal information in violation of the provisions of laws or agreements between
both parties, and network operators of key information infrastructure shall store within the territory of
the PRC all the personal information and important data collected and produced within the territory of
the PRC. Their purchase of network products and services that may affect national security shall be
subject to national cybersecurity review. On May 2, 2017, the Cyberspace Administration of China ("
#E N RSB B X S B A E) (the “CAC”) issued a trial version of the Measures for the
Security Review of Network Products and Services (Trial) ( CHH4& 2 i f AR5 %6 288 A GUT)) ),
which took effect on June 1, 2017, to provide for more detailed rules regarding cybersecurity review
requirements.

Regulations Relating to Privacy Protection

On December 13, 2005, the MPS issued the Regulations on Technological Measures for
Internet Security Protection ( (HIi4H L 2 AR E) ) (the “Internet Protection Measures™)
which took effect on March 1, 2006. The Internet Protection Measures require internet service
providers to take proper measures including anti-virus, data back-up and other related measures, and to
keep records of certain information about their users (including user registration information, log-in
and log-out time, IP address, content and time of posts by users) for at least 60 days, and detect illegal
information, stop transmission of such information, and keep relevant records. Internet services
providers are prohibited from unauthorized disclosure of users’ information to any third parties unless
such disclosure is required by the laws and regulations. They are further required to establish
management systems and take technological measures to safeguard the freedom and secrecy of the
users’ correspondences.

On December 28, 2012, the NPC Standing Committee promulgated the Decision on
Strengthening Network Information Protection ( <P 5@ 444515 SRR E) ) to enhance the legal
protection of information security and privacy on the internet. On July 16, 2013, the MIIT promulgated
the Provisions on Protection of Personal Information of Telecommunications and Internet Users ( (%
{5 A E W48 P RfE BRI E ) ) to regulate the collection and use of users’ personal information
in the provision of telecommunications services and internet information services in China and the
personal information includes a user’s name, birth date, identification card number, address, phone
number, account name, password and other information that can be used for identifying a user.
Telecommunications service providers and internet service providers are required to constitute their
own rules for the collecting and use of users’ information and they cannot collect or use of user’s
information without users’ consent. Telecommunications service providers and internet service
providers must specify the purposes, manners and scopes of information collection and uses, obtain
consent of the relevant citizens, and keep the collected personal information confidential.
Telecommunications service providers and internet service providers are prohibited from disclosing,
tampering with, damaging, selling or illegally providing others with, collected personal information.
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Telecommunication business operators and internet service providers are required to take technical and
other measures to prevent the collected personal information from any unauthorized disclosure,
damage or loss.

On December 29, 2011, the MIIT promulgated the Several Provisions on Regulation of the
Order of Internet Information Service Market ( B BB 45 SR TSP THE) ), which
became effective on March 15, 2012. The Provisions stipulate that without the consent of users,
internet information service providers shall not collect information relevant to the users that can lead to
the recognition of the identity of the users independently or in combination with other information
(hereinafter referred to as “personal information of users”), nor shall they provide personal information
of users to others, unless otherwise provided by laws and administrative regulations. The Provisions
also requires that internet information service providers shall properly keep the personal information of
users; if the preserved personal information of users is divulged or may possibly be divulged, internet
information service providers shall immediately take remedial measures; where such incident causes or
may cause serious consequences, they shall immediately report the same to the telecommunications
administration authorities that grant them with the internet information service license or filing and
cooperate in the investigation and disposal carried out by relevant departments. Failure to comply with
such requirements may result in a fine between RMB 10,000 and RMB30,000 and an announcement to
the public.

On May 8, 2017, the Supreme People’s Court and the Supreme People’s Procuratorate released
the Interpretations of the Supreme People’s Court and the Supreme People’s Procuratorate on Several
Issues Concerning the Application of Law in the Handling of Criminal Cases Involving Infringement
of Citizens’ Personal Information ( {#mi A RIERE ~ fem A RARESGE Bt R A0 A RAB (G B 5%
3 RS T A RE) ) (the “Personal Information Interpretations™), effective from June 1,
2017. The Personal Information Interpretations clarify several concepts regarding the crime of
“infringement of citizens’ personal information” stipulated by Article 253A of the Criminal Law of the
People’s Republic of China ( (¥ A\ RALFEI%) ), including “citizen’s personal information”,
“provision”, and “unlawful acquisition”. Also, the Interpretations specify the standards for determining
“serious circumstances” and “particularly serious circumstances” of this crime.

Regulation Relating to Foreign Exchange
Regulations on Dividend Distribution

The principal laws and regulations regulating the dividend distribution of dividends by foreign-
invested enterprises in China include the Company Law of the PRC ( +# A\ RALAIE /A A1) ) last
amended in 2018, the Wholly Foreign-owned Enterprises Law of the PRC ( {91 #E A\ R ILFIE A& A3
%) ) promulgated in 1986 and last amended in 2016 and its implementation regulations promulgated
in 1990 and subsequently amended in 2001 and 2014, the Equity Joint Ventures Law of the PRC ( <
#e NI S E8E®E7L) ) promulgated in 1979 and last amended in 2016 and its
implementation regulations promulgated in 1983 and last amended in 2019, and the Contractual Joint
Ventures Law of the PRC ( (13 \RILANE 1 HMEVERLE R 3E1E) ) promulgated in 1988 and last
amended in 2017 and its implementation regulations promulgated in 1995 and amended in 2017. Under
the current regulatory regime in the PRC, foreign-invested enterprises in the PRC may pay dividends
only out of their accumulated profit, if any, determined in accordance with PRC accounting standards
and regulations. A PRC company is required to set aside as general reserves (5 /AT 4) at least 10%
of its after-tax profit, until the cumulative amount of such reserves reaches 50% of its registered capital
unless the provisions of laws regarding foreign investment otherwise provided. A PRC company shall
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not distribute any profits until any losses from prior fiscal years have been offset. Profits retained from
prior fiscal years may be distributed together with distributable profits from the current fiscal year.
Wholly foreign-owned companies may, at their discretion, allocate a portion of their after-tax profits
based on PRC accounting standards to staff welfare and bonus funds. These reserves are not
distributable as cash dividends.

Regulations on Foreign Exchange Registration of Overseas Investment by PRC Residents

On October 21, 2005, the SAFE promulgated the Circular Concerning Relevant Issues on the
Foreign Exchange Administration of Raising Funds through Overseas Special Purpose Vehicle and
Investing Back in China by Domestic Residents ( <[l ZAMIEE $H )= B 5 A J B #a B AMREIR H 1
O\ TFI G SRR A NS PR B P RE R 1) ), which became effective on November 1, 2005 (the
“SAFE Circular No. 75”). The notice requires PRC domestic resident natural persons to register or file
with the local SAFE branch in the following circumstances: (i) before establishing or controlling any
company outside the PRC for the purpose of capital financing, (ii) after contributing their assets or shares
of a domestic enterprise into overseas special purpose vehicles, or raising funds overseas after such
contributions, and (iii) after any major change in the share capital of the special purpose vehicle without
any round-trip investment being made. On July 4, 2014, SAFE promulgated the Circular Concerning
Relevant Issues on the Foreign Exchange Administration of Offshore Investing and Financing and
Round-Trip Investing by Domestic Residents through Special Purpose Vehicles ( <[B%<4/MHERE )= B i
S5 A o R AR R A RSN R BORAEBCE AN P B B RE A3 A) ) (the  “SAFE  Circular
No. 377), for the purpose of simplifying the approval process, and for the promotion of the cross-border
investment. The SAFE Circular No. 37 supersedes the SAFE Circular No. 75 and revises and regulates
the relevant matters involving foreign exchange registration for round-trip investment. Under the SAFE
Circular No. 37, in the event the change of basic information of the registered offshore special purpose
vehicle such as the individual shareholder, name, operation term, etc., or if there is a capital increase,
decrease, equity transfer or swap, merge, spin-off or other amendment of the material items, the domestic
resident shall complete the change of foreign exchange registration formality for offshore investment. In
addition, according the procedural guideline as attached to the SAFE Circular No. 37, the principle of
review has been changed to “the domestic individual resident is only register the SPV directly established
or controlled (first level)”. At the same time, the SAFE has issued the Operation Guidance for the Issues
Concerning Foreign Exchange Administration over Round-trip Investment ( CGRFEHE MR B 5
#:VEFE51) ) with respect to the procedures for SAFE registration under the SAFE Circular No. 37, which
became effective on July 4, 2014 as an attachment to SAFE Circular No. 37.

On February 13, 2015, SAFE promulgated the Notice on Simplifying and Improving the
Foreign Currency Management Policy on Direct Investment ( [ 54N # B A 3 — 25 i A A o
HAEBEIMNEE HBURER) ) (the “SAFE Circular No. 13”) effective from June 1, 2015, which
cancels the administrative approvals of foreign exchange registration of direct domestic investment and
direct overseas investment. In addition, it simplifies the procedure of registration of foreign exchange
and investors shall register with banks to have the registration of foreign exchange under the condition
of direct domestic investment and direct overseas investment. However, remedial registration
applications made by PRC residents that previously failed to comply with the SAFE Circular No. 37
continue to fall under the jurisdiction of the relevant local branch of the SAFE. In the event that a PRC
shareholder holding interests in a special purpose vehicle fails to fulfill the required SAFE registration,
the PRC subsidiaries of that special purpose vehicle may be prohibited from distributing profits to the
offshore parent and from carrying out subsequent cross-border foreign exchange activities, and the
special purpose vehicle may be restricted in its ability to contribute additional capital into its PRC
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subsidiary. Moreover, failure to comply with the various SAFE registration requirements described
above could result in liability under PRC law for evasion of foreign exchange controls.

Regulations on Stock Incentive Plans

On February 15, 2012, the SAFE promulgated the Notice on Foreign Exchange Administration
of PRC Residents Participating in Share Incentive Plans of Offshore Listed Companies ( B & /MER
5 BRI S5 IR N 2 BRI A T 2 ] JRORE SR w8 SRS PRAT B BRI R N) ) (the  “Stock  Option
Rules”), replacing the previous rules issued by the SAFE in March 2007. Under the Stock Option
Rules and other relevant rules and regulations, PRC residents who participate in a stock incentive plan
in an overseas publicly-listed company are required to register with the SAFE or its local branches and
complete certain other procedures. Participants of a stock incentive plan who are PRC residents must
retain a qualified PRC agent, which could be a PRC subsidiary of the overseas publicly-listed company
or another qualified institution selected by the PRC subsidiary, to conduct the SAFE registration and
other procedures with respect to the stock incentive plan on behalf of its participants. The participants
must also retain an overseas entrusted institution to handle matters in connection with their exercise of
stock options, the purchase and sale of corresponding stocks or interests and fund transfers. In addition,
the PRC agent is required to amend the SAFE registration with respect to the stock incentive plan if
there is any material change to the stock incentive plan, the PRC agent or the overseas entrusted
institution or other material changes. The PRC agents must, on behalf of the PRC residents who have
the right to exercise the employee share options, apply to the SAFE or its local branches for an annual
quota for the payment of foreign currencies in connection with the PRC residents’ exercise of the
employee share. Under the Circular of the State Administration of Taxation on Issues Concerning
Individual Income Tax in Relation to Equity Incentives ( < Z i #5585 B A IO RE S Eh A BA 8 L BT 45
R4 %N) ) promulgated by the SAT and effective from August 24, 2009, listed companies and their
domestic organizations shall, according to the individual income tax calculation methods for “wage
and salary income” and stock option income, lawfully withhold and pay individual income tax on such
income.

Regulations Related to Tax
Enterprise Income Tax

On March 16, 2007, the National People’s Congress promulgated the Law of the PRC on
Enterprise Income Tax ( (1% N RILFNE R ZEFr{38i15) ) which was amended on February 24, 2017
and on December 29, 2018. On December 6, 2007, the State Council enacted the Regulations for the
Implementation of the Law of the PRC on Enterprise Income Tax ( €% A R0 5 i 2 Fr {5 B vk B i
451> ) (collectively, the “EIT Law™). The EIT Law came into effect on January 1, 2008. According to
the EIT Law, taxpayers consist of resident enterprises and non-resident enterprises. Resident
enterprises are defined as enterprises that are established in China in accordance with PRC laws, or that
are established in accordance with the laws of foreign countries but whose actual or de facto control is
administered from within the PRC. Non-resident enterprises are defined as enterprises that are set up in
accordance with the laws of foreign countries and whose actual administration is conducted outside the
PRC, but have established institutions or premises in the PRC, or have no such established institutions
or premises but have income generated from inside the PRC. Under the EIT Law and relevant
implementing regulations, a uniform corporate income tax rate of 25% is applicable. However, if
non-resident enterprises have not formed permanent establishments or premises in the PRC, or if they
have formed permanent establishment institutions or premises in the PRC but there is no actual
relationship between the relevant income derived in the PRC and the established institutions or
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premises set up by them, the enterprise income tax is, in that case, set at the rate of 10% for their
income sourced from inside the PRC.

The Notice Regarding the Determination of Chinese-Controlled Offshore Incorporated
Enterprises as PRC Tax Resident Enterprises on the Basis of De Facto Management Bodies ( B 5
AP e R IR A SRR B PR A SRR R BRUE S e I A AR RV A1) ) promulgated by the SAT
on April 22, 2009 and last amended on December 29, 2017 sets out the standards and procedures for
determining whether the “de facto management body” of an enterprise registered outside of the PRC
and controlled by PRC enterprises or PRC enterprise groups is located within the PRC.

The EIT Law and the implementation rules provide that an income tax rate of 10% will
normally be applicable to dividends payable to investors that are “non-resident enterprises,” and gains
derived by such investors, which (a) do not have an establishment or place of business in the PRC or
(b)have an establishment or place of business in the PRC, but the relevant income is not effectively
connected with the establishment or place of business to the extent such dividends and gains are
derived from sources within the PRC. Such income tax on the dividends may be reduced pursuant to a
tax treaty between China and other jurisdictions. Pursuant to the Arrangement Between the Mainland
of China and the Hong Kong Special Administrative Region for the Avoidance of Double Taxation on
Income (<A HIFN 75 35 457 91 47 5 B 17 36 Jr A5k 4 B T B A B I AT ABE I %2 HE) ) (the “Double Tax
Avoidance Arrangement”) and other applicable PRC laws, if a Hong Kong resident enterprise is
determined by the competent PRC tax authority to have satisfied the relevant conditions and
requirements under such Double Tax Avoidance Arrangement and other applicable laws, the 10%
withholding tax on the dividends the Hong Kong resident enterprise receives from a PRC resident
enterprise may be reduced to 5% upon receiving approval from in-charge tax authority. However,
based on the Notice on Certain Issues with Respect to the Enforcement of Dividend Provisions in Tax
Treaties ( < KB40 5 B AT B 2 R 3G B B8 A1) ) issued on February 20, 2009 by
the SAT, if the relevant PRC tax authorities determine, in their discretion, that a company benefits
from such reduced income tax rate due to a structure or arrangement that is primarily tax-driven, such
PRC tax authorities may adjust the preferential tax treatment. On February 3, 2018, the SAT issued the
Announcement on Certain Issues Concerning the Beneficial Owners in a Tax Agreement ( <BHA B 5
B “Za A N AREERAY) ) (“Circular 97), effective as of April 1, 2018, which provides
guidance for determining whether a resident of a contracting state is the “beneficial owner of an item
of income under China’s tax treaties and similar arrangements. According to Circular 9, a beneficial
owner generally must be engaged in substantive business activities and an agent will not be regarded as
a beneficial owner and, therefore, will not qualify for these benefits.

Pursuant to the Announcement of the State Administration of Taxation on Issues Relating to
Withholding at Source of Income Tax of Non-resident Enterprises ( <[HZBiHs 58 R Bk IF & R4
SE TSR IRR ANBUE BRI FE /A 45 ) ) which was promulgated by the SAT on October 17, 2017 and
became effective on December 1, 2017, with regard to dividends, bonuses and other equity investment
proceeds and interest therefrom, rentals, royalties, property transfer income and other kinds of income
earned by non-resident enterprises from inside China, on which enterprise income tax shall be levied,
withholding tax at source shall be applicable thereto. Entities or individuals that have direct obligations
to make relevant payments to non-resident enterprises in accordance with relevant legal provisions or
contracts shall be the withholding agents. The withholding agent shall, within seven days from
occurrence of the withholding obligation, declare and turn over the withholding tax to the tax
authorities in charge at the withholding agent’s location.
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According to the EIT Law, the EIT tax rate of a high and new technology enterprise is 15%.
Pursuant to the Administrative Measures for the Recognition of High and New Technology Enterprises
( CEBr i A 2658 2 A k) ), promulgated on April 14, 2008 and amended on January 29, 2016,
the certificate of a high and new technology enterprise is valid for three years and may renewed after
the inspection of SAT and other relevant authority.

Value-added Tax and Business Tax

According to the Provisional Regulations of the PRC on Value-added Tax ( €3 A R AN [E 34
HFECETTHBI) ) (the “VAT Regulations™), which was promulgated by the State Council on
December 13, 1993 and was amended in November 2008, February 2016 and November 2017, and the
Implementing Rules of the Provisional Regulations on Value-added Tax ( <34 {Ef 17 14 1) & it 41 H)
> ), which was promulgated by the MOF on December 18, 2008 and subsequently amended by the
MOF and the SAT on October 28, 2011, all taxpayers selling goods, providing processing, repairing or
replacement services or importing goods within the PRC shall pay value-added tax.

Pursuant to the Provisional Regulations of the PRC on Business Tax ( (/3£ A\ R 315 45 251
W 17#41) ) (the “Business Tax Regulations™), which became effective on January 1, 1994 and were
subsequently amended on November 10, 2008, and its implementation rules, all institutions and
individuals providing taxable services, transferring intangible assets or selling real estate within the
PRC shall pay business tax. The scope of services which constitute taxable services and the rates of
business tax are prescribed in the List of Items and Rates of Business Tax ( (ZEZEFBiFLHBIRE) )
attached to the regulation. On January 1, 2012, the MOF and the SAT have implemented the Pilot Plan
for Imposition of Value-Added Tax to Replace Business Tax ( (& 3EBisiBISEPAB X)) (the
“VAT Pilot Plan”), which imposes VAT in lieu of business tax for certain ‘‘modern service industries’’
in certain regions and eventually expanded to nation-wide application in 2013. According to the
implementation circulars released by the MOF and the SAT on the VAT Pilot Program, the “modern
service industries” include research, development and technology services, information technology
services, cultural innovation services, logistics support, lease of corporeal properties, attestation and
consulting services. According to the Notice of the MOF and the SAT on Implementing the Pilot
Program of Replacing Business Tax with Value-Added Tax in an All-round Manner ( < BFBCHT BB
5 4 Sy TR 22 T R 5 SE A Bl U (BB L B AGFE ) ) which became effective on May 1, 2016, entities
and individuals engaging in the sale of services, intangible assets or fixed assets within the territory of
the PRC are required to pay value-added tax instead of business tax. The State Council amended the
VAT Regulations and abolished the Business Tax Regulations concurrently on November 19, 2017.

Regulations Relating to Intellectual Property
The Copyright Law

China has enacted various laws and regulations relating to the protection of copyright. China is
a signatory to some major international conventions on protection of copyright and became a member
of the Berne Convention for the Protection of Literary and Artistic Works in October 1992, the
Universal Copyright Convention in October 1992, and the Agreement on Trade-Related Aspects of
Intellectual Property Rights upon its accession to the World Trade Organization in December 2001.

The Copyright Law of the PRC (Revised in 2010) ( <# AN RIEMBIZEIERED)  (20104F&
i#l) ) (the “Copyright Law™) provides that Chinese citizens, legal persons, or other organizations shall,
whether published or not, enjoy copyright in their works, which include, among others, works of
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literature, art, natural science, social science, engineering technology and computer software. The
purpose of the Copyright Law aims to encourage the creation and dissemination of works which is
beneficial for the construction of socialist spiritual civilization and material civilization and promote
the development and prosperity of Chinese culture.

Under the Regulation on Protection of the Right to Network Dissemination of Information
( <[5 B4 BB HELL 1 9]) ) that took effect on July 1, 2006 and was amended on January 30, 2013,
it is further provided that an internet information service provider may be held liable under various
situations, including if it knows or should reasonably have known a copyright infringement through the
internet and the service provider fails to take measures to remove or block or disconnects links to the
relevant content, or, although not aware of the infringement, the internet information service provider
fails to take such measures upon receipt of the copyright holder’s notice of infringement. The internet
information service provider may be exempted from indemnification liabilities under the certain
circumstances.

Measures on Administrative Protection of Internet Copyright ( EH# 43 /EREATELIRFEHEL) ),
that were promulgated by the MII and National Copyright Administration of the PRC (% A [&A4L7)
B Z R JR) (the “NCA”) and took effect on May 30, 2005, provided that an internet information
service provider shall take measures to remove the relevant contents, record relevant information after
receiving the notice from the copyright owner that some content communicated through internet
infringes upon his/its copyright and preserve the copyright owner’s notice for 6 months. Where an
internet information service provider clearly knows an internet content provider’s tortuous act of
infringing upon another’s copyright through internet, or fails to take measures to remove relevant
contents after receipt of the copyright owner’s notice although it does not know it clearly, and
meanwhile damages public benefits, the infringer shall be ordered to stop the tortious act, and may be
imposed of confiscation of the illegal proceeds and a fine of not more than 3 times the illegal business
amount; if the illegal business amount is difficult to be calculated, a fine of not more than
RMB100,000 may be imposed.

The Computer Software Copyright Registration Measures ( (FHEMEEE ERESROHRE) )
(the “Software Copyright Measures”), promulgated by the NCA on February 20, 2002, regulate
registrations of software copyright, exclusive licensing contracts for software copyright and transfer
contracts. The National Copyright Administration of China shall be the competent authority for the
nationwide administration of software copyright registration and the Copyright Protection Center of
China ("hWEMEIRFEHL) (the “CPCC”), is designated as the software registration authority. The
CPCC shall grant registration certificates to the Computer Software Copyrights applicants which
conforms to the provisions of both the Software Copyright Measures and the Computer Software
Protection Regulations (Revised in 2013) ( GHAMEAMERE])  (20134F1E%T) ).

Provisions of the Supreme People’s Court on Certain Issues Related to the Application of Law
in the Trial of Civil Cases Involving Disputes over Infringement of the Right of Dissemination through
Information Networks ( Cf5efm A R E BE B it 85 37 505 5 40 4% (R A R 5 4 40 2 18 A T Y
#iE) ), which was promulgated on December 17, 2012, provide that web users or web service
providers who create works, performances or audio-video products, for which others have the right of
dissemination through information networks or are available on any information network without
authorization shall be deemed to have infringed upon the right of dissemination through information
networks.
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The Trademark Law

Trademarks are protected by the Trademark Law of the PRC (Revised in 2019) ( (3 AR
B FEL) (2019 F1&%T)) which was promulgated on August 23, 1982 and subsequently amended
on February 22, 1993, October 27, 2001, August 30, 2013 and April 23, 2019 respectively as well as
the Implementation Regulation of the PRC Trademark Law adopted by the State Council on August 3,
2002 (Revised in 2014) ( (¥ AR AL E G (2014 44&%T7)). In China, registered
trademarks include commodity trademarks, service trademarks, collective marks and certification
marks.

The Trademark Office under the SAIC handles trademark registrations and grants a term of ten
years to registered trademarks. Trademarks are renewable every ten years where a registered trademark
needs to be used after the expiration of its validity term. A registration renewal application shall be
filed within six months prior to the expiration of the term. A trademark registrant may license its
registered trademark to another party by entering into a trademark license contract. Trademark license
agreements must be filed with the Trademark Office to be recorded. The licensor shall supervise the
quality of the commodities on which the trademark is used, and the licensee shall guarantee the quality
of such commodities. As with trademarks, the PRC Trademark Law has adopted a “first come, first
file” principle with respect to trademark registration. Where trademark for which a registration
application has been made is identical or similar to another trademark which has already been
registered or been subject to a preliminary examination and approval for use on the same kind of or
similar commodities or services, the application for registration of such trademark may be rejected.
Any person applying for the registration of a trademark may not prejudice the existing right first
obtained by others, nor may any person register in advance a trademark that has already been used by
another party and has already gained a “sufficient degree of reputation” through such party’s use.

Domain Names

Internet domain name registration and related matters are primarily regulated by the Measures
on Administration of Domain Names for the Chinese Internet ( €[ B B A8 46 4% & BEHEL ) ), issued
by MITT on November 5, 2004 and effective as of December 20, 2004 which was replaced by the
Measures on Administration of Internet Domain Names ( B4 4 &8 HF%) ) issued by the MIIT
on August 24, 2017 and effective as of November 1, 2017, and the Implementing Rules on Registration
of Domain Names ( 9B B 44 (5 2 H 04 sE M E a4 HI) ) issued by China Internet Network
Information Center on May 28, 2012, which became effective on May 29, 2012. Domain name
registrations are handled through domain name service agencies established under the relevant
regulations, and the applicants become domain name holders upon successful registration. On
November 27, 2017, the MIIT issued Circular on Regulating the Use of Domain Names for Internet
Information Services ( CL3EFE B Al BH A KR &0 B 55 48 (5 EIRES i F 3842 93D ), effective as of
January 1, 2018, pursuant to which an internet access service provider shall, pursuant to requirements
stated in the Anti-terrorism Law of the PRC ( <13 A\ RALFNE [ 24 3:38#5) ) and the Cyber Security
Law of the PRC ( (3 NRILHABEI A% L 421%) ), verify the identity of each internet information
service provider, and shall not provide services to any internet information service provider that refuses
to submit truthful information about its identity.

The Patent Law

According to the Patent Law of the PRC (Revised in 2008) ( (#13# A RILFEZFL) (2008
HA&%T) ) promulgated by the NPC Standing Committee, and its Implementation Rules (Revised in
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2010) ( <Hd#E NRIDABIEFEE AR (2010 4-&%]) ) promulgated by the State Council, the
State Intellectual Property Office of the PRC is responsible for administering patents in the PRC. The
patent administration departments of provincial or autonomous regions or municipal governments are
responsible for administering patents within their respective jurisdictions. The Patent Law of the PRC
and its implementation rules provide for three types of patents, “invention”, “utility model” and
“design”. Invention patents are valid for twenty years, while design patents and utility model patents
are valid for ten years, from the date of application. The Chinese patent system adopts a “first come,
first file” principle, which means that where more than one person files a patent application for the
same invention, a patent will be granted to the person who files the application first. To be patentable,
invention or utility models must meet three criteria: novelty, inventiveness and practicability. A third-
party player must obtain consent or a proper license from the patent owner to use the patent.
Otherwise, the use constitutes an infringement of the patent rights.

Regulations Relating to Employment and Social Warfare
The Labor Contract Law

The Labor Contract Law of the PRC ( (% A\ RIFE %85 [F7%5) ) (the “Labor Contract
Law”), which was implemented on January 1, 2008 and amended on December 28, 2012, is primarily
aimed at regulating employee/employer rights and obligations, including matters with respect to the
establishment, performance and termination of labor contracts. Pursuant to the Labor Contract Law,
labor contracts shall be concluded in writing if labor relationships are to be or have been established
between enterprises or institutions and the employees. Enterprises and institutions are forbidden to
force employees to work beyond the time limit and employers shall pay employees for overtime work
in accordance with national regulations. In addition, labor wages shall not be lower than local
standards on minimum wages and shall be paid to employees in a timely manner. In addition,
according to the Labor Contract Law: (i) employers must pay employees double income in
circumstances where within one year an employer fails to enter into an employment contract that is
more than a month but less than a year from the date of employment and if such period exceeds one
year, the parties are deemed to have entered into a labor contract with an “unfixed term”; (ii)
employees who fulfill certain criteria, including having worked for the same employer for ten years or
more, may demand that the employer execute a labor contract with them with an unfixed term:;
(iii) employees must adhere to regulations in the labor contracts concerning commercial confidentiality
and non-competition; (iv) an upper limit not exceeding the cost of training supplied to the employee
has been set as the amount of compensation an employer may seek for an employee’s breach of the
provisions concerning term of services in the labor contract; (v) employees may terminate their
employment contracts with their employers if their employers fail to make social insurance
contributions in accordance with the law; (vi) if an employer pays for an employee professional
training, the labor contract may specify a term of service. When the employee breach term of service,
the amount of compensation may not exceed the training expenses;(vii) employers who demand money
or property from employees as guarantee or otherwise may be subject to a fine of more than RMB500
but less than RMB2,000 per employee; and (viii) employers who intentionally deprive employees of
any part of their salary must, in addition to their full salary, pay such employees compensation ranging
from 50% to 100% of the amount of salary so deprived if they fail to pay the salary deprived within
ascertain period by the labor administration authorities.

According to the Labor Law of the PRC ( <3 A\ RILANE258)7%) ) promulgated on July 5,
1994 and effective on January 1, 1995 and last amended on December 29, 2018, enterprises and
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institutions shall establish and improve their system of workplace safety and sanitation, strictly abide
by state rules and standards on workplace safety, educate employees in labor safety and sanitation in
the PRC. Labor safety and sanitation facilities shall comply with state-fixed standards. Enterprises and
institutions shall provide employees with a safe workplace and sanitation conditions which are in
compliance with state stipulations and the relevant articles of labor protection.

On December 28, 2012 the Labor Contract Law ( (%@ &[Ri5) ) was amended to impose
more stringent requirements on labor dispatch which became effective on July 1, 2013. Pursuant to the
amended Labor Contract Law, (i) it is strongly emphasized that dispatched contract workers shall be
entitled to equal pay for equal work as an employee of an employer; (ii) dispatched contract workers
may only be engaged to perform temporary, auxiliary or substitute works; and (iii) an employer shall
strictly control the number of dispatched contract workers so that they do not exceed certain percentage
of total number of employees and the specific percentage shall be prescribed by the Ministry of Human

Resources and Social Security (HF#E A LA E A J7 & IR A A2 PR B,

Social Insurance and Housing Fund

As required under the Regulation of Insurance for Labor Injury ( {TAG{RBgRMG1) )
implemented on January 1, 2004 and amended in 2010, the Provisional Measures for Maternity
Insurance of Employees of Corporations ( {43k T4 & Bt 1T#¥2%) ) implemented on January 1,
1995, the Decisions on the Establishment of a Unified Program for Basic Old-Aged Pension Insurance
of the State Council ( BB B B #3745 — (14 60k LA L ARB I B2 E ) ) issued on July 16,
1997, the Decisions on the Establishment of the Medical Insurance Program for Urban Workers of the
State Council ( <EHS B B A 2 L S AL A SRR BR il BEAY ok 7€) ) promulgated on December 14,
1998, The Unemployment Insurance Measures ( (ZERFaHMA]) ) promulgated on January 22, 1999
and the Social Insurance Law of the PRC ( (¥ A\ RILFA B+ &RFRZE) ) implemented on July 1,
2011, enterprises are obliged to provide their employees in the PRC with welfare schemes covering
pension insurance, unemployment insurance, maternity insurance, labor injury insurance and medical
insurance. These payments are made to local administrative authorities and any employer that fails to
contribute may be fined and ordered to make up within a prescribed time limit.

In accordance with the Regulations on the Management of Housing Funds ( {5 A% 48 Hk
1> ) which was promulgated by the State Council in 1999 and last amended in 2019, enterprises must
register at the competent managing center for housing funds and upon the examination by such
managing center of housing funds, these enterprises shall complete procedures for opening an account
at the relevant bank for the deposit of employees’ housing funds. Enterprises are also required to pay
and deposit housing funds on behalf of their employees in full and in a timely manner.

Regulations Relating to M&A and Overseas Listing
M&A Rules

On August 8, 2006, six PRC governmental and regulatory agencies, including the MOFCOM
and the CSRC, promulgated the Rules on Merger & Acquisition of Domestic Enterprises by Foreign
Investors ( B IMNEI £ E & DS A EMFE) ) (the “M&A Rules™), a regulation with respect to
the mergers and acquisitions of domestic enterprises by foreign investors that became effective on
September 8, 2006 and was revised on June 22, 2009. Foreign investors should comply with the M&A
Rules when they purchase equity interests of a domestic company or subscribe the increased capital of
a domestic company, and thus changing the nature of the domestic company into a foreign-invested
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enterprise; or when the foreign investors establish a foreign-invested enterprise in the PRC, purchase
the assets of a domestic company and operate the asset; or when the foreign investors purchase the
asset of a domestic company, establish a foreign-invested enterprise by injecting such assets, and
operate the assets. The M&A Rules, among other things, purport to require that an offshore special
vehicle, or a special purpose vehicle, formed for listing purposes and controlled directly or indirectly
by PRC companies or individuals, shall obtain the approval of the CSRC prior to the listing and trading
of such special purpose vehicle’s securities on an overseas stock exchange.

1997 Red-chip Guidance

On June 20, 1997, the State Council issued the Circular of the State Council Concerning
Further Strengthening of the Administration of Share Issuance and Overseas Listing (<[5 ¢ B i i —
AN AR AN AT RN BT ERRYAE A ) (<1997 Red-chip Guidance™), which governs, among other
things, the overseas listing of PRC-funded offshore companies. According to 1997 Red-chip Guidance,
laws and regulations of the relevant overseas listing venue will be applicable when a non-public
PRC-funded offshore company or an offshore listed company controlled by PRC entities applies for
the listing and issue of new shares with its overseas assets or domestic assets owned for more than
three years through the investment of its overseas assets in the PRC. The PRC entity which controls the
PRC-funded offshore company shall obtain the prior consent of the People’s Government of the PRC
at the provincial level or the competent authority of the State Council of the PRC for such application
of listing and issue of new shares. A non-public PRC-funded offshore company or an offshore listed
company controlled by PRC entities with domestic assets owned for less than three years through the
investment of overseas asset in the PRC may not apply for overseas listing and issue of new shares
except under special circumstances. To apply for overseas listing and issue of new shares under special
circumstances, the relevant PRC entity which controls the PRC-funded offshore company shall submit
the matter to the CSRC for examination and the State Council Securities Commission for further
examination and approval. Upon completion of the listing and issue of new shares, a PRC entity which
controls a PRC-funded offshore company shall report to the CSRC for recordation.

Foreign Investment Law

On March 15, 2019, the National People’s Congress passed the Foreign Investment Law of the
PRC ( (h# NRILFE S E %) ) which will come into force on January 1, 2020. It will replace
the Law of the PRC on Wholly Foreign-Owned Enterprises ( {3 A RILFESNE BZE3L) ), the Law
of the PRC on Sino-Foreign Equity Joint Ventures ( {H# A\ RILFIE H4MS E L& D) ) and the
Law of the PRC on Sino-Foreign Contractual Joint Ventures ( {"H1# A\ RICHIE oM 1ELEE 3
%) ). The Foreign Investment Law was drafted with the main focus on foreign investment promotion,
foreign investment protection and foreign investment management.

The Foreign Investment Law defines foreign investment as any investment activity directly or
indirectly carried out in the PRC by one or more foreign natural persons, enterprises or other
organizations (“Foreign Investor(s)”), and specifically stipulates four forms of investment activities as
foreign investments, namely, (i) establishment of a foreign-invested enterprise in the PRC by a Foreign
Investor, either individually or collectively with any other investor; (ii) obtaining shares, equities,
property shares or any other similar rights or interests of an enterprise in the PRC by a Foreign
Investor; (iii) investment in any new construction project in the PRC by a Foreign Investor, either
individually or collectively with any other investor; and (iv) investment in any other manners stipulated
under laws, administrative regulations or provisions prescribed by the State Council.
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The Foreign Investment Law further provides that the organizational form, organizational
structure and their activities of foreign-invested enterprises shall be governed by the provisions of the
PRC Company Law, the PRC Partnership Enterprise Law and other relevant laws. Foreign-invested
enterprises established before the Foreign Investment Law coming into effect may retain their original
form of organizations within five years after the Foreign Investment Law comes into effect. Specific
implementing measures will be prescribed by the State Council.

SOUTH KOREAN LAWS AND REGULATIONS

Under the Game Industry Promotion Act of Korea (the “Game Act”), the “Game Products” are
defined as certain video products produced for the purposes of gaming, leisure, or enhancing learning
or physical exercise by using a data processing technology such as a computer program or mechanical
machines, or other types of devices mainly manufactured to present such video products. Online game
is one of the Game Products, and thus subject to the legal requirements under the Game Act. The major
legal requirements under the Game Act are as follows:

(1) Pursuant to the Game Act, in order to conduct online game publishing business in South
Korea, registration of game publishing business with local government is required.

(2) The Game Act requires anyone who produces, distributes or services the Game Products
to obtain in advance a rating classification for each Game Product from the Game Rating
and Administration Committee, or the GRAC, except for certain Game Products
distributed solely for the educational, religious or public interest purposes or produced
solely for the purposes of exhibitions or gaming contests as recommended by competent
governmental authorities. Currently, the rating classifications for the Game Products
comprise those permitted for all ages, 12 years or older, 15 years of older, or adults only.

Furthermore, pursuant to the Game Act, the distributors or service providers of the Game
Products are required to specifically indicate the names of producers and the relevant
rating classifications, as well as the contents information, which granted by the GRAC
together with a rating classification in descriptors of sexuality, violence, fear/horror/
threatening, language, alcohol/tobacco/drug, crime/anti-society or gambling.

However, in case that a company distributes its online games to the customers in South Korea
through entering into distribution agreements with third party distributors such as Google Play and App
Store, and is not directly involved in the distribution process, such Registration of Game Publishing
Business with local government will not be required so long as such games are proper for playing by
the minors (i.e., not for adult only). Furthermore, in such case, Google Play and App Store are
responsible for rating classification of such games and displaying and reporting of such rating
classification of games.

Meanwhile, the Act on Protection of Consumers in Electronic Commerce (the “Electronic
Commerce Act”) requires the providers of the “Telecommunication Sales Business” (which is defined
as a business to sell a product or service by way of mails, telecommunications, advertisement,
broadcasting, newspapers or other types of non-face to face contact marketing) to file the Report of the
Telecommunication Sales Business with the competent local governmental authority. It is unclear that
such reporting requirement is applicable to the foreign game producing companies who provide their
Game Products only to the publishing platform operators (such as Google Play or App Store), but are
not directly involved in any sales activities to the end users.
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TAIWAN LAWS AND REGULATIONS
Foreign and the Mainland Chinese Investments

Laws and regulations governing overseas investments in Taiwan companies will differ
according to the funding source—foreign investors (including overseas Chinese) and the mainland
Chinese investors.

Investment Commission (& &3 #Z B ) (“IC”) under the Ministry of the Economic Affairs
(F5EB) (“MOEA”) is the government agency responsible for reviewing and approving all overseas
and mainland China investment applications. IC will timely update a list of business activities open for
foreign investors (including overseas Chinese) or mainland Chinese investors. Certain business sectors
are strictly forbidden from being invested by foreign investors (including overseas Chinese) and
mainland Chinese, such as businesses with national security implications or telecommunication sector.
Certain business activities are open for foreign investments, but not to mainland Chinese investors.

Mainland Chinese Investments

All legal affairs, including investments and business activities, among Taiwanese and mainland
Chinese are governed by Act of Governing Relations between the People of Taiwan Area and
Mainland Area (7 ¥ Hh [ B [ b [\ [ AR W B). The Act is also the basis for each government
authority to further promulgate rules or guidelines governing activities within its responsibilities. As
stated earlier, IC, MOEA is the government authority responsible for reviewing and approving
mainland Chinese investments.

Notwithstanding the above, investments from the individuals or companies in Hong Kong and
Macau are governed by laws applied to foreign investors.

Once being defined as a mainland Chinese investor, his/her/its investments in business
activities of a Taiwan company can only be restricted to those expressly stated in the business list;
furthermore, the aggregate invested amounts or shareholding percentage in certain business sector may
be restricted a certain percentage. Any violation of investment regulations will lead to the revocation of
such investments by IC and may be subject to a penalty from responsible authorities such as Financial
Supervisory Commission (4l B £ & ¥ Z: 5 ) if the Taiwan company is a listed company.

Investments in Game Software

Game industry, in terms of online game, video games or apps, covers a wide range of business
activities, including data processing, website management, computer software programming, graphic
designing, among other things. If overseas investments belong to foreign (including overseas Chinese)
investments, investors are free to invest Taiwan companies with all above business activities.

If an investor is defined a mainland Chinese investor, he/she/it can only invest in Taiwan
companies with data processing, website management and related services (Code 6312) or computer
software programming (Code 6201). There is no game software related business open for investments
from the mainland Chinese.

Rating of Game Software

Taiwan does not have laws censoring the contents of game software since freedom of speech or
freedom of press is a constitutional right protected by Taiwan Constitution. As a statutory requirement
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under The Protection of Children and Youths Welfare and Rights Act (522 [ /4748 F| BLARE 25 PR R I5),
however, the government authority MOEA, has promogulated games rating guidelines, which aim to
ensure all press release, video programs and game software are rated properly to protect minors
accessing such materials.

Anyone who publishes, distribute, rent, release, display, offer for downloading video games
and apps has duties to rate, classify and register with Industrial Development Bureau (L.3/5) (“IDB”),
MOEA the game properly before its official release. The system in Taiwan has five ratings: Restricted
(R). Parental Guidance 15 (PG 15), Parental Guidance 12 (PG 12), Protected (P), General Public (G).
IDB has created a database and website (https://www.gamerating.org.tw/company_login.php) which
allows the public a free access for the ratings of game software currently registered with IDB.
Violation of such duty will be requested for correction or removal of games from the market.

Additional Requirement for Game Software for Mainland Chinese Game Developer or Fund

If game software is developed, produced or published by mainland Chinese enterprises or with
mainland Chinese fund, the Taiwan distributor shall additional file with IDB game information and
submit distributorship documents to prove that it is duly licensed to operate game software business.

Before completing foregoing registration, Taiwan distributor cannot carry out any marketing or
distributing activities; otherwise, it shall remove advertisements or cease any promotional activities.

Consumer Protection

All game companies shall also comply with Provisions of Standard Form Contract for Online
Game (HB&E 4701 I50E AU L 3240 ERC B SOR TSR0 #i85 9H), which was also promogulated and governed
by IDB, MOEA. According to current judicial practices and the rulings of Consumer Protection
Committee, Executive Yuan (fTEUBEIH & Ri&Z B ), such standard form is for the reference of
companies when drafting contracts to be entered with consumers. However, if any provision provided
by the game companies contradicts the referenced clause in the standard form, it will be considered
void under Consumer Protection Act (1% # {R##1%) in order to protect the rights of consumers.

HONG KONG LAWS AND REGULATIONS
Game

Any items in the game published in Hong Kong shall be subject to the Control of Obscene and
Indecent Articles Ordinance (Chapter 390 of the Laws of Hong Kong) (the “COIAO”). The Office for
Film, Newspaper and Article Administration has been conducting inspections of local retail outlets of
electronic games to ensure that the electronic games sold are in compliance with the requirements
stipulated in the COIAO, and takes appropriate follow-up actions when necessary, including
submitting electronic games that are suspected to be in violation of the COIAO to the Obscene Articles
Tribunal for classification and taking prosecution actions against persons who publish electronic games
in contravention of the COIAQ.

Companies distributing games to gamers in Hong Kong through third-party distributors, are
required to comply with the regulations of the Sale of Goods Ordinance (Chapter 26 of the Laws of
Hong Kong).
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User Data and Privacy

According to Section 4 of the Personal Data (Privacy) Ordinance (Chapter 486 of the Laws of
Hong Kong) (the “PDPO”), a data user shall not do an act, or engage in a practice, that contravenes a
data protection principle unless the act or practice, as the case may be, is required or permitted under
the PDPO. In the event of contravention of a data protection principle, the Office of Privacy
Commissioner for Personal Data may issue an enforcement notice directing the data user to remedy
and/or institute legal proceedings. Under Section 50A of the PDPO, a data user who contravenes an
enforcement notice commits an offence and is liable to a fine of HK$50,000.00 and to imprisonment
for two years. According to Section 2 of the PDPO, a data user means a person who, either alone or
jointly or in common with other persons, controls the collection, holding, processing or use of the
personal data.

The Office of the Privacy Commissioner for Personal Data has published the guidance note for
data users on the collection and use of personal data entitled “Collection and Use of Personal Data
through the Internet—Points to Note for Data Users Targeting at Children.” The guidance note seeks to
highlight certain essential aspects relevant to data users who interact with children (who are aged under
18) via the internet, and are likely to collect their personal data via online means. It is relevant to those
who operate online platforms (including websites, forums, mobile apps and so on) where, for example,
the underlying services are targeted at or popular among children. In addition, the Office of Privacy
Commissioner for Personal Data has published Guidance Note entitled “Guidance for Data Users on
the Collection and Use of Personal Data through the Internet” and “Best Practice Guide for Mobile.” In
August 2018, the Office of Privacy Commissioner for Personal Data issued the guidance entitled “The
Benefits of Implementing a Privacy Management Programme (the “Best Practice Guide™),” which
advocates that organizations should develop their own privacy management program and embrace
personal data protection as part of their corporate governance responsibilities.

Marketing and promotion

Game companies carrying out marketing, promoting and advertising activities in Hong Kong
should comply with The Trades Descriptions Ordinance (Chapter 362 of the Laws of Hong Kong),
which stipulates that false trade description, false, misleading or incomplete information or false
statements, in respect of goods provided in the course of trading are prohibited.

Intellectual Property Rights

The Trade Marks Ordinance (Chapter 559 of the Laws of Hong Kong) governs the registration
of trademarks, use of trademarks and related matters. As Hong Kong provides territorial protection for
trademarks, trademarks registered in other countries or regions are not automatically entitled to
protection in Hong Kong. In order to enjoy the protection by the laws of Hong Kong, trademarks shall
be registered with the Intellectual Property Department under the Trade Marks Ordinance and the
Trade Marks Rules (Chapter 559A of the Laws of Hong Kong).

The Copyright Ordinance (Chapter 528 of the Laws of Hong Kong) as reviewed and revised
from time to time provides comprehensive protection for recognized categories of literary, dramatic,
musical and artistic works (including but not limited to graphic work and photograph), as well as for
films, television broadcasts and cable diffusion and works made available to the public on the internet.
Copyright is an automatic right, which arises when a work is created. It is not necessary to register a
copyright in Hong Kong in order to get protection under Hong Kong law. In fact, there is no official
registry in Hong Kong for registration of copyright works.
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OVERVIEW

Our history can be traced back to the establishment of X.D. Network under the name of
Shanghai Xindong Enterprise Development Co., Ltd. (Lig0C#Ea2E5RARAR) by Mr. Huang,
Mr. Dai and Mr. Zhao in July 2011. Since then, our business has been principally conducted via X.D.
Network and its subsidiaries, and we have become an international game developer and operator. We
also operate TapTap, an online game community and platform.

X.D. Network was renamed as X.D. Network Limited (:0E)#%%4 FR/A 7)) in March 2015 and
was converted into a joint stock limited company as X.D. Network Inc. (:LE)AI4E (34 FR/AF]) in
May 2015. In November 2015, the shares of X.D. Network became quoted and listed on the NEEQ
under the stock code of 833897. In December 2018, X.D. Network was voluntarily delisted from the
NEEQ.

KEY BUSINESS MILESTONES
The following is a summary of our key business development milestones:

Year Event

2011 » Establishment of X.D. Network focusing on developing, publishing and operating online games in
July

* Our web game, Shen Xian Dao (Web) (#ili#& E##), was officially launched in China
2015 * The shares of X.D. Network became quoted and listed on the NEEQ in November

2016 e TapTap, a leading mobile game community and platform in China, was launched by Yiwan in
August

* Yiwan became our non-wholly owned subsidiary following the increase of our shareholding to
55.05% equity interest in December

2017 * Awarded “Top 100 Chinese Internet Companies for the Year 2017 by Internet Society of China
* Our mobile game, Ragnarok M, was officially launched in China in January

* Longcheng became our non-wholly owned subsidiary following the increase of our shareholding to
51% equity interest in July 2017 to further develop our overseas online game operation and
publishing business

2018  Our mobile game, Sausage Man (% 5k ¥}), was officially launched in China in April
* X.D. Network was voluntarily delisted from the NEEQ in December

See “Business—Awards and Recognitions.”

OUR MAJOR SUBSIDIARIES AND PRC CONSOLIDATED AFFILIATED ENTITIES

We conduct our business principally through the following subsidiaries which made a material
contribution to our results of operations during the Track Record Period:

Principal business Date of Place of
Name activities establishment establishment
X.D. Network game development and operation July 29, 2011 PRC
Longcheng overseas online game operating and publishing  September 14, 2015 PRC
Yiwan operation of TapTap March 28, 2016 PRC
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X.D. Network

X.D. Network is principally engaged in game development and operation and was jointly
founded by Mr. Huang, Mr. Dai and Mr. Zhao in the PRC in July 2011.

Prior quotation and listing on the NEEQ and the delisting

X. D. Network was converted into a joint stock limited company as X.D. Network Inc. (‘LB %
Mt A PR F]) in May 2015. On November 4, 2015, the shares of X.D. Network became quoted and
listed on the NEEQ under the stock code of 833897.

With a view to achieving our overall strategic objective to develop an international financing
platform and maximize our shareholders’ value, we sought to voluntarily delist X.D. Network’s shares
from the NEEQ in October 2018. In December 2018, X.D. Network’s application for delisting was
approved by the NEEQ, and the shares of X.D. Network ceased to be quoted on the NEEQ on
December 25, 2018. We subsequently decided to apply for the Listing of our Shares on the Stock
Exchange as we believe the Stock Exchange would enable us to diversify our shareholder base with
Hong Kong and international investors.

The market capitalization of X.D. Network upon delisting was RMB3,106.3 million based on
the closing price of the shares of X.D. Network on the NEEQ of the last trading day before delisting,
being September 27, 2018 (the “Last Trading Day”). Assuming an Offer Price of HK$13.45 per Share
(being the mid-point of the Offer Price Range of between HK$11.10 and HK$15.80 per Share), the
expected market capitalization of our Company immediately upon the Listing is approximately
HK$5,702.2 million (equivalent to approximately RMBS5,107.8 million) (assuming that the Over-
allotment Option is not exercised). The market capitalization under the Global Offering is primarily
determined by making reference to the current valuation of our peers listed on the Stock Exchange and
other overseas stock exchanges, the performance and growth of our Company for the three years ended
December 31, 2018 and the five months ended May 31, 2019 and the business prospect of our
Company. Our market capitalization increased since the Last Trading Day, primarily because our
business has grown rapidly since then. In particular, (i) we launched a number of new local versions of
existing games and new games since the Last Trading Day, which demonstrated strong performance
since launch and contributed to a substantial portion of our revenue, including Ragnarok M for
Southeast Asia in October 2018, Ragnarok M for North America, South America and Australia in
January 2019, and Ulala for Hong Kong, Macau and Taiwan in May 2019. For the five months ended
May 31, 2019, the revenue from the abovementioned new local versions and new games accounted for
approximately 36.6% of our total revenue. Moreover, our revenue increased by 36.2% to RMB1,033.0
million in the five months ended May 31, 2019 from RMB758.6 million in the same period of 2018
and our net profit increased by 69.9% to RMB267.5 million in the five months ended May 31, 2019
from RMB157.4 million in the same period of 2018; and (ii) our revenue generated from the
information service business provided by TapTap, which became the largest game community and
platform in China in terms of average MAUs in 2018 according to Frost & Sullivan, grew rapidly from
RMBS81.0 million for the year ended December 31, 2017 to RMB294.8 million for the year ended
December 31, 2018 and contributed to the increase of our revenue; and (iii) the total number of our
full-time employees continued to grow from 911 as of December 31, 2018 to 1,119 as of September
30, 2019, which enables us to maintain a strong pipeline and lays a solid foundation of future growth.
Furthermore, we believe that the valuation of our Group was not properly reflected on the NEEQ
primarily due to lack of liquidity, which was one of the reasons we decided to delist from the NEEQ.
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Our Directors confirm that, to the best of their knowledge and in respect of our business:
(a) during the period the shares of X.D. Network were quoted on the NEEQ, X.D. Network:

(i) did not have any non-compliance in all material respects under the applicable PRC
laws and regulations and the NEEQ rules and regulations; and

(i) had not been subject to any material disciplinary action by the relevant regulators in
connection with the quotation on the NEEQ, during the period when its shares were
quoted on the NEEQ; and

(b) there were no other matters in relation to the prior quotation on the NEEQ and the
delisting that needs to be brought to the attention of the potential investors of our
Company.

Based on the due diligence work conducted by the Sole Sponsor, the Sole Sponsor is satisfied
that during the period of quotation and listing on the NEEQ, X.D. Network (i) did not have any
material non-compliance under the NEEQ rules and regulations; (ii) had not been subject to any
material disciplinary action by the relevant regulators in connection with the quotation on the NEEQ;
and (iii) there were no other matters in relation to the prior quotation on the NEEQ or the delisting that
needs to be brought to the attention of the potential investors of our Company.

Key shareholding changes of X.D. Network

Since its establishment, X.D. Network was held by Mr. Huang, Mr. Dai and Mr. Zhao as to
66.50%, 28.50% and 5.00%, respectively.

Prior to and concurrent with its application for quotation on the NEEQ, X.D. Network
underwent several rounds of key shareholding change as follows:

1) In August 2014, Xindong Holding Co., Ltd. (L-##E A PR/ 7]) (“Xindong Holding™), an
investment holding company established under the laws of the PRC in August 2014 and
controlled and held by Mr. Huang, Mr. Dai and Mr. Zhao as to 66.50%, 28.50% and
5.00%, subscribed in cash for 70.00% of the equity interest in X.D. Network at the
consideration of RMB23.33 million based on the registered capital of X.D. Network.
Immediately after the capital injection, the registered capital of X.D. Network was
increased from RMB10.00 million to RMB33.33 million, and X.D. Network was held by
Mr. Huang, Mr. Dai, Mr. Zhao and Xindong Holding as to 20.00%, 8.50%, 1.50% and
70.00% respectively. In September 2014, the registered capital of X.D. Network was
further increased to RMB40.00 million as a result of capital injection made by its then
shareholders on a pro rata basis.

2) In December 2014, Shanghai Muxin Yinxi Investment Management Partnership (Limited
Partnership) (EBARFFAEREEMEEAE (AREY) ) (“Muxin Yinxi”), Shanghai
Jiexin Investment Management Partnership (Limited Partnership) (A0 EEIHEE
BEHRE%)) (“Shanghai Jiexin”) and Tianjin Jinwutong Investment Management
Partnership (Limited Partnership) (KESEMKEEMLEHEE (FRAY) ) (“Tianjin
Jinwutong”), an Independent Third Party, subscribed in cash for an aggregate of 20.00%
of the equity interest in X.D. Network at the total consideration of RMB10.00 million
based on the registered capital of X.D. Network. Immediately after the capital injection,
the registered capital of X.D. Network was increased from RMB40.00 million to
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RMB50.00 million, and X.D. Network was held by Mr. Huang, Mr. Dai, Mr. Zhao,
Xindong Holding, Shanghai Jiexin, Muxin Yinxi and Tianjin Jinwutong as to 16.00%,
6.80%, 1.20%, 56.00%, 15.00%, 4.00% and 1.00% respectively. Muxin Yinxi was a
limited partnership established in the PRC, whose general partner is Zhang Qian and
limited partner is Huang Xiwei.

3) In October 2015, X.D. Network issued additional shares representing 13.68% of the equity
interest in X.D. Network (on a diluted basis) at a total consideration of
RMB299.12 million to seven new investors, namely (i) China Culture Industrial
Investment Fund (Limited Partnership) (*' Bl S0t & ¥ &R S (AR AEH) ), a state-owned
equity investment fund in the PRC; (ii) Dongfang Xinghui (Shanghai) Investment Centre
(Limited Partnership) CR77EME (i) &0 (ARAH) ) (“Xinhui Investment”), a
private equity investment fund in the PRC, the general partner of which is Shanghai Orient
Securities Capital Investment Co., Ltd. (i # 7 i F @A E AR/ F]), which was in
turn wholly owned by DFZQ (R 75 @ Bfn A BRZA 7]), a securities company listed on the
Main Board of the Stock Exchange under the stock code of 03958 and on the Shanghai
Stock Exchange under the stock code of 600958, and the limited partners of Xinghui
Investment is Wuhu Gopher Asset Management Co., Ltd. (el &5 & 2 A BRA ),
who held 45.34% of the economic interests of Xinghui Investment (Wuhu Gopher Asset
Management Co., Ltd. was indirectly wholly owned by Shanghai Noah Investment
Management Co., Ltd. (i ai & & #A FR/AF]), which was a consolidated variable
interest entity of Noah Holdings Limited (#HaifEfkABR/AF]), a wealth and asset
management company listed on the New York Stock Exchange under the ticker symbol of
NOAH. Save as disclosed, none of the other limited partners of Xinghui Investment held
more than one third of the economic interest of Xinghui Investment); (iii) GF Securities
Co., Ltd. (BE#REFHBATABR/AH]), a securities company listed on the Main Board of the
Stock Exchange under the stock code of 01776 and the Shenzhen Stock Exchange under
the stock code of 000776; (iv) Zhuhai Qianheng Investment Management Co., Ltd. (Zkif
WGP BR/AF]), a wholly-owned subsidiary of GF Securities Co., Ltd.; (v) GF
Qianhe Investment Co., Ltd. (BE#HZ M EH R/ 7)), a wholly-owned subsidiary of GF
Securities Co., Ltd.; (vi) Kaiyuan Securities Co., Ltd. (BHF#EZ B0 FR/AH), a securities
company established in the PRC; and (vii) Northeast Securities Co., Ltd. CRILZEF B A
FRZ\ 7)), a securities company listed on the Shenzhen Stock Exchange under the stock code
of 000686. GF Securities Co., Ltd., Kaiyuan Securities Co., Ltd. and Northeast Securities
Co., Ltd. held such shares of X.D. Network as its market makers for the purpose of
provision of market making quotation services during X.D. Network’s NEEQ listing in
2015. Save as disclosed above and in “—Corporate Reorganization—2. Offshore
shareholding restructuring”, all such investors, to the knowledge of our Directors, together
with their substantial shareholders, are third parties independent of and not connected with
our Company or our connected persons. The consideration was determined and negotiated
among parties based on arm’s length negotiations with reference to the then financial
performance of X.D. Network and the prospect of its business.

Immediately after the above subscriptions, X.D. Network was directly held by Xindong
Holding, Mr. Huang, Mr. Dai, Mr. Zhao and other abovementioned shareholders as to 48.34%,
13.78%, 5.90%, 1.04% and 30.94%, respectively.
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In May 2017, X.D. Network issued additional shares representing 4.76% of the equity interest
in X.D. Network (on a diluted basis) at a total consideration of RMB200.10 million to two investors,
namely Shanghai Yousu Investment Management Co., Ltd. (Lifiif £ EEHARA ) (“Shanghai
Yousu”) and Tibet Taifu Culture Media Co., Ltd. (Pi& % & UL EEA A ) (“Tibet Taifu™), both of
which were established under the laws of the PRC and are principally engaged in investments in the
entertainment industry. Shanghai Yousu was wholly owned by Youzu Interactive Co., Ltd. (JifiE48%5 ik
134 B3 7)), which was an interactive entertainment company listed on the Shenzhen Stock Exchange
under the stock code of 002174. Tibet Taifu is indirectly wholly-owned by Wuhu Sanqi Interactive
Entertainment Network Technology Group Co., Ltd. (i) =t B R4 R B R A RAF), an
interactive entertainment company listed on the Shenzhen Stock Exchange under the stock code of
002555. Save as disclosed in “—Corporate Reorganization—2. Offshore shareholding restructuring”,
to the knowledge of our Directors, Shanghai Yousu and Tibet Taifu, together with the aforementioned
ultimate controlling shareholders and their respective substantial shareholders, are third parties
independent of and not connected with our Company or our connected persons. The consideration was
determined and negotiated among parties based on arm’s length negotiations with reference to the then
market capitalization of X.D. Network and the prospect of its business.

After the voluntary delisting of X.D. Network from the NEEQ, X.D. Network has primarily
undergone the following key shareholding changes: (i) Shanghai Jiexin purchased 232,075 shares held
by certain then shareholders of X.D. Network (together with the shareholders of repurchases as below,
the “Exit Shareholders”) for an aggregate consideration of RMB2.30 million; and (ii) X.D. Network
repurchased 8,437,540 shares held by its certain then shareholders for an aggregate consideration of
RMB92.30 million. The repurchase prices of shares were determined after arm’s length negotiations
among the parties based on the respective initial subscription and/or purchase prices of such shares or
the average trading price of such shares for the 60 trading days preceding the delisting, whichever is
higher. As advised by our PRC Legal Adviser, the repurchase of such shares by X.D. Network is in
compliance with the PRC laws and regulations and the articles of association of X.D. Network.

Following the shareholding changes as set out above and as of the Latest Practicable Date, the
shareholding structure of X.D. Network was as follows:
Approximate

percentage of
equity interest in

Name _X.D- Network
Xindong Holding . . .. ..o 47.14%
Mr. HUANE . .o 13.44%
M. DAl .o 5.76%
M. Zhao . ..o 0.76%
Subtotal . . ... . e 67.10%
Shanghai Jiexin() . . ... 10.68%
Onshore Shareholders@ . . ... ... . .. 22.22%
Total . e 100.00%

(1) Shanghai Jiexin was a limited partnership established under the laws of the PRC in December 2014 and its limited partnership interest
was held by Xu Mohan (a former key employee made a great contribution to X.D. Network), Shen Sheng, and other employees of X.D.
Network (collectively, the “Onshore Key Employee Shareholders™) as to approximately 62.49%, 27.89% and 9.62%, respectively. Its
general partner was Fan Shuyang.

(2) The onshore shareholders (the “Onshore Shareholders”) included 18 investors, namely (i) Muxin Yinxi, (ii) Tianjin Jinwutong,
(iii) Xinghui Investment, (iv) Shanghai Yousu, (v) Tibet Taifu, (vi) Fuzhou Tianmeng Digital Company Limited (&7 X % 854 R &)
(“Fuzhou Tianmeng”), a web and mobile game developer and operator in the PRC, (vii) Xiamen Qunce Chuangying Equity Investment
Partnership (Limited Partnership) (EFIRFRAIMAMRE S B A (ARAH) ) (“Qunce Investment”), a private equity investment
company in the PRC, (viii) Xiamen Jixiang Equity Investment Co., Ltd. (& " # A RRESR EABRA F) (“Jixiang Investment™), a private
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equity investment company in the PRC, which was wholly owned by G-bits Network Technology (Xiamen) Co., Ltd. (J& 9% R4+
A3 BR/A F]) (an interactive entertainment company listed on the Shanghai Stock Exchange under the stock code of 603444), and
individual shareholders, including (ix) Hong Shen, (x) Shen Sheng, (xi) Wang Chenguang, (xii) Huang Xiwei, (xiii) Pan Zugiang, (xiv)
Zhang Aifen, (xv) Huang Yecheng, (xvi) Pan Chenpin, (xvii) Chen Ying and (xviii) Jia Shaochi. None of such Onshore Shareholders
held more than 10.00% of the equity interest in X.D. Network. Each of the Onshore Shareholders, to the knowledge of our Directors, was
a third party independent of and not connected with our Company or our connected persons, except for (i)Muxin Yinxi, the limited
partner of which is Huang Xiwei and general partner is Zhang Qian, (ii) Shen Sheng, our executive Director, and (iii) Huang Xiwei, a
substantial shareholder of Yiwan and a director of our subsidiaries.

(3) X.D. Network previously held 8,437,540 treasury shares, representing approximately 2.34% of the shares of X.D. Network. X.D.
Network repurchased such shares from its previous shareholders following its delisting from the NEEQ and has cancelled such shares in
accordance with applicable PRC Laws. As advised by our PRC Legal Adviser, the repurchase of such shares by X.D. Network is in
compliance with all applicable PRC laws.

Longcheng

Longcheng is principally engaged in overseas online game operating and publishing business. It
was established in the PRC in September 2015 by X.D. Network, Shanghai Yilongxin Network
Technology Co., Ltd. ( I8 5 &0 A4 FHLABRA 7)) (“Yilongxin™) which is wholly owned by Huang
Xiweli, and another two Independent Third Parties, namely Shanghai Shuojia Investment Management
Partnership (Limited Partnership) (L REHEEHGEMAE (ARE) ) (“Shuojia Investment™)
and Shanghai Kejun Investment Management Partnership (Limited Partnership) (b i 4% &8 3 &
B (ABRA%) ) (“Kejun Investment”), who held 20%, 30%, 30% and 20% equity interest in
Longcheng, respectively. Subsequent to additional capital injections from X.D. Network in 2016,
Longcheng was held as to 28%, 27%, 27% and 18% by X.D. Network, YiLongxin, Shuojia Investment
and Kejun Investment, respectively.

Acquisitions of further equity interest in Longcheng

To further develop our overseas online game operation and publishing business and to expand
into overseas online game markets, X.D. Network entered into share purchase agreements with Shuojia
Investment and Kejun Investment on July 28, 2017, pursuant to which, X.D. Network agreed to acquire
in aggregate 23% equity interest in Longcheng held by Shuojia Investment and Kejun Investment at a
total cash consideration of RMB46 million (the “2017 Longcheng Acquisition”). The consideration
was determined by the parties after arm’s length negotiations with reference to the business valuation
of Longcheng and was settled on July 31, 2017 and August 31, 2017. Upon completion of the 2017
Longcheng Acquisition, Longcheng became our subsidiary and was held by X.D. Network, Yilongxin
and Shuojia Investment as to 51%, 27% and 22%, respectively.

On April 30, 2018, X.D. Network, Longcheng and Shuojia Investment entered into a share
purchase agreement, pursuant to which, X.D. Network agreed to further acquire 14% equity interest in
Longcheng held by Shuojia Investment for a total cash consideration of RMB28 million. The
consideration was negotiated and determined by the parties after arm’s length negotiations with
reference to the business valuation of Longcheng. Following the completion of the acquisition, the
equity interest of Longcheng was held by X.D. Network, Yilongxin and Shuojia Investment as to 65%,
27% and 8%, respectively.

The abovementioned acquisitions would have been classified as a major transaction under
Chapter 14 of the Listing Rule at the date of the application for our listing. Accordingly, the relevant
pre-acquisition financial information of Longcheng has been disclosed in the form of a note to the
Accountant’s Report in this prospectus pursuant to Rule 4.05A of the Listing Rules, see “Financial
Information—Financial Information of Longcheng” and “Appendix I—Accountant’s Report—III
Additional Financial Information of Longcheng.”
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Our PRC Legal Adviser has confirmed that all relevant approvals in relation to the acquisitions
and subscriptions as described above have been obtained and the procedures involved have been
carried out in accordance with the PRC laws and regulations. Our PRC Legal Adviser has further
confirmed that the acquisitions and subscriptions as described above have been properly and legally
completed.

As part of the Corporate Reorganization to transfer the business which are not subject to any
foreign investment restrictions or prohibition to ensure that the Contractual Arrangements are narrowly
tailored in accordance with the requirements of the Stock Exchange, X.D. Network transferred its 65%
equity interest in Longcheng to Xinxuan Network (as defined below). See “—Corporate
Reorganization—4. Restructuring of our non-restricted and/or non-prohibited business.”

Yiwan

Yiwan is principally engaged in operation of TapTap and was founded by X.D. Network,
Huang Xiwei and Zhang Qian in the PRC in March 2016. Since its establishment, Yiwan was held by
Xin Mengxiang (Shanghai) Information Technology Co., Ltd. (CEAH (L) 5 ERHE A RAR)
(“Xin Mengxiang”) as to 100%, which is in turn owned by X.D. Network, Huang Xiwei and Zhang
Qian as to 46%, 38% and 16%, respectively.

As a part of corporate restructuring, Yiwan underwent certain capital injections and
shareholding changes in 2016. Immediately following such corporate restructuring, X.D. Network
directly held 45.41% equity interest in Yiwan, and the remaining equity interest was held by
Muxin Yinxi, Shanghai Dingchuang Zhiyu Investment Partnership (Limited Partnership) (¥ 5818
WG BAE (ARA%) ) (“Dingchuang Investment”) and Zhuhai Anran Investment Enterprise
(Limited Partnership) (BRiFLARBERZE (FRAEE) ) (“Anran Investment”) as to 37.59%, 12.75%
and 4.25%, respectively. Each of Dingchuang Investment and Anran Investment was an Independent
Third Party and was principally engaged in investments.

Acquisitions of further equity interest in Yiwan

To further develop TapTap and to realize synergy with our game publishing business, Yiwan,
X.D. Network, Muxin Yinxi, Dingchuang Investment and Anran Investment entered into capital
injection agreement on December 7, 2016, pursuant to which, X.D. Network made a capital injection
of RMB20 million into Yiwan (the “2016 Yiwan Acquisition”). The consideration was negotiated and
determined by the parties after arm’s length negotiations with reference to the business valuation of
Yiwan and has been fully settled as at December 9, 2016. Immediately after the capital injection, the
equity interest held by X.D. Network increased from 45.41% to 55.05% and X.D. Network obtained
control over Yiwan on December 20, 2016. Following the completion of the 2016 Yiwan Acquisition,
Yiwan became our subsidiary and was held by X.D. Network, Muxin Yinxi, Dingchuang Investment
and Anran Investment as to 55.05%, 30.95%, 10.50% and 3.50%, respectively.
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Since April 2017, Yiwan underwent several rounds of capital injections and shareholding
changes, the shareholding structure of Yiwan as of the Latest Practicable Date was as follows:
Approximate

percentage of
equity interest

Name in Yiwan
XD NetWOTK .o 55.77%
Huang Xawei(D . . 10.85%
Zhang Qiantl) . 6.20%
Huzhou Yixin Investment Management Partnership (Limited Partnership) (#4120 &M G5
2 (ARAEE) ) (“Huzhou Yixin™) D .. 4.99%
Other shareholders® . ... ... 22.19%
Total ..o 100.00%

(1) In April 2017, as a part of corporate restructuring, Muxin Yinxi transferred all of its 30.95% equity interest to Huang Xiwei, Zhang Qian
and Huzhou Yixin. Huzhou Yixin was a limited partnership, whose limited partner was Huang Xiwei and general partner was an
employee of Yiwan.

(2) Other shareholders included five investors, namely (i) Shanghai Xinhe Business Consulting Partnership (Limited Partnership) ( I ¥tk
FHH G A¥ (AMRE%) ), a private equity investment fund in the PRC, (ii) Jixiang Investment, a private equity investment
company in the PRC and one of our Onshore Shareholders, (iii) Hangzhou Bobo Technology Co., Ltd. (Hi/H#EERHL AR 7)), an
internet company in the PRC, (iv) Anran Investment and (v) Ding Yingfeng. None of such shareholders held more than 10.00% equity
interest in Yiwan. Each of them is an Independent Third Party.

The 2016 Yiwan Acquisition and subsequent subscription by X.D. Network would have been
classified as a major transaction under Chapter 14 of the Listing Rule at the date of the application for
our listing. Accordingly, the relevant pre-acquisition financial information of Yiwan has been disclosed
in the form of a note to the Accountant’s Report in this prospectus pursuant to Rule 4.05A of the
Listing Rules, see “Financial Information—Financial Information of Yiwan” and “Appendix [—
Accountant’s Report—IV Additional Financial Information of Yiwan.”

Our PRC Legal Adviser has confirmed that all relevant approvals in relation to the acquisitions
and subscriptions as described above have been obtained and the procedures involved have been
carried out in accordance with the PRC laws and regulations. Our PRC Legal Adviser has further
confirmed that the acquisitions and subscriptions as described above have been properly and legally
completed.

MAJOR ACQUISITIONS DURING THE TRACK RECORD PERIOD

During the Track Record Period, we have completed acquisitions of further equity interest in
Longcheng and Yiwan. See “—Our Major Subsidiaries and PRC Consolidated Affiliated Entities” for
further details on the acquisitions.

CORPORATE REORGANIZATION

In January 2019, we commenced the Corporate Reorganization in preparation for the Listing,
whereupon our Company became the holding company and the listing vehicle of our Group and our
PRC operations were conducted primarily by our Company through the Contractual Arrangements.

1. Establishment of offshore holding structure

Our Company was incorporated in the Cayman Islands as an exempted company with limited
liability on January 25, 2019 and is the ultimate holding company of our Group. Upon incorporation,
our Company has an authorized share capital of US$50,000 divided into 500,000,000 shares of a par
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value of US$0.0001 each. On the same day, one share was allotted and issued for cash at par value to
the initial subscriber and was subsequently transferred to Happy Today Holding Limited, the offshore
shareholding company wholly owned by Mr. Huang. Our Company further allotted and issued
157,604,999 shares for cash at par value to Happy Today Holding Limited on April 10, 2019.

XD Holdings Limited was established in the British Virgin Islands as an investment holding
company on February 11, 2019, which is wholly owned by our Company.

XD (HK) Limited was established in Hong Kong as an investment holding company on
February 28, 2019, which is wholly owned by XD Holdings Limited.

2. Offshore shareholding restructuring

To reflect the onshore shareholding structure of X.D. Network, our Company allotted an
aggregate of 360,358,500 Shares to the following shareholders at par value US$0.0001, the
consideration of which has been settled in full as at June 21, 2019:

Approximate
percentage of
sha}*eholding
in our
Company
Number of Consideration for after the
Name Shares allotted the allotments allotment
Happy Today Holding Limited® ......................... 157,605,000 US$15,760.5000  43.7356%
Aiks DangerInc.® ... ... ... ... . ... 67,545,000 US$6,754.5000 18.7438%
Dynasty Vision Limited® ............................... 10,961,250  US$1,096.1250 3.0418%
Subtotal . ....... ... ... .. ... 236,111,250 US$23,611.1250 65.5212%
Jiexin Management Limited® . ........................... 37,598,680  US$3,759.8680 10.4337%
Offshore Shareholders®© . ............. ... ... ... ....... 78,211,030  US$7,821.1030 21.7037%
RSU Holding Entity® .. ... ... .. .. .. 8,437,540 US$843.7540 2.3414%
Total ... ... ... . ... . 360,358,500 US$36,035.8500 100.0000%

As of the Latest Practicable Date,

(1) Happy Today Holding Limited was a limited liability company incorporated in the British Virgin Islands on January 23, 2019, and was
held under the family trust of Mr. Huang, our executive Director and Chief Executive Officer. The sole settlor and appointor of the trust
was Mr. Huang and the beneficiaries were Mr. Huang and his family members.

(2) Aiks Danger Inc. was a limited liability company incorporated in the British Virgin Islands on March 15, 2019, and was held under the
family trust of Mr. Dai, our executive Director and President. The sole settlor and appointor of the trust was Mr. Dai and the beneficiaries
were Mr. Dai’s family members.

(3) Dynasty Vision Limited was a limited liability company incorporated in the British Virgin Islands on March 13, 2019, and was wholly
owned by Pearl Wide Limited, which was a limited liability company incorporated in the British Virgin Islands on March 13, 2019 and
was in turn held as to 100% by Mr. Zhao. Mr. Zhao is in the process of setting up family trusts to hold his interest in our Company.

(4) Jiexin Management Limited was a company incorporated in British Virgin Islands on June 4, 2019 and was held by Trident Trust
Company (HK) Limited as the trustee for the Jiexin Trust, which was established by Jiexin Holdings Limited, a company wholly owned
by Mr. Huang. The beneficiaries of the Jiexin Trust were Onshore Key Employee Shareholders.

(5) Heart Assets Limited (‘(0FE&E A BRA ) (the “RSU Holding Entity™) was a limited liability company incorporated in the British Virgin
Islands on June 4, 2019, and was established by the Company as the settlor holding our Shares pursuant to the RSU Scheme on trust for
and on behalf of the grantees or our Company.
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(6) The number of Shares allotted to the offshore shareholders, the consideration for such allotments and the approximate percentage of

shareholding in our Company after allotments were as follows:

Approximate
percentage of
shareholding in

Consideration our Company

Number of for the after the

Name Shares allotted allotments allotment
IGG Inc) e 24,648,000 US$2,464.8000 6.8399%
Edragon Technology Limited® .......................... 11,805,865 US$1,180.5865 3.2761%
Orient Ruide Tenghui Hong Kong Limited® .. .............. 10,829,715 US$1,082.9715 3.0053%
Yousu HongKong Limited® . ........................... 8,591,250 US$859.1250 2.3841%
37 Darkbreak Co., LimitedV . ... ....... ... ... ... .. ..... 8,591,250 US$859.1250 2.3841%
CMFHK Alternative Opportunity Investment VI Limited12 . .. 4,833,315 US$483.3315 1.3413%
Hongkong Kunpan Co., Limited® .. ... ... ............... 2,654,400 US$265.4400 0.7366%
PTCP. Ltd( | 1,962,500 US$196.2500 0.5446%
Pensway Limited(® . ... ... .. .. . . 1,369,525 US$136.9525 0.3800%
Xochipilli Ltd10) .. oo 1,188,000 US$118.8000 0.3297%
Freemind Group Ltd7 . . ... ... .. 692,040 US$69.2040 0.1920%
Comerstone Limited(® . . ... ... ... ... . ... ... ... .. .... 690,855 US$69.0855 0.1917%
Prairie Investment Holding Inc.(" .. ...................... 171,825 US$17.1825 0.0477%
Shaochi Limited@ . ... ... ... ... . ... . .. ... 137,460 US$13.7460 0.0381%
Chris Technology Limited@) . ........................... 45,030 US$4.5030 0.0125%

As of the Latest Practicable Date,

(M

®

©

IGG Inc, a limited liability company incorporated in the Cayman Islands on August 16, 2007 and a listed company on the Main Board of
the Stock Exchange under the stock code of 799, operated its business in PRC through Fuzhou Tianmeng under the contractual
arrangements. Fuzhou Tianmeng, a limited liability company established in the PRC and accounted for as a subsidiary of IGG Inc, was
one of our Onshore Shareholders and an Independent Third Party.

Edragon Technology Limited was a limited liability company incorporated in the British Virgin Islands on January 30, 2019, and was
held under the family trust of Huang Xiwei, one of the Onshore Shareholders and a director of our subsidiaries. The sole settlor and
appointor of the trust was Huang Xiwei and the beneficiaries were Huang Xiwei’s family members.

Orient Ruide Tenghui Hong Kong Limited (R#AEMIEE AR R), a limited liability company incorporated in Hong Kong on
March 16, 2016, was wholly owned by Suzhou Dongzheng Beimin Investment Centre (Limited Partnership) (#fH SRR ILIER G0 (F
FR5%) ), which was in turn controlled by Xinghui Investment as limited partner who held its 99.00% of the economic interests.
Xinghui Investment was one of our Onshore Shareholders.

(10) Yousu HongKong Limited (Jif % 75 £ BR 23 7]), a limited liability company incorporated in Hong Kong on October 23, 2015, was wholly

owned by Shanghai Yousu, one of our Onshore Shareholders.

(11) 37 Darkbreak Co., Limited (8I{HB%BEH BR2A A), a limited liability company incorporated in Hong Kong on March 8, 2019, was wholly

owned by Anhui Fun2Play Entertainment Network Technology Co., Limited (% @B #5E 447 FR/A #), which was in turn wholly
owned by 37 Interactive Entertainment (Shanghai) Technology Co., Ltd. (Z=tHW (Lif) BHEHRAFR) (“37 Interactive
Entertainment”). 37 Interactive Entertainment indirectly held 100% equity interest in Tibet Taifu through its wholly-owned subsidiaries,
which was one of our Onshore Shareholders and an Independent Third Party. 37 Interactive Entertainment was a wholly-owned
subsidiary of 37 Wenyu (Guangzhou) Network Technology Co., Ltd. (=-E3Ci () #H4RHEABRAT), which was in turn wholly
owned by Wuhu Sangi Interactive Entertainment Network Technology Group Co., Ltd. (#ifi = L G484 BHL S B B 47 BRA /), an
interactive entertainment company listed on the Shenzhen Stock Exchange under the stock code of 002555. 37 Interactive Entertainment
is one of our business partners during the Track Record Period. Our transactions with 37 Interactive Entertainment were negotiated on an
arm’s length basis and were conducted in the ordinary course of business and on normal commercial terms.

(12) CMFHK Alternative Opportunity Investment VI Limited, a limited liability company incorporated in the Cayman Islands on June 12,

2018, was wholly owned by CMFHK Alternative Opportunity Investment VI SP, which was wholly owned by China Merchants Asset
Management (Hong Kong) Company Limited (i & EH (&) HFMRZAF), which was in turn wholly owned by China Merchants
Fund Management Co., Ltd. (A& EHABRAF]) (“CM Fund”). CM Fund held 100% equity interest in China Merchants Wealth
Asset Management Co., Ltd. (A7 & & E 54 /A 7)), which was the limited partner of Qunce Investment and held 99.00% of the
economic interests. Qunce Investment was a limited partnership established in the PRC and one of our Onshore Shareholders and an
Independent Third Party. The general partner of Qunce Investment was Shenzhen Zhaocai Gongying Equity Investment Fund
Management Centre (Limited Partnership) (FEYIHEMILTRAER GRS PL (HBRAH) ), which was controlled by Shanghai
Zhaoyin Equity Investment Fund Management Co., Ltd. (_FifFRSRBRER &R 44 BT FRA D) as its general partner, which was in turn
wholly owned by CM Fund through its wholly owned subsidiary. CM Fund was owned by China Merchants Bank (8% #2173 PR
), a bank listed on the Shanghai Stock Exchange under the stock code of 600036, and China Merchants Securities Co., Ltd. (i 7f# %
J& A R /D), a securities company listed on the Main Board of the Stock Exchange under the stock code of 06099 and on the Shanghai
Stock Exchange under the stock code of 600999, as to 55% and 45%, respectively.

(13) Hongkong Kunpan Co., Limited (% #3224 LA ), a limited liability company incorporated in Hong Kong on December 16, 2016,

which was wholly owned by Jixiang Investment, one of our Onshore Shareholders.

(14) PTCP. Ltd was a limited liability company incorporated in the British Virgin Islands on March 22, 2019, and was wholly owned by Liu

Qiankun, Tong Weiliang, Gao Shen, Gao Ruoxian as to 53%, 22%, 20% and 5%. Liu Qiankun, Tong Weiliang, Gao Shen, Gao Ruoxian
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are limited partners of one of the Onshore Shareholders, Tianjin Jinwutong, Tong Weiliang was our Director and Liu Qiankun, Gao Shen
and Gao Ruoxian were Independent Third Parties.

(15) Pensway Limited was a limited liability company incorporated in the British Virgin Islands on March 20, 2019, and was wholly owned
by Hong Shen, one of the Onshore Shareholders and an Independent Third Party.

(16) Xochipilli Ltd was a limited liability company incorporated in the British Virgin Islands on March 14, 2019 and was held under the
family trust of Shen Sheng, one of the Onshore Shareholders and our Director and Chief Technology Officer. The sole settlor and
appointor of the trust was Shen Sheng and the beneficiaries were Shen Sheng and his family members.

(17) Freemind Group Ltd was a limited liability company incorporated in the British Virgin Islands on March 20, 2019, and was wholly
owned by Wang Chenguang, Huang Yecheng and Pan Chenping as to 91.44%, 5.48% and 3.08%, respectively, all of them were the
Onshore Shareholders and Independent Third Parties.

(18) Comerstone Limited was a limited liability company incorporated in the British Virgin Islands on March 20, 2019, and was wholly
owned by Pan Zugiang and Zhang Aifen as to 72.38% and 27.62%, respectively, both of them were the Onshore Shareholders and
Independent Third Parties.

(19) Prairie Investment Holding Inc. was a limited liability company incorporated in the British Virgin Islands on March 15, 2019, and was
wholly owned by Chen Ying, one of the Onshore Shareholders and an Independent Third Party.

(20) Shaochi Limited was a limited liability company incorporated in the British Virgin Islands on March 19, 2019, and was wholly owned by
Jia Shaochi, one of the Onshore Shareholders and an Independent Third Party.

(21) Chris Technology Limited was a limited liability company incorporated in the British Virgin Islands on January 30, 2019, and was
wholly owned by Zhang Qian, one of the Onshore Shareholders and a director of our subsidiaries.

3. Establishment of onshore and offshore subsidiaries

XD Interactive was established in the PRC as a wholly foreign owned enterprise by XD (HK)
Limited on June 6, 2019.

XDG Holding Limited was established in the British Virgin Islands on January 30, 2019, which
is wholly owned by our Company.

X.D. Global (HK) Limited was established in Hong Kong on January 31, 2019, which is owned
by XDG Holding Limited, Edragon Technology Limited, and LY Development Limited as to 65%,
27% and 8%, respectively. LY Development Limited is an Independent Third Party.

EWAN Holding Limited was established in the British Virgin Islands on January 30, 2019,
which is wholly owned by our Company.

EWAN Global (HK) Limited was established in Hong Kong on February 26, 2019, which is
owned by EWAN Holding Limited and Edragon Technology Limited and Chris Technology Limited
as to 55.78%, 38.02% and 6.20%, respectively.

Xinxuan (Beijing) Network Technology Co., Ltd. (‘0¥ (dbxt) ##ERHEABRA ) (“Xinxuan
Network™) was established in the PRC by X.D. Network and an Independent Third Party as to 99% and
1% on March 27, 2019.

4. Restructuring of our non-restricted and/or non-prohibited business

As part of the Corporate Reorganization to transfer the business which are not subject to any
foreign investment restrictions or prohibition to ensure that the Contractual Arrangements are narrowly
tailored in accordance with the requirements of the Stock Exchange, our following subsidiaries and
investments in our associates and financial assets were transferred from our PRC Consolidated
Affiliated Entities to our subsidiaries:

Percentage of

equity
Name of company interest to be Principal business Status of the transfer as of the Latest
(Place of incorporation) transferred activities Practicable Date
Longcheng (PRC) O ... ... 65% overseas online 65% equity interest has been transferred to
game publishing Xinxuan Network from X.D. Network on
and operating June 11, 2019.
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Percentage of
equity
Name of company interest to be Principal business Status of the transfer as of the Latest
(Place of incorporation) transferred activities Practicable Date

Xinxuan Network 100% Investment X.D. Network and XD (HK) Limited
(PROY® ... entered into a share transfer agreement,
pursuant to which X.D. Network agreed to

transfer to XD (HK) Limited 99% equity

interest in Xinxuan Network at the total

consideration of RMB49,500. As of

October 25, 2019, X.D. Network and XD

(HK) Limited have completed relevant

transfer and registration procedures. The

remaining 1% equity interest has also been

transferred by an Independent Third Party to

XD (HK) Limited at the total consideration

of RMB500.

Xindong (Hong Kong) 100% Investment 100% equity interest in Xindong (Hong
Company Limited Kong) Company Limited has been
(Hong Kong) @ ........ transferred to XD Holdings Limited from

X.D. Network on May 24, 2019.

Xindong Korea Co., Ltd. 100% Investment  100% equity interest in Xindong Korea Co.,
(South Korea)® . ...... Ltd. has been transferred to XD Holdings
Limited from X.D. Network on June 14,

2019.

As of the Latest Practicable Date,

(1) The consideration of RMB 134,550,000 for the transfer was based on the net asset value of Longcheng as at December 31, 2018.

(2) The consideration of RMB49,500 and RMB500 were based on the then registered capital of Xinxuan Network.

(3) The consideration of USD4,451,000 for the transfer was determined based on the initial investment costs in Xindong (Hongkong)
Company Limited.

(4) The consideration of USD1,000,000 for the transfer was determined based on the initial investment costs in Xindong Korea Co., Ltd.

5. Entering into the Contractual Arrangements to control our PRC Consolidated Affiliated
Entities

On June 16, 2019, WFOE entered into various agreements that constitute the Contractual
Arrangements with, among others, X.D. Network, under which all economic benefits arising from the
business of our PRC Consolidated Affiliated Entities are transferred to WFOE to the extent permitted
by the PRC laws and regulations. For further details on the Contractual Arrangements, see
“Contractual Arrangements.”

6. Allotment of Shares pursuant to the RSU Scheme

On June 17, 2019, the Company issued and allotted an aggregate of 8,437,540 Shares to the
RSU Holding Entity, which hold our Shares pursuant to the RSU Scheme on trust for and on behalf of
the grantees or our Company (as the case may be). See “Statutory and General Information—D. RSU
Scheme” in Appendix IV to this prospectus for further details.

COMPLIANCE WITH PRC LAWS AND REGULATION

Our PRC Legal Adviser confirmed that (i) the establishment of our subsidiaries in the PRC and
their subsequent shareholding changes have complied with the relevant laws and regulations in all
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material respects; and (ii) the Corporate Reorganization has complied with relevant applicable PRC
laws and regulations in material respects.

PUBLIC FLOAT AND LOCK UP

Upon the Listing, the Shares held by Happy Today Holding Limited, Aiks Danger Inc.,
Dynasty Vision Limited, Jiexin Management Limited, Edragon Technology Limited, Chris
Technology Limited, Xochipilli Ltd and the RSU Holding Entity will not be counted towards the
public float of the Company. Save for our Shares held by such Shareholders, our Shares held by other
existing Shareholders will be counted towards the public float. Taking into account our Shares held by
the existing Shareholders of the Company and our Shares to be issued to other public shareholders
pursuant to the Global Offering, our Directors are of the view that our Company will be able to satisfy
the public float requirement under Rule 8.08 of the Listing Rules.

Aiks Danger Inc., Dynasty Vision Limited, Jiexin Management Limited, Heart Assets Limited,
IGG Inc, Edragon Technology Limited, Yousu HongKong Limited, 37 Darkbreak Co., Limited,
Hongkong Kunpan Co., Limited, PTCP. Ltd, Xochipilli Ltd, Chris Technology Limited and Orient
Ruide Tenghui Hong Kong Limited, all being our existing Shareholders who hold in aggregate
194,858,480 Shares immediately prior to the completion of the Global Offering have undertaken that,
without the prior written consent of the Company, the Sole Sponsor and the Sole Global Coordinator
(for itself and on behalf of the Underwriters), they will not, at any time during the period commencing
on the date of this prospectus and ending on (i) the date falling six months after the Listing Date (both
inclusive) (in respect of 184,028,765 Shares) or (ii) the date falling three months after the Listing Date
(both inclusive) (in respect of 10,829,715 Shares), dispose of (i) any and all Shares held by such
Shareholder as of the date of the undertaking and any such other additional Shares acquired by such
Shareholder from the date of the undertaking up to (and including) the Listing Date and any Shares
returned to such Shareholder pursuant to the Stock Borrowing Agreement, or (ii) any interest whether
directly or indirectly in the any Relevant Shares. See ‘“Underwriting—Undertakings to the Stock
Exchange pursuant to the Listing Rules—Undertakings by our Controlling Shareholders™ for details of
the lock-up undertakings given by our Controlling Shareholders pursuant to Rule 10.07 of the Listing
Rules.
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SAFE REGISTRATION

Pursuant to the Circular of the SAFE on Foreign Exchange Administration of Overseas
Investment, Financing and Round-trip Investments Conducted by Domestic Residents through Special
Purpose Vehicles (FiA5E A& B AR H (1A Fl 58 MERVE SR FEBCE HMES PEAT B B )8 %0) (the
“SAFE Circular No. 37”), promulgated by SAFE and which became effective on July 14, 2014: (a) a
PRC resident must register with the local SAFE branch before he or she contributes assets or equity
interests in an overseas special purpose vehicle (the “Overseas SPV”) that is directly established or
indirectly controlled by the PRC resident for the purpose of conducting investment or financing; and
(b) following the initial registration, the PRC resident is also required to register with the local SAFE
branch for any major change, in respect of the Overseas SPV, including, among other things, a change
of Overseas SPV’s PRC resident shareholder(s), the name of the Overseas SPV, terms of operation, or
any increase or reduction of the Overseas SPV’s capital, share transfer or swap, and merger or division.
Pursuant to SAFE Circular No. 37, failure to comply with these registration procedures may result in
penalties.

Pursuant to the Circular of the SAFE on Further Simplification and Improvement in Foreign
Exchange Administration on Direct Investment (B #E— 5 1t Fn BiOfE B 2404 AR A8 SRR 1Y) 4 )
(the “SAFE Circular No. 13”), promulgated by the SAFE and which became effective on June 1, 2015,
the power to accept SAFE registration was delegated from local SAFE to local banks where the assets
or interest in the domestic entity was located.

As advised by our PRC Legal Adviser, our Relevant Individual Shareholders who are PRC
citizens, namely Huang Yimeng, Dai Yunjie, Huang Xiwei, Zhang Qian, Zhao Yuyao, Liu Qiankun,
Tong Weiliang, Gao Shen, Gao Ruoxian, Hong Shen, Shen Sheng, Wang Chenguang, Pan Chenpin,
Huang Yecheng, Pan Zugiang, Zhang Aifen, Chen Ying and Jia Shaochi, have conducted their
registration under the SAFE Circular No. 13 and the SAFE Circular No. 37 in May 2019.

M&A RULES

On August 8, 2006, six PRC regulatory agencies, including the MOFCOM, the State Assets
Supervision and Administration Commission, the State Administration of Taxation, the SAIC, the
CSRC and the SAFE, jointly issued the Provisions on the Merger and Acquisition of Domestic
Enterprises by Foreign Investors (the “M&A Rules”), which became effective on September 8, 2006,
and was amended on June 22, 2009. Pursuant to the M&A Rules, a foreign investor is required to
obtain necessary approvals when (i) a foreign investor acquires equity in a domestic non-foreign
invested enterprise thereby converting it into a foreign-invested enterprise, or subscribes for new equity
in a domestic enterprise through an increase of registered capital thereby converting it into a foreign-
invested enterprise; or (ii) a foreign investor establishes a foreign-invested enterprise which purchases
and operates the assets of a domestic enterprise, or which purchases the assets of a domestic enterprise
and injects those assets to establish a foreign-invested enterprise (the “Regulated Activities”).

Given that (i) XD Interactive was established as a wholly foreign-owned enterprise by means of
direct investment rather than by merger or acquisition by our Company under the M&A Rules; and
(i) no Regulated Activities were involved in the Corporate Reorganization under the M&A Rules, as
advised by our PRC Legal Adviser, the establishment of XD Interactive and the Corporate
Reorganization are not subject to the M&A Rules, and the Listing of our Company does not require
approvals from the CSRC and the MOFCOM under the M&A Rules.
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OVERVIEW

We develop and operate quality games in China and overseas. We also operate TapTap, a
leading game community and platform in China. According to Frost & Sullivan, among PRC game
operators who earned a majority of game operating revenue overseas in 2018, we ranked fifth in terms
of revenue from mobile games in 2018. According to the same source, TapTap was the largest game
community and platform in China by average MAUs in 2018.

We have a diverse portfolio of games across different genres. As of September 30, 2019, our
game portfolio consisted of 42 online games and 12 premium games. As of the same date, our game
pipeline included 11 online games and seven premium games which we expected to release by 2020.
Being a pioneer among PRC game operators that entered and operated in the overseas markets, we
commit ourselves to introducing excellent games to more people overseas. We also have strong in-
house game development capabilities and develop games in-house.

To help gamers discover attractive games and share gameplay experiences, we co-founded
TapTap in 2016 through our investment in Yiwan. TapTap has not only created a vibrant game
community that attracts and retains gamers, but also served as a powerful distribution, testing and
evaluation platform for game developers, which further enables us to monetize our user base.

We grew rapidly during the Track Record Period. In 2016, 2017, 2018 and the five months
ended May 31, 2019, our revenue was RMB765.5 million, RMB1,344.4 million, RMB1,887.1 million
and RMB1,033.0 million, respectively. Our revenue from game business contributed 100.0%, 94.0%,
84.4% and 82.9%, respectively, and revenue from information service business, comprising primarily
online marketing services provided by TapTap, contributed nil, 6.0%, 15.6% and 17.1%, respectively,
to total revenue during the same periods. In addition, in 2016, 2017, 2018 and the five months ended
May 31, 2019, our profit for the year/period was RMB23.4 million, RMB120.5 million, RMB352.7
million and RMB267.5 million, respectively.

OUR STRENGTHS

We believe the following strengths contribute to our success and position us for continued
growth:

Proven track record of developing and operating popular games

Leveraging our deep understanding of gamers’ needs for high-quality games and our insights in
latest market trends, we have been able to consistently develop and operate popular games during our
operating history. We also take pride in the quality of our popular games, featured with well-known
intellectual property rights, exquisite graphic designs, interesting and attractive storylines and
characters, and user-friendly interface which gamers tend to be attracted to or actively participated in
or paid for, such as Ragnarok M, Shen Xian Dao (HD) (#ili#& = i% = #fRX) and Sausage Man (% IR
#}). As of September 30, 2019, we had 42 online games in operation, comprising many popular games
in the major game genres of RPG (Ragnarok M and Shen Xian Dao (HD) (#fiili# =78 &= #hiR)), CCG
(Girls’ Frontline ("> ZHi4#)), SLG (Heng Sao Qian Jun (Fii7T#)) and battle arena game (Sausage
Man (F5JR#)). These five popular games attracted an aggregate of over 120 million gamers since
launch.
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We enjoy a good reputation and received acclamation from industry peers and gamers for our
operating capability. We started our game operating business by operating web games, and since 2012,
we have strategically shifted our focus to mobile games. For example, through adapting the web
version of Shen Xian Dao (#{lll%&) to a mobile version and enhancing our marketing efforts to attract
new gamers, we extended the life cycle of this game to over eight years, which is substantially longer
than comparable online games. Sausage Man (F5Jk#) is another example of our strong operating
capability. Since its launch in April 2018, Sausage Man (% 5k %) has become widely popular among
gamers in China, and ranked first on the free game chart of App Store in China for five consecutive
days in October 2018. This game’s average MAUSs exceeded 11 million in the nine months ended
September 30, 2019, and the cartoon adaptation of this game attracted over 3.5 billion views as of
September 30, 2019.

We have strategically invested substantial resources in our game development capability in
recent years to enhance our game portfolio. Ragnarok M, a MMORPG game jointly developed by us
and our partners in 2017, has gained wide popularity among 30 million gamers from over 50 countries
and regions. This game has topped the top grossing chart of the App Store in over ten countries and
regions. In addition, we developed and launched Heng Sao Qian Jun (#if# T ) in 2015, a popular
SLG game which was one of our top five online games in terms of revenue during each year or period
of the Track Record Period.

In addition to online games, we also operate 12 premium games. We believe premium games
further enrich our game portfolio and enhance our brand recognition among core gamers. Our premium
games, such as ICEY (3{#), support various types of devices, including but not limited to PlayStation
4, PC and Switch, and enjoy international recognition and awards. As of September 30, 2019, we had
sold over 2.8 million copies of ICEY (3(#) across all platforms globally.

Vibrant and engaging game community and platform

Since its inception in 2016, TapTap has been dedicated to introducing high quality games to our
gamers and connecting gamers and developers. As of September 30, 2019, we made available over
6,500 mobile games for gamers to download, and news and information on over 41,000 games on
TapTap. We encourage gamers to review, discuss and rate games on TapTap which attracted a large
amount of social networking interactions. By September 30, 2019, we recorded 693.8 million game
downloads, 574.9 million game follows and 10.6 million game reviews on TapTap. TapTap established
an independent rating system, and game rating on TapTap is the most authoritative reference for
mobile games in China, according to Frost and Sullivan. As of September 30, 2019, we had 52.1
million registered users on TapTap, increasing from 2.1 million as of December 31, 2016. TapTap
mobile app’s average MAUSs quickly rose from 0.9 million in 2016 to 17.0 million in the nine months
ended September 30, 2019. According to Frost and Sullivan, TapTap was the largest game community
and platform in China by average MAUs in 2018.

TapTap is also a game platform pioneering a free-to-distribute model in China. Under such
model, developers can conveniently upload their games for gamers to download without embedding any
required Software Development Kit or SDK, which has attracted a considerable number of game
developers. As of September 30, 2019, TapTap attracted over 10,000 game developers. In addition to
game distribution, we also provide developers with a range of value-added services, such as game testing
and user data analysis, to enable them collect and analyze gamers’ feedback to optimize their games. Our
powerful data analytics tool helps developers collect a variety of real-time indicators, such as the number
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of gamers, playtime, retention rate and in-game purchases. In addition, developers can place game
advertisements on TapTap to achieve more targeted marketing.

TapTap has not only created a vibrant and engaging mobile game community that attracts and
retains gamers, but also serves as a powerful distribution, testing and evaluation platform for game
developers, which further enables us to monetize our user base.

Established overseas game publishing and operating capabilities

As one of the pioneers of China-based game developers and operators that entered the overseas
markets, we commit ourselves to introducing high quality games to more people across different
countries. As of September 30, 2019, we operated 30 of our 42 online games and seven of our 12
premium games in overseas markets. We have a large user base in the overseas markets which
exceeded 37.3 million as of September 30, 2019. During the Track Record Period, our game operating
revenue from overseas markets was RMB15.7 million, RMB397.6 million, RMB976.7 million and
RMB578.7 million, respectively. According to Frost & Sullivan, we ranked first among all PRC game
operators in the mobile game market of South Korea as measured by gross billings in 2018. Our games
have been highly recognized in the global markets due to their innovation and high quality, including:
“Best of 2018—Most Innovative Award” by Google Play for The Soul of Hunter (&), “App
Store Best Indie Games of 2017 by App Store for ICEY (3#v) and “Game Star—Annual Popular
ACT Game of the year in 2018” by Taipei Computer Association for Girls” Frontline (‘> ZCHi #2).

We believe we are a preferred distributor of PRC mobile games in the overseas markets. We
have an experienced overseas publishing team, consisting of 145 employees as of September 30, 2019.
Apart from our in-house publishing expertise, we also engage a number of overseas consultants to
support our overseas operations, such as implementing marketing activities, quality control and
organizing industry events. Leveraging our in-depth understanding of the fast-changing global game
industry, dynamic user preferences and complex distribution and payment networks in different
geographical markets, we help PRC game developers effectively enter the international markets with
one-stop services, such as game redesign and localization, optimization, marketing, distribution and
payment support. Our stable relationship with global partners is also critical to our overseas business.
We partner with leading distribution platforms, such as App Store and Google Play, to take advantage
of their global user base and mature payment system.

Excellent game development and data analytics capabilities

We believe strong independent research and development capability is critical to our long-term
growth. In recent years, we enhanced our game development capabilities by building a strong research
and development team consisting of eight game development studios and 552 employees as of
September 30, 2019. As of September 30, 2019, we launched ten self-developed games including
complex online games, such as Ragnarok M, a joint-developed game by Gravity, Dream Network and
us, and Heng Sao Qian Jun (Ki## T5). In 2016, 2017, 2018 and the five months ended May 31, 2019,
we generated RMBS575.6 million, RMB835.2 million, RMB925.7 million and RMB605.5 million of
game operating revenue, respectively, from our self-developed games, including a joint-developed
game, Ragnarok M, contributing RMB468.1 million, RMB627.2 million and RMB504.2 million in
2017, 2018 and the five months ended May 31, 2019. More importantly, as of September 30, 2019, we
were developing five online games in our game pipeline, which we expected to release by 2020. In
2016, 2017 and 2018, our research and development expenses were RMB79.4 million, RMB117.4

- 148 -



BUSINESS

million and RMB197.8 million, respectively, representing a CAGR of 57.8%. In the five months ended
May 31, 2019, our research and development expenses were RMB92.5 million. As of the Latest
Practicable Date, we had 11 registered patents, 103 registered software copyrights and 123 registered
work copyrights in China.

Our multi-dimensional data analytics engine enables us to collect and synthesize a variety of
game operation metrics. In addition, our game community and platform, TapTap, provided us with a
large volume of multi-dimensional gamer data. The combination of our data analytical capabilities and
rich data resource helps us to better understand user preference, identify key trends and further improve
our games and user experience.

Experienced management team dedicated to innovation

Our experienced senior management team is led by our founder and chief executive officer,
Mr. HUANG Yimeng and our co-founder and president, Mr. DAI Yunjie, both of whom are successful
serial entrepreneurs. As gamers themselves, our founders have a shared passion for great games and
have gained a deep understanding of the game industry. As of the Latest Practicable Date, Mr. Huang
and Mr. Dai have over 13 years of experience in games, telecommunications, technology and internet
industries. As of the same date, our senior management members also have over ten years of average
experience in game and internet related industries. Leveraging their rich industry experience, in-depth
insight in game trends and solid dedication to the game industry, our management team has
successfully established a proven track record of successful game development, publishing and
operation in both China and overseas.

OUR STRATEGIES

We intend to pursue the following strategies to further grow our business:

Further enhance our game portfolio

We aim to offer and operate world-class mobile games serving the global markets. To enrich
our game portfolio and attract more gamers, we intend to continue to develop, discover and offer high-
quality, seasoned games through the following measures:

® improving our in-house development capabilities through increasing investment in
information technology infrastructure, recruiting experienced game development
personnel, and enhancing our expertise in visual designs and sound effects;

® licensing popular games from both leading and emerging game developers, especially in
China, Japan and South Korea, which we believe reflect our gamer’s preference and latest
industry trends; and

® collaborating with PRC and overseas game developers and content providers to adapt
popular games and cultural contents into mobile games.

Increase active user base and engagement of TapTap

We will continually attract both gamers and developers to join the community of TapTap and
further improve its engagement through the following measures:

® improving and upgrading the content recommendation algorithm of TapTap to more
effectively capture and serve gamers’ needs;
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® cnhancing the search function of TapTap to help gamers locate useful resources
efficiently;

®  strengthening its community function, such as adding more sub-forums, and implementing
both online and offline marketing strategies to increase gamer engagement;

® providing more advanced developer tools on TapTap that facilitate game developers to
better interact with gamers to improve their game experience; and

® releasing overseas versions of TapTap with localized features to serve gamers and game
developers globally.

Deepen overseas operations

We expect to expand our game publishing and operating business in both existing and new
overseas markets, mainly through the following measures:

® cooperating with reputable game developers for publishing their games in the PRC and
overseas markets; and

® cstablishing regional headquarters in overseas markets for better managing our overseas
game operating business.

In respect of our current major overseas markets such as South Korea, Taiwan, Hong Kong and
Southeast Asia, we plan to maintain and further increase our presence by offering quality games and
focusing on better game localization, engaging qualified foreign consultants for advice and reaching
out to more local partners for collaboration. Meanwhile, we closely monitor the market trends of the
countries and regions with great potential such as Europe and North America for opportunities. We
plan to continue to participate in international game events or exhibitions to promote our brand
recognition globally.

Upgrade information infrastructure and technology

We believe that investing substantial resources in information technology can effectively
empower our business in the fast-growing and evolving game industry. We intend to upgrade our
information infrastructure and technology for our game operations through the following measures:

® recruiting and retaining skilled personnel, especially visual art designers, and adding new
servers and adopting upgraded cloud services; and

® improving our data analysis system to enhance our understanding of gamers’ needs
through analysis of user behavior, and improving our anti-cheating system to achieve
better gameplay experience and gamer information security.

Meanwhile, we plan to strengthen our game recommendation algorithms and user data analysis
capabilities on TapTap, to allow us to effectively implement distribution and marketing strategies and
improve user retention rate and monetization of our games.

Seek strategic investments and acquisitions

We plan to make selective and strategic investments in, and acquisitions of, businesses in China
and overseas that can be synergistic to our existing operations, including game studios with strong
game development capabilities, companies with advanced technologies or valuable intellectual
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property contents, and local companies with operating expertise and connections in local markets. We
are also interested in acquiring or investing in suitable game service providers specialized in visual and
sound effects, which we believe can improve the quality of our self-developed games. In addition, we
plan to invest in local game distribution platforms and game communities to enhance the synergies
between our game operating business and TapTap.

We expect each investment to be of the size from RMB3 million to RMB50 million. Our goal
is creating synergies with our existing business and integrating resources in upstream and downstream
industries, rather than purely seeking financial returns from our investments. We would normally
consider disposing of our investments if such investments do not generate the aforementioned expected
value within three years. As of the Latest Practicable Date, we had not identified any specific target for
acquisition or investment.

AWARDS AND RECOGNITIONS

During the Track Record Period and up to the Latest Practicable Date, we have received
various awards and recognitions in China, including principally:

Award/Recognition Year Awarding Institution Entity/Product

Xiang Yang Award—Advertiser of Spirit of
Craftsmanship (1P #¢-f LT OO #E 5 F) ... 2018  Tencent Social Ads (/iU ) X.D. Network
and Yiwan

Top 10 most popular games overseas in 2018

QOIS+ Rl AMBOIA ) ... ... 2018 China Audiovisual and Digital Ragnarok M
Publishing Association (772 # {4 52
B U g

Top 100 Chinese Internet Companies for the

Year 2017 Q017 A A RAZE) ... .. 2017 Internet Society of China (FEIEHi  X.D. Network
B Er)

2017 Top Ten Indie Games (20174 48 7.

W) 2017 Sina Games CGHriR##5k) ICEY (3(#)

2016 China Original Game Boutique Publishing

Project (201647 rh B S AR IBRS & A TAR) . ... 2016 General Office of National Press, Heng Sao
Publication, Radio, Film and Qian Jun (f#
Television Administration (FIF#HR 47T )
H UG T A R I )

2016 China Game Billboard—Top Ten Most
Expected Mobile Games (2016 H [ 7 1§k Jil 2= 15—
FTREEZWGETE) ... 2016 www.QQ.com (JEFN4H) Ragnarok M

OUR REVENUE MODEL

We have diversified revenue streams and experienced rapidly growing revenue from games and
TapTap. We develop, publish and operate games and generate game operating revenue. During the
Track Record Period, our game operating business, especially our online games, contributed most of
our revenue. We also publish and operate premium games. During the Track Record Period, we
operated 64 games, of which 53 are online games and 11 are premium games. As of September 30,
2019, we operated 54 games, of which 42 are online games and 12 are premium games.
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Since 2017, we have also generated information service revenue from TapTap mainly through
providing online marketing services. TapTap was developed by Yiwan which was co-founded by us in
March 2016. After several rounds of equity interest acquisition and capital injection, Yiwan became
our subsidiary in December 2016. See “History, Reorganization and Corporate Structure—Yiwan.”
Revenue generated from our information service business grew rapidly, from RMB81.0 million in
2017 to RMB294.8 million in 2018 accounting for 6.0% and 15.6% of our total revenue in 2017 and
2018, respectively, and increased by 57.9% to RMB176.7 million in the five months ended May 31,
2019 from RMB111.9 million in the same period of 2018.

The following table sets forth a breakdown of our revenue for the periods indicated:

Year ended December 31, Five months ended May 31,
2016 2017 2018 2018 2019
% of % of % of % of % of
Amount Revenue Amount Revenue Amount Revenue Amount Revenue Amount Revenue
(Unaudited)
(RMB in thousands except for percentages)
Games .............. 765,521 100.0 1,263,408 94.0 1,592,347 84.4 646,729 85.3 856,339 82.9
Game operating ... 754,454 98.5 1,253,617 93.3 1,588,115 84.1 643,988 84.9 853,848 82.7
Online
games ..... 748,931 97.8 1,216,094 90.5 1,544,485 81.8 635,701 83.8 840,177 81.3
Premium
games ..... 5,523 0.7 37,523 2.8 43,630 2.3 8,287 1.1 13,671 1.4
Others® .. ....... 11,067 1.5 9,791 0.7 4,232 0.3 2,741 0.4 2,491 0.2
Information services . . . — — 80,991 6.0 294,761 15.6 111,875 14.7 176,693 17.1
Total revenue ........ 765,521 100.0 1,344,399 100.0 1,887,108 100.0 758,604 100.0 1,033,032 100.0

(1) Others in game operating are primarily derived from licensing copyrights of our games or game contents to other game publishing
companies for agreed periods, and other game publishers pay license fees for the right to operate our games in specified geographic
areas. The license fees normally comprise of a fixed lump sum and variable fees calculated based on a predetermined rate on the cash
paid by gamers collected by the publishers related to the licensed games.

OUR ONLINE GAMES

We focus on developing, publishing and operating online games. As of September 30, 2019, we
operated 42 online games including well-known games such as Ragnarok M. All our online games are
offered on a free-to-play basis. We generate revenue from the sales of in-game virtual items. In 2016,
2017, 2018 and the five months ended May 31, 2019, revenue from our online games accounted for
97.8%, 90.5%, 81.8% and 81.3% of our total revenue, respectively, and 99.3%, 97.0%, 97.3% and
98.4% of our game operating revenue, respectively.

Our online games consist of mobile games and web games. We commenced our online game
business by publishing and operating web games developed by third-party game developers in China.
Since 2012, capitalizing on our experience accumulated from operating web games, we began to shift
our business focus to developing, publishing and operating mobile games.
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The table below sets out a breakdown of our game operating revenue from online games by
type for the periods indicated:

Year ended December 31, Five months ended May 31,
2016 2017 2018 2018 2019
Amount % Amount % Amount % Amount % Amount %
(Unaudited)

(RMB in thousands except for percentages)

Mobile games .. 580,405 77.5 1,120,526 92.1 1,446,365 93.6 585,754 92.1 797,418 949
Web games .... 168526 225 95,568 7.9 98,120 6.4 49947 79 427759 5.1

Total ......... 748,931 100.0 1,216,094 100.0 1,544,485 100.0 635,701 100.0 840,177 100.0

Game Portfolio

We offer a large portfolio of online games for gamers with diversified preferences across
various countries and regions. Our games typically have three stages in their life cycles, for each game
including (i) the growth stage, during which the number of gamers and the revenue generated by the
game experience rapid growth, (ii) the maturity stage, during which the revenue tends to be
continuously generated by the game and the number of gamers tends to be stable during this stage, and
(iii) the recession stage, during which the number of gamers and the revenue generated by the game
decrease significantly.
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Ragnarok M

Ragnarok M is an MMORPG game based on the Norse Mythology creating a fantasy world of
swords and magic. This game allows gamers to customize the creation of a virtual character and have
the options for a variety of character careers and career path transitions. Gamers are able to improve
the level and strength through fighting and completing storyline missions. This game offers an
attractive 2D design and personalized look for each character, and also has a 3D game world. Gamers
can interact with each other through team formation and battle between gamers or groups.

Due to the popularity of Ragnarok Online among gamers across East Asia in the 2000s, there
were over one million pre-registrations on our domain www.ro.com before we launched Ragnarok M:
in China in January 2017. In October 2017, Ragnarok M was launched in Hong Kong, Macau and
Taiwan and ranked first on the top grossing chart of App Store in Taiwan for over a week following its
release. Ragnarok M was launched in South Korea in March 2018, following which it ranked first on
the top grossing chart of App Store in South Korea for six consecutive days. In October 2018,
Ragnarok M was launched in various other countries and regions in Southeast Asia and topped the top
grossing chart and free app chart of App Store in multiple countries and regions on that day.
Ragnarok M has gained wide popularity among 30 million gamers from over 50 countries and regions
as of September 30, 2019.

In 2017 and 2018 and the nine months ended September 30, 2019, Ragnarok M had average
MAUSs of 1.7 million, 2.7 million and 5.3 million, respectively.

— - i "

s

Ragnarok M was jointly developed by Gravity, Dream Network and us. It is the mobile version
of Ragnarok Online, which was developed by Gravity and launched in South Korea in 2002. Based on
the various agreements among Gravity, Dream Network and us, Dream Network, which was granted
by Gravity the license to develop and publish certain games based on Ragnarok Online in China,
supplied us with the materials associated with Ragnarok Online such as characters, music and
storylines and we are responsible for designing, developing and testing Ragnarok M. Dream Network
was mainly involved in the works such as the supply of contents of Ragnarok Online in accordance
with its agreements with Gravity and discussion of development plan. All local versions of
Ragnarok M in overseas were made based on the PRC version after performing localization works.
Gravity holds the material intellectual property rights of Ragnarok M, and we own the design patents
over certain in-game subjects designed by us and the patents over some self-developed information
technologies used in Ragnarok M, none of which is of significance to our operation of Ragnarok M or
provision of technical and operation support to Gravity or its associates. We wrote and currently hold
the source code of the game, which allows us to better control the game and more effectively update
game content, make local versions and fix technical issues. For countries and districts other than Hong
Kong, Taiwan, Macau, South Korea and Japan, we also have been carrying out a substantial amount of
operating works. As such, we believe that the possibility of us being replaced by Gravity and Dream
Network in publishing and operating of Ragnarok M in the future is minimal.

- 155 -



BUSINESS

As the sole publisher and operator of Ragnarok M in China, our revenue represents the whole
gross billing. Along with the increase of the cumulative gross billings of Ragnarok M in China, Dream
Network degressively shares 22%, 13.667% or 12% of the monthly gross billings of Ragnarok M in
China with us, which includes the payment from Dream Network to Gravity as the owner of
intellectual property rights of Ragnarok M. Since November 2017, Dream Network has been sharing
13.667% of monthly gross billings as the cumulative gross billings of Ragnarok M in China exceeded
RMB400.0 million. For countries and districts outside China, Gravity or its associates are the publisher
collecting payment from gamers through distribution platforms and payment channels and our roles
vary. In South Korea, Japan, Hong Kong, Macau and Taiwan, we provide technical support to Gravity
or its associates, such as installation support, maintenance assistance, version updating and bug fixing;
in all other overseas geographical markets, in addition to technical support to Gravity or its associates,
we also provide operation support in connection with game localization, establishment and operation of
local servers, promotion and marketing activities and customer services. Depending on the overseas
geographical market in which Ragnarok M is operated, our revenue represents a certain percentage of
gross billings of Ragnarok M, which was paid by Gravity or its associates to us. According to the
relevant agreements, Dream Network has no contractual obligation to undertake any substantive work
in either publishing or operating Ragnarok M in the overseas markets.
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Our agreement with respect to the operation of Ragnarok M in China expires on December 8,
2020. For overseas markets, the agreements relating to our provision of technical support and/or
operation support to Gravity or its associates typically have an initial term of two years from the launch
date of the game in each geographical market. Such agreements for the overseas markets can be
automatically renewed for another year unless Gravity gives notice expressing its intention not to
renew the relevant agreement at least three months before the expiration date of the initial term. As of
the Latest Practicable Date, we have not received any such notice from Gravity. The table below
summarizes certain key arrangements of Ragnarok M in different geographical markets as of
September 30, 2019:

Revenue sharing

arrangement Life cycle
effective as of the Revenue as of
Our role and Latest Practicable (RMB in September 30,
Geographical market Launch date Expiry date responsibilities Date thousands) 2019
China January 2017  December 2020  Sole publisher We recognize gross 2017 419,179 Maturity
and operator billings as our 2018 229913
revenue and pay 2019@ 112,284
13.667% of the gross
billings to Dream
Network
Hong Kong, Macau and ~ October 2017 ~ October 2020 Provision of Gravity or its 2017 48,883 Maturity
Taiwan technical associates pay us 2018 96,889
support 25% of the gross 2019@ 15,624
billings as our
service fees
South Korea March 2018 March 2020 Provision of Gravity or its 2017 — Maturity
technical associates pay us 2018 68,377
support 25% of the gross 2019@ 9,470
billings as our
service fees
Southeast Asia October 2018  October 2020 Provision of Gravity or its 2017 — Maturity
technical associates pay us 2018 232,008
support and 45% of the gross 2019@ 297,635
operation billings from App
support Store and Google
Play® as our service
fees
North America, South January 2019 January 2021 Provision of Gravity or its 2017 — Maturity
America and technical associates pay us 2018 —
Australia support and 43% of the gross 2019@ 69,213
operation billings from App
support Store and Google
Play® as our service
fees
Japan June 2019 June 2021 Provision of Gravity or its — Growth

technical
support

associates pay us
22.5% of the gross
billings as our
service fees

(1) For distribution platforms other than App Store and Google Play, Gravity or its associates pay us the gross billings after deducting
commissions charged by such distribution platforms and payment channels and revenue shared with other parties, instead of a fixed
percentage of gross billings.

(2) For the five months ended May 31, 2019.

We have maintained good business relationship with Gravity and Dream Network and did not
have any disputes with Gravity or Dream Network during the Track Record Period and up to the Latest
Practicable Date, and our Directors are not aware of any circumstances that would adversely affect our
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cooperation with Gravity and Dream Network after the Listing. For the agreements relating to the
operation of Ragnarok M in China, Dream Network can unilaterally terminate the relevant agreements
if our certain conducts (such as suspension of the operation of Ragnarok M in China for 30 days or
infringement of the intellectual property rights of Gravity or Dream Network) lead to the termination
of the licensing agreements between Gravity and Dream Network; for the agreements relating to the
operation of Ragnarok M in overseas markets, Gravity can unilaterally terminate the relevant
agreements only if we materially breach our obligations thereunder or we infringe the intellectual
property rights of Gravity. We are not aware that any of our conducts will trigger such aforementioned
unilateral termination clauses. Moreover, we believe that our stable business relationships with Gravity
and Dream Network are on the basis of mutual benefits. For more information on potential impact of
the termination of the business relationship with Gravity and Dream Network, see “Risk Factors—We
derived a substantial amount of revenue from a small number of popular games and a small group of
high-spending gamers during the Track Record Period” and “Risk Factors—The performance of our
popular game, Ragnarok M, may be affected by other games of the same genre with similar contents.”

Sausage Man (715 k)

Sausage Man (%5 UR¥%) 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. Gamers can select different game modes in this game and
the last person or team that survives will win the game. This game offers diversified maps and various
carriers, allowing up to 100 gamers to play on the same map.

Since the launch of Sausage Man (%5 Jk#}) 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 (% 5k¥#) 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.

We started to monetize Sausage Man (% 57k #}) in February 2019. To enhance the intellectual
property value of Sausage Man (% 5k¥%), we collaborated with other parties to produce its cartoons
which are available for viewing online. As of September 30, 2019, Sausage Man cartoons had achieved
over 3.5 billion views.

Ulala (41955 4% )

Ulala (ARASHI$T) is a placement game with a background of the Stone Age. This game has
3D-modeled game characters and pets, combined with full-screen battle scenes and original adventure
maps. This game adopts a four-player team model, with each team as the unit for placement, and the
right combination of careers and skills is the optimum way to rapid level-up. Meanwhile, teammates
are encouraged to communicate frequently and discuss the most appropriate strategies in the game.
This game also brings players a new experience through a well-designed peripheral system and a new
gameplay that combines augmented reality functions with game pets.
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Girls’ Frontline (% % Hi#?)

Girls” Frontline ("% Hi#{) is a 2D cultivation CCG game. This game adopts a checkerboard
layout, in which the gamer plays the role of a commander and moves the humanoid “dolls” by
allocating resources reasonably according to the number of steps per turn. In the end, the one who
destroys the enemy or captures their stronghold will win the battle. This game offers various humanoid
“dolls” characters for gamers to collect, and gamers usually need to use different humanoid “dolls” to
complete the battle. It was awarded “Game Star—Annual Popular ACT Game of the year in 2018 by
Taipei Computer Association.

Heng Sao Qian Jun (### T )

Heng Sao Qian Jun (fiff T) is a SLG game based on the theme of Three Kingdoms. This
game incorporates the concepts of “nation” and “internal affairs” into the traditional three kingdoms
strategic gameplay and adopts the military battle mode of real-time rendering. Gamers may cultivate a
military officer, build cities involving political, military, economic, demographic and other elements,
and fight with other gamers by matching tactics with military commanders to attack and occupy other
cities.
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Identity V (EZNA1)

Identity V (55 f. A#%) is an asymmetrical battle arena mobile game. A gamer will act as a
detective to investigate and review a case. During the case review, gamers can select to play either
“regulator” or “survivor” modes in different scenarios. In order to win the game, gamers playing the
“survivor” role are required to cooperate with each other to decipher the cipher machine, and then open
the gate to escape, while gamers playing the “regulator” role need to eliminate at least three
“survivors”. Gamers can set different innate skills based on the different characters they select.

LifeAfter (W HZ %)

LifeAfter (W] H 2 4%) is a human survival MMORPG game with the background of a doomsday
virus. The gameplay of this game is wasteland cooperation and survival, which requires gamers to help
each other and overcome the harsh environment in the wasteland. This game employs the virtual
joystick as the main operational mode, and adopts camp construction, map exploration, resource
collection and combat confrontation as the means to help players gradually improve their abilities.

| IFENFTERS

Azur Lane (ZEHNi#R)

Azur Lane CGEEEfi#R) is a nijigen CCG game that integrates strategic cultivation, naval battle,
barrage and a variety of social gameplay. With the theme of military anthropomorphism, gamers can
collect and develop powerful game characters and equipment through abundant gameplay such as
mainline levels, daily raids, actual combat exercise and vessel construction, and manually operate their
own fleet to conquer the world.

- 160 -



BUSINESS

Tales of Erin (EE5F)

Tales of Erin (F#:%i%) is an animation RPG game that integrates character formation,
strategic battle and multiplayer cooperation. When playing the game, gamers need to use their own
game characters to fight. This game is characterized by a Japanese nijigen style and features
animation-like pictures.

Shen Xian Dao (Web) (##il75 B #%)/Shen Xian Dao (HD) ( 7 fili78 & /5 B #iR)

Shen Xian Dao (Web) (##{lli3 E##) is a turn-based RPG game based on fantasy and mythic
storylines. Gamers can choose from three roles, namely Wusheng, a martial artist, Jianling, a fairy
wielding a sword, and Feiyu, an archer, to embark on adventures slaying demons and enemies with
martial arts and magic. Gamers’ equipment and strength can be upgraded by completing various
missions and defeating enemies. This game is a multi-player game where gamers can play and interact
with each other online. Shen Xian Dao (HD) (#1113 = /& # # i) is the mobile version of this game.

Game Performance

As of December 31, 2016, 2017, 2018 and September 30, 2019, the number of cumulative
registered players of our online games were 15.1 million, 38.4 million, 91.3 million and 165.1 million.
The performance of our online games is affected by three key metrics: (1) MAU; (2) MPU; and
(3) ARPPU. The following table sets forth key metrics of our online games for the periods indicated:

Five months  Nine months

ended ended
Year ended December 31, May 31, September 30,
2016 2017 2018 2019
Average MAUs® (in thousands) .................. 1,872.1 3,650.7 8,760.8 18,029.7 19,177.2
Average MPUs® (in thousands) .................. 169.5 244.2 412.2 637.0 640.3
ARPPU® (RMB permonth) ..................... 368 415 312 264 N/A

(1) Average MAUs are calculated by dividing the aggregate of the total MAUs of each online game for the respective period by the number
of months of that period.

(2) Average MPUs are calculated by dividing the aggregate of the total MPUs of each online game for the respective period by the number
of months of that period.
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(3) ARPPU is calculated by dividing our total online game revenue for the respective period by the aggregate of the total MPUs of each
online game for the respective period.

The increases in average MAUs of our online games during 2016, 2017 and 2018 are primarily
attributable to: (i) the launch of Ragnarok M in China in 2017 and in some overseas markets in 2018;
and (ii) the popularity of Sausage Man (% l5k¥f) launched in 2018. The average MAUs of our online
games further increased to 18.0 million in the five months ended May 31, 2019 compared to 8.8
million in 2018, primarily attributable to (i) the average MAUs of Sausage Man (% /5JK¥f) continued
to grow in the five months ended May 31, 2019; and (ii) the successive launch of Ragnarok M in
several overseas markets and the growth of its average MAUs in China in the five months ended
May 31, 2019. See “Business—Our Online Games—Game Performance.” The average MPUs of our
online games increased during the Track Record Period, primarily due to the launch of Ragnarok M in
China i