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IMPORTANT

IMPORTANT: If you are in any doubt about the contents of this prospectus, you should seek independent professional advice.

rRIEND TIM=S
FriendTimes Inc.
(incorporated in the Cayman Islands with limited liability)

GLOBAL OFFERING

Number of Offer Shares under the : 330,000,000 Shares (subject to the Over-allotment
Global Offering Option)
Number of Hong Kong Offer Shares 33,000,000 Shares (subject to adjustment)
Number of International Offer Shares 297,000,000 Shares (subject to adjustment and the
Over-allotment Option)
Offer Price (subject to a Downward Offer Price : Not more than HK$1.96 per Offer Share and
Adjustment) expected to be not less than HK$1.52 per Offer
Share, plus brokerage of 1.0%, SFC transaction
levy of 0.0027% and Hong Kong Stock Exchange
trading fee of 0.005% (payable in full on
application in Hong Kong dollars, subject to
refund on final pricing)
(If the Offer Price is set at 10% below the bottom
end of the indicative Offer Price range after
making a Downward Offer Price Adjustment, the
Offer Price will be HK$1.37 per Offer Share)
Nominal value US$0.00001 per Share
Stock code 6820
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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 paragraph headed “A. Documents Delivered to the Registrar of Companies in Hong Kong” 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 of Hong Kong 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 determined by agreement between us and the Sole Representative (on behalf of the Underwriters) on or about Friday, 27 September 2019 and, in
any event, not later than Monday, 30 September 2019. The Offer Price will be not more than HK$1.96 per Offer Share and is currently expected to be not less than HK$1.52 per
Offer Share (subject to a Downward Offer Price Adjustment). Investors applying for the Hong Kong Offer Shares must pay, on application, the maximum Offer Price of HK$1.96
per Offer Share, together with brokerage of 1.0%, SFC transaction levy of 0.0027% and Hong Kong Stock Exchange trading fee of 0.005%, subject to refund if the Offer Price is
less than HK$1.96 per Offer Share. If, for any reason, the Offer Price is not agreed between us and the Sole Representative (on behalf of the Underwriters) on or before Monday, 30
September 2019 (Hong Kong time), the Global Offering (including the Hong Kong Public Offering) will not proceed and will lapse.

The Sole Representative (on behalf of the Underwriters), with our consent, may reduce the indicative Offer Price range stated in this prospectus and/or reduce the number of Offer
Shares being offered pursuant to the Global Offering at any time on or 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 of the indicative Offer Price range and/or the number of Offer Shares will be published on the websites of the Hong Kong Stock Exchange at
www.hkexnews.hk and our Company at www.friendtimes.net. Further details are set out in the sections headed “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 the section headed “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 Representative (on behalf of the Underwriters) if certain grounds arise prior to 8:00 a.m. on the Listing Date. Such grounds are set
out in the section headed *“Underwriting — Underwriting Arrangements and Expenses — Hong Kong Public Offering — Grounds for Termination” in this prospectus. It is
important that you refer to that section for further details.

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 or to, or for the account or benefit of U.S. persons, except in transactions exempt from, or not subject to, the registration requirements of the
U.S. Securities Act. The Offer Shares are being offered and sold outside the United States in offshore transactions in reliance on Regulation S under the U.S. Securities Act.

24 September 2019



EXPECTED TIMETABLE

Hong Kong Public Offering commences on

WHITE and YELLOW Application Forms available from ...........

Latest time for completing electronic applications under

HK eIPO White Form service through the designated

website www.hkeipo.hk®

Application lists open”’

Latest time for lodging WHITE and YELLOW Application Forms. ... ..

Latest time for giving electronic application instructions to HKSCC™

Latest time for completing payment of HK eIPO White Form
applications by effecting internet banking transfer(s) or

PPS payment transfer(s) ...........

)

Application lists close™ ... ... .. ... ...

Expected Price Determination Date®’
Where applicable, announcement of the Offer Price being set below
the bottom end of the indicative Offer Price range after
making a Downward Offer Price Adjustment (see the section
headed “Structure of the Global Offering — Pricing and Allocation™)
on the website of the Hong Kong Stock Exchange at
www.hkexnews.hk and the Company’s website at
www.friendtimes.net on or before®
(1) 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

............... 9:00 a.m. on

Tuesday, 24 September 2019

.............. 11:30 a.m. on

Friday, 27 September 2019

.............. 11:45 a.m. on

Friday, 27 September 2019

............. 12:00 noon on

Friday, 27 September 2019

............. 12:00 noon on

Friday, 27 September 2019

............. 12:00 noon on

Friday, 27 September 2019

............. 12:00 noon on

Friday, 27 September 2019

.. Friday, 27 September 2019

...... Friday, 4 October 2019

will be published on the websites of the Hong Kong Stock Exchange at

www.hkexnews.hk and our Company at www.friendtimes.net

onorbefore. . ... ... .. ... e

..... Friday, 4 October 2019



EXPECTED TIMETABLE

(2)

(3)

Results of allocations in the Hong Kong Public Offering

(with successful applicants’ identification document numbers,

where appropriate) will be available through a variety of

channels as described in the section headed “How to Apply

for Hong Kong Offer Shares — 11. Publication of Results”

in this prospectus from . .. ....... ... . ... .. L L Friday, 4 October 2019

A full announcement of the Hong Kong Public Offering

containing (1) and (2) above will be published on the website

of the Hong Kong Stock Exchange at www.hkexnews.hk

and our website at www.friendtimes.net from . ... .. ... .. ... .. .. .. Friday, 4 October 2019

Results of allocations in the Hong Kong Public Offering will be

available at www.tricor.com.hk/ipo/result
(alternatively: www.hkeipo.hk/TPOResult) with a “search by ID”
function from . .. ... Friday, 4 October 2019

e-Auto Refund payment instructions/refund cheques

in respect of wholly or partially unsuccessful application
to be posted on or before ......... .. L Friday, 4 October 2019

Dispatch/collection of Share certificates in respect of wholly or

partially successful applications pursuant to the Hong Kong
Public Offering on or before™. ... ... .. .. ... ... .. .. .. . ... .. .. ... ... Friday, 4 October 2019

Dispatch/collection of refund cheques and HK eIPO White Form
e-Auto 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™® . ... ... .. ... ............. Friday, 4 October 2019

Dealings in the Shares on the Hong Kong Stock Exchange

expected tO COMMENCE O . v v v vttt ettt ettt et e et e e e eeeas Tuesday, 8 October 2019

Notes:

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

(2) You will not be permitted to submit your application through the designated website at www.hkeipo.hk after 11:30 a.m. on
the last day for lodging applications. If you have already submitted your application and obtained a payment 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.

3) If there is a tropical cyclone warning signal number 8 or above, or “extreme conditions” caused by a super typhoon, or a

“black” rainstorm warning in force in Hong Kong at any time between 9:00 a.m. and 12:00 noon on Friday, 27 September
2019, the application lists will not open on that day. Please refer to the section headed “How to Apply for Hong Kong
Offer Shares — 10. Effect of Bad Weather and/or Extreme Conditions on the Opening of the Application Lists” in this
prospectus.
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EXPECTED TIMETABLE
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(6)

N

(®)

C))

Applicants who apply for the 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 about Friday, 27 September 2019 and, in any event, not later than
Monday, 30 September 2019. If, for any reason, the Offer Price is not agreed by Monday, 30 September 2019 between us
and the Sole Representative (on behalf of the Underwriters), the Global Offering will not proceed and will lapse.

To be announced as soon as practicable after the Price Determination Date but before the allotment result announcement.

Share certificates for the Hong Kong Offer Shares are expected to be issued on Friday, 4 October 2019 but will only
become valid certificates of title provided that the Global Offering has become unconditional in all respects, and neither of
the Underwriting Agreements has been terminated in accordance with its terms, prior to 8:00 a.m. on the Listing Date,
which is expected to be on or about Tuesday, 8 October 2019. Investors who trade Shares on the basis of publicly available
allocation details before the receipt of share certificates or before the share certificates becoming valid certificates of title
do so entirely at their own risk.

e-Auto Refund payment instructions/refund cheques will be issued in respect of wholly or partially unsuccessful
applications and in respect of successful applications in the event that the final Offer Price is less than the initial price per
Offer Share payable on application.

Applicants who have applied on white Application Forms or HK eIPO White Form for 1,000,000 or more Hong Kong
Offer Shares under the Hong Kong Public Offering and have provided all required information may collect refund cheques
(where applicable) and/or share certificates (where applicable) in person from our Hong Kong Branch Share Registrar,
Tricor Investor Services Limited, at Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong between 9:00 a.m. to
1:00 p.m. on Friday, 4 October 2019. Applicants being individuals who are eligible for personal collection may not
authorise any other person to make collection on their behalf. Applicants being corporations who are eligible for personal
collection must attend through their authorised representatives bearing letters of authorisation from their corporation
stamped with the corporation’s chop. Both individuals and authorised representatives of corporations must produce, at the
time of collection, evidence of identity acceptable to the Hong Kong Branch Share Registrar.

Applicants who have applied on yellow Application Forms for 1,000,000 or more Hong Kong Offer Shares under the Hong
Kong Public Offering and have provided all information required may collect their refund cheques, if any, in person but
may not elect to collect their share certificates as such share certificates will be deposited into CCASS for the credit of their
designated CCASS participants’ stock accounts or CCASS Investor Participant stock accounts, as appropriate. The
procedures for collection of refund cheques for yellow Application Form applicants are the same as those for white
Application Form applicants.

Applicants who apply for Hong Kong Offer Shares by giving electronic application instructions to HKSCC should refer
to “How to Apply for Hong Kong Offer Shares — Despatch/Collection of Share Certificates and Refund — If you Apply

Via Electronic Application Instructions to HKSCC” for details.

Uncollected share certificates and refund cheques will be despatched by ordinary post, at the applicants’ risk, to the
addresses specified in the relevant applications.

Further information is set out in the sections “How to Apply for Hong Kong Offer Shares — Refund of Application
Monies™ and “How to Apply for Hong Kong Offer Shares — Despatch/Collection of Share Certificates and Refund.”

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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SUMMARY

This summary aims to give you an overview of the information contained in this prospectus. As
it is a summary, it does not contain all the information that may be important to you. You should read
the whole document and particularly the section headed “Risk Factors’ in this prospectus which sets
out some of the particular risks in investing in the Offer Shares before you decide to invest in the
Offer Shares.

OVERVIEW

We are a leading integrated and well-established mobile game developer, publisher and operator
with particular success in female-oriented games. Since our inception in 2010, we have been
strategically focusing on mobile games targeting female players in the PRC to capture the significant
growth potential in both the mobile game industry and the female-oriented game market. According to
Frost & Sullivan, we ranked the third in the PRC female-oriented mobile game market as measured by
revenue from female-oriented mobile games in 2018, which accounted for approximately 2.9% of the
female-oriented mobile game market in the PRC in 2018, and the first in the ancient Chinese style
female-oriented mobile game market in the PRC in terms of revenue from ancient Chinese style female-
oriented mobile games in 2018. We accounted for approximately 31.5% of the revenue of ancient
Chinese style female-oriented mobile game market in the PRC in 2018. The revenue from ancient
Chinese style female-oriented mobile game market accounted for only 9.1% of the revenue from female-
oriented mobile game market in the PRC in 2018. Leveraging on our success in the PRC market, we
expanded into overseas market in 2011. We were awarded the “National Key Cultural Export Enterprise

(B Zefb i O B2 A 2E)” in 2018.

We have experienced significant growth during the Track Record Period due to our successful
launch of several self-developed quality female-oriented games and our ability to launch our signature
games periodically. For example, we initially launched our Legend of Empress (#421#), Royal Chaos
(ZULOTH) and Rise of Queendom (= EFHFUF) in 2015, 2017 and 2018, respectively. Our cumulative
registered players increased from 30.5 million in 2016 to 99.5 million as at 31 July 2019, and our
average monthly paying players increased from 186,600 in 2016 to 234,900 for the seven months ended
31 July 2019. Accordingly, our revenue increased from RMB568.8 million in 2016 to RMB700.2 million
in 2017 and then to RMB1,464.3 million in 2018, representing a CAGR of 60.4% from 2016 to 2018,
and from RMB274.7 million for the three months ended 31 March 2018 to RMB393.5 million for the
three months ended 31 March 2019. In 2016, 2017 and 2018 and the three months ended 31 March 2019,
our gross profit was RMB358.3 million, RMB432.3 million, RMB918.3 million and RMB252.2 million,
respectively, and our gross profit margin was 63.0%, 61.7%, 62.7% and 64.1%, respectively. During the
same periods, our profit for the year/period was RMBS80.7 million, RMB117.9 million, RMB336.7
million and RMB86.6 million, respectively, representing a CAGR of 104.3% from 2016 to 2018, with a
net profit margin of 14.2%, 16.8%, 23.0% and 22.0%, respectively.

OUR INTEGRATED BUSINESS MODEL

We believe our success is attributable to our strong integrated abilities in game development,
publishing and operations. Such an integration of upstream and downstream services in the value chain
of the mobile game industry has enhanced management efficiency, productivity and profitability of our
operations. As at 31 March 2019, we had a robust research and development team consisting of 864
employees, accounted for over 65% of our total number of employees. Our stable and committed core
research and development team has years of relevant experience and low turnover rate. Benefiting from
our significant commitment of research and development resources, we stay in the fore front of
technology development and self-developed most of our games. During the Track Record Period, 99.2%,
99.2%, 100.0% and 99.9% of our total revenue, respectively, were generated from our self-developed
games.

We also have strong game publishing and operating capability. As at 31 March 2019, we had a
dedicated team consisting of a total of 354 employees for game publishing and operation. We have
established stable cooperation with well-known distribution platforms, such as Apple’s App Store,
Google Play and Mobile Hardcore Alliance to distribute our games, and most of our games are
distributed through these third-party distribution platforms. These platforms typically charge us 30% to
55% of the sales proceeds of our games as revenue sharing, and payment channel and other service fees.
We offer our games on a free-to-play basis and generate all of our revenue from the in-game sale and
consumption of virtual items. We endeavour to cultivate player’s loyalty to enhance their in-game
purchase through adjusting our marketing and pricing strategy from time to time. Our strong game
publishing and operating capability enhanced our control over the entire operation chain as well as our
profitability. During the Track Record Period, a large percentage of the games we offered are self-
published, accounting for 85.1%, 90.1%, 96.3% and 95.5%, respectively, of our total revenue.
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OUR EXISTING GAMES

We successfully developed, published and operated a number of popular ancient Chinese style
female-oriented mobile games, such as Legend of Empress (F4C1%), Royal Chaos (4L Qf%), Rise of
Queendom (LG T1if) and Fate: Royal Revenge (i [JJE /), each of which has achieved a high
ranking in the best-selling games board for iPhone on Apple’s App Store. For example, Royal Chaos (7=
4 Of%) achieved a highest ranking of no. 14 in the best-selling games board for iPhone on Apple’s App
Store on 8 March 2019. We utilise our strong data analytics abilities to design engaging games to adapt
to the latest market trend and to satisfy the evolving player demand.

Our hit game titles feature engaging stories and are able to achieve a relatively long lifecycle. For
example, Legend of Empress (%3%%), one of our signature ancient Chinese style female-oriented
games, was launched in June 2015 and still maintained at a stable and mature stage after over 50
months’ operations, far exceeding the lifecycle of mobile games in general, which is generally between
three to 12 months according to Frost & Sullivan. Our first 3D game, Royal Chaos (74 Qf%), has also
achieved great success after its launch in September 2017 and expanded our player base to a wider range
of players as it adopts more lively and humorous artistic style. Rise of Queendom ('Eiﬂf?f‘%ﬁ%,
launched in March 2018, has also became our hot game title attracting a large number of players. The
operational performance of Legend of Empress (%%Bﬁj}) remained relatively stable after the launch of
Royal Chaos (ZIZQf%) and Rise of Queendom (= #E7tFIif), demonstrating our strong ability to
monetise our existing games and enhance the stickiness of our players.

The table below sets forth certain information of our top four games during the Track Record
Period:

Three months ended

Year ended 31 December 31 March Earliest
2016 2017 2018 2019 Development launch date
% of % of % of % of
our total our total our total our total
revenue revenue revenue revenue
Amount ~ from games Amount ~ from games Amount ~ from games Amount ~ from games
(in thousands of RMB, except for percentages)
Legend of Empress (B D) 479,830 84.5 473,053 67.6 443 432 30.3 97,361 24.7 Self-developed June 2015
Royal Chaos (FILOMH) — — 91,120 13.0 691,790 472 182,362 46.3 Self-developed  September 2017
Rise o, Qwendr)m — — — — 275,226 18.8 105,415 26.8  Self-developed March 2018
(EEiFi)
Fate: Royal Revenge 50,525 8.9 114,545 16.4 46,203 32 6,674 1.7 Self-developed  June 2016
(B FIIEA)
Total 530,355 93.4 678,718 97.0 1,456,701 99.5 391,812 99.5

OUR PIPELINE GAMES

While consolidating our leading position in ancient Chinese style female-oriented games, we also
seek to diversify our game portfolio and service offerings. We plan to expand our female-oriented game
portfolio into other genres of female-oriented games. We are also developing other genres of games that
target a wider audience of players, such as SLG and collective card games.

As at the Latest Practicable Date, our pipeline included five new mobile games with different
language versions, 16 new language versions of existing games and five H5 games. As at the Latest
Practicable Date, we had also received the preliminary approvals from the NAPP at the provincial level
for the simplified Chinese (PRC) version of one of our existing games, Story: Cyborg Fantasy (L&)
i##) and the simplified Chinese (PRC) version of three of our newly developed mobile games, namely,
Fate: The Loved Journey (UWL/EHEF), Majesty & Conquest (b BIAENR) and Wizardlord (JE1%35E£5).
Among the five new mobile games in the pipeline, three of them are female-oriented mobile games and
the remaining two are non-female-oriented mobile games.

The details of our five new mobile games with different language versions (totaling 15 language
versions) and our 16 new language versions of existing games in the pipeline as at the Latest Practicable
Date are set forth in the following table:

Title Genre Language Expected launch time

New Games

Fate: The Loved Journey RPG Simplified Chinese (PRC) Subject to approval'”
(A ER) Female-oriented Traditional Chinese 1st half of 2020

Korean Ist half of 2020
English/Simplified Chinese (Overseas) Ist half of 2020
Japanese 2nd half of 2020
Vietnamese Ist half of 2021
Thai Ist half of 2021
Majesty & Conquest SLG Simplified Chinese (PRC) Subject to approval'”
(E e BLAL R ) Non-female oriented English/Simplified Chinese (Overseas) Ist half of 2020

1(1)

Wizardlord (75 ) Collective Card Games

Non-female oriented

Simplified Chinese (PRC)
English/Simplified Chinese (Overseas)

Subject to approva
2nd half of 2019

Game X RPG Simplified Chinese (PRC) Subject to approval®
Female oriented Traditional Chinese 2nd half of 2020
Game Y Casual Simplified Chinese (PRC) Subject to approval®

Female oriented Traditional Chinese 2nd half of 2020



SUMMARY

Title Genre Language Expected launch time

New language versions of
existing games

Rise of Queendom RPG English/Simplified Chinese (Overseas) Ist half of 2020
(F R Fi)
Royal Chaos RPG Arabian Ist half of 2020
(EILQM)
Legend of Empress RPG German/French 2nd half of 2019
(I
Dynasty of Kingdoms SLG English/Simplified Chinese (Overseas) Ist half of 2020
GER AN Traditional Chinese Ist half of 2020
Fate of the Empresq RPG Simplified Chinese (PRC) 2nd half of 2019
(I 25 TR Japanese Ist half of 2020
Korean Ist half of 2020
Vietnamese 2nd half of 2020
Thai 2nd half of 2020
Yokai Kitchen Management Simulation  Japanese 2nd half of 2019
(&L Arabian 2nd half of 2020
Thai 2nd half of 2020
Vietnamese 2nd half of 2020
Story: Cyboﬁg Fantasy Love simulation Simplified Chinese (PRC) Subject to approval "
(et Traditional Chinese 2nd half of 2019
Notes:

(hH Being games that we have received preliminary approvals from the NAPP at the provincial level, but are pending for
the publication numbers to be issued by the NAPP at the national level. After obtaining the requisite publication
numbers, these games are ready to be launched in the PRC. Our Directors expect that these games can be formally
and commercially launched in the PRC soon after the publication numbers are obtained. Our Directors also plan to
launch these games in overseas markets at or around the time as indicated in the table above regardless of the formal
launch date in the PRC.

(2) Being games that are in the development process. We intend to submit game registration applications for these
games once their development and production processes are completed. Our Directors plan to launch these games in
overseas markets at or around the time as indicated above regardless of the formal launch date in the PRC.

3) A story-based game with modern city background.

4) A casual elimination game combined with simulation game play elements.

) We received the publication number issued by the NAPP at the national level in July 2019.

OUR PLAYERS

We have successfully established a large loyal player base in the PRC and the overseas markets
where we offered our games. The following table sets forth the average DAUs, average MAUs, average
monthly paying players and monthly ARPPU of our main games for the periods indicated:

Three months Seven months
Year ended 31 December ended 31 March ended 31 July

2016 2017 2018 2019 2019

(in thousands for average DAUs, MAUs and average monthly
paying players and in RMB for monthly ARPPU)

Average DAUs 470.7 813.1 760.0 615.3 635.5
Legend of Empress (F1C1%) 335.4 309.4 211.9 162.9 155.7
Royal Chaos (FiL01H) — 394.3 385.3 322.5 326.5
Rise of Queendom (5@‘;:1"?%?) — — 125.4 113.3 111.2
Fate: Royal Revenge (5 ["JEH) 86.3 65.2 21.2 12.5 11.5
Average MAUs 2,627.4 4,203.5 3,987.1 3,019.4 3,155.4
Legend of Empress (FZ 4o ) 1,675.6 1,735.0 1,126.9 881.2 840.1
Royal Chaos (FAC01H) — 1,755.5 1,779.9 1,296.8 1,364.4
Rise of Queendom (B & it FF) — — 841.8 758.8 743.1
Fate: Royal Revenge (% ["JE ) 648.5 406.1 95.0 56.0 51.7
Average monthly paying players 186.6 340.6 323.5 234.7 234.9
Legend of Empress (5— E% 138.0 131.8 93.6 65.2 58.9
Royal Chaos (FEICOH — 170.1 149.8 103.6 104.2
Rise of Queendom (%’E#%ﬁ%) — — 64.7 59.6 59.0
Fate: Royal Revenge (5 ['JH A ) 40.1 30.1 8.3 4.8 4.5
Monthly ARPPU 240.1 201.4 395.4 533.9 544.9
Legend of Empress (F4C1%) 259.0 268.0 378.1 457.9 492.5
Royal Chaos (EZ?EQ{%‘) — 133.9 405.1 571.0 584.9
Rise of Queendom (= L5t Fif) — — 4253 571.5 599.6
Fate: Royal Revenge (5 ['T/HH) 175.2 286.3 398.8 383.5 335.2

All of our games adopt the free-to-play model and our players spend money only when they
purchase in-game virtual items. When our games are first launched, a large number of players are
attracted to try the new games freely or to spend a small amount of money to try certain functions of our
games. As such, in the early growth stage when a game is newly launched, its average DAUs, MAUs,
and monthly paying players would be relatively higher while its ARPPU would be relatively lower. As
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time goes by, some players who become less interested in our game will gradually play less or cease to
play our game and those players with keener interest in our game will continue to play our game. The
operating data of our signature games generally demonstrated such trend as further described below.

The significant increase in our average DAUs and MAUs in 2017 compared to 2016 were primarily
related to the successful launch of one of our signature games Royal Chaos (F42Qf%) in 2017. Our
monthly ARPPU decreased from RMB240.1 in 2016 to RMB201.4 in 2017 primarily due to the initial
launch of the simplified Chinese (PRC) version of Royal Chaos (FZ4CQ#) in September 2017, which
was in its early growth stage with the characteristic of usually having a relatively lower ARPPU. Our
monthly ARPPU increased from RMB201.4 in 2017 to RMB395.4 in 2018 and further to RMB544.9 for
the seven months ended 31 July 2019 due to the following reasons: (i) Legend of Empress (F1C1%)
maintained at its stable and mature stage and games at stable and mature stage normally have increasing
ARPPU, (ii) due to the popularity of this game, we had released new version upgrades with greater
offering of diversified virtual items, new game plays, and enhanced functions, as well as more in-game
promotional events for this game in 2018, (iii) Royal Chaos (Z4CQf#) has entered into its stable and
mature stage in 2018 which increased the monetization of its existing active players, and (iv) the launch
of Rise of Queendom (= 5FHF1iF) in 2018 which entered into its stable and mature stage in August
2018.

Our Legend of Empress (Z4C#) has been in its stable and mature stage during the Track Record
Period since its initial launch in June 2015; thus during the Track Record Period, its average DAUs,
average MAUs and average monthly paying players were in decreasing trend, while its monthly ARPPU
was increasing, in particular in 2018 and the seven months ended 31 July 2019, where there was
significant increase in its monthly ARPPU which was primarily due to new version upgrades with
greater offering of diversified virtual items, new game plays, and enhanced functions, as well as more
in-game promotional events that have overall enhanced player spending. Its simplified Chinese (PRC)
version is in mid stable and mature stage and is expected to enter into recession stage around 2021.

Our Royal Chaos (Z4CQf#) was initially launched in September 2017 and began to enter into its
stable and mature stage during 2018. Therefore, its average DAUs, average MAUs and average monthly
paying players were generally stable in 2017 and 2018, while its monthly ARPPU had increased
significantly in 2018 compared to 2017. Its monthly ARPPU in 2017 was RMB133.9 which was
relatively lower because it was only launched in September 2017 and needed some time to build up
popularity and customers’ paying habbit. Its simplified Chinese (PRC) version is in early stable and
mature stage and is expected to enter into recession stage around 2024.

Our Rise of Queendom (= % 5 Fif) was initially launched in March 2018 and began to enter into
its stable and mature stage later in the same year. Therefore, its average DAUs, average MAUs and
average monthly paying players decreased slightly from 2018 to the seven months ended 31 July 2019
but its monthly ARPPU increased significantly from RMB425.3 in 2018 to RMB599.6 for the seven
months ended 31 July 2019 as the remaining paying players were spending more. Its simplified Chinese
(PRC) version is in early stable and mature stage and is expected to enter into recession stage around
2024.

Our Fate: Royal Revenge (% [JE ) was initially launched in June 2016. Its average DAUs,
average MAUs and average monthly paying players were in a decreasing trend from 2016 to the seven
months ended 31 July 2019, while its monthly ARPPU was in an increasing trend from 2016 to 2018
due to the successful monetization of our players. Its monthly ARPPU witnessed a drop from RMB398.8
in 2018 to RMB335.2 for the seven months ended 31 July 2019 because we released less new virtual
items in the first half of 2019. Its simplified Chinese (PRC) version is in late stable and mature stage
and is expected to enter into recession stage around second half of 2020.

Please refer to the section headed “Business — Our Players — Games Operational Information”
for detailed analysis of the fluctuations of the operational information and monetization level of our
main games.

OUR COMPETITIVE STRENGTHS

We believe that the following competitive strengths have contributed to our success in the
industry: (i) a leading mobile game developer, publisher and operator with a focus on female-oriented
games; (ii) active expansion into overseas markets backed by our stable cooperation with mainstream
distribution platforms in the overseas markets and our game localisation capabilities; (iii) highly
integrated business model with game development, publishing and operation capabilities; (iv) strong
game development team and sophisticated data analysis and application capabilities; and (v) dedicated
and visionary management team with stable teams and highly engaging corporate culture.
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OUR BUSINESS STRATEGIES

Our goal is to strengthen our leadership in the online game industry in the PRC and globally. We
intend to achieve our goals by pursuing the following strategies: (i) further expand and enrich our game
portfolio to strengthen our market position; (ii) deepen and expand our overseas markets; (iii) engage in
effective marketing and promotion activities to enhance our brand and game recognition; (iv) expand our
player base and build up gaming social platform; and (v) enhance our capabilities of utilising and
commercialising game IPs.

CUSTOMERS

For our self-published games, we consider players who have purchased in-game virtual items in
our games to be our paying customers. For our games published through third-party publishers, we
consider such third-party publishers as our customers.

During the Track Record Period, our five largest customers together accounted for less than 15%
of our revenue during each year in the Track Record Period. During the Track Record Period, none of
our Directors, their close associates, and to the knowledge of our Directors, any Shareholder owned
more than 5% of our Company’s issued share capital, had any interest in any of our five largest
customers.

SUPPLIERS

Our suppliers primarily include third-party distribution platforms, third-party advertising and
marketing service providers, third-party payment channels, server providers, third-party game developers
and other related game developing services providers.

In 2016, 2017 and 2018 and the three months ended 31 March 2019, the purchase amounts with
our five largest suppliers, all being Independent Third Parties, were RMB201.9 million, RMB282.2
million, RMB644.1 million and RMB143.3 million, respectively, representing 53.6%, 62.1%, 64.4% and
60.6% of the total purchase amounts with our suppliers. During the same periods, the transaction
amounts with our largest supplier amounted to RMBS81.5 million, RMB115.1 million, RMB306.3 million
and RMB70.9 million, respectively, accounting for 21.6%, 25.3%, 30.6% and 30.0% of the total
purchase amounts with our suppliers.

RISK FACTORS

Our business faces risks including those set out in the “Risk Factors™ section in this prospectus.
Some of the major risk factors that we face include:

(i) a small number of games have contributed a substantial majority of our revenue. Failure to
maintain the continuous success of these games could materially and adversely affect our
business and results of operations;

(i1) if we fail to launch successful new games to retain existing players and attract new players,
our business and growth may be materially and adversely affected;

(iii) any regulatory changes in the approval and registration process of new online games by the
PRC government may adversely affect our business;

(iv) we rely on a small portion of our total players for almost all of our revenue from games, and
may not be able to monetise our players effectively; and

(v) substantially all of our revenue from games come from sales of our in-game virtual items. If
this business model ceases to be commercially viable, our results of operations and business
prospects could be materially and adversely affected.

CONTRACTUAL ARRANGEMENTS

As certain aspects of the online games industry in which we operate are either subject to
restrictions or prohibitions under the PRC laws and regulations, we do not directly own any equity
interest in our Operating Entities. In light of the PRC regulatory requirements and with advice from our
PRC Legal Advisers, we determined that it was not viable for our Company to hold the equity interests
of our Operating Entities directly. Instead, we decided to adopt the Contractual Arrangements, which are
entered into among Suzhou Eagle, Suzhou FriendTimes and the Registered Shareholders. The
Contractual Arrangements enable us to gain effective control over and receive all the economic benefits
generated by the businesses currently operated by our Operating Entities. Such Contractual
Arrangements are commonly adopted by the industries in the PRC being subject to foreign investment
restrictions and prohibitions.

The Contractual Arrangements allow the results of operations and assets and liabilities of our
Operating Entities to be consolidated into our results of operations and assets and liabilities under the
HKFRS as if they were subsidiaries of our Group.
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The diagram below illustrates the relationships among the entities under the Contractual
Arrangements:

Our Company
100%
N
Suzhou Eagle q----- Registered Shareholders
A R

X Q) | 1) o ” denotes legal and beneficial
1 i 100% ownership in the equity interest
1 v Y

,,,,,,,, ” denotes Contractual Arrangements
Suzhou FriendTimes

Notes:

(1) Payment of service fee from Suzhou FriendTimes to Suzhou Eagle in exchange of the provision of technical services,
management support and consulting services. Please refer to the section headed ‘“Contractual Arrangements —
Summary of the Material Terms of the Contractual Arrangements — Exclusive Business Cooperation Agreement”
for details.

2) Exclusive call option to acquire all or part of the Registered Shareholders’ equity interest and/or assets in Suzhou
FriendTimes. Please refer to the section headed “Contractual Arrangements — Summary of the Material Terms of
the Contractual Arrangements — Exclusive Option Agreement” for details.

3) Entrustment of shareholders’ rights of the Registered Shareholders. Please refer to the section headed “Contractual
Arrangements — Summary of the Material Terms of the Contractual Arrangements — Voting Rights Proxy
Agreement and Powers of Attorney” for details.

4) Pledge of equity interest by the Registered Shareholders of their equity interest in Suzhou FriendTimes. Please refer
to the section headed “Contractual Arrangements — Summary of the Material Terms of the Contractual
Arrangements — Equity Pledge Agreement” for details.

For details, please refer to the section headed “Contractual Arrangements”.

2015 Draft FIL and 2019 FIL

On 19 January 2015, the MOFCOM released the 2015 Draft FIL and the Explanatory Notes for
public consultation. On 15 March 2019, the National People’s Congress promulgated the 2019 FIL which
will be effective on 1 January 2020. According to our PRC Legal Advisers, there remains uncertainties
regarding the interpretation and implementation of the 2019 FIL and its impact on the legality and
validity of our Contractual Arrangements. For further details of the 2015 Draft FIL and 2019 FIL, please
refer to the sections headed ‘“Contractual Arrangements — Development in the PRC Legislation on
Foreign Investment” and ‘“Risk Factors — Risks Relating to Our Company Structure — Substantial
uncertainties exist with respect to the interpretation and implementation of the 2019 FIL, the status of
the 2015 Draft FIL and how they may impact the viability of our current corporate structure, corporate
governance and business operations”.

Tax Rates

Under the Contractual Arrangements, Suzhou FriendTimes is required to pay to Suzhou Eagle
service fees that equal to the profit of Suzhou FriendTimes after deducting certain items. Such service
fee payments to Suzhou Eagle reduce Suzhou FriendTimes’s taxable income and correspondingly
increase the taxable income of Suzhou Eagle, which, due to the higher income tax rates applicable to
Suzhou Eagle than that of Suzhou FriendTimes, may affect our results of operations, particularly, our
income tax expenses and net profit on a consolidated basis.

We have benefited from a series of preferential tax treatment, which have contributed significantly
to our results of operations during the Track Record Period. However, Suzhou Eagle is currently subject
to the regular income tax of 25% and has yet to apply for and does not currently enjoy preferential tax
treatment. Due to the higher income tax rate applicable to Suzhou Eagle than Suzhou FriendTimes after
the Contractual Arrangements were in place since 20 February 2019, if Suzhou FriendTimes transfers its
before-tax profits to Suzhou Eagle, such transfer may result in increased income tax expenses for our
Group on a consolidated basis, which may materially and adversely affect our results of operations,
particularly, our net profit and net profit margin. For illustrative purpose, if we had been operating under
the Contractual Arrangements during the Track Record Period and that Suzhou Eagle was not able to
enjoy any preferential tax treatment, and, for the sake of prudence, assuming the consultancy and
technical service fee paid by Suzhou FriendTimes to Suzhou Eagle under the Contractual Arrangements
is not accepted by the tax authority as tax deductible on the part of Suzhou FriendTimes, we would have
incurred additional income tax expenses of approximately RMB20.2 million, RMB29.5 million,
RMBS84.2 million and RMB21.7 million for each of the year ended 31 December 2016, 2017, 2018 and
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the three months ended 31 March 2019, respectively, resulting in a decrease of net profit by such
amount during the corresponding period. Please refer to the section headed “Risk Factors — Risks
Relating to Our Company Structure — The Contractual Arrangements between Suzhou Eagle and
Suzhou FriendTimes may subject our Group to increased income tax due to the different income tax
rates applicable to Suzhou Eagle and Suzhou FriendTimes, which may adversely affect our results of
operations” for details of the risks associated with it.

OUR SHAREHOLDERS
Controlling Shareholders

As at the Latest Practicable Date, Mr. Jiang, through his control over a trust and a number of
offshore holding companies, will be entitled to control the exercise of voting rights of approximately
82.87% of the issued share capital of our Company. Immediately following the completion of the Global
Offering, assuming the Over-allotment Option is not exercised, Mr. Jiang, his trust entity Gorgeous
Sunshine, and his offshore holding companies, Eternal Heart, Ling Long, Lucky Fish, Future Wisdom,
Warm Sunshine, Agile Eagle, Purple Dream and Purple Crystal, will be directly and indirectly interested
in approximately 70.44% of the issued share capital of our Company. Accordingly, Mr. Jiang, Gorgeous
Sunshine, Eternal Heart, Ling Long, Lucky Fish, Future Wisdom, Warm Sunshine, Agile Eagle, Purple
Dream and Purple Crystal, are our Controlling Shareholders.

For the background of Mr. Jiang, please refer to the section headed ‘“Directors and Senior
Management”.

Pre-IPO Investments

In January 2016, Suzhou FriendTimes introduced a number of pre-IPO investors including SEC
Electric, Nanjing Liheng, Mr. Wang Jianyu, Shanghai Luopu, Mr. Lin Zhirong and Mr. Zhang Min. Each
of them entered into a share subscription agreement with Suzhou FriendTimes and invested a total of
RMB100.0 million in Suzhou FriendTimes, representing in aggregate 12.50% of our issued share capital
as at the Latest Practicable Date. On 21 June 2016, one of the pre-IPO investors, Shanghai Luopu
transferred its shares in Suzhou FriendTimes to its general partner Shanghai Keluopu, which further
transferred such shares to Suzhou Luoyuan on 29 May 2018. Shanghai Keluopu is also the general
partner of Suzhou Luoyuan.

For details, please refer to the section headed “History, Reorganisation and Corporate Structure —
Pre-IPO Investments™.

SUMMARY OF HISTORICAL FINANCIAL INFORMATION

The following tables set out the consolidated financial information of our Group during the Track
Record Period as extracted from, and should be read in conjunction with, the Accountants’ Report in
Appendix I of this prospectus.

Summary of Consolidated Statements of Comprehensive Income

The following table sets forth selected items of our consolidated statements of comprehensive
income during the Track Record Period:
Three months ended
Year ended 31 December 31 March
2016 2017 2018 2018 2019

(unaudited)
(in thousands of RMB)

Revenue 568,802 700,247 1,464,290 274,685 393,538
Gross profit 358,262 432,274 918,290 172,160 252,240
Profit before taxation 89,490 143,229 361,284 28,115 96,811
Profit for the year/period 80,688 117,903 336,703 24,607 86,647

Our revenue during the Track Record Period were in increasing trend due to the successful launch
of several popular female-oriented games, in particular the successful launch of Royal Chaos (Z4201%)
in September 2017 and Rise of Queendom (= EFFif) in March 2018, which led to the significant
increase in revenue in 2018 and the three months ended 31 March 2019. Please refer to the section
headed ‘“Financial Information — Description of Major Components of Our Results of Operations —
Revenue” for detailed analysis of our revenue.

Our gross profit during the Track Record Period were in an increasing trend and our gross profit
margin remained stable at 63.0%, 61.7%, 62.7% and 64.1% in 2016, 2017 and 2018 and the three
months ended 31 March 2019, respectively, as a result of the parallel increase in our revenue and cost of
sales. Please refer to the section headed “Financial Information — Period to Period Comparison of
Results of Operations” for further details.
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Net Current Assets and Net Assets
The following table sets forth our current assets, current liabilities, net current assets and net assets
as at the dates indicated:

As at
As at 31 December 31 March
2016 2017 2018 2019
(in thousands of RMB)

Current assets 316,631 433,038 623,151 595,742
Current liabilities 78,242 112,370 148,541 154,735
Net current assets 238,389 320,668 474,610 441,007
Net assets 258,805 355,759 573,482 557,861

Our net assets decreased by RMB15.6 million, from RMB573.5 million as at 31 December 2018 to
RMB557.9 million as at 31 March 2019. Such decrease was mainly due to a decrease in our cash and
cash equivalents by RMB157.9 million primarily resulting from the payment of dividends amounted to
RMBS86.1 million during the three months ended 31 March 2019. The effect was partially offset by (i) an
increase in our trade and other receivables by RMB92.8 million; and (ii) an increase in our financial
assets measured at fair value through profit or loss by RMB41.4 million.

Summary of Consolidated Cash Flow Statements
The following table sets forth selected cash flow data for the periods indicated:
Three months ended
Year ended 31 December 31 March
2016 2017 2018 2018 2019

(unaudited)
(in thousands of RMB)

Operating profit before changes in working capital 128,130 151,741 365,976 38,119 98,807
Net cash generated from/(used in) operating activities 103,165 119,703 344,046 (2,830) 19,573
Net cash generated from/(used in) investing activities 8,335 (15,880) (54,978) (6,604) (89,193)
Net cash generated from/(used in) financing activities 96,438 (22,156) (123,577) (771) (86,998)

The net cash used in investing activities for the three months ended 31 March 2019 primarily
included (i) our payment for purchase of property, plant and equipment, intangible assets and other non-
current assets of RMB20.3 million mainly as a result of the construction of our new office building and
purchase of servers, computers, testing equipment and softwares; (ii) payment for investment in wealth
management products and structured deposits of RMB50.0 million issued by licensed banks in the PRC;
and (iii) investment in TV-series-based financial instrument of RMB20.0 million. The net cash used in
investing activities in 2018 primarily included our payment for purchase of property, plant and
equipment, intangible assets and other non-current assets of RMB61.3 million mainly as a result of the
construction of our new office building. The net cash used in investing activities in 2017 primarily
included (i) the purchase of servers, computers, testing equipment and softwares, (ii) our payment for
purchase of land use rights for our new office building in Suzhou, and (iii) our payment for investment
in 30.16% of the equity interest of Jingxiang Times.

The net cash used in financing activities for the three months ended 31 March 2019, in 2018 and
2017 primarily included our dividend payment in the amount of RMB&86.1 million for the three months
ended 31 March 2019, RMB118.8 million in 2018 and RMB20.7 million in 2017. The net cash generated
in financing activities in 2016 was primarily due to the pre-IPO investment in the amount of RMB100.0
million.

Please refer to the section headed ‘“‘Financial Information — Liquidity and Capital Resources —
Cash Flow Analysis” for detailed analysis of our cash flow.

KEY FINANCIAL RATIOS
The following table sets forth certain of our key financial ratios as at the dates and for the periods
indicated:

As at
31 March/
for the three
months
As at 31 December/ ended
for the year ended 31 December 31 March
2016 2017 2018 2019
Current ratio” 4.0 3.9 4.2 3.9
Return on equity'® 31.4% 33.2% 58.7% 63.0%
Return on total assets®’ 23.3% 24.8% 45.7% 48.5%
Gross profit margin® 63.0% 61.7% 62.7% 64.1%
Net profit margin® 14.2% 16.8% 23.0% 22.0%
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Notes:

(1) Total current assets divided by total current liabilities as at each relevant period end.

2) For each of the three years ended 31 December 2018, return of equity is calculated by dividing profit for the year
attributable to the equity shareholders of our Company by total equity attributable to the equity shareholders of the
Company as at each relevant year end and multiplying by 100%. For the three months ended 31 March 2019, return
of equity is calculated by dividing profit for the period attributable to the equity shareholders of our Company by
total equity attributable to the equity shareholders of our Company as at the period end and multiplying 100% and
365/90.

3) For each of the three years ended 31 December 2018, return of total assets is calculated by dividing profit for the
year attributable to the equity shareholders of our Company by total assets as at each relevant year end and
multiplying by 100%. For the three months ended 31 March 2019, return of total assets is calculated by dividing
profit for the period by total assets as at the period end and multiplying 100% and 365/90.

4) Gross profit for the year/period divided by revenue for the year/period and multiplied by 100%.

) Profit for the year/period divided by revenue for the year/period and multiplied by 100%.

Our return on equity increased from 33.2% for the year ended 31 December 2017 to 58.7% as at 31
December 2018 primarily due to our profit for the year increased at a higher rate than our total equity.
Our return on equity further increased to 63.0% for the three months ended 31 March 2019 primarily
due to an increase in our profit for the period as well as a decrease in our equity as a result of the
declaration of dividend of RMB102.3 million during the same period. Our return on total assets
increased from 24.8% as at 31 December 2017 to 45.7% as at 31 December 2018 primarily due to our
profit for the year increased at a higher rate than our total asset. Our return on total assets increased
from 45.7% for the year ended 31 December 2018 to 48.5% for the three months ended 31 March 2019,

which was generally in line with the increase in our return of equity for the same period.

Our net profit margin increased significantly from 16.8% in 2017 to 23.0% in 2018 primarily as a
result of (i) the good performance of our games, in particular, Royal Chaos (Z42Qf%) and Rise of
Queendom (ﬁﬁ-‘ﬁ‘?ﬁ%, that had led to a significant increase in revenue in 2018, resulting in a lower
ratio of research and development expense and general and administrative expense as a percentage to our
total revenue and (ii) the decrease in our income tax expenses in 2018 as discussed in the section headed
“Financial Information — Period to Period Comparison of Results of Operations — Period Ended 31
December 2018 Compared to Period Ended 31 December 2017 — Income Tax Expenses™.

Please refer to the section headed “Financial Information — Key Financial Ratios” for detailed
analysis of our key financial ratios.

DIVIDENDS

We currently do not have any pre-determined dividend pay-out ratio. During the Track Record
Period, we declared dividends in an aggregate amount of nil, RMB20.7 million, RMB118.8 million and
RMB102.3 million, respectively, for the year ended 31 December 2016, 2017 and 2018 and the three
months ended 31 March 2019 to our then shareholders. You should note that historical dividend
distributions are not indicative of our future dividend distribution policy. The payment and the amount
of any future dividends will be at the discretion of our Board and will also depend on various factors
that our Board deems relevant such as our results of operation, cash flow, capital requirements, general
financial conditions, contractual restrictions, future prospects and other relevant factors, and will be
subject to our Articles and the Cayman Companies Law, as well as the approval of our Shareholders.

OFFER STATISTICS

All statistics in the table below are based on the assumption that the Over-allotment Option is not
exercised.

Based on an Offer
Price of HK$1.37
per Offer Share,
after a Downward Based on minimum Based on maximum
Offer Price indicative Offer indicative Offer
Adjustment of 10% Price of HK$1.52 Price of HK$1.96

HK$3,014 HK$3,344 HK$4,312
Market capitalisation of our Shares'" million million million
Unaudited pro forma adjusted consolidated
net tangible assets per Share attributable to
equity shareholders of our Company®® HK$0.47 HK$0.49 HK$0.56

Notes:

(1) The calculation of market capitalisation is based on the 2,200,000,000 Shares expected to be in issue immediately
upon completion of the Capitalisation Issue and the Global Offering and on the assumption that the Over-allotment
Option is not exercised.
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(2) No adjustment has been made to reflect any trading result or other transaction of the Group entered into subsequent
to 31 March 2019. The unaudited pro forma adjusted consolidated net tangible assets per Share is arrived at after
adjustment for the estimated net proceeds from the Global Offering payable to our Company and on the basis that a
total of 2,200,000,000 Shares were in issue (including Shares in issue as of the date of this prospectus and those
Shares to be issued pursuant to the Global Offering and the Capitalisation Issue) assuming that the Global Offering
and the Capitalisation Issue had been completed on 31 March 2019 but taking no account of any shares which may
be issued upon the exercise of the Over-allotment Option.

3) See “Appendix II — Unaudited Pro Forma Financial Information — A. Unaudited Pro Forma Adjusted Consolidated
Net Tangible Assets™ to this prospectus regarding the assumptions made and the calculation method.

LISTING EXPENSES

The total estimated listing expenses (including underwriting commissions but excluding any
discretionary incentive fee which may be payable by us) in relation to the Global Offering (based on the
midpoint of our indicative price range for the Global Offering and assuming that the Over-allotment
Option is not exercised) are approximately RMB48.9 million. During the Track Record Period, we
incurred actual listing expenses of RMB17.0 million, of which RMB7.2 million and RMB9.8 million
were charged to our consolidated statement of profit or loss for the year ended 31 December 2018 and
for the three months ended 31 March 2019, respectively. We expect to incur further listing expenses of
approximately RMB31.9 million, of which RMB12.4 million will be charged to our consolidated
statement of profit or loss for the period beginning 1 April 2019 and ending 31 December 2019 and
RMB19.5 million is expected to be charged against equity upon successful Listing under the relevant
accounting guidelines for the period beginning 1 April 2019 and ending 31 December 2019.

USE OF PROCEEDS

We estimate the net proceeds of the Global Offering which we will receive, assuming an Offer
Price of HK$1.74 per Offer Share (being the mid-point of the Offer Price range stated in this
prospectus), will be approximately HK$519.9 million, after deduction of underwriting commissions and
estimated expenses payable by us in connection with the Global Offering and assuming the Over-
allotment Option is not exercised.

We intend to use the net proceeds of the Global Offering for the purposes and in the amounts set
out below:

° approximately 30.0% of our estimated net proceeds, or HK$155.9 million (equivalent to
approximately RMB140.4 million), will be used to further expand and enhance our game
portfolio and the research and development of our core proprietary technologies;

° approximately 35.0% of our estimated net proceeds, or HK$182.0 million (equivalent to
approximately RMB163.8 million), will be used to fund our advertising, marketing and
promotion campaigns to strengthen our competitive position in the PRC as well as various
important overseas markets;

° approximately 15.0% of our estimated net proceeds, or HK$78.0 million (equivalent to
approximately RMB70.2 million), will be used to strengthen our IP portfolio and enrich
related contents offerings by creating our own original IPs and/or buying-out or investing in
high quality IPs to enhance our market position and market influence of our IPs and games,
extend the lifecycle of our IPs and our IP-related games and maximise the commercial value
and potentials of our IPs;

° approximately 10.0% of our estimated net proceeds, or HK$52.0 million (equivalent to
approximately RMB46.8 million), will be used to fund our strategic acquisition of both
upstream and downstream game-related businesses to strengthen our IP creation capability
and expand our IP portfolio, expand our game offerings and enhance our research and
development efficiency; and

° approximately 10.0% of our estimated net proceeds, or HK$52.0 million (equivalent to
approximately RMB46.8 million), will be used for working capital and general corporate
purposes.

Please refer to the section headed “Future Plans and Use of Proceeds” in this prospectus for more
information.

LEGAL PROCEEDINGS AND COMPLIANCE

Our Directors confirm that, as at the Latest Practicable Date, there had been no litigation or
arbitration or administrative proceedings pending or threatened against our Group or any of our
Directors which could have a material adverse effect on our Group’s financial condition or results of
operations.

- 10 -
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RECENT DEVELOPMENT

Based on our unaudited management accounts for the seven months ended 31 July 2018 and 2019,
our revenue for the seven months ended 31 July 2019 increased moderately when compared with the
corresponding period in 2018. Our gross profit margin for the seven months ended 31 July 2019
remained stable when compared with the corresponding period in 2018. Our revenue for the four months
ended 31 July 2019 increased moderately compared with the corresponding period in 2018, primarily
due to (i) the increase in revenue generated from our signature game, the simplified Chinese (PRC)
version of Rise of Queendom (& & 51FF), which was launched in March 2018; (ii) the launch of the
Korean version of Rise of Queendom (7= FFJf) in January 2019; (iii) the launch of the Japanese
version of our signature game, Royal Chaos (F 4 Q¥), in March 2019, which has been recommended
by Google Play; and (iv) the launch of the Korean version of Royal Chaos (F4CQ#) in July 2018. Our
gross profit margin for the four months ended 31 July 2019 remained stable compared with the
corresponding period in 2018.

Our average DAUs and MAUs for the seven months ended 31 July 2019 were approximately
635,500 and 3.2 million, respectively, which had slightly increased from our average DAUs of 615,300
and average MAUs of 3.0 million for the three months ended 31 March 2019. Such moderate increase
was in line with our advertising, marketing and promotion campaigns along with our launch of new
games. The gross billing for the seven months ended 31 July 2019 increased moderately when compared
with the corresponding period in 2018. The gross billing for the four months ended 31 July 2019
increased moderately when compared with the corresponding period in 2018 primarily due to the same
reasons for the increase in revenue for the same period as stated above.

Subsequent to our Track Record Period and up to the Latest Practicable Date, we officially
launched (i) Dynasty of Kingdoms (7 F ML), Pantheon’s War (5 #4J#8), Project: Heartbeat (\L>#EET
#) and Yokai Kitchen (#5 & £ ##) in the PRC, and (ii) Fate of the Empress ({F/£ ZWHK), Story: Cyborg
Fantasy ({L.5¥)5%) and Yokai Kitchen (¥5% B 5#) in the oversea markets. In particular, Fate of the
Empress ({F4£ 73 WK) and Yokai Kitchen (5% B 5#) are expected to become our new signature games.

Fate of the Empress (1%4E ZJ#K) is an ancient Chinese style female-oriented game, which was
developed from a novel composed by our in-house novel composing team. This is our largest scale game
in terms of research and development expenses incurred prior to its initial launch in Malaysia, Hong,
Kong, Macau and Taiwan and we had devoted over 15 months in its research and development prior to
launching its simplified Chinese (Overseas) version in May 2019. As at the Latest Practicable Date, we
had over 100 employees involved in the research and development and optimising of this game. Fate of
the Empress (f?éli%fﬁﬁgﬁ') is also a story-based RPG game which has an extensive and complicated
game play structure with an aim to deeply engage our players. It has incorporated 3D features and
physically based rendering technology for more exquisite and splendid effects, and has incorporated
real-time weather rendering system (HJIf KA F%%) to make the world in the game more realistic.
Within the short time frame it was launched in Hong Kong, Macau and Taiwan, the traditional Chinese
language version was promoted and recommended by Apple’s App Store and Google Play on their
platforms under the “new recommended games” category and achieved a highest ranking of no. 2 on 1
July 2019 in the free game board for iPhone or Apple’s App Store in Taiwan. We have obtained the
publication number for this game on 26 July 2019 and we expect to launch the simplified Chinese (PRC)
version of the game in the second half of 2019.

Another game which is expected to be our new signature game is Yokai Kitchen (1§58 F ). It is a
game developed from a game idea selected from our staff participating in our in-house competition in
2017. Yokai Kitchen (5% B 5#) is a female-oriented mobile game which features a fantasy theme
incorporating creative elements such as supernatural creatures, cooking and restaurant management
simulation. This is our second largest scale game in terms of research and development expenses
incurred prior to its initial launch of the English/simplified Chinese (Overseas) version in June 2019 in
Malaysia and Singapore which we had devoted over 13 months in its research and development. We also
launched the Korean and traditional Chinese versions of the game in July 2019. Upon obtaining the
publication number for Yokai Kitchen (#5# B &) on 26 July 2019, we have also launched the simplified
Chinese (PRC) version of the game in August 2019 without filing such game with MOCT, given (i) the
MOCT no longer assumes the responsibility for the administration of online games industry according to
the Notice on Adjusting the Scope of Examination and Approval regarding the Internet Cultural
Operation Licence to Further Regulate the Approval Work (B i i % <AE 4% SCAL 8878 5 AT 76 > 2 1L o [7]
HE— B HE AL TAERYME%1)) and the Online Game Measures which stipulates the requirement of
online filing with the MOCT was abolished by the MOCT on 10 July 2019 and (ii) as of the Latest
Practicable Date, no PRC laws and regulations have been officially promulgated regarding whether the
responsibility of the MOCT for supervising online games will be undertaken by another governmental
department. As advised by our PRC Legal Advisers, subject to point (ii) above, as long as there is no
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SUMMARY

governmental authority requiring similar online filing requirement or new supervision requirements for
the distribution and operation of online games, filing the game with MOCT is not required before the
launch of the simplified Chinese (PRC) version of this game and it will not constitute any non-
compliance. Thus, our Directors believe that, as at the Latest Practicable Date, online filing requirement
with the MOCT for the distribution and operation of online games will not have any material adverse
impact on our operation. The game has incorporated 3D features and augmented reality technology (a
technology that adding a digital image on the players’ view of the real world) to enhance the reality of
in-game experience. The traditional Chinese version was promoted and recommended by Apple’s App
Store on its platform and the Korean version was promoted and recommended by Google Play on its
platform. Our Directors believe that, according to their extensive experience in the operation of female-
oriented mobile games, these two games will become our new signature games and its performance will
be comparable to or even surpass that of our existing signature games.

As at the Latest Practicable Date, we have received the publication numbers for Fate of the
Empress (174 £ AK) and Yokai Kitchen (#%5 % F-5F) and we have received preliminary approvals from
the NAPP at the provincial level for the simplified Chinese (PRC) version of one of our existing mobile
games, Story: Cyborg Fantasy ({L5#)i%), and the simplified Chinese (PRC) version of three of our
newly developed mobile games, namely, Fate: The Loved Journey (M EHEF]), Majesty & Conquest (T
JEL HLAER) and Wizardlord (JBE %35 #£). Subject to us obtaining the publication numbers from the NAPP
at the national level for these games, we will also be ready to launch them in the PRC. We believe the
launch of these games would expand and enrich our game portfolio and could widen our player base.

We expect that, at the early growth stage of these new games, a vast number of new players will
be attracted to try to play our new games and they may be attracted to spend a small amount of money
to purchase virtual items on the games at the beginning, which may lead to a wider player base and a
lower overall average ARPPU.

As at the Latest Practicable Date, our existing game portfolio included 12 games with a total of 33
different language versions that were in operations.

RECENT CHANGE IN REGULATORY AND MARKET ENVIRONMENT

As at the Latest Practicable Date, according to PRC laws and regulations on online games, the
official launch of mobile games in the PRC is subject to game registration and issuance of game
publication numbers by the NAPP. According to Frost & Sullivan, the NAPP at the national level
suspended approval of game registration and issuance of publication numbers for online games from
March 2018 and resumed to issue game publication numbers by batches periodically since December
2018.

Upon the resumption of the issuance of game publication numbers by the NAPP in December
2018, game publication numbers have been issued periodically. According to the website of the
SAPPRFT, since December 2018 till the Latest Practicable Date, the NAPP has issued over 1,000 game
publication numbers. On 19 April 2019, the updated Service Guidance for the Approval of Publishing
Domestic Online Games was published on the official website of the SAPPRFT.

However, as the regulatory authorities have received a large amount of game publication number
applications which are to be reviewed, it may take some time for all of the existing game publication
number applications to obtain the game publication numbers.

Please refer to the section headed “Business — Recent Change in Regulatory Environment™ for
more information.

NO MATERIAL ADVERSE CHANGE

Our Directors confirm that there had been no material adverse change in our financial or trading
position or prospects since 31 March 2019, being the date of our latest audited financial statements, and
up to the date of this prospectus.
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DEFINITIONS

In this prospectus, unless the context otherwise requires, the following terms shall have the

meanings set out below.

“2015 Draft FIL”

“2017 Catalogue”

“2018 Draft FIL”

“2018 Negative List”

#2019 Catalogue”

“2019 Negative List”

“2019 FIL”

“Accountants’ Report”

“affiliate”

“Agile Eagle”

“Anti-addiction Notice”

Draft Foreign Investment Law ("% A R LA [E AP £ &35 (8
LR E FLAT))) published by MOFCOM in January 2015

Guidance Catalogue of Industries for Foreign Investment (2017

Revision)* (FMEiT% & 2 £ 458 H 8k (201 74F-1E 7))

Draft Foreign Investment Law (% A\ RILFNE AP #E &L (O
LHECKE RAT))) published by the Standing Committee of the
National People’s Congress in December 2018

Special Administrative Measures (Negative List) for the Access
of Foreign Investment (2018)* (O 5 v R A A i (T
55 (20184E M)

The Catalogue of Industries in which Foreign Investment is

Encouraged (2019 Revision) (%8715 £ & 7 2£ H #:(20194FfR))

Special Administrative Measures (Negative List) for the Access

of Foreign Investment (2019) (¥hpd % & e A4 Il A& B 15 it (& Tl
15 #)(20194F- i)

Foreign Investment Law (% A\ R ILFNEH HPpi £ & %)) adopted

by the second session of the 13th National People’s Congress on
15 March 2019 and will become effective on 1 January 2020

the report of the Reporting Accountants dated 24 September 2019,
the text of which is set out in Appendix I of this prospectus

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

Agile Eagle Holdings Limited, a company incorporated under the
laws of the BVI with limited liability on 23 October 2018 and
wholly-owned by Mr. Jiang, and one of our Controlling
Shareholders

Notice Regarding the Implementation of Anti-addiction System
on Online Games in Protecting the Physical and Mental Health of
Minors* (B A PR G AR AR S0 il 52 B il A8 46 702 15 B 0k &R 4
ORI
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DEFINITIONS

“Application Form(s)”

“Articles” or
“Articles of Association”

“associate(s)”

“Board” or “Board of Directors”

“business day”

“BVIM
“CAGR”

“Capitalisation Issue”

s

“Cayman Companies Law” or
“Companies Law”

“Cayman Registrar”

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant™

WHITE Application Form(s), YELLOW Application Form(s)
and GREEN Application Form(s) or, where the context so
requires, any of them

the articles of association of our Company (as amended from time
to time), conditionally adopted on 11 September 2019 with effect
from the Listing Date, a summary of which is set out in Appendix
IIT to this prospectus

has the meaning ascribed to it under the Listing Rules
the board of directors of our Company

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

the British Virgin Islands
compound annual growth rate

the issue of 1,818,340,000 Shares to be made upon the
capitalisation of part of the sum standing to the credit of the
share premium account of our Company referred to in the section
headed “‘Statutory and General Information — A. Further
information about our Group — 4. Written resolutions of the
shareholders passed on 11 September 2019” in Appendix IV to
this prospectus

the Companies Law (as revised) of the Cayman Islands, as
amended or supplemented or otherwise modified from time to
time

the Registrar of Companies of the Cayman Islands

the Central Clearing and Settlement System established and
operated by HKSCC

a person admitted to participate in CCASS as a direct participant
or a 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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DEFINITIONS

“CCASS Participant”

“Cheeryoo”

“China” or “the PRC”

“Circular 137

“Circular 37”

“Companies Ordinance”

“Companies (Winding Up and
Miscellaneous Provisions)
Ordinance”

“Company”” or “our Company” or
“the Company”

“connected person(s)”

“connected transaction(s)”

“Contractual Agreements”

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

Suzhou Cheeryoo Network Technology Co., Ltd. (ffJH b7 48 4%
BHELAPRZAF]), a company established under the laws of the PRC
with limited liability on 11 January 2018 and wholly-owned by
Suzhou FriendTimes, and by virtue of the Contractual
Arrangements, accounted for as our subsidiary

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

Circular of SAFE on Further Simplifying and Improving the
Direct Investment-related Foreign Exchange Administration

Policies™* ([l — 2 flj (L A0 g 14 15 A1 BE A B BSR4 28 )

Circular on Relevant Issues concerning Foreign Exchange
Administration of the Overseas Investment and Financing and
Return Investment Conducted by Domestic Residents through
Overseas Special Purpose Vehicle* (B A58 A JE B 8 FEiK H 1Y
2N LA E B R AR 1 S T A ) B 2 A

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

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

FriendTimes Inc., an exempted company incorporated under the
laws of the Cayman Islands with limited liability on 16 November
2018

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

the series of contractual agreements entered into among Suzhou
Eagle, Suzhou FriendTimes and the Registered Shareholders,
details of which are described in the section headed ‘““Contractual
Arrangements” in this prospectus
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DEFINITIONS

“Controlling Shareholder(s)”

“Co-lead Managers”

“Crop Pioneer”

“CSRC”

“David Epoch”

“Downward Offer Price
Adjustment”

“Director(s)”
6‘EIT’?

“EIT Law”

“Equity Pledge Agreement”

“Eternal Heart”

“EUM

has the meaning ascribed to it under the Listing Rules and in the
context of this prospectus, refers to the controlling shareholders
of our Company, being Mr. Jiang, Gorgeous Sunshine, Eternal
Heart, Ling Long, Lucky Fish, Future Wisdom, Warm Sunshine,
Agile Eagle, Purple Dream and Purple Crystal

collectively, Ever-Long Securities Company Limited, HTF
Securities Limited, Joincap Securities Limited, Tanrich Asia-Pac
Securities Limited and Futu Securities International (Hong Kong)
Limited

Crop Pioneer Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 23 October 2018 and
owned by Yang Fan (#M), Chen Wentao (B 3(7F), Wang Yi (£
—) and Yan Ping (%), all of whom are partners of Suzhou
Luoyuan

China Securities Regulatory Commission (4 Bl 75 7 BB E M & B
)
=

David Epoch Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 1 November 2018
and wholly-owned by Magic David

an adjustment that has the effect of setting the final Offer Price
up to 10% below the bottom end of the indicative Offer Price
range

director(s) of our Company
enterprise income tax

the Law of the PRC on Enterprise Income Tax ("3 A R A1E
B EFERBIE)

the equity pledge agreement entered into among Suzhou Eagle,
Suzhou FriendTimes and the Registered Shareholders dated 20
February 2019

Eternal Heart Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 1 November 2018
and wholly-owned by Gorgeous Sunshine, and one of our
Controlling Shareholders

European Union
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DEFINITIONS

“Exclusive Business Cooperation
Agreement”

“Exclusive Option Agreement”

“Framework Loan Agreement”

“Friend Century”

“Friend Times Korea”

“Friend World”

“Frost & Sullivan”

“Frost & Sullivan Report™

“Future Wisdom”

“GameFriend”

“GAPP”

the exclusive business cooperation agreement entered into
between Suzhou Eagle and Suzhou FriendTimes dated 20
February 2019

the exclusive option agreement entered into among Suzhou Eagle,
Suzhou FriendTimes and the Registered Shareholders dated 20
February 2019

the framework loan agreement entered into between Suzhou Eagle
and Suzhou FriendTimes dated 6 March 2019

Friend Century Limited, a company incorporated under the laws
of Hong Kong with limited liability on 7 December 2018 which is
wholly-owned by Friend World and is our subsidiary

Friend Times Korea Co., Ltd., a company established under the
laws of South Korea with limited liability on 22 December 2015
which is wholly-owned by Friend World and is our subsidiary

Friend World Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 26 November 2018
and is wholly-owned by our Company

Frost & Sullivan (Beijing) Inc. Shanghai Branch Co., a market
research and consulting company and Independent Third Party,
which prepared the Frost & Sullivan Report

the industry report prepared by Frost & Sullivan and
commissioned by our Company regarding the female-oriented
mobile game market in the PRC, as referred to in the section
headed “Industry Overview” in this prospectus

Future Wisdom Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 23 October 2018 and
wholly-owned by Mr. Jiang, and one of our Controlling
Shareholders

Suzhou GameFriend Network Technology Co., Ltd. (# M 45t /&
&R A R/A 7)), a company established under the laws of the
PRC with limited liability on 9 April 2014 and wholly-owned by
Suzhou FriendTimes, and by virtue of the Contractual
Arrangements, accounted for as our subsidiary

The General Administration of Press and Publication GB7 [ H it 44
)
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DEFINITIONS

“GAPP Online Game Notice”

“Global Offering”

“Gorgeous Sunshine”

“Green Application Form(s)”

“Group”, “our Group”,

LR T3 EH)

“the Group”, “we”, “us”, or

13 EH)

our

“HK eIPO White Form”

“HK eIPO White Form Service
Provider”

“HKFRSs”

“HKSCC”

“HKSCC Nominees”

the Notice Regarding the Consistent Implementation of the
Stipulations 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 Internet
Games and the Examination and Approval of Imported Internet
Games (Xin Chu Lian [2009] No. 13), jointly published by the
GAPP, the NCA and the National Office of the Combating
Pornography and Illegal Publication CH7[H] tRAEE - B ZRHE
J o~ AB TR AT A | AR N A A 3 TR AR R R B
CT=5E ] BUED) F0rb S A7 B R - 2 — 20 i o 490 A% 202 15 il
B AL R 1 A A 0 S A AL A B A A ) G HE B [2009] 139%) on
28 September 2009

the Hong Kong Public Offering and the International Offering

Gorgeous Sunshine Holding Limited, a company incorporated
under the laws of the BVI with limited liability on 9 January
2019, the holding vehicle of a discretionary trust established by
Mr. Jiang as the settlor and wholly-owned by TMF (Cayman) Ltd.
as the trustee, and one of our Controlling Shareholders

the application form(s) to be completed by the HK eIPO White
Form Service Provider

our Company, our subsidiaries and our Operating Entities, or,
where the context so requires, in respect of the period prior to our
Company becoming the holding company of our present
subsidiaries and Operating Entities, as if such subsidiaries and
Operating Entities were subsidiaries of our Company at the
relevant time

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 HK eIPO White Form
www.hkeipo.hk

the HK eIPO White Form Service Provider designated by our
Company, as specified on the designated website of
www.hkeipo.hk

Hong Kong Financial Reporting Standards issued by the Hong
Kong Institute of Certified Public Accountants

Hong Kong Securities Clearing Company Limited
HKSCC Nominees Limited, a wholly-owned subsidiary of

HKSCC
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DEFINITIONS

“Hong Kong” or “HK”

“Hong Kong dollars™ or
“HK dollars” or “HK$”

“Hong Kong Offer Shares”

“Hong Kong Public Offering”

“Hong Kong Branch Share

Registrar”

“Hong Kong Stock Exchange”

“Hong Kong Underwriters”

“Hong Kong Underwriting
Agreement”’

“ICP Licence”

“Implementation Programme on
Prevention of Juveniles Myopia™

“Independent Third Party(ies)”

“Interim and Ex Post Supervision
Notice”

the Hong Kong Special Administrative Region of the PRC

Hong Kong dollars, the lawful currency of Hong Kong

the 33,000,000 Shares being initially offered for subscription in
the Hong Kong Public Offering, subject to reallocation

the offer of the Hong Kong Offer Shares for subscription by the
public in Hong Kong

Tricor Investor Services Limited

The Stock Exchange of Hong Kong Limited

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

the underwriting agreement dated 23 September 2019, relating to
the Hong Kong Public Offering, entered into by, among others,
the Sole Representative, the Hong Kong Underwriters and our
Company, as further described in the section headed
“Underwriting — Underwriting Arrangements and Expenses —
Hong Kong Public Offering” in this prospectus

the value-added telecommunications business operating licence*
(iﬁ%T§¥Z§§§%§¢ﬂ§§) for internet information service

Implementation Programme on Comprehensive Prevention and
Control of Juveniles Myopia* (%76 i Gl 5 Dl By
=z
ES))

an individual(s) or a company(ies) who or which is/are not
connected (within the meaning of the Listing Rules) with any
directors, chief executive or substantial shareholders (within the
meaning of the Listing Rules) of us, our subsidiaries, our
Operating Entities or any of their respective associates

Notice of the MOC on Regulating the Operations of Online
Games and Strengthening Interim and Ex Post Supervision* (3ft

IS I 7 A SR A A A FHE o R = o AR B AR R )
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DEFINITIONS

“International Offer Shares”

“International Offering”

“International Sanctions”

“International Underwriters”

“International Underwriting
Agreement”

“Internet Cultural Operation
Licence”

“Internet Publishing Service
Licence”

“Jiang Family Trust”

“Jingxiang Times”

“Joint Bookrunners”

“Joint Global Coordinators”

the 297,000,000 Shares being initially offered by us for
subscription or purchase under the International Offering together
with, where relevant, any additional Shares which may be issued
by us pursuant to the exercise of the Over-allotment Option,
subject to reallocation

the conditional placing of the International Offer Shares to
institutional, professional and other investors as set out in the
section headed “Structure of the Global Offering” in this
prospectus

Sanctions-related laws and regulations issued by the United
States, the European Union, the United Nations or Australia

the underwriters of the International Offering

the international underwriting agreement relating to the
International Offering, which is expected to be entered into by,
among others, our Company, the Sole Representative and the
International Underwriters on the Price Determination Date as
further described in the section headed ‘“‘Underwriting —
Underwriting Arrangements and Expenses — The International
Offering”

the internet cultural operation licence (%% LA FFAI7E) for
operating internet cultural business

the internet publishing service licence (&84 i MR IS #F 1T &%) for
publishing on the internet

a discretionary trust established by Mr. Jiang (as the settlor and
protector) and TMF (Cayman) Ltd. (as the trustee) for the benefit
of Mr. Jiang

Suzhou Jingxiang Times Network Technology Co., Ltd. (ffJH#%
FR AR A BR/A F]), a company established under the laws
of the PRC with limited liability on 29 March 2017 which is held
as to 30.16% by Suzhou FriendTimes, not accounted for as our
subsidiary

collectively, Guotai Junan Securities (Hong Kong) Limited, CMB
International Capital Limited, ABCI Capital Limited, Haitong
International Securities Company Limited and Huatai Financial
Holdings (Hong Kong) Limited

Guotai Junan Securities (Hong Kong) Limited and CMB
International Capital Limited
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DEFINITIONS

“Joint Lead Managers”

“Joy Box”

“Joy Cloud”

“JTW Investment”

“KRW”

“Latest Practicable Date”

“LIN ZHIRONG Holdings”

“Ling Long”

“Listing”

“Listing Committee”

“Listing Date”

collectively, Guotai Junan Securities (Hong Kong) Limited, CMB
International Capital Limited, ABCI Securities Company Limited,
Haitong International Securities Company Limited and Huatai
Financial Holdings (Hong Kong) Limited

Joy Box Holdings Limited, a company incorporated under the
laws of the BVI with limited liability on 1 November 2018 and
wholly-owned by Joy Cloud

Joy Cloud Holdings Limited, a company incorporated under the
laws of the BVI with limited liability on 23 October 2018 and
wholly-owned by Song Huan (R#K) who is one of the Registered
Shareholders

JTW Investment Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 23 October 2018 and
owned by Wu Yadong (% 503{), Xu Jianfeng (¥ #%), Wang Hui
(‘ENE), Ji Long (AH#E) and Xu Zhenbiao (#R¥RJ%), all of whom
are partners of Nanjing Liheng

South Korean Won, the lawful currency of South Korea

16 September 2019, being the latest practicable date prior to the
printing of this prospectus for the purpose of ascertaining certain
information contained in this prospectus

LIN ZHIRONG Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 23 October 2018 and
wholly-owned by Lin Zhirong (FRE %) who is one of the
Registered Shareholders

Ling Long Holdings Limited, a company incorporated under the
laws of the BVI with limited liability on 1 November 2018 and
wholly-owned by Gorgeous Sunshine, and one of our Controlling
Shareholders

the listing of the Shares on the Main Board of the Hong Kong
Stock Exchange

the listing committee of the Hong Kong Stock Exchange

the date, expected to be on or about 8 October 2019 on which the
Shares are listed on the Hong Kong Stock Exchange and from
which dealings in the Shares are permitted to commence on the
Hong Kong Stock Exchange
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DEFINITIONS

“Listing Rules™

“Lucky Fish”

“M&A Rules™”

“Magic David”

“Main Board”

“Memorandum” or
“Memorandum of Association”

“MIIT” or “MII”

“MOC” or “MOCT”

“MOFH

“MOFCOM™

“MPS”

“Mr. Jiang”

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

Lucky Fish Holdings Limited, a company incorporated under the
laws of the BVI with limited liability on 1 November 2018 and
wholly-owned by Gorgeous Sunshine, and one of our Controlling
Shareholders

the Regulations on Mergers and Acquisitions of Domestic
Enterprises by Foreign Investors (Pt 4hE 5 & 35 f i H A A 2
HIBLE)

Magic David Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 23 October 2018 and
wholly-owned by Song Dawei (K Kf%) who is one of the
Registered Shareholders

the stock exchange (excluding the option market) operated by the
Hong Kong Stock Exchange which is independent from and
operates in parallel with the Growth Enterprise Market of the
Hong Kong Stock Exchange

the memorandum of association of our Company, conditionally
adopted on 11 September 2019 with effect from the Listing Date,
as amended from time to time

Ministry of Industry and Information Technology of the PRC ('
He N RSLANE T35 BALHF), and its predecessor was known
as the Ministry of Information Industry of the PRC (1% A &I
A 5 2E7)

Ministry of Culture of the PRC (H#E A R ILFNE SCAL#P) (since
March 2018 known as the Ministry of Culture and Tourism of the
PRC (3 A\ R LA B SCAb Al i &)

Ministry of Finance of the PRC ("% A [t [#] B L)

Ministry of Commerce of the PRC (H1#E A R ILAIE B HS ) or
its predecessor, the Ministry of Foreign Trade and Economic
Cooperation of the PRC (H#E A [ 3 A0 5] 3 48 775 54 5 1)

Ministry of Public Security of the PRC (H 3£ A R L3 22 %2 850)
Mr. Jiang Xiaohuang O, our founder, chairman, executive

Director, chief executive officer, one of our Controlling
Shareholders and one of the Registered Shareholders
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DEFINITIONS

“Nanjing Liheng”

“NAPP”

“NCA”

“NDRC”

“NRTA”

“Offer Price”

“Offer Share(s)”

“Online Game Measures”

“Operating Entity(ies)”

“Over-allotment Option”

“PBOC”

Nanjing Liheng Venture Capital Investment Enterprise (LLP) (F§

EAEAERERE AREGY), and one of the Registered
Shareholders

The National Administration of Press and Publication (National
Copyright Bureau) under the Propaganda Department of the
Central Committee of the CPC ([0 3 2 % v g 7% B & 5 {4 35 (1
ZoHE ), the authority in charge of online game
registration and publication number issuance since March 2018

National Copyright Administration of the PRC (% A\ [ ALF0
HIRHE )

National Development and Reform Commission of the PRC (3
YNBSS e i N T = )

National Radio and Television Administration of the PRC (%
G B

the final offer price per Offer Share (exclusive of brokerage of
1.0%, SFC transaction levy of 0.0027% and Hong Kong Stock
Exchange trading fee of 0.005%) and subject to any Downward
Offer Price Adjustment

the Hong Kong Offer Shares and the International Offer Shares
together with, where relevant, any additional Shares which may
be issued by us pursuant to the exercise of the Over-allotment
Option

the Interim Measures for the Administration of Online Games*

(B A7l 9 T AT Ak )

Suzhou FriendTimes, GameFriend, Purple Blaze, Cheeryoo and
Purple Wing, the financial results of which have been
consolidated and accounted for as subsidiaries of our Company
by virtue of the Contractual Arrangements

the option expected to be granted by us to the International
Underwriters, exercisable by the Sole Representative (on behalf
of the International Underwriters), pursuant to which we may be
required to allot and issue up to an aggregate of 49,500,000
Shares at the Offer Price to cover over-allocations in the
International Offering, if any

People’s Bank of China (%18 A R 4R1T)
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DEFINITIONS

“Price Determination Date”

“PRC Government” or ‘“State”

“PRC Legal Advisers”

“Purple Blaze”

“Purple Crystal”

“Purple Dream”

“Purple Wing”

“Registered Individual
Shareholders”

“Registered Shareholders”

“Regulation S

the date, expected to be on or about 27 September 2019, on which
the Offer Price will be determined and, in any event, not later
than 30 September 2019

the central government of the PRC, including all political
subdivisions (including provincial, municipal and other regional
or local government entities) and its organs or, as the context
requires, any of them

Tian Yuan Law Firm, our legal advisers as to PRC laws

Suzhou Purple Blaze Network Technology Co., Ltd. (#fH 5J¢4
#FHZLA BT, a company established under the laws of the
PRC with limited liability on 23 March 2017 and wholly-owned
by Suzhou FriendTimes, and by virtue of the Contractual
Arrangements, accounted for as our subsidiary

Purple Crystal Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 8 November 2018
and wholly-owned by Purple Dream, and one of our Controlling
Shareholders

Purple Dream Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 1 November 2018
and owned by Agile Eagle, Magic David, Joy Cloud, Xu Lin (%
M), Wu Jie (%), Sun Bo (&), Zhang Jiming (iAW),
Zhang Yi (5%3%), Li Weijie (%), Wu Jian (5:f#) and Zou
Lisheng (#5%25%), and one of our Controlling Shareholders

Shanghai Purple Wing Network Technology Co., Ltd. (%85
&R A FR/A 7)), a company established under the laws of the
PRC with limited liability on 5 February 2018 and wholly-owned
by Suzhou FriendTimes, and by virtue of the Contractual
Arrangements, accounted for as our subsidiary

Mr. Jiang, Song Dawei (‘R KXA&), Song Huan (K #X), Wang Jianyu
(E##), Lin Zhirong (FKHE4) and Zhang Min (GR#), as

individual shareholders of Suzhou FriendTimes

Mr. Jiang, Suzhou Zixin, SEC Electric, Nanjing Liheng, Song
Dawei (KAKA#), Song Huan (R#), Wang Jianyu (F&H#),
Suzhou Luoyuan, Lin Zhirong (#f E %) and Zhang Min (5% %), as

the registered shareholders of Suzhou FriendTimes

Regulation S under the U.S. Securities Act
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DEFINITIONS

“Reorganisation”

“Reporting Accountants”
3 RMB 2

“SAFE”

“SAIC”

“Sanctioned Person(s)”

“SAPPRFT”

“SARFT”

“SAT”

“SEC Electric”

“SEC Electric SPV”

“SFC”

the reorganisation of our Group conducted in preparation for the
Listing, details of which are set out in the section headed
“History, Reorganisation and Corporate Structure” in this
prospectus

KPMG
Renminbi, the lawful currency of the PRC

State Administration of Foreign Exchange of the PRC ("3 A&
SEAN R S A HL AR )

State Administration for Industry and Commerce of the PRC ('
TN B RN 3 [0 R P AT BUE B4R R)) (since March 2018 known
as the State Administration for Market Regulation (% 5 B &
EHA)R))

certain person(s) and identity(ies) listed on the Specially
Designated Nationals and Blocked Persons List of the Office of
Foreign Assets Control of the U.S. Department of the Treasury or
other restricted parties lists maintained by the United States, the
European Union, the United Nations or Australia

State Administration of Press, Publication, Radio, Film and
Television of the PRC (2 A\ A - B 587 4 Hh Wit 76 48m)),
formerly known as the GAPP, the SARFT and since March 2018
was reformed and now known as the NRTA, while the
responsibility of the SAPPRFT for the approval of online game
registrations and issuance of game publication numbers has been
transferred to the NAPP

State Administration of Radio, Film and Television of the PRC
(HP N R (o] [ 5% 8 47 B 5 FE AL AR D)

State Administration of Taxation of the PRC ("3 A & A1 = [
KPR R

SEC Electric Machinery Co., Ltd. (" EEHEEHARAH), a
company listed on the main board of the Shanghai Stock
Exchange (stock code: 603988.SH), and one of the Registered
Shareholders

SEC Electric Machinery Limited G PEEM)ARAR]), a
company incorporated under the laws of Hong Kong with limited

liability on 10 January 2019 and wholly-owned by SEC Electric

Securities and Futures Commission of Hong Kong
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DEFINITIONS

“SFO”

“Shanghai Keluopu”

“Shanghai Luopu”

“Share(s)”

“Shareholder(s)”
“Sole Representative”

“Sole Sponsor”

“South Korea”
“Stabilising Manager”
“State Council”

“Stock Borrowing Agreement”

“subsidiaries”

“substantial shareholder(s)”

“Sunyoo”

“Suzhou Bojoy”

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

Shanghai Keluopu Asset Management Centre (LLP) (5%}
HESMHPLAERAE)), the general partner of Shanghai Luopu
and Suzhou Luoyuan, a former shareholder of Suzhou
FriendTimes

Shanghai Luopu Investment Centre (LLP) (¥R & .0 (A
FR &%), a former shareholder of Suzhou FriendTimes

ordinary share(s) in the capital of our Company with nominal
value of US$0.00001 each

holder(s) of the Shares
Guotai Junan Securities (Hong Kong) Limited

Guotai Junan Capital Limited, a licenced corporation registered
under the SFO permitted to carry on Type 6 (advising on
corporate finance) regulated activities

Republic of Korea
Guotai Junan Securities (Hong Kong) Limited

State Council of the PRC (" HE A E 3 0[50 [ 75 Bt )

the stock borrowing agreement expected to be entered into on or
about the Price Determination Date between the Stabilising
Manager (or its affiliates acting on its behalf) and Warm
Sunshine, pursuant to which Warm Sunshine will agree to lend
up to 49,500,000 Shares to the Stabilising Manager on terms set
forth therein

has the meaning ascribed to it in section 15 of the Companies
Ordinance

has the meaning ascribed to it under the Listing Rules

Hangzhou Sunyoo Network Technology Co., Ltd (FiH JIE iz 48 4%
BHE A FRZAH]), a company established under the laws of the PRC
with limited liability on 3 June 2014 which was owned as to
70.0% by Suzhou FriendTimes and we disposed of such 70.0%
interest on 25 December 2018

Suzhou Bojoy Information Technology Co., Ltd. (%N &% (5.5
B4z A B2 F]), the predecessor of Suzhou FriendTimes
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DEFINITIONS

“Suzhou Eagle”

“Suzhou FriendTimes”

“Suzhou Leji”

“Suzhou Luoyuan™

“Suzhou Zixin”

“Takeovers Code”

“Track Record Period”

“Underwriters”

“Underwriting Agreements”

“U.S. dollars” or “US$”
“U.S.” or “United States”

“U.S. Securities Act”

“VAT”

Suzhou Eagle Network Technology Co., Ltd. (%R (& MK A4E 4% BLHL
H IR A, a WFOE established under the laws of the PRC with
limited liability on 24 January 2019 which is wholly-owned by
Friend Century and is our subsidiary

Suzhou FriendTimes Technology Inc. (#fJN It & KR A
FR/ZS7]), a company established under the laws of the PRC with
limited liability on 11 May 2010, and the holding company of
other Operating Entities, and by virtue of the Contractual
Arrangements, accounted for as our subsidiary

Suzhou Leji Digital Technology Co., Ltd. (#f/H 44 F R 5 A
FR/ZyF]), a company established under the laws of the PRC with
limited liability on 13 November 2013 which was owned as to
10.0% by Suzhou FriendTimes and we disposed of such 10.0%
equity interests on 28 December 2018

Suzhou Luoyuan Investment Centre (LLP) (B ¥ & .0
(A E%)), and one of the Registered Shareholder

Suzhou Zixin Technology Investment Management Enterprise
(LLP) (MFINEZEEZERH/EFTHILE (HREH)), a former
employee share incentive platform of Suzhou FriendTimes prior
to the incorporation of Purple Crystal to serve as the employee
share incentive platform of our Company and held as to 82.6% by
Mr. Jiang and 17.4% by certain employees of our Group, and one
of the Registered Shareholders

The Codes on Takeovers and Mergers and Share Buy-backs

the period comprising three financial years of our Company ended
31 December 2016, 2017 and 2018 and the three months ended 31
March 2019

the Hong Kong Underwriters and the International Underwriters

the Hong Kong Underwriting Agreement and the International
Underwriting Agreement

U.S. dollars, the lawful currency of the United States of America
the United States of America

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

value added tax
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DEFINITIONS

“VEM GmbH”

“VIE” or “VIEs”

“Voting Rights Proxy Agreement
and Powers of Attorney”

“Warm Sunshine”

“WFOE”

“Wish Interactive”

“Withdrawal Mechanism”

“Wuhan Yunjing”

“Zhangmin Holdings™

“%77

VEM GmbH Holdings Limited, a company incorporated under the
laws of the BVI with limited liability on 23 October 2018 and
wholly-owned by Wang Jianyu (T ##), one of the Registered
Shareholders

variable interest entity or variable interest entities

the voting rights proxy agreement and powers of attorney entered
into among Suzhou FriendTimes, the Registered Shareholders and
Suzhou Eagle dated 20 February 2019

Warm Sunshine Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 1 November 2018
and wholly-owned by Future Wisdom, and one of our Controlling
Shareholders

wholly foreign owned entity

Wish Interactive Technology Limited (‘0> B E R A RAH), a
company incorporated under the laws of Hong Kong with limited
liability on 19 May 2015, which is wholly-owned by Friend
World and is our subsidiary

a mechanism which requires the Company, among other things, to
(a) issue a supplemental prospectus as a result of material
changes in the information in the prospectus; (b) extend the offer
period and to allow potential investors, if they so desire, to
confirm their applications using an opt-in approach i.e. requiring
investors to positively confirm their applications for shares
despite the change

Wuhan Yunjing Network Technology Co., Ltd. (BB AY#F}
AR/ F]), a company established under the laws of the PRC
with limited liability on 7 June 2016 which was wholly-owned by
Jingxiang Times and was voluntarily dissolved through de-
registration on 1 January 2019

Zhangmin Holdings Limited, a company incorporated under the
laws of the BVI with limited liability on 23 October 2018 and
wholly-owned by Zhang Min (5&#) who is one of the Registered
Shareholders

per cent

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

as at the date of this prospectus.
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DEFINITIONS

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.

The English names of PRC entities, PRC laws or regulations, and 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. The English translation of

names or any descriptions in Chinese marked with “*” is for identification purposes only.
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GLOSSARY OF TECHNICAL 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

meanings or usage of these terms.

“active users”

“Alipay”

“Android”

“App Store”

“ARPPU”

“cost per action”

“cost per click”

“cost per day”

“cost per thousand impression™

“cost per time”

in any given period, (1) active users of a particular game refers to
all registered users of such game that have entered the game at
least once in such period; and (2) active users of a particular type
or all of our games refers to the simple sum of the active users of
each game of such type or all of our games, as applicable, in such
period and a registered user that entered two or more games in
such period is counted as two or more active users in such period

a third-party mobile and online payment platform

an operating system developed and maintained by Google Inc.
which is used in touchscreen technology including smartphones
and tablets

online application store

average revenue per paying player, which represents the game
revenue for the period divided by the average of the monthly
paying users in such period; see “paying player” below

an online advertising pricing model where the advertising fee is
determined based on qualifying actions, such as sales or
registrations

an online advertising pricing model where the advertising fee is
determined based on the number of times the advertisement is
clicked

an online advertising pricing model where the advertising fee is
determined based on the number of days the advertisement is
delivered

an online advertising pricing model where the advertising fee is
determined based on the number of impressions achieved by the
advertisement

an online advertising pricing model where the advertising fee is
determined based on the length of the advertisement delivered at
an agreed and scheduled time slot
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GLOSSARY OF TECHNICAL TERMS

“DAU”

“download”

“electronic sport™

k)

“free-to-play’

“HS”

“10S”

“IP(s)”

“IP address”

“MAU”

“MMORPGs”

daily active user; in any given period, refers to an existing
gameplay role that has entered and played any of the online
games offered and operated by our Group on any device at least
once during such period; repeated entries by the same gameplay
role from the same device are counted once only; however a
single user which has multiple gameplay roles is counted multiple
times by the number of his/her gameplay role; only the number of
days which a game is in operation in the given period is counted

to transfer (data or programmes) from a server or host computer
to one’s own computer or device

a form of game competition using video game capability

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

a markup language used for structuring and presenting content on
the World Wide Web, which is the fifth and current major version
of the HTML standard

a mobile operating system developed and maintained by Apple
Inc. which is used exclusively in Apple touchscreen technology
including iPhones, iPods and iPads

intellectual property(ies)

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

monthly active user; in any given period, refers to an existing
gameplay role that has entered and played any of the online
games offered and operated by our Group on any device at least
once during such period; repeated entries by the same gameplay
role from the same device are counted once only; however a
single user which has multiple gameplay roles is counted multiple
times by the number of his/her gameplay role; only the number of
months which a game is in operation in the given period is
counted

massively multiple online role-play games, a combination of role-
playing games and massively multiplayer online games in which a
very large number of players interact with one another within a
virtual world
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GLOSSARY OF TECHNICAL TERMS

“mobile game”

“Mobile Hardcore Alliance”

“online games”

“paying player”

“PC”
“PBR”

“registered player”

“RPGs”

“server”

“SLG”

“TCG/CCG”

“virtual items”

a game that is downloaded and played on mobile devices

a mobile internet value-added service organisation composed of
manufacturers of smartphone, which are OPPO, vivo, Coolpad,
Gionee, Lenovo, Huawei and Meizu

video games that are played over some form of computer or
mobile network, including primarily client games, web games and
mobile games

in any given period, refers to a player who pays money to
purchase the in-game virtual items, including virtual tokens and
other virtual items, offered by our Group in our online games at
least once; a player who makes more than one purchase in such
period is counted once only

personal computer
physically based rendering

a player becomes a registered player when such player (i) enters
any of our Group’s web-based games the first time, or (ii) has
downloaded any of our Group’s mobile games onto any mobile
device and enters such game on such mobile device the first time

role-playing games, which refer to games in which players
assume the roles of characters in an evolving fictional setting or
world

a computer system that provides services to other computing
systems over a computer network

simulation game that is generally designed to closely simulate
real world activities

CCG (collective card game), also known as TCG (trading card
game), is a type of game in which players acquire cards into a
personal collection from which they create customized decks of
cards and challenge other players in matches by crafting
customized decks that play to synergies of card combinations

items, avatars, skills, privileges or other in-game consumables,
features or functionalities we offer to users to help them extend
their play, enhance or personalise their game environments and
accelerate their progress in our games

—32 —



GLOSSARY OF TECHNICAL TERMS

“virtual reality” or “VR”

“web games”

a technology which creates a virtual environment through
utilising software and hardware of computers and brings users
alternative audiovisual experience

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

This prospectus contains certain forward-looking statements and information relating to us and our
subsidiaries that are based on the beliefs of our management as well as assumptions made by and

I3

information currently available to our management. When used in this prospectus, the words “aim,

LR T3 LIRS LRI

“anticipate,” “believe,” ‘“could,” “expect, going forward,” “intend,” ‘“may, ought to, plan,”
“project,” “seek,” “should,” “will,” “would” and the negative of these words and other similar
expressions, as they relate to us or our management, are intended to identify forward-looking statements.
Such statements reflect the current views of our management with respect to future events, operations,
liquidity and capital resources, some of which may not materialise or may change. These statements are
subject to certain risks, uncertainties and assumptions, including the risk factors as described in this
prospectus. You are strongly cautioned that reliance on any forward-looking statements involves known
and unknown risks and uncertainties. The risks and uncertainties facing us which could affect the

accuracy of forward-looking statements include, but are not limited to, the following:
° our business operations and prospects;
° future developments, trends and conditions in the industries and markets in which we operate;
° our business strategies and plans to achieve these strategies;
° general economic, political and business conditions in the PRC;

° changes to the regulatory environment, policies, operating conditions and general outlook in
the industries and markets in which we operate;

° the actions of and developments affecting our major customers and suppliers;

° the ability to attract and retain our users;

° the ability of third parties to perform in accordance with contractual terms and specifications;
° our ability to control or reduce costs;

° our ability to attract and retain qualified employees and key personnel;

° our dividend policy;

° our capital expenditure plans;

° the amount and nature of, and potential for, future development of our business;

° the actions of and developments affecting our competitors; and

° certain statements included in the sections headed “Risk Factors”, “Industry Overview”,

“Regulatory Overview”, “Business”, “Financial Information” and “Future Plans and Use of
Proceeds” in this prospectus with respect to operations, margins, overall market trends, risk
management and exchange rates.
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FORWARD-LOOKING STATEMENTS

By their nature, certain disclosures relating to these and other risks are only estimates and should
one or more of these uncertainties or risks materialise or should underlying assumptions prove to be
incorrect, our financial condition and actual results of operations may be materially and adversely
affected and may vary significantly from those estimated, anticipated or projected, as well as from
historical results.

Subject to the requirements of applicable laws, rules and regulations, we do not have any and
undertake no obligation to update or otherwise revise the forward-looking statements in this prospectus,
whether as a result of new information, future events or otherwise. As a result of these and other risks,
uncertainties and assumptions, the forward-looking events and circumstances discussed in this
prospectus might not occur in the way we expect or at all. Accordingly, the forward-looking statements
are not a guarantee of future performance and you should not place undue reliance on any forward-
looking information. Moreover, the inclusion of forward-looking statements should not be regarded as
representations by us that our plans and objectives will be achieved or realised. All forward-looking
statements in this prospectus are qualified by reference to the cautionary statements in this section.

In this prospectus, statements of or references to our intentions or those of the Directors are made
as at the date of this prospectus. Any such information may change in light of future developments.
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RISK FACTORS

You should read and consider carefully all the information set forth in this prospectus and, in
particular, the risks and uncertainties described below before making any investment in the Offer
Shares. Our business, financial condition, results of operations or prospects could be materially and
adversely affected by any of these risks and uncertainties. The market price of the Offer Shares could
decline significantly due to any of these risks and uncertainties, and you may lose all or part of your
investment.

We believe that there are certain risks involved in our operations, many of which are beyond our
control. These risks can be categorised into (i) risks relating to our business, (ii) risks relating to the
industry, (iii) risks relating to our company structure, (iv) risks relating to conducting business in the
PRC and (v) risks relating to the Global Offering. You should consider our business and prospects in
light of the challenges we face, including the ones discussed in this section.

RISKS RELATING TO OUR BUSINESS

A small number of games have contributed a substantial majority of our revenue. Failure to
maintain the continuous success of these games could materially and adversely affect our business
and results of operations.

During the Track Record Period, we derived a significant majority of our revenue from a small
number of major games, namely, Legend of Empress (FACf#), Royal Chaos (FICQ%), Rise of
Queendom (FEIEFFif) and Fate: Royal Revenge (& ['JEH ). These four games in aggregate
contributed 93.4%, 97.0%, 99.5% and 99.5% of our total revenue in 2016, 2017 and 2018 and the three
months ended 31 March 2019, respectively. We also have certain large scale mobile games in the
pipeline. We expect that our existing and future signature games will continue or be expected to
generate the majority of our revenue in the near future. Should there be (i) any decline in the number of
players of these games, (ii) any failure by us to upgrade, enhance or optimise these games in a timely
manner or at all, (iii) any lasting or prolonged server interruption due to network failures or other
reasons, or (iv) any other adverse developments specific to these games, our business, financial
condition and results of operations could be materially and adversely affected.

Also, our games are subject to limited lifecycle. Although we have been spending efforts to extend
their lifecycle, we cannot assure you that our games can be operated in line with our expected lifecycle
given that our players may lose interest in these games over time as a result of the changing market
trend or their interests and preferences. If our limited number of major games become less popular or if
the revenue generated from these games decline in any short or extended period of time for any reason,
our business, financial condition and results of operations could be materially and adversely affected.

If we fail to launch successful new games to retain existing players and attract new players, our
business and growth may be materially and adversely affected.

Our growth depends on our ability to retain existing players, bring in new players and develop
non-paying players into paying players. This requires us to continuously launch new games and
regularly release version updates and expansion packs for existing games to maintain and expand our
player base. In launching new games, we must predict and accommodate changes in player interests and
preferences, and the evolving competitive landscape of the mobile game industry. We must also seek to
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RISK FACTORS

effectively market new games and game upgrades to strengthen geographic penetration. Lastly, we must
continue to upgrade our technology and infrastructure to minimise downtime and maintain our system
stability of our games.

As at the Latest Practicable Date, our pipeline included five new mobile games with different
language versions, 16 new language versions of existing games and five H5 games. However, these
pipeline games only represent our current plans and expectations. We cannot assure you that we will
officially launch these games or that these games, if officially launched, will be commercially
successful. Further, among the five new mobile games in the pipeline, three of them are female-oriented
mobile games and the remaining two are non-female-oriented games. As we have been strategically
focusing on mobile games targeting female players in the PRC since our inception in 2010, we may not
have as extensive experience and expertise in developing, publishing and operating non-female-oriented
games. You should not use the success of our existing games as an indication of the future commercial
success of any of our pipeline games. There are many factors that could adversely affect the popularity
of our new games, and if our new games are not commercially successful, our business prospects and
results of operations would be materially and adversely affected and we may not be able to recover the
costs and expenses of our game development, publishing and operation, which can be significant.

In addition, our new games may attract players away from our existing games and reduce the
player base of our existing games, which could in turn make those existing games less attractive to other
players, resulting in decline in revenue from our existing games. Players of our existing games may also
spend less purchasing virtual items in our new games than they would have spent if they had continued
playing the existing games.

Moreover, the timing of official game launch has a significant impact on the performance and
popularity of a game. We cannot assure you that we will be able to officially launch new games as
scheduled or at all. A number of factors, including technical difficulties, insufficient human, marketing
or other resources or acceptance of or interest in the new games among game players during the testing
phase and adverse developments in our relationship with our business partners, could result in delays in
the official launch or even prevent us from officially launching our new games. If we fail to officially
launch new games according to the contemplated timetable or at all, we may disappoint the game player
base, fail to meet the targets for our anticipated financial and operating results or lose our market
position to our competitors. If we officially launch our new games at the same time as other popular
games released by third parties, the competition may make it difficult for us to attract players to our
games, and our marketing channels, co-publishers and distribution platforms may commit fewer
resources to market and promote our games. Our business, financial condition and results of operation
may be harmed if any of the foregoing occurs.

We rely on a small portion of our total players for almost all of our revenue from games, and may
not be able to monetise our players effectively.

Consistent with industry norms, only a small portion of our registered players and active players
are paying players who contributed almost all of our revenue from games. In 2016, 2017 and 2018, the
three months ended 31 March 2019 and the seven months ended 31 July 2019, our average monthly
paying players were approximately 186,600, 340,600, 323,500, 234,700 and 234,900, respectively,
representing only approximately 7.1%, 8.1%, 8.1%, 7.8% and 7.4%, respectively, of the average MAUs
for the same periods. As a result, the numbers of our cumulative registered players and active players do
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RISK FACTORS

not necessarily indicate our actual and potential revenue generating capabilities. Our sustainable growth,
therefore, largely depends on our ability to satisfy the demands of our paying players, to increase the
number of paying players and to drive their in-game purchases.

The spending of players in our games is discretionary and our players can be sensitive to the price,
restricting our ability to convert non-paying players to paying players. To stimulate in-game spending,
we need to continue to launch new games or new features and functions for existing games to drive
player interest. We must also provide easy, fast and safe payment solutions to our players to facilitate
in-game purchases so that they are not discouraged or inconvenienced by online payment processing
procedures. There is no assurance that the third-parties’ payment systems will operate consistently in an
efficient way or that our competitors will not invest more resources to design better systems that are
more attractive to our players. This may affect the monetisation of our players which in turn affects our
revenues and profit margin.

Further, although we had generally recorded an increasing trend of our monthly ARPPU from
RMB201.4 in 2017 to RMB395.4 in 2018 and further to RMB544.9 for the seven months ended 31 July
2019, there is no assurance that we can continue to increase our monetization of our players or at all. If
we are unable to successfully monetize our players which in turn affects our monthly ARPPU, our
financial condition and business prospects could be materially and adversely affected.

Substantially all of our revenue from games come from sales of our in-game virtual items. If this
business model ceases to be commercially viable, our results of operations and business prospects
could be materially and adversely affected.

As all of our games are free-to-play, our revenue was primarily generated from the sale of in-game
virtual items. By allowing players to start the gameplay without initial costs, this free-to-play business
model enables us to quickly attract new players to experience our games and then gradually develop
their interests in purchasing our virtual items. However, the success of this business model largely
depends on whether we can attract players to play our games and, more importantly, whether we can
successfully introduce new and popular virtual items, encourage more non-paying players to purchase
virtual items and more playing players to increase their in-game spending.

Although we put efforts into marketing and pricing our in-game virtual items to optimise player
monetisation, it is possible that we may not be able to effectively market or price our virtual items. We
might also fail to identify and introduce new and popular virtual items and appropriately price them in
the future. In addition, our free-to-play business model may cease to be commercially viable. We cannot
guarantee that a sufficiently broad base of players will continue to accept this model. It is also possible
that a new revenue model will emerge given the rapidly evolving industry and competitive landscape,
which may force us to transition into such new model. However, we may have difficulties in effectively
adjusting to a new revenue model, since we have adopted the existing free-to-play model since our
inception and we have limited experience of the adjustment. As a result, our results of operations,
financial condition and business prospects could be materially and adversely affected.

Moreover, players are willing to pay for virtual items in the games because of their perceived
value, which depends on the relative ease of securing equivalent virtual items via non-paid means within
the games. The perceived value of these virtual items can be affected by an increase in the availability
of free or discounted virtual items. In order to increase players’ purchases of our in-game virtual items,
we launch various in-game promotional sales from time to time. However, such activities, if offered too
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frequently, may affect paying players’ willingness to purchase regularly-priced virtual items, which will
adversely affect our revenue and profitability. If we fail to manage our game economies properly,
players may be less likely to purchase in-game virtual items and our business may suffer.

We may face increasingly intense competition which makes it difficult to evaluate our business and
prospects.

The mobile game industry is highly competitive, characterised by the frequent introduction of new
products and services, short product lifecycles, evolving industry standard, repaid adoption of
technological and product advancements, as well as price sensitivity on the part of players. The growth
of the mobile game industry and the demand and market acceptance of our games are subject to a high
degree of uncertainty.

The mobile game industry consists of a large number of game developers and publishers.
According to Frost & Sullivan, in 2018, the top 10 market players in China’s mobile game industry
collectively held a market share of 83.4% and the top two players dominated the market with their
aggregate market share of 67.0% as measured by revenue. We compete with these industry players
primarily on a number of factors, including player base, game portfolio, financial resources, brand
awareness and reputation. Other large-scale China-based mobile game developers and publishers may
have larger player base, greater operating experience and more financial, marketing and other resources
than we do, which may offer them an advantage in developing, publishing and operating games,
conducting marketing and promotion activities and hiring talents. Compared to some of our competitors,
we may have less recognised brand name. This may put us at a competitive disadvantage in attracting
players when competing with other game operators that have greater brand recognition.

The mobile game industry’s relatively low entry barriers result in easy access by new market
players and increasing competition. In recent years, numerous competitors in China have entered or
transitioned into the mobile game industry. We expect that this trend will continue and believe that the
mobile game offering will continue to proliferate. In addition to domestic competition, we also face
competition from overseas game developers and publishers. This may result in more difficulties for us to
retain existing players and attract new players. As competition intensifies, we may have to offer more
incentives to our players as well as to industry participants with which we cooperate, such as third-party
game developers, distribution platforms, payment channels and game publishers, which could adversely
affect our profitability. If we fail to compete cost-effectively or at all, our market share could decline
and our results of operations could be materially and adversely affected. All of these will make it
difficult to evaluate our business and prospect due to a level of uncertainty.

If we fail to anticipate or successfully adapt our games to new trends, our business prospects and
results of operations could be materially and adversely affected.

China’s mobile game industry is evolving rapidly. We constantly need to adapt to new industry
trends, including changes in player preferences, new game content, distribution models, new
technologies and new governmental policies and regulations. We evaluate these changes as they emerge
and strive to adapt our business and operations in order to maintain and strengthen our position in the
industry, and our failure to do so may materially and adversely affect our business, financial condition
and results of operations.
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The mobile game industry is subject to rapid changes in technology. We constantly need to
anticipate the emergence of new technologies and to assess their market acceptance. For example,
several major industry players are creating games that incorporate virtual and/or augmented realities to
deliver an immersive gameplay experience. Furthermore, government authorities or industry
organisations may adopt new standards that apply to game development. We will need to continue to
invest significant resources in product and infrastructure development to keep up with the pace of
technological advancements. However, game development is inherently uncertain, and our significant
investment in technology may not generate anticipated benefits. If we fall behind in adopting new
technologies or standards, our existing games may lose popularity, and our newly developed games may
not be well received by our players. In addition, we may incur significant cost overruns in game testing,
optimisation and publishing, which would have an adverse impact on our results of operations and
profitability.

Moreover, our ability to plan for game development, distribution and promotional activities will be
significantly affected by our ability to anticipate and adapt to the rapid changes in the demographics,
tastes and preferences of our existing and prospective players. Other forms of entertainment may emerge
and become popular at the expense of mobile games. Although mobile games are becoming increasingly
popular in China, there is no assurance that they will continue to sustain their popularity. Any decline in
the growth of the mobile game industry in China or in the popularity of mobile games in general, or our
games in particular, would harm our business and prospects.

We rely on various third-party game distribution platforms to distribute our games. Our business
may be materially and adversely affected if we fail to maintain stable relationship with them.

We utilise various third-party game distribution platforms, including primarily major online
application marketplaces, such as Apple’s App Store, Google Play and Mobile Hardcore Alliance, to
distribute our games. A number of these third-party game distribution platforms constituted our five
largest suppliers during the Track Record Period. The purchase amount from our five largest suppliers
accounted for 53.6%, 62.1%, 64.4% and 60.6% of the total purchase amounts with our suppliers. These
platforms help record purchase, collect payments from players and settle payments of our share of
revenue generated from our games during the Track Record Period. These game distribution platforms
have strong bargaining power in dealing with game developers like us. We are subject to their standard
service terms and conditions with regard to the promotion, distribution and payment methods for our
games. Our business may be materially and adversely affected if these game distribution platforms
discontinue or limit our access to their platforms, fail to effectively promote our games or otherwise
fulfil their contractual obligations, establish more favourable relationships with one or more of our
competitors, or do not obtain or maintain the licences needed to distribute our games.

Disputes with our game distribution platforms, such as disputes relating to game intellectual
properties, liability limitations, risk allocation or revenue sharing arrangements, may also arise from
time to time. We cannot guarantee that we will be able to resolve such disputes amicably or at all. If our
collaboration with a major game distribution platform terminates for any reason we may not be able to
find a replacement in a timely manner or at all, and the distribution of our games may be adversely
affected. Any failure to maintain a stable business relationship with a sufficient number of popular
platforms could cause the number of our game downloads to decrease, which would have a material
adverse effect on our business, financial condition and results of operations.
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In addition, we have benefited from the widely recognised brand names and large player bases of
certain of our game distribution platforms. If any of them lose their market position or otherwise fall out
of favour with players, or any other factor causes their player base to stop growing or shrink, we would
need to identify alternative distribution platforms for publishing, promoting and distributing our games,
which, if available at all, would consume substantial resources and could adversely affect our business.

Laws and regulations or governmental agencies may limit the access to these platforms. In recent
years, there has been rising concerns on negative social impact of various online platforms, including
gaming platforms, on players, especially young players. The enactment of laws and regulations may
limit access to these distribution platforms and governmental authorities may conduct regular
supervision on related activities. Our access to these platforms may be blocked if these platforms
operate in a way contravening the applicable laws and regulations or if the governmental authorities
identify potential issues and order temporary or longer suspension of these platforms.

We rely on third-party online payment channels for payment collection. Any interruption of their
services or unintended leakage of confidential information may materially and adversely affect our
reputation and business.

We rely on major third-party payment channels such as Alipay and WeChat Pay to facilitate and
collect players’ payment of in-game purchases of virtual items. We are subject to various risks and
uncertainties associated with these third-party online payment channels. Any scheduled or unscheduled
interruption in the ability of our players to use these and other third-party payment channel systems
could adversely affect our payment collection, and in turn, our revenue. We also rely on the stability of
such payment transmissions to ensure the uninterrupted payment service available to our players.

In all online payment transactions through third-party payment channels, secured transmission of
players’ confidential information, including credit card and bank account numbers, personal information
and billing addresses, over public networks, is essential for maintaining player confidence. We do not
have control over the security measures of the third-party payment channels, and their security measures
may not be adequate at present or may not be adequate with the expected increased usage of online
payment systems. We could be exposed to litigation and possible liability if we fail to safeguard players’
confidential information, which could harm our reputation and our ability to attract or retain players and
may have a material adverse effect on our business.

Furthermore, our payment channels are subject to various laws and regulations regulating
electronic funds transfers and virtual currencies, which could change or be reinterpreted in a way that
will adversely affect their compliance. If our payment channels experience any non-compliance
incidents, they may be subject to fines and higher transaction fees and even lose their ability to accept
online payments from our players, which in turn would materially and adversely affect our ability to
monetize our players.

Any payment delays or defaults from third-party distribution platforms and payment channels
may adversely affect our cash flow or financial results.

We receive sales proceeds collected from our players through third-party game publishers, third-
party distribution platforms and third-party payment channels. We generally grant credit terms ranging
from 15 to 45 days after we issue the relevant invoices to these third-party platforms and payment
channels, but may grant longer settlement terms to certain game distribution partners. As at 31
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December 2016, 2017, 2018 and 31 March 2019, our net trade receivables amounted to RMB58.8
million, RMB98.4 million, RMB108.8 million and RMB170.3 million, respectively. As at 31 December
2016, 2017, 2018 and 31 March 2019, our trade receivable aged more than three months amounted to
RMBO0.7 million, RMBO0.6 million, RMBO0.5 million and RMB2.0 million, respectively, representing
1.2%, 0.6%, 0.4% and 1.1% of our trade receivables, respectively. Please see the section headed
“Financial Information — Liquidity and Capital Resources — Trade and Other Receivables — Trade
receivables” for more details.

Our business operations may be subject to risk of payment deferral or default from our business
partners. We are vulnerable to collection risks if one or more of these third-party payment channels fail
to fulfil their obligations to us, including the obligation to remit our share of revenue in a timely
manner. In addition, if paying players apply for payment refund with the third-party payment channels,
or if our relationship with any of our major payment channels deteriorates or terminates, or if any of
them experience a decrease in their business generally or an increase in non-payment from players, we
may not be able to fully recover the outstanding amounts due from our business partners, if at all, or that
our business partners will settle the amounts in a timely manner. If such settlements are not made in full
or in a timely manner, or if we need to find new payment channels to replace any of our current major
payment channels, our business, financial conditions and results of operations will be adversely affected.

Our performance during the Track Record Period may not be indicative of our future prospects.

Our Group was formed in May 2010 to start the game development, publishing and operation
business. We further expand our footprint to the overseas markets in 2011 through licencing
arrangements with third-party publishers. During the Track Record Period, game revenue generated
from the PRC markets amounted to RMB462.2 million, RMB586.4 million, RMB1,187.8 million and
RMB292.1 million, respectively, while revenue generated from the overseas markets amounted to
RMB105.9 million, RMB113.0 million, RMB276.3 million and RMB101.4 million, respectively, in
2016, 2017 and 2018 and the three months ended 31 March 2019. The rapid increase in our revenue
generated from both the PRC and overseas markets together contributed to the growth of our total
revenue from games during the Track Record Period.

Our history of operations and track record growth, particularly in the overseas markets is limited.
Therefore, our historical growth should not be considered indicative of our future performance as the
revenue contribution from our games may not be sustainable. A majority of the games we developed and
published were female-oriented mobile games. However, we cannot assure that this genre of games will
maintain popularity among players or we will be able to continuously identify engaging novels or other
materials as the back stories for our games.

Also, we face various risks and uncertainties as a mobile-centric game company. For example, we
may not be able to continuously identify, develop, licence and upgrade games that are suitable for
rapidly evolving mobile devices and platforms in a timely and cost-effectively manner, or at all. In
addition, each mobile device manufacturer or mobile platform provider may establish unique
technological requirements or restrictive terms and conditions on their devices or platforms for game
developers. Our multi-device or multi-platform game development technologies might fail to keep pace
with the evolving mobile devices and platforms, especially immediately after such devices and platforms
are launched or upgraded. We may also need to allocate significant resources for the creation, support
and maintenance of our games for them to function as intended on new mobile devices and platforms.
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Furthermore, we may not be able to upgrade and increase the option of payment methods and systems
based on the mobile platforms, geographies and other factors. As a result, monetisation of our games
might be negatively affected.

Given these risks and uncertainties, it is difficult to evaluate whether we will continue to succeed
in implementing our strategy relating to the mobile-centric business. You should consider our future
prospects in light of the risks and uncertainties experienced by early-stage companies in evolving
industries. Our growth prospect might suffer from the potential failure or delay in our efforts to
implement our strategy for mobile devices and platforms.

Our business is heavily dependent on our data analytics. Any inability to access and capture
accurate data would materially and adversely affect our ability to adopt appropriate business
strategies.

Our game development, publishing and operations are data driven, and we rely on our data
collection and analytics capabilities to continue to develop our games, improve user experience, and
eventually optimise player monetisation. We routinely collect and store in-game player behavioural data
for all of our players utilising our proprietary data collection and analysis system. Capturing accurate
data is subject to various limitations, as is true with many internet companies. In addition, our ability to
verify such data is limited. It is possible that our data may be inaccurate due to technical errors, security
breaches, hacking incidents, or refusal by the game publishers 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.

We assess our business performance utilising a set of key performance indicators, including
cumulative registered players, average DAUs, average MAUSs, average monthly paying players and
monthly ARPPU. We cannot assure you that we will be able to capture accurate player data and
information in the future. While data analytics has proven beneficial to business, we might incorrectly
assess our key performance indicators and in turn make inappropriate operational and strategic decisions,
even with high-quality data and superb data analytic methodology. If any of the foregoing occurs, our
business, financial condition, results of operation and prospects may be materially and adversely
affected.

We may not be able to successfully implement our business strategies.

We have been focusing primarily on female-oriented games during the Track Record Period. We
plan to launch high-quality games in other genres to enrich our game portfolio and expand our
operations in more overseas markets. In addition, we plan to strengthen our game social platform as well
as our capabilities to utilise and commercialise game IPs. However, we cannot guarantee that we will be
able to attract and hire key game development, publishing and operation personnel so our plan may not
be successful, or we may not be able to develop commercially viable games that will gain sufficient
popularity, player interest and player retention.

Moreover, we plan to dedicate a significant part of the net proceeds from the Global Offering to
pursue our business strategies. Failure to implement our business strategies could prevent us from
recouping our investment costs, hider our ability to optimise our games to enhance player monetisation,
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weaken our overall competitive position, reduce our profitability and limit our growth prospects, any of
which would have a material adverse effect on our business, financial condition and results of
operations.

As we expand to new geographical markets, we are challenged with risks and uncertainties, which
could materially and adversely affect our growth prospects.

An important component of our overseas expansion strategy is to localise our games for the players
in those markets. We expect to continue to increase our game offerings in more language versions. Our
ability to expand our business and attract players in new overseas markets requires considerable
management attention and resources and is subject to the particular challenges of conducting business in
an environment of multiple languages, cultures, customs, legal systems, alternative dispute systems,
regulatory systems and commercial infrastructures. Our global strategy may subject us to risks that we
have not faced before or increase risks that we currently face, including risks associated with:

° identifying appropriate overseas markets;

° recruiting and retaining talented and capable management and employees with relevant
overseas experience;

° challenges caused by distance, language and cultural differences;

° customising games and other offerings that appeal to the tastes and preferences of players in
overseas markets;

° competition from local game developers with significant market share in those markets and
with a better understanding of player preferences;

° protecting and enforcing our IPs;

° the inability to extend proprietary rights in our brand, content or technology into new
jurisdictions;

° implementing alternative payment methods for virtual items in a manner that complies with

local laws and practises and protects us from fraud;
° credit risk and higher levels of payment fraud;

° currency exchange rate fluctuations;

° adapting to local business practises;

° protectionist laws and business practises that favour local businesses in some countries;
° political, economic and social instability; and

° higher costs associated with doing business internationally.
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We may have difficulty in adequately responding to the complicated challenges and uncertainties
we face. If we are unable to manage the risks and costs of our international expansion effectively, our
growth rate and prospects may be materially and adversely affected.

We may not be successful in effectively promoting our brand, and any negative publicity may
harm both the brand of our Company and the specific games we publish.

Our “Friend Times” brand has gained recognition among players and help us to build the
reputation of a game developer with particular success in female-oriented games. Promoting our brand
and enhancing the recognition of our brand is an integral part of our growth strategies. However, we
may not be able to effectively promote or develop our brand and, if we fail to do so, our growth may be
adversely affected.

In addition, any negative publicity or dispute in relation to us regarding our brand, games and
services, company or management, regardless of its veracity, could harm the image of our Company and
the games we publish, which in turn may reduce the number of active players of our games. Any impact
on our ability to effectively promote our brand and any significant damage to the public perception of
our brand or our products and services could materially and adversely affect our prospects and results of
operations.

Any failure or significant interruption in our technology, including servers and network could
impact our operations and harm our business.

The stable operation and performance of our network infrastructure and technology system are
essential for our operations in that they ensure smooth game functioning and uninterrupted player
experience. Our technology infrastructure may in the future encounter disruptions, outages or other
performance problems due to a variety of factors, including infrastructure changes, human errors or
malfunction in software, and capacity constraints. Our growing operations will place increasing pressure
on our servers and network capacity as we launch more games and further expand our player base.
Furthermore, our infrastructure is also vulnerable to damages from fires, floods, earthquakes, power loss
and telecommunication failures. Any network interruption or inadequacy that causes interruptions to our
games or failure to maintain the network and server or solve such problems in a timely manner could
reduce our players’ satisfaction, which in turn will adversely affect our reputation, player base and future
growth.

In addition, we rely on third-party service providers for certain key aspects of our network
infrastructure, including the storage and maintenance of our leased physical servers hosted in areas
known for natural disasters, such as earthquakes and hurricanes, and therefore, our network
infrastructure may be vulnerable to damage. Furthermore, as we operate our games in a number of
markets, we highly depend on the performance and reliability of the internet infrastructure in each
market, which is maintained by telecommunications carriers owned by either the state or private parties
with various levels of technology. Any disruptions or other problems with these services are out of our
control and may be difficult for us to remedy. If our arrangements with our data server providers or any
other third party are terminated, invalidated, or modified against our interest, we may not be able to find
alternative services or solutions on a timely basis or on terms favourable to us, or at all. If a particular
game is unavailable when players attempt to access it or navigation through a game is slower than they
expect, players may stop playing the game and may be less likely to return to the game as often, if at all.
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Furthermore, our business will be materially and adversely affected by any potential security
breach caused by hackings, which involve efforts to gain unauthorised access to our information or
systems, or to cause intentional malfunctions, loss or corruption of data, software, hardware or other
computer equipment, the intentional or inadvertent transmission of computer viruses and similar events.
It may be difficult for us to respond to security breaches in a timely manner or at all. If an actual or
perceived breach of our security occurs, players’ confidence in the effectiveness of our security
measures could be harmed.

The performance and reliability of the telecommunications networks and internet infrastructure in
China will affect our operations and growth.

With our headquarters and major operations based in China, we rely on wireless and landline
telecommunications networks in China to conduct central management of player accounts and gameplay
data, provide data transmission and communications, and monitor overall operational status of our
games. The national networks in China are connected to the internet through international gateways
controlled by the PRC government, which are the only channels through which a domestic player can
connect to the internet. These international gateways may not support the demand necessary for the
continued growth in internet traffic by players in China. We cannot assure you that the development of
China’s information infrastructure will be adequate to support our operations and growth, especially
when our games may need to accommodate more players as we grow our business. In addition, in the
event of any infrastructure disruption or failure, we would have no access to alternative networks and
services on a timely basis, if at all, which could have a material adverse effect on our business, results
of operations and prospects.

Undetected programming errors or game defects in our games could harm our reputation and
materially and adversely affect our results of operations.

Our games are subject to frequent improvement and updates, and may contain errors, bugs, flaws
or corrupted data that reveal only after the updated applications are accessed by players, particularly as
we launch new games and rapidly release new features to existing games under tight time constraints.
From time to time, our players have informed us of programming bugs affecting their experience, and
we generally resolved those flaws promptly. However, if, for any reason, programming bugs or flaws are
not resolved in a timely fashion or undetected programming errors, game defects and data corruption
repeatedly occur, it could disrupt our operations, adversely affect the gameplay experience of our
players, harm our reputation, cause our players to stop playing our games, divert our resources and delay
market acceptance of our games, the occurrence of any of which could result in legal liability to us or
harm our operating results.

Any restriction on access to major distribution platforms, such as Google Play, or the internet
generally could lead to the loss or slower growth of our player base.

Our players need to access the internet, in particular, major game distribution platforms such as
Google Play and Apple’s App Store, to download our games for gameplay. The PRC government has
already blocked access to Google Play in China. Companies and governmental agencies could block
access or may adopt policies to restrict access to game distribution platforms, our websites, other social
platforms or the internet generally for reasons such as security or confidentiality concerns or regulatory
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reasons, or they may otherwise adopt policies restricting players from playing our games. Any restriction
on access to distribution platforms or the internet in general could lead to the loss or slower growth of
our player base and as a result of which our business could be adversely affected.

The trade war between the U.S. and the PRC may affect our business, financial condition and
results of operation.

A trade war has been initiated between the U.S. and the PRC. The U.S. government has sought to
blacklist certain PRC technology companies, which would make it difficult for those companies to
conduct business with U.S. enterprises. Among the blacklisted PRC technology companies, some are
PRC mobile phone manufacturers which utilise major game distribution platforms such as Google Play.
In complying with the U.S. government directives, some of the distribution platforms have suspended
certain software and technical services to certain PRC mobile phone manufacturers which would limit
the users of those mobile phones to access those distribution platforms. Specifically, Huawei was added
to the U.S. Department of Commerce’s Bureau of Industry and Security Entity List in May 2019 which
restricted the cooperation between Google and Huawei. As a result, certain users of Huawei’s mobile
phones may not have access to Google Play due to such restriction. Google Play is currently not
available in the PRC, which is our main market that had accounted for over 70% of our total revenue
during each period of the Track Record Period. During each period of the Track Record Period, our total
overseas revenue generated from Google Play accounted for less than 10% of our total revenue. Further,
our Directors believe that our overseas revenue generated from users of Huawei’s mobile phones did not
contribute a majority portion of our overseas revenue generated from Google Play. Nonetheless, as some
of our game players would download our games through the game distribution platforms on PRC mobile
phones, if the trade war continues to intensify, further restriction of access to the distribution platforms
on those PRC mobile phones may result in loss or slower growth of our player base and as a result of
which our financial position, results of operation and expansion plans could be affected.

Violations of our game policies, such as sales and purchases of virtual items used in our games
through unauthorised third parties, may impede our players’ gameplay experience and our
revenue growth.

We have established game policies against unauthorised and inappropriate player behaviours.
Under such policies, we do not allow players to sell or transfer virtual items, among other things. Virtual
items offered in our games have no monetary value outside of our games. Nonetheless, some of our
players or third parties may sell or purchase our virtual items through unauthorised third parties in
exchange for real money or other real-world properties. To our knowledge, these unauthorised
transactions are usually arranged through third-party channels or platforms and the virtual items offered
may have been obtained through unauthorised means, such as through cheating or from scamming our
players with fake offers of virtual items or other in-game benefits. We generate no revenue from these
unauthorised transactions and do not permit, or facilitate in any manner, these unauthorised transactions.
We have game policies in place which reserve our right to impose sanctions, such as to suspend,
terminate or cancel a player account if we find abnormal transactions or activities in the account.

Notwithstanding our measures and efforts, we do not have effective control over these
unauthorised transactions. Any such unauthorised purchase and sale could impede our revenue and
profit growth by (i) decreasing revenue from authorised transactions, (ii) creating downward pressure on
the prices we charge players for our virtual items, (iii) increasing costs we incur to develop
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technological measures to curtail unauthorised transactions, and (iv) increasing customer service costs to
respond to dissatisfied players. In addition, transactions through unauthorised third-party channels may
involve fraud that is beyond our control, and we may face potential claims from our players in
connection with their losses resulting from third parties’ fraudulent activities. Such claims, regardless of
merit, may harm our reputation, divert our management’s attention and cause additional expenses in
defending against these claims.

Furthermore, unrelated third parties may develop cheating practises that enable players to exploit
vulnerabilities in our games or obtain unfair advantages over other players who play fairly. These
practises harm the experience of players who play fairly and may disrupt the virtual economies of our
games. If we fail to discover and disable these practises and activities quickly or effectively, our
operations may be disrupted, our reputation may be damaged and players may quit our games, which in
turn may cause losses of revenue from paying players, increased cost of developing technological
measures to combat these practises and activities, legal claims relating to the decrease in value of our
virtual items, and increased customer service costs to respond to dissatisfied players.

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

In 2015, we launched our player community application Game Friend (¥31/) to create an online
community for our existing players and potential players to communicate with each other and find the
best gaming strategies and promotional activities. Our players are able to engage in highly personalised
conversations when they use this application. However, we are not able to verify the comments made by
our players in our Game Friend (%73t /) application. Therefore, it is possible that certain players may
engage in illegal, obscene or incendiary conversations that may result in a negative impact among other
players. Although we screen certain words according to the lists provided by the relevant government
authorities, we cannot assure you that all the sensitive information contained in our players’ or
members’ conversations can be identified. In serious cases, certain such information or content may be
deemed unlawful under the laws and regulations in the locations where the games are played, and
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 based on the nature or content of the
information improperly displayed, which may materially and adversely affect our reputation, operations
and business.

Unsanctioned use of our services in specific jurisdictions may give rise to our regulatory risks.

The boundless nature of internet-based business generally allows access to our games by players
from all over the world, and we do not restrict access from any specific jurisdiction unless the local
regulators so require. We also generally require the third-party game publishers we cooperate with to
comply with local laws when they enter into and operate in any local markets. For our games offered in
the PRC market, as required by the relevant laws and regulations in China, we require all players to
provide their PRC identification numbers when register the player accounts, and we normally require
players to represent that they must not be barred from receiving our services under the local laws before
accepting our services. To date, we are not aware of any regulatory regime, nor have we received any
notice from local regulators or major distribution platforms, which requires us to restrict access to or
take down our games in any specific jurisdiction. Although we do not believe that the mere fact that our
games are accessible in a particular jurisdiction necessarily follows that we conduct business in that
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jurisdiction and are subject to the local laws and regulations, we cannot assure you that the local
regulators will not hold a contrary view. As a result, if the local regulators in any specific jurisdiction
place access restrictions to our games, any unsanctioned use of our services from the local players may
subject us to regulatory risk, including monetary penalty or injunctions, which may adversely affect our
business operations.

In addition, the United States and other jurisdictions or organizations, including the European
Union, the United Nations and Australia, have, through executive order, passing of legislation or other
governmental means, implemented measures that impose economic sanctions against certain countries or
jurisdictions, or against targeted industry sectors, groups of companies or persons, and/or organisations
within such countries. Currently, we do not and also do not plan to operate in jurisdictions that are
subject to comprehensive International Sanctions, and we do not have third-party game publishers in
comprehensively sanctioned jurisdictions. However, it is possible that our games could be accessed in
such comprehensively sanctioned jurisdictions or by Sanctioned Persons. We cannot predict the
interpretation or implementation of government policies in the United States at the federal, state or local
levels or any policy by the European Union, the United Nations, Australia and other applicable
jurisdictions with respect to any current or future activities by us, our affiliates or third-party publishers
in countries subject to International Sanctions and with Sanctioned Persons. As a result, we cannot
assure you that our future business will be free of risk under sanctions implemented in these
jurisdictions or that we will conform our business to the expectations and requirements of the United
States authorities or the authorities of any other government that may not have jurisdiction over our
business but nevertheless assert the right to impose sanctions on an extraterritorial basis. Our business
and reputation could be adversely affected if the authorities of the United States, the European Union,
the United Nations or Australia or any other governmental entity were to determine that any of our
activities constitutes a violation of the sanctions they impose or provide a basis for a sanctions
designation of our Company. In addition, as many sanction programs are constantly evolving, new
requirements or restrictions could come into effect, which might increase scrutiny on our business or
result in one or more of our business activities being deemed to have violated sanctions, or being
sanctionable.

Third parties may claim that we infringe their proprietary rights, which could cause us to incur
significant legal expense and prevent us from promoting our products and services.

Due to the nature of our business as a game developer, publisher and operator, we are subject to
legal proceedings and claims relating to the IP rights of third parties from time to time in the ordinary
course of our business. For example, we had been involved in a litigation in relation to the unauthorised
commercial use of an image whose copyright was owned by the plaintiff and we had settled with the
plaintiff by paying the plaintiff an one-off compensation in the amount of RMB80,000 pursuant to the
settlement arrangement. We had also been involved in litigations in relation to the breach of copyright
for the use of certain software with a plaintiff and we had settled the cases with the plaintiff in
December 2018 and had paid the plaintiff an one-off settlement amount of RMBO0.4 million. We may
continue to be subject to other legal proceedings and claims from time to time relating to the IP rights of
third parties in the ordinary course of our business.
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Any such proceedings or actions or claims, 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 proceedings, we may be prohibited from using such IP rights, subject to fines and
penalties, or be required to modify, optimise or cease operating the games, or satisfy indemnification
obligations that we have with some of our players, or enter into royalty or licencing arrangements with
licencing fees or be forced to develop alternatives. Any royalty or licencing arrangements that we may
seek in such circumstances may not be available to us on commercially reasonable terms or at all. And
we may incur substantial legal expenses in defending against these third-party infringement claims,
regardless of their merits. Also, if we acquire technology to include in our products 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.

In addition, some of our employees were previously employed at other companies, including our
current and potential competitors. We also intend to hire additional personnel to expand our
development team. To the extent these employees are 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 and reputation.

Unauthorised use of our intellectual property by third parties, and the expenses that we may incur
in protecting our intellectual property rights, may materially and adversely affect our business and
reputation.

We regard our proprietary domain names, copyrights, trademarks, patents, trade secrets and other
IP rights, as well as those of our game development partners, critical to our business operations. We
have historically relied on trademark and copyright laws, trade secret protection, restrictions on
disclosure, and other agreements that restrict the use of our IP rights to protect our IP rights. For our
proprietary games, we register software in China for copyright protection and take various measures to
protect our source codes, including confidentiality agreements. However, we may fail to protect the IP
rights related to our games. Any failure to register trademarks or patents in any country or region may
limit our ability to protect our rights in such country or region under relevant trademark or patent laws,
and we may even need to change the name or the relevant trademark in certain cases, which may
adversely affect our branding and marketing efforts. Any failure to protect the IP rights owned by our
game developer partners will also subject us to severe consequences, including loss of game
distributorships IP licences and/or payment of damages.

In order to protect our technology and know-how, we rely on confidentiality provisions in relevant
agreements with our employees, licensees, independent contractors and other advisers. These agreements
may not effectively prevent disclosure of confidential information and may not provide an adequate
remedy in the event of unauthorised disclosure of confidential information. In addition, others may
independently discover trade secrets and proprietary information, limiting our ability to assert any trade
secret rights against such parties. The validity, enforceability and scope of protection of intellectual
property in internet-related industries are uncertain and still evolving. In particular, the laws and
enforcement procedures in China, Southeast Asia, and certain other countries and regions where our
games are accessible to local players do not protect IP rights to the same extent as the laws and
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enforcement procedures of other countries do. Policing unauthorised use of proprietary technology is
difficult and expensive. Any steps we have taken to prevent the misappropriation of our proprietary
technology may be inadequate. Despite our efforts to protect our IP rights, other game developers may
copy our ideas and designs, and other third parties may infringe on our IP rights. Moreover, litigation
may be necessary in the future to enforce our intellectual property rights. Future litigation could result in
substantial costs and diversion of our resources, and could disrupt our business, which may have a
material adverse effect on our financial condition and results of operations.

Any termination of, or changes to, the preferential tax treatment and government grants that we
have enjoyed could adversely affect our profitability.

We enjoyed certain preferential tax treatment and government grants in relation to our operations
during the Track Record Period. Please refer to the section headed ‘“Financial Information — Significant
Factors Affecting Our Results of Operations — Preferential tax treatment” for more information. During
the Track Record Period, the tax effect of the preferential tax treatment amounted to RMB13.1 million,
RMB19.8 million, RMB57.2 million and RMB16.6 million in 2016, 2017 and 2018 and the three months
ended 31 March 2019, respectively. During the Track Record Period, we received government grants of
RMB6.7 million, RMB17.3 million, RMB22.8 million and RMB1.1 million in 2016, 2017 and 2018 and
the three months ended 31 March 2019, respectively.

We intend to apply for renewal of the preferential tax treatment we enjoyed prior to the expiration
of their respective accreditations as well as the government grants to the extent available; however, we
must continue to meet the relevant PRC legal requirements in order to maintain the qualification and
eligibility. There is no assurance that we could continue to be able to meet the requirements to be
entitled to preferential tax treatment and government grants or that the preferential EIT rates that we
currently enjoy will not otherwise be challenged, altered or discontinued. Any change, suspension or
termination of these preferential tax treatment and government grants to us could adversely affect our
financial condition, results of operations and cash flows.

We may not be able to continue to use certain properties that are currently used by us.

As at the Latest Practicable Date, we leased eight properties for use as offices and employee
residence. The landlord had not filed the lease agreements for any of our leased properties with the local
housing administration authorities as required under PRC law. As advised by our PRC Legal Advisers,
the non-registration of lease agreements does not affect the validity of such lease agreements. However,
we might be ordered to rectify this non-compliance by the competent authorities and if we fail to rectify
within the prescribed period, a penalty of RMBI1,000 to RMB10,000 per lease agreement may be
imposed on us as a result of such non-filing. The estimated total amount of penalty for our failure to
rectify our lease agreements is approximately RMB10,000 to RMB100,000.

Also, during the Track Record Period and as at the Latest Practicable Date, the actual use of two
of the leased properties is inconsistent with the use registered on the Shanghai Real Estate Register (-
VT AN Bl = 550 #). As advised by our PRC Legal Advisers, the use of such leased properties may be
required to rectify within a time limit. Further, the land on which such properties erected is allocated
land (|4 T Hb). As advised by our PRC Legal Advisers, allocated land and buildings erected on
allocated land shall not be transferred, leased or pledged without the prior consent of the relevant
competent authorities. The competent authorities may confiscate the proceeds from the leasing of the
properties and imposed fines on the lessor if such properties are leased without their consent. Although
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we are not subject to the aforementioned penalties as a lessee to the properties, the relevant lease
agreements may be deemed to be in breach of the law and therefore be void. In the event that the lessor
is required by the competent authorities to return such properties or if the relevant lease agreements are
deemed to be void, we, as the lessee of such properties, may not be able to continue to use the property
and will need to find alternative locations and relocate in a relatively short time. However, we may not
be able to relocate to other premises on commercially reasonable terms, or at all. In addition, any
relocation would incur additional costs or interrupt our business and operations.

We depend heavily on our senior management and key employees and our ability to attract and
retain talented personnel. If we lose their services, our business may be seriously harmed.

We have been, and will continue to be, heavily dependent on the continued efforts of our senior
management team and other key employees for our success. In particular, we rely on the expertise and
experience of Mr. Jiang, Mr. Xu Lin, Mr. Wu Jie and Mr. Sun Bo, all being our executive Directors,
who together with other members of our senior management team, Ms. Li Ya, our chief financial officer,
and Mr. Liu Gongyou, our joint company secretary, have formulated our strategies and been
instrumental to our achievements to date. The loss of our senior management members or several of our
other key employees could impair our ability to operate and impede the execution of our business
strategy. We may not be able to replace such persons within a reasonable period of time or with another
person of equivalent expertise and experience, in which case our business may be severely disrupted and
our financial condition may be impaired.

In addition, our continued success will also depend on our ability to attract and retain qualified
administrative, supervisory and management personnel to manage our existing operations and future
growth. Qualified and talented individuals are scarce and in high demand and, as a result, competition
for these individuals from other online game companies is intense. We may not be able to successfully
attract, assimilate or retain the personnel that we may require. In addition, we may need to offer superior
compensation and other benefits in order to attract and retain key personnel in the future, and we
therefore cannot assure you that we will have the resources to fully achieve our staffing needs. In
connection with any acquisition we may pursue in the future, our ability to retain the existing personnel
we select will have a significant effect on our success in these expansion efforts. Our failure to attract
and retain qualified personnel could have a negative impact on our ability to maintain our competitive
position and to grow our business.

Our lack of insurance could expose us to significant costs and business disruption.

Chinese insurance companies offer limited business insurance products to online game companies.
We do not have any business liability or disruption insurance to cover our operations in China or
overseas, including losses relating to our systems and business interruption, which, based on public
information available to us relating to China-based online game companies, is consistent with customary
industry practise in China. We have determined that the costs of insuring for these risks and the
difficulties associated with acquiring such insurance on commercially reasonable terms make it
impractical for us to have such insurance. In addition, we do not maintain any insurance policies
covering risks including loss and theft of and damages to our servers or other technology infrastructure.
Any uninsured occurrence of business disruption, litigation or natural disaster, or significant damages to
our uninsured equipment or technology infrastructure could result in substantial costs and diversion of
resources for us and could adversely affect our financial conditions and results of operations.
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Our determination of the player relationship period for our games exposes us to uncertainties with
respect to revenue recognition.

Our determination of the player relationship period for each game is based on our best estimate on
a game-by-game basis taking into account all known and relevant information at the time of assessment,
including primarily the historical game data and player data of the relevant game. However, we may not
always have sufficient data to determine the player relationship period, such as in the case of a newly
launched game. As the average player relationship period for any game can change over time, our
estimates are also subject to re-evaluation on a quarterly basis. Our determination of the player
relationship period requires us to make significant estimates and assumptions. Such estimates and
assumptions involve a number of uncertainties and may have material impact on the timing of our
revenue recognition. For example, we may take a longer period of time to fully recognise revenue from
in-game sales of virtual items than our initial estimated player relationship period for our games. If this
occurs, our financial condition and result of operations for a given period may be materially and
adversely affected.

We are subject to risk of recoverability of deferred tax assets.

We had deferred tax assets of RMB7.2 million, RMB7.8 million, RMB13.3 million and RMB&.6
million as at 31 December 2016, 2017 and 2018 and 31 March 2019, respectively. While the deferred
tax assets may enable our Group to reduce future tax payment, our deferred tax assets may also pose risk
to our Group as its recoverability is dependent on our Group’s ability to generate future taxable profit.
There is no assurance that the deferred tax assets can be recovered. In the case that the value of the
deferred tax assets has changed, our Group may have to write-down the deferred tax assets, which may
significantly affect our financial condition.

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

The international tax environment is changing, with new policy proposals and regulations at
various stages of implementation around the world, dealing with, amongst other things, the digitalisation
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 revenues, earned by
highly digitalised businesses from customers in jurisdictions in which an entity does not have operation,
such as a permanent establishment. These policy discussions are being led by the Organisation for
Economic Cooperation and Development and are commonly referred to as the Base Erosion and Profit
Shifting project (“BEPS 2.0”). 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 jurisdiction(s) in which 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 to this, there are two further policy developments which may impact on our potential tax
liabilities in the future. The first is the proposal by certain countries to introduce digital services taxes,
or equivalent which broadly seek to tax the revenues of highly digitalised businesses from activities
relating to advertising or data. The second is 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 in which the customer is located.
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In respect of each of these developments, the regulations in each jurisdiction may differ in
fundamental respects, including the timing of their implementation, whether they impose tax obligations
on profits or revenues, whether they give relief for loss-making entities, and any de minimis exclusions
for businesses with either a global turnover, or a local turnover in that jurisdiction below a certain
threshold. We may also become subject to new or additional taxes in the future which may have a
material adverse impact on our financial condition, results of operations and prospects.

We are subject to risks relating to our investments in other companies and financial instruments.

We have in the past and may in the future invest in other businesses and financial instruments.
During the Track Record Period, we made minority investments in two companies namely, Jingxiang
Times and Suzhou Leji, which were engaged in organising e-sports online events and the mobile game
development, respectively. Our investment in Jingxiang Times and Suzhou Leji were recorded as our
investment in an associate and as our financial assets measured at fair value through profit or loss in our
financial statements, respectively. As at 31 December 2016, 2017 and 2018 and 31 March 2019, our
investments in an associate were nil, RMB4.0 million, RMB3.2 million and RMB3.2 million,
respectively. Our carrying value of our investments in an associate may be affected by a number of
factors such as share of results, impairment, dilution issuance of equity securities. In 2016, 2017 and
2018 and the three months ended 31 March 2019, our share of loss from an associate were nil, RMB1.0
million, RMBO0.8 million and RMB70,000, respectively.

As at 31 December 2016, 2017 and 2018, our interest in Suzhou Leji included in our financial
assets measured at fair value through profit or loss were RMB3.5 million, RMBO0.8 million and nil,
respectively. In 2016, 2017 and 2018, losses of changes in the fair value of our investment in Suzhou
Leji included in changes in fair value of financial assets measured at fair value through profit or loss
were RMBS5.5 million, RMB2.7 million and nil respectively. Our investment in Suzhou Leji was
disposed in December 2018.

Further, in 2019, we entered into a TV-series production investment agreement with an
independent third-party licensed production house for co-financing the production of a TV-series. For
further details of our investment in the TV-series, please refer to the section headed “Financial
Information — Liquidity and Capital Resources — Financial Assets Measured at Fair Value Through
Profit or Loss — TV-series-based financial instrument”.

Our investments could subject us to a number of risks, including risks associated with sharing
proprietary information, non-performance by the counterparty and an increase in expenses incurred in
establishing potential new strategic alliances, any of which may materially and adversely affect our
results of operations. We may have little ability to control or monitor the actions of such investee
companies and to the extent such investees suffer negative publicity or harm to their reputation from
events relating to their business, we may also suffer negative publicity or harm to our reputation by
virtue of our association with them. As such, our investments may not be successful as expected. For
example, we have disposed our investments in Suzhou Leji in December 2018 as its performance did not
meet our expectation.
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Our associates are private companies and there has been no public market for their equity
securities. As such, our equity interests in such investee companies may not be as liquid as other
investment products. In particular, we cannot assure you that we will receive cash flow from such
investments until dividends from such investee companies are declared and paid or until the investee
company pays us our investments in accordance with the relevant contract.

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, business strategies, expansion plan, election of directors and other
significant corporate actions. Immediately following the completion of the Capitalisation Issue and the
Global Offering and assuming the Over-allotment Option is not exercised, our Controlling Shareholders
will, in aggregate, hold 1,549,762,500 Shares representing approximately 70.44% of the issued share
capital of our Company. This concentration of ownership may discourage, delay or prevent a change of
control in our Company or other corporation actions that are otherwise approved by our other
Shareholders, 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. 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, actions or make decisions that conflict with the best interests of our
other Shareholders.

RISKS RELATING TO THE INDUSTRY

Any regulatory changes in the approval and registration process of new online games by the PRC
government may adversely affect our business.

As detailed in the sections headed “Regulatory Overview — Regulations on Online Games —
Online Games Publication” and ‘“Regulatory Overview — Regulations on Online Games — Online
Games Operations”, the official launch of mobile games in the PRC is subject to game registration with
the NAPP and issuance of game publication numbers by the NAPP. However, according to Frost &
Sullivan, the NAPP at the national level suspended approval of game registration and issuance of
publication numbers for online games from March to December 2018. Please refer to the section headed
“Business — Recent Change in Regulatory Environment” for more information.

The NAPP resumed game registration and issued game publication numbers for a first batch of
games with effective date of 19 December 2018. However, as the regulatory authorities have received a
large number of game registration applications which are to be reviewed, it may take some time for all
of the existing game registration applications to complete the process and obtain the game publication
numbers. Therefore, there is great uncertainty as to when we will be able to complete the game
registration and obtain the game publication number for our pipeline games under application and other
pipeline games or we may not be able to complete the game registration and obtain the game publication
number at all, which could adversely and materially impact our ability to introduce new games, the
timetable for us to launch new games and our business growth and prospects.
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Further, we cannot assure that the game registration process may not be suspended, changed or
affected by other changes in the regulatory environment in the future, which may materially and
adversely affect our results of operation and financial condition.

Moreover, according to the Notice of the General Office of the General Administration of Press,
Publication, Radio, Film and Television on the Administration of Mobile Game Publishing Services (1=
R I ] Y LB A e IR 7 A% 5Bl I 15t WU 265 A LA 4 A0) issued by the SAPPRFT in May 2016,
which became effective in July 2016 (the “Mobile Game Notice”), updates or enhancements of existing
games do not need application for game publication numbers provided that such updates or
enhancements do not constitute explicit changes in view of the SAPPRFT and the original name of such
game remains exactly the same. Our current development strategy and game pipelines also include
enhancements of several of our existing signature games on condition that the above requirements are
satisfied. These enhancements included variations, upgrades, additional functions and effects, and new
programming language for playing. However, we cannot assure you that regulators will not take a
stricter view on updates and enhancements in the future, which may result in extra work and costs for us
to file or renew application for such updates and enhancements and may delay our timetable to launch
the updates and enhancements, which in turn may adversely affect our results of operations.

Failure to obtain, renew, or retain requisite licences, permits or approvals or failure to comply
with applicable laws and regulations may adversely affect our ability to conduct our business.

The mobile game industry in China is highly regulated. Under the current PRC regulatory scheme,
a number of regulatory agencies, including but not limited to the NAPP, the MOCT and the MIIT,
jointly regulate the internet industry, including the online game business. Game operators and publishers
must obtain various government approvals and licences for web and mobile businesses. As we currently
derive a significant portion of our revenue and cash flow from Suzhou FriendTimes and its subsidiaries,
they are required to obtain and maintain applicable licences and approvals from different regulatory
authorities in order to conduct their current operations.

We are required to obtain the ICP Licences for provision of value-added telecommunications
services, Internet Cultural Operation Licences for the operation of online games, and Internet Publishing
Service Licences for publishing online games, all of which are essential to the operation of our business
in China. These are licences subject to regular government review or renewal. Although we did not have
incidents of material non-compliance with respect to the aforementioned licences during the Track
Record Period. However, we cannot assure you that we can successfully update or renew the licences
required for our business in a timely manner or that these licences are sufficient to conduct all of our
present or future business.

We generally require our third-party game publishers to obtain, renew or retain necessary licences,
permits or approvals for publishing and operating our games in overseas markets under our agreements
with most third-party publishers. Under such arrangements, we are primarily responsible for offering
game contents and related technical support and our game publishers are primarily responsible for
marketing, publishing and distributing the games within their authorised distribution territories.
However, there are instances where we have not included such provisions requiring the third-party game
publishers to obtain, renew or retain necessary licences, permits or approvals for publishing and
operating our games in their respective authorised overseas markets in the relevant licensing agreements.
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We cannot assure you that our game publisher partners have obtained, renewed or maintained or will be
able to obtain, renew or maintain the requisite licences and approvals for publishing and operating our
games in overseas markets.

The regulatory environment applicable to our business in China and overseas is complex and many
of the laws and regulations are unsettled and still developing and new laws and regulations may be
adopted or amended from time to time. As advise by our PRC Legal Advisers, in May 2019, the MOCT
released the Notice on Adjusting Examination and Approval Scope, which specifies that the MOCT no
longer assumes the responsibility for the administration of online games industry. However, it is still
unclear as to whether such supervision responsibility will be transferred to another governmental
department or whether such governmental department will raise similar or new supervision requirements
for the distribution and operation of online games. Therefore, considerable uncertainties exist regarding
the interpretation and implementation of existing and future laws and regulations governing our business
activities. For example, China’s government has been escalating restrictive regulations on the content of
online games, particularly restricting online games from containing factors such as pornography and
violence. However, many of such regulations, such as the depiction of pornography and violence, are
ambiguous, still evolving and could be interpreted in ways that could harm our business or expose us to
liability. We cannot assure you that we or our game publisher partners will not be found in violation of
any future laws and regulations or any of the laws and regulations currently in effect due to changes in
the relevant authorities’ interpretation of these laws and regulations. If we or our game publisher
partners fail to obtain, renew or maintain any of the required licences or approvals or make the
necessary filings, we may be subject to various penalties, such as imposition of fines, discontinuation or
restriction of our operations, and confiscation of the revenue illegally obtained. In addition, we cannot
assure you that we will be able to continue to comply with applicable laws when operating our existing
offices in Hong Kong and South Korea or when we set up new offices in other overseas markets. Any
penalties arising from our violation of local applicable laws may disrupt our business operations and
materially and adversely affect our business, financial condition and results of operations.

It is possible that a number of laws and regulations may be adopted or construed to apply to us in
the jurisdictions in which we operate that could restrict the online game industries, including player
privacy, advertising, taxation, content suitability, copyright, distribution and antitrust. Furthermore, the
growth and development of electronic commerce and virtual items may prompt calls for more stringent
consumer protection laws that may impose additional burdens on companies such as ours conducting
business through the internet and mobile devices. We anticipate that scrutiny and regulation of our
industry will increase, and we will be required to devote legal and other resources to addressing such
regulation. Also, we might be required to seek additional licences, authorisations or approvals from
relevant regulators, the granting of which may be dependent on us meeting certain capital and other
requirements and we may be subject to additional regulation and oversight, such as reporting to
regulators, all of which could significantly increase our operating costs. Changes in current laws or
regulations or the imposition of new laws and regulations in the jurisdictions in which we operate
regarding these activities may lessen the growth of online game services and impair our business.
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The PRC law regulating the playing time and players’ age of online games may materially and
adversely affect our business and operations.

In April 2007, several governmental authorities, including the GAPP and the MOE, jointly issued
the Anti-addiction Notice, which is annexed to the Standards Regarding the Development of Anti-
addiction System on Online Games (HH%5%7 P ITA R SBHEEAEYE) and the Proposal Regarding the
Authentication of Real Names for Anti-addiction System on Online Games (48 #5218k Bl /T 2K R AL E 44 758
7% 77 %%). According to the Anti-addiction Notice, an anti-fatigue system monitoring the playing time and
minimum age of online game players is required to be installed in all existing online games since July
16, 2007, as well as in all online games to be operated in China. All of our mobile games offered in
China are embedded with the anti-fatigue system prior to their release. The Anti-addiction Notice is
followed by the Notice Regarding Launching Anti-addiction Real Name Authentication on Online
Games (the “Real Name Authentication Notice™) (7% RUEh 4 4% 12 15k B Tk B 42 B vk LA Az,
which was jointly issued by the GAPP, the MOE and other government authorities and became effective
in July 2011. According to the Real Name Authentication Notice, all the companies that operate online
games must institute anti-addiction real-name authentication, including identifying registration
information of their players and timely reporting the identification information of the players pursuant
to the proceeding prescribed by government regulations, and strictly inputting the players who are
proved to provide false identification information into the anti-addiction system on online games. The
Notice Regarding In-depth Development of Anti-addiction Real Names Authentication on Online Games
(PR T8 N R 7 48 4 5K 9 0k B 4% B s T VE A3 1) was issued by the SAPPRFT in July 2014, became
effective in October 2014. According to such notice, the application for publication of an online game
will be rejected unless the applicant company completes the procedure of anti-addiction real-name
authentication. Additionally, according to the Mobile Game Notice, which became effective in July
2016, mobile games are subject to the Real Name Authentication Notice unless the mobile game to be
published, among other things, does not concern themes such as politics, military, nations and religions,
belongs to the class of casual puzzle domestic mobile games without plots or with simple plots and is
not authorised by overseas copyright owners.

On 19 April 2019, the updated Service Guidance for the Approval of Publishing Domestic Online
Games was published on the official website of the SAPPRFT (the “2019 Guidance”). The 2019
Guidance specifies the necessary application documents to be submitted for applying for publishing
domestic new online games, which includes a detailed description document of the specific operation
mechanism of the anti-addiction compliance system (the ‘“Anti-addiction System Document”).
However, the 2019 Guidance further clarifies that mobile online games are not required to submit the
Anti-addiction System Document, but only need to provide certain description.

We cannot assure you that our anti-fatigue system will be regarded as sufficient by relevant
government authorities in China. Failure to comply with the requirements under the foregoing Notices
may subject us to penalties, including without limitation suspension or restriction of our games to be
operated by ourselves, rejection to or suspension of the application for approval of our games in China.
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Regulation and censorship of information disseminated over the internet in China may adversely
affect our business, and we may be liable for information displayed on, retrieved from or linked to
our applications.

China 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 violations of PRC laws from being distributed through the internet.
The MIIT 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 China, or compromise state security or secrets. It may be difficult to determine the
type of content that may result in liability for us. 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, which would materially and adversely affect our business, financial condition
and results of operations. We may also be subject to potential liability for unlawful actions of our
players 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 reduce our
player base, the amount of time our games are played or the purchases of virtual items in our games.

Rapidly evolving PRC regulatory environment of the mobile gaming industry could impact our
ability to launch and publish new games and maintain our financial performance going forward.

The regulatory environment of the mobile gaming industry is evolving rapidly. On 30 August
2018, eight PRC regulatory authorities at national government level, including the NATR and the MOE,
released the Implementation Programme on Prevention of Juveniles Myopia ({&£ & Bi#E 5l 3 5 D 4T i
Eifi 77 %)). As a part of the plan to prevent myopia among children, the Implementation Programme on
Prevention of Juveniles Myopia plans to (i) regulate the number of new online games and (ii) restrict the
amount of time juveniles spend playing on electronic devices. As at the Latest Practicable Date, no
detailed implementation rule has been issued to enforce the Implementation Programme on Prevention of
Juveniles Myopia regarding the online games and therefore its impact on our future business operations
and financial performance remains unclear and unforeseeable. Our Directors consider that it is
impracticable to forecast the expected quota on the number of online games approved for publication per
year as well as the measures that will be required to be taken to restrict juveniles’ playing time of our
games pursuant to the then effective detailed implementation rules in the future.

Although it is unclear and unforseeable when and how the Implementation Programme on
Prevention of Juveniles Myopia will be enforced, risks exist that (i) 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; and (ii) its enforcement could
discourage juveniles from playing our games due to restriction of playing time, which could have a
material adverse effect on our business, financial condition, results of operations and prospects.
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Our business is subject to domestic and international laws, rules, policies and other obligations
regarding data protection. If the PRC government or its counterparts in other jurisdictions
prohibit the use of personal data for data analytics or we fail to comply with such laws, rules,
policies and other regulations, our business could be materially and adversely affected.

Our business requires us to use and store in-game player behavioural data and gameplay data to
analyse and improve the performance of existing games and develop new games. We may be subject to
domestic and international laws relating to data privacy and the collection, use, retention, security and
transfer of personal data. Several jurisdictions have passed laws in this area, and other jurisdictions are
considering imposing additional restrictions. For example, Amendment (IX) to the Criminal Law of PRC
(e N RILFEHEEIE S (L)), effective in November 2015, has added the Crime of Infringing on
Citizens’ Personal Information to the Criminal Law of PRC (*#E A\ R ALFIE %), which signifies the
PRC governmental authorities’ resolution to further protect personal information. According to the
Amendment (IX) to the Criminal Law of PRC, illegally obtaining or selling/providing the citizens’
personal information shall be sentenced to a maximum fixed-term imprisonment of seven years and/or a
fine. In addition, the General Data Protection Regulation of the European Union (the “GDPR”) came
into force with direct effect across the European Union on 25 May 2018. The GDPR involves new
provisions and enhanced rights on data protection and has extra-territorial application. Any usage of
personal identifiable data (for example, access to users’ contacts, provision of cookies or the use of
analytic tools and targeted or behavioural advertising) is subject to a strict regime of data protection
rules. The maximum fine under the GDPR is up to 4% of annual global turnover or Euro20 million,
whichever is greater. Our future expansion into selected target markets in Europe (such as Germany and
France) will subject us to the aforesaid regulation. For South Korea, the Act on Promotion of
Information and Communications Network Utilization and Information Protection, Etc. (the “IT
Network Act”), among others, requires providers of information and communications services to protect
consumer information maintained by the provider. Using or receiving personal information beyond the
scope notified to the user or as set forth in the relevant contract or providing private information to a
third party may be punishable by imprisonment of up to five years or a penalty of up to KRWS50 million
pursuant to the IT Network Act. South Korea was our major overseas market for the year ended 31
December 2018 and the three months ended 31 March 2019.

Data privacy protection laws are rapidly evolving and likely will continue to do so for the
foreseeable future. The U.S. government, including the Federal Trade Commission and the Department
of Commerce, continues to review the need for greater regulation over the collection of personal
information and information about user behavior on the internet and on mobile devices and the European
Union has continuously enhanced its data protection legal framework. Failure to comply with the
relevant legal requirements may increase our costs and subject us to expensive government
investigations and fines.
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In addition, we are primarily dependent upon third-party distribution platforms and game
publishers to solicit, collect and provide us with information regarding our players that is necessary for
compliance with these various types of regulations. If the third parties we work with violate applicable
laws or our policies, such violations may also put our players’ information at risk and could in turn
adversely affect our business. While our administrative systems have developed rapidly, during our
earlier history our practises relating to IP, data privacy and security, and legal compliance may not have
been as robust as they are now, and there may be unasserted claims arising from this period that we are
not able to anticipate. Any failure or perceived failure by us to comply with our privacy policies, our
privacy-related obligations to players or other third parties, or our privacy-related legal obligations, or
any compromise of security that results in the unauthorised release or transfer of personally identifiable
information or other player data, may result in governmental enforcement actions, litigation or public
statements against us by consumer advocacy groups or others and could cause our players to lose trust in
us, which could have a material adverse effect on our business.

Furthermore, the success of our business has been, and we expect will continue to be, driven by
our ability to responsibly use the data that our players share with us for data analytics. Therefore, our
business could be harmed by any significant change to applicable laws, regulations, policies or industry
practises regarding the use or disclosure of data our players share with us, or regarding the manner in
which the express or implied consent of players for such use and disclosure is obtained. Such changes
may require us to modify our privacy policy and our games and features, possibly in a material manner,
and may limit our ability to develop new games and features that make use of the data that our players
voluntarily share with us.

RISKS RELATING TO OUR COMPANY STRUCTURE

If the PRC government finds that the agreements that establish the structure for operating our
online game businesses in China do not comply with applicable PRC laws and regulations, or if
these regulations or their interpretations change in the future, we could be subject to severe
consequences, including the nullification of the Contractual Arrangements and the relinquishment
of our interest in our VIE.

Current PRC laws and regulations place certain restrictions or prohibitions on foreign investment
in and ownership of entities that engage in a number of business activities, including the value-added
telecommunications services, internet publishing business and internet cultural business, such as mobile
game publishing and operating and provision of internet information. In particular, under the 2019
Negative List, our game operation business falls into the value-added telecommunications services
business which is considered “restricted” and the internet cultural services business which is considered
“prohibited”. Moreover, our game publishing business falls into the internet publishing business which
is also considered ‘““prohibited”.

We are a company incorporated in the Cayman Islands and our wholly-owned PRC subsidiary,
Suzhou Eagle, is considered as a foreign-invested enterprise. To comply with PRC laws and regulations,
we conduct our business in China through our VIE, Suzhou FriendTimes and its subsidiaries. Although
we do not have any equity interest in Suzhou FriendTimes, we are able to exercise effective control over
Suzhou FriendTimes and receive substantially all of the economic benefits of its operations through the
Contractual Arrangements with Suzhou FriendTimes and its equity holders. Please refer to the section
headed “Contractual Arrangements” for more information.
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However, there are substantial uncertainties regarding the interpretation and application of current
or future PRC laws and regulations. If the PRC government finds that our Contractual Arrangements do
not comply with its restrictions on foreign investment in businesses, or if the PRC government otherwise
finds that we or our VIE lack the necessary permits or licences to operate our business, or the
Contractual Arrangements are determined as illegal or invalid by any PRC court, arbitral tribunal or
regulatory authorities, the relevant PRC regulatory authorities would have broad discretion in dealing
with such violations or failures, including, but not limited to:

° requiring the nullification of the Contractual Arrangements;

° imposing fines and/or confiscating any of our income generated from the operation under the
Contractual Arrangements;

° revoking the business licences and/or operating licences of our VIE;

° discontinuing or imposing restrictions or onerous conditions on the business operations of our
VIE;

° imposing conditions or requirements with which we or our VIE may not be able to comply;

° requiring us to undergo a costly and disruptive restructuring in such a way as to compel us to
establish a new enterprise, re-apply for the necessary licences or relocate our businesses, staff
and assets;

° restricting or prohibiting our use of the proceeds from the Global Offering or other of our

financing activities to finance the business and operations of our VIE and its respective
subsidiaries; and

° taking other regulatory or enforcement actions that could be harmful to or even shut down
our business.

The imposition of any of the above-mentioned actions could cause significant disruption to our
business operations, and may materially and adversely affect our business, financial condition and
results of operations. In addition, it is unclear that whether new PRC laws, rules and regulations would
be introduced to impose additional requirements that may impose additional challenges to our corporate
structure and Contractual Arrangements. Moreover, if the imposition of any of these consequences
causes us to lose the rights to direct the activities of our VIE and its subsidiaries or our right to receive
their economic benefits, we would no longer be able to consolidate the financial results of our VIE and
its subsidiaries into our consolidated financial statements in accordance with HKFRSs, thus adversely
affect our results of operation.
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Our Contractual Arrangements may not be as effective in providing operational control as direct
ownership and Suzhou FriendTimes and its shareholders may fail to perform their obligations
under our Contractual Arrangements.

Due to PRC’s restrictions or prohibition on foreign investment in online game operation business,
we control, through the Contractual Arrangements rather than equity ownership, our Operating Entities
in China and the holders of some of the key licences required to operate our online game business in
China. Please refer to the section headed “Contractual Arrangements” for more information.

However, the Contractual Arrangements still may not be as effective in exercising control over the
Operating Entity as equity ownership. For example, our Operating Entity and its shareholders could
breach or fail to perform their obligations under the Contractual Arrangements. If we had direct
ownership of our Operating Entity, we would be able to exercise our rights as a shareholder to effect
changes in its board of directors, which in turn could effect changes, subject to any applicable fiduciary
obligations, at the management and operational level. Under the Contractual Arrangements, we would
need to rely on rights of Suzhou Eagle under the power of attorney to effect such changes, or designate
new shareholders for the Operating Entity.

If Suzhou FriendTimes or its shareholders breached their obligations under the Contractual
Arrangements or if we lose the effective control over Suzhou FriendTimes for any reason, we would
need to bring a claim against them under the terms of the Contractual Arrangements. The Contractual
Arrangements are governed by the PRC law and provide that any dispute arising from these
arrangements will be submitted to the Suzhou Arbitration Commission (the “SAC”), for arbitration, the
ruling of which will be final and binding. Furthermore, personal liabilities of the shareholders of Suzhou
FriendTimes may also subject the equity interest they hold in Suzhou FriendTimes to court preservation
actions or enforcement. The legal framework and system in China, particularly those relating to
arbitration proceedings, is not as developed as other jurisdictions such as Hong Kong or the United
States. As a result, significant uncertainties relating to the enforcement of legal rights through
arbitration, litigation and other legal proceedings remain in China, which could limit our ability to
enforce the Contractual Arrangements and exert effective control over Suzhou FriendTimes.

If Suzhou FriendTimes or any of its shareholders fails to perform its respective obligations under
the Contractual Arrangements, and we are unable to enforce the Contractual Arrangements, or suffer
significant delay or other obstacles in the process of enforcing the Contractual Arrangements, our
business and operations could be severely disrupted, which could materially adversely affect our results
of operations.

The equity holders of our Operating Entity may have conflicts of interest with us, which may
materially and adversely affect our business.

Mr. Jiang, who is one of our Controlling Shareholders, an executive Director, the chairman of the
Board and the chief executive officer of our Company, is also one of the Registered Shareholders of
Suzhou FriendTimes. In particular, Mr. Jiang holds 70.14% equity interest in Suzhou FriendTimes and is
one of the directors of Suzhou FriendTimes. Conflicts of interest between their dual roles in our
Company and in Suzhou FriendTimes may arise.
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Although we have some existing protections over potential conflicts of interest between these
individuals and our Company, we cannot assure you that when conflict of interest arise, these
individuals will act in the best interests of our Company or that conflicts of interest will be resolved in
our favour. In the event of any such conflicts of interest, these individuals may breach or cause the
Operating Entity to breach or refuse to renew the Contractual Arrangements that allow us to effectively
control and receive economic benefits from the Operating Entity. If we cannot resolve any conflicts of
interest or disputes between us and these shareholders of the Operating Entity, we would have to rely on
legal proceedings, which may be expensive, time-consuming and could result in disruption of our
business and subject us to substantial uncertainty as to the outcome of any such legal proceedings. These
uncertainties may impede our ability to enforce the Contractual Arrangements with the Operating Entity
and its shareholders. If we are unable to resolve any such conflicts, or if we experience 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 damage our
reputation.

Certain terms of the Contractual Arrangements may not be enforceable under PRC laws.

The Contractual Arrangements provide for dispute resolution by way of arbitration in accordance
with the arbitration rules of the SAC in the PRC. The Contractual Arrangements contain provisions to
the effect that the arbitral body may award remedies over the shares and/or assets of Suzhou
FriendTimes, injunctive relief and/or winding up of Suzhou FriendTimes. In addition, the Contractual
Arrangements contain provisions to the effect that courts in Hong Kong, the Cayman Islands and courts
in other countries with jurisdiction are empowered to grant interim remedies in support of the arbitration
pending the formation of an arbitral tribunal.

However, we have been advised by our PRC Legal Advisers that the abovementioned provisions
contained in the Contractual Arrangements may not be enforceable. Under PRC laws, an arbitral body
does not have the power to grant any injunctive relief or provisional or final liquidation order to
preserve the assets of or any equity interest in Suzhou FriendTimes in case of disputes. Therefore, such
remedies may not be available to us, notwithstanding the relevant contractual provisions contained in the
Contractual Arrangements. PRC laws allow an arbitral body to award the transfer of assets of or an
equity interest in Suzhou FriendTimes in favour of an aggrieved party. In the event of non-compliance
with such award, enforcement measures may be sought from the court. However, the court may or may
not support the award of an arbitral body when deciding whether to take enforcement measures. Under
PRC laws, courts of judicial authorities in the PRC generally would not grant injunctive relief or the
winding-up order against Suzhou FriendTimes as interim remedies to preserve the assets or shares in
favour of any aggrieved party. Our PRC Legal Advisers are also of the view that, even though the
Contractual Arrangements provide that courts in Hong Kong, the Cayman Islands and courts in other
countries with jurisdiction may grant and/or enforce interim remedies or in support of arbitration, such
interim remedies (even if so granted by courts in Hong Kong, the Cayman Islands or courts in other
countries with jurisdiction in favour of an aggrieved party) may not be recognised or enforced by PRC
courts. As a result, in the event that Suzhou FriendTimes or any of its shareholders breaches any of the
Contractual Arrangements, we may not be able to obtain sufficient remedies in a timely manner, and our
ability to exert effective control over Suzhou FriendTimes and conduct our business could be materially
and adversely affected.
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We may lose the ability to use and enjoy assets held by our VIE that are material to our business
operation if our VIE declares bankruptcy or becomes subject to a dissolution or liquidation
proceeding.

Suzhou FriendTimes holds certain assets that are important to our business operations. Our
Contractual Arrangements with Suzhou FriendTimes and its shareholders contain terms that specifically
obligate its shareholders to ensure the valid existence of Suzhou FriendTimes and that Suzhou
FriendTimes may not be voluntarily liquidated. However, in the event the shareholders breach this
obligation and voluntarily liquidate Suzhou FriendTimes, or Suzhou FriendTimes declares bankruptcy,
and all or part of its assets become subject to liens or rights of third-party creditors, or is otherwise
dissolved, we may be unable to continue some or all of our business operations, which could materially
and adversely affect our business, financial condition and results of operations. Furthermore, if Suzhou
FriendTimes undergoes a voluntary or involuntary liquidation proceeding, its shareholders or unrelated
third-party creditors may claim rights to some or all of these assets, thereby hindering our ability to
operate our business, which could materially and adversely affect our business, financial condition and
results of operations.

The Contractual Arrangements between Suzhou Eagle and Suzhou FriendTimes may subject our
Group to increased income tax due to the different income tax rates applicable to Suzhou Eagle
and Suzhou FriendTimes, which may adversely affect our results of operations.

Under the Contractual Arrangements, Suzhou FriendTimes is required to pay to Suzhou Eagle
service fees that equal to the profit of Suzhou FriendTimes, after offsetting the prior-year loss (if any),
deducting statutory reserves, necessary costs and expenditures of operations and tax of Suzhou
FriendTimes in any given year, and Suzhou Eagle has the right to adjust the level and/or amount of the
service fees based on the actual service scope and with reference to the operating conditions and
expansion needs of Suzhou FriendTimes. Such service fee payments to Suzhou Eagle reduce Suzhou
FriendTimes’s taxable income and correspondingly increase the taxable income of Suzhou Eagle, which,
due to the different income tax rates applicable to Suzhou Eagle and Suzhou FriendTimes, have affected
and may continue to affect our results of operations, particularly, our income tax expenses and net profit
on a consolidated basis.

We have benefited from a series of preferential tax treatment, which have contributed significantly
to our results of operations during the Track Record Period. However, Suzhou Eagle is currently subject
to the regular income tax of 25% and has yet to apply for and does not currently enjoy preferential tax
treatment.

Due to the higher income tax rate applicable to Suzhou Eagle than Suzhou FriendTimes after the
Contractual Arrangements are in place since 20 February 2019, if Suzhou FriendTimes transfers its
before-tax profits to Suzhou Eagle, such transfer may result in increased income tax expenses for our
Group on a consolidated basis, which may materially and adversely affect our results of operations,
particularly, our net profit and net profit margin. For illustrative purpose, if we had been operating under
the Contractual Arrangements during the Track Record Period and that Suzhou Eagle was not able to
enjoy any preferential tax treatment, and, for the sake of prudence, assuming the consultancy and
technical service fee paid by Suzhou FriendTimes to Suzhou Eagle under the Contractual Arrangements
is not accepted by the tax authority as tax deductible on the part of Suzhou FriendTimes, we would have
incurred additional income tax expenses of approximately RMB20.2 million, RMB29.5 million,

— 65 -



RISK FACTORS

RMB84.2 million and RMB21.7 million for each of the year ended 31 December 2016, 2017, 2018 and
the three months ended 31 March 2019, respectively, resulting in a decrease of net profit by such
amount during the corresponding period.

The Contractual Arrangements entered into among Suzhou Eagle and Suzhou FriendTimes and
the Registered Shareholders may be subject to scrutiny by the PRC tax authorities and any
transfer pricing adjustment or any finding that we or Suzhou FriendTimes owe additional taxes
could substantially reduce our consolidated net income and the value of your investment.

Under the Contractual Arrangements among Suzhou Eagle and Suzhou FriendTimes and the
Registered Shareholders, Suzhou FriendTimes will transfer substantially all of its profit to Suzhou Eagle
(after offsetting the prior-year loss (if any), deducting statutory reserves, necessary costs and
expenditures of operations and tax of Suzhou FriendTimes in any given year), which will substantially
reduce Suzhou FriendTimes’s taxable income. These arrangements and transactions are related party
transactions which must be conducted on an arm’s length basis under applicable PRC tax rules. In
addition, under PRC laws and regulations, arrangements and transactions among related parties may
generally be subject to audit or scrutiny by the PRC tax authorities within ten years after the taxable
year when the arrangements or transactions are conducted. As a result, the determination of service fees
and other payments to Suzhou Eagle by Suzhou FriendTimes under the Contractual Arrangements may
be challenged and deemed not in compliance with such tax rules. We could face material and adverse
tax consequences if the PRC tax authorities determine that the Contractual Arrangements were not
entered into on an arm’s-length basis and therefore adjust the taxable income of Suzhou FriendTimes in
the form of a transfer pricing adjustment which refers to the prices that one member of a group of
affiliated corporation’s charges to another member of the group for goods, assets, services, financing or
the use of intellectual property. A transfer pricing adjustment could, among other things, result in a
reduction, for PRC tax purposes, of expense deductions recorded by Suzhou FriendTimes, which could
in turn increase Suzhou FriendTimes’s tax liabilities. Any such adjustment could result in a higher
overall tax liability of our Group. In addition, the PRC tax authorities may impose late payment fees and
other penalties on Suzhou FriendTimes for any unpaid taxes. Our consolidated net income may be
materially adversely affected if Suzhou FriendTimes’s tax liabilities increase or if it is subject to late
payment fees or other penalties.

Our exercise of the option to acquire equity interests in and/or the assets of Suzhou FriendTimes
may be subject to certain limitations and the ownership transfer may subject us to substantial
costs.

By virtue of our Contractual Arrangements, Suzhou Eagle has the exclusive right to purchase all or
any part of the equity interests in Suzhou FriendTimes from the Registered Shareholders for free or at
nominal consideration, unless the relevant governmental authorities request that another amount be used
as the purchase price and in which case the purchase price shall be such amount. Suzhou Eagle also has
the exclusive right to purchase all or any part of the assets in Suzhou FriendTimes for free or at nominal
consideration, unless the relevant governmental authorities request that another amount be used as the
purchase price and in which case the purchase price shall be such amount.
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Moreover, where the purchase price is required by the relevant governmental authorities to be an
amount other than an agreed price, Suzhou FriendTimes or the respective shareholders shall return the
amount of purchase price they have received to Suzhou Eagle. If such a refund takes place, the
competent tax authority may require Suzhou Eagle to pay enterprise income tax for such refund as its
income, in which case Suzhou Eagle may be subject to a substantial amount of tax.

Substantial uncertainties exist with respect to the interpretation and implementation of the 2019
FIL, the status of the 2015 Draft FIL and how they may impact the viability of our current
corporate structure, corporate governance and business operations.

2015 Draft FIL

The MOFCOM published the 2015 Draft FIL in January 2015 for public review and comments
aiming to, upon its enactment, replace the trio of existing laws regulating foreign investment in China,
namely, the Sino-foreign Equity Joint Venture Enterprise Law, the Sino-foreign Cooperative Joint
Venture Enterprise Law and the Wholly Foreign-invested Enterprise Law, together with their
implementation rules and ancillary regulations. The 2015 Draft FIL embodies an expected PRC
regulatory trend to rationalise its foreign investment regulatory regime in line with prevailing
international practise and the legislative efforts to unify the corporate legal requirements for both
foreign and domestic investments. While MOFCOM solicited comments on the 2015 Draft FIL in early
2015, substantial uncertainties exist with respect to its status. The 2015 Draft FIL, if enacted as
proposed, may materially impact the viability of our current corporate structure, corporate governance
and business operations in many aspects.

Among other things, the 2015 Draft FIL expands the definition of foreign investment and
introduces the principle of “actual control” in determining whether a company is considered a foreign-
invested enterprise (“FIE”). The 2015 Draft FIL specifically provides that entities established in China
but “controlled” by foreign investors will be treated as FIEs, whereas an entity set up in a foreign
jurisdiction would nonetheless be, upon market entry clearance by the MOFCOM, treated as a PRC
domestic investor, provided that the entity is ‘“controlled” by PRC entities and/or citizens. In this
connection, “foreign investors” refers to the following subjects making investments within the PRC: (i)
natural persons without PRC nationality; (ii) enterprises incorporated under the laws of countries or
regions other than PRC; (iii) the governments of countries or regions other than the PRC and the
departments or agencies thereunder; and (iv) international organisations. Domestic enterprise under the
control of the subjects as mentioned in the preceding sentence are deemed foreign investors. “Control”
is broadly defined in the draft law to cover the following categories: (i) holding, directly or indirectly,
not less than 50% of shares, equities, share of properties, voting rights or other similar rights of the
subject entity; (ii) holding, directly or indirectly, less than 50% of shares, equities, share of properties,
voting rights or other similar rights of the subject entity but having the power to secure at least 50% of
the sears on the board or other equivalent decision making bodies, or having the voting power to exert
material influence on the board, the shareholders’ meeting or other equivalent decision making bodies;
or (iii) having the power to exert decisive influence, via contractual or trust arrangements, over the
subject entity’s operations, financial matters or other key aspects of business operations.
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Once an entity is determined to be an FIE, it will be subject to the foreign investment restrictions
or prohibitions set forth in a “Catalogue of Special Administrative Measures”, which is classified into
the Catalogue of Prohibitions and the Catalogue of Restrictions, to be separately issued by the State
Council later. Foreign investors are not allowed to invest in any sector set forth in the Catalogue of
Prohibitions. However, unless the FIE is engaged in the any sector listed in the Catalogue of Restrictions
or Catalogue of Prohibitions, which calls for market entry clearance by the MOFCOM, prior approval
from governmental authorities as mandated by the existing foreign investment legal regime would no
longer be required for establishment of the FIE.

Impact of the 2015 Draft FIL on VIE and our Group

The VIE structure has been adopted by many PRC-based companies, including us, to obtain
necessary licences and permits in the industries that are currently subject to foreign investment
restrictions or prohibitions in China. Under the 2015 Draft FIL, VIEs that are controlled via contractual
arrangement would also be deemed as FIEs, if they are ultimately ‘“controlled” by foreign investors.
Therefore, for any company with a VIE structure in an industry category that is on the Catalogue of
Restrictions or Catalogue of Prohibitions, the VIE structure may be deemed a domestic investment only
if the ultimate controlling person(s) is/are of PRC nationality (either PRC companies or PRC citizens).
Conversely, if the actual controlling person(s) is/are of foreign nationalities, then the VIEs will be
treated as FIEs and any operation in the industry category on the Catalogue of Restrictions or Catalogue
of Prohibitions without market entry clearance may be considered as illegal.

In addition, the 2015 Draft FIL does not indicate what actions shall be taken with respect to the
existing companies with a VIE structure, whether or not these companies are controlled by PRC entities
and/or citizens. Moreover, it is uncertain whether the mobile game industry, in which our Operating
Entities operate, will be subject to the foreign investment restrictions or prohibitions set forth in the
“Catalogue of Prohibitions or Catalogue of Restrictions” to be issued.

2019 FIL

On 23 December 2018, the 7th meeting of the 13th Standing Committee of the National People’s
Congress reviewed the 2018 Draft FIL, which was promulgated by the National People’s Congress on its
official website on 26 December 2018 to seek public comments. The public commenting period was
closed on 24 February 2019. On 15 March 2019, the 2019 FIL was finally adopted by the second session
of the 13th National People’s Congress and will become effective on 1 January 2020. The 2019 FIL,
when becomes effective on 1 January 2020, will 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 2019 FIL does not mention concepts including “de facto control” and ‘“controlling through
contractual arrangements”, nor did it specify the regulation on controlling through contractual
arrangements. Furthermore, the 2019 FIL does not specifically stipulate rules on the industry in which
we operate.
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Notwithstanding the above, the 2019 FIL stipulates that foreign investment includes ‘“foreign
investors invest in China 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 of the State Council may stipulate contractual arrangements as a
way of foreign investment and our Contractual Arrangements will be regarded as foreign investment. If
that is the case, whether our Contractual Arrangements will be deemed to be in violation of the foreign
investment access requirements and how our Contractual Arrangements will be handled are subject to
uncertainties.

Measures taken by our Group to ensure compliance with 2019 FIL may not be effective

To ensure compliance with the 2019 FIL which will become effective on 1 January 2020 and to
make sure the Contractual Arrangements remain a domestic investment so that our Group can maintain
control over our Operating Entities and receive all economic benefits derived from our Operating
Entities, Mr. Jiang shall give an undertaking to our Company to ensure compliance with the 2019 FIL by
our Group. For details of the measures, see ‘“Contractual Arrangements — Potential Measures to
Maintain Control over and Receive Economic Benefits from Our Operating Entities” in this prospectus.
However, there may be difficulties in the enforcement of such undertaking if Mr. Jiang, our ultimate
Controlling Shareholder, fails to maintain his Chinese citizenship or loses his control over our Company,
causing our Company to become controlled by non-PRC entities.

Potential consequences for our Group

If any future laws, administrative regulations or provisions issued by the State Council stipulates
contractual arrangement as a way of foreign investment, our Contractual Arrangements may be regarded
as invalid and illegal. As a result, we will not be able to operate our online game business through the
Contractual Arrangements and will lose our rights to receive the economic benefits from our Operating
Entities, such that the financial results of these entities would no longer be consolidated into our
financial results and we will have to derecognise their assets and liabilities according to the relevant
accounting standards and we may even be required to dispose our online game business under the
Contractual Arrangements. In such case, the Hong Kong Stock Exchange may also consider us to be no
longer suitable for listing and delist our shares. Please refer to the section headed *“Contractual
Arrangements — Potential Impact to our Company in the Scenario that the Contractual Arrangements
are not Treated as a Domestic Investment” for further details.
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RISKS RELATING TO CONDUCTING BUSINESS IN THE PRC

Our business, financial condition, results of operations and prospects could be affected by the
economic, political and social conditions as well as government policies of the PRC.

We are primarily targeting China’s mobile game market and conducting a substantial part of our
operations in the PRC. Accordingly, our business, financial condition, results of operations and
prospects are, to a significant extent, subject to the economic, political and social conditions as well as
government policies of the PRC. The PRC economy are different from the economies of other developed
countries in many perspectives, including the amount and degree of the PRC government involvement
and control, the level and control of capital investment and the overall level of development. The PRC
economy has been affected by the economic reform and is transitioning to a more market-oriented
economy. PRC government has implemented measure emphasising the utilisation of market forces and
the reduction of state ownership of productive assets in the development of the PRC economy. However,
the PRC government still owns a substantial portion of productive assets in China. In addition, the PRC
government still plays a significant role in regulating industry development and exercising control over
the PRC economic growth. We cannot predict whether changes in the PRC’s economic, political, social
and legal conditions and policies will have any adverse effect on our business, financial condition,
results of operations and prospects. It could be negative impact on our business and financial condition
when any measures implemented by the PRC government intended to slow down certain segments of the
economy, in particular the mobile applications industry, which could decrease our players’ expense on
our offerings and slowdown the expanding of our player base.

Uncertainties and change in relation to the PRC legal system could adversely affect our business
and operations.

We are a company incorporated under the laws of the Cayman. Our major operations are conducted
in the PRC and therefore regulated by the laws and regulations of the PRC. Unlike the common law
system, the PRC legal system is based on written statutes with prior court decisions and judgements
having limited precedential value. The laws and regulations governing general economic matters and
forms of foreign investment are promulgated. These laws and regulations are subject to constant
reviews, and their interpretation and enforcement makes uncertainties that could limit 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 retroactive effect. Because of it,
we may not be aware of our violations of these policies and rules until the violations have occurred.
Besides, the PRC administrative and court authorities have significant discretions 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. There uncertainties may affect our judgement 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
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
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may be required to procure additional permits, authorisations and approvals for our operations, which we
may not be able to obtain. Our inability to obtain such permits or authorisations may materially and
adversely affect 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, online game operators may have for virtual assets.

During the course of playing online games, players may acquire and accumulate virtual assets,
such as special equipment, player experience grades and other features of their avatars. Such virtual
assets can be important to players and have monetary value. In practise, virtual assets can be lost for
various reasons, such as through unauthorised use of the game account of one player by other players
and occasionally through data loss caused by a delay of network service, a network crash or hacking
activities. Under the General Provisions of Civil Law* (Ei%A2H1]), effective in October 2017, data and
virtual assets are listed as civil rights protected by laws and must be protected according to specific
rules governing such matters. However, currently, there is no PRC law or regulation specifically
governing virtual assets property rights, so certain general laws and regulations regarding civil rights
may be applicable. Although PRC courts have issued a series of civil judgements of tort claims for
virtual assets, there still is uncertainty as to who is the legal owner of virtual assets, how the ownership
of virtual assets is protected by law, and whether a developer of mobile games such as us would have
any liability to players or other interested parties (whether in contract, tort or otherwise) for the loss of
virtual assets. In case of a loss of virtual assets, we may be sued by our players 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, we cannot
assure you that such law suits will not be brought against us in the future.

Based on several judgements by PRC courts regarding the liabilities of game operators for loss of
virtual assets by players, the courts have generally required the game operators to provide well-
developed security systems to protect such virtual assets owned by players 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 players’ rights.

Laws and regulations governing the internet industry and related businesses in China are evolving
and may involve significant uncertainty.

The PRC government extensively regulates the internet industry, including the foreign ownership
of, and the licencing 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 China, various
regulatory authorities of the PRC central government, such as the State Council, the MIIT, the SAIC, the
NAPP, and the Ministry of Public Security, are empowered to promulgate and implement regulations
governing various aspects of the internet and online game industries. There exist potential
inconsistencies and ambiguities in the regulations promulgated by different government authorities. Our
game publisher partners are required to obtain applicable permits or approvals from different regulatory
authorities in order to provide online 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, and we must
screen our game publisher partners’ qualifications before entering into cooperative arrangements.
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Risks and uncertainties relating to PRC regulation of internet businesses include new laws,
regulations or policies that may be promulgated or announced that will regulate internet activities,
including mobile game businesses. If these new laws, regulations or policies are promulgated, additional
licences 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 licences required under these new laws and
regulations, we could be subject to penalties and our business operations could be disrupted.

There are uncertainties relating to the regulation of the internet industry in China, including
evolving licencing requirements. This means that permits, licences or operations of some of our
companies may be subject to challenge, or we may fail to obtain or renew permits or licences that
applicable regulators may deem necessary for our operations. If we fail to maintain or obtain the
required permits or licences, 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.

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 China, including our
business. We cannot assure you that we will be able to maintain our existing licences or obtain any new
licences 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 China’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.

Fluctuation in the value of the RMB and other currencies may have a material adverse impact on
your investment.

As we expand our operations in China and overseas market, we expect to incur more expenditures
and revenue denominated in RMB and U.S. dollar. Also, all of our payments with Apple, including
payments incurred in China, are settled in U.S. dollar even though it is not the local currency. However,
the proceeds of the Global Offering and any dividends we pay on our Shares will be in Hong Kong
dollars. Fluctuations in the exchange rate between the RMB and the Hong Kong dollar or the U.S. dollar
may affect the value of our proceeds of the Global Offering and result to incur foreign exchange losses
and adversely affect the value of, and any dividends issued by our PRC subsidiaries. Our currency
exchange losses may be magnified by PRC exchange control regulations that restrict our ability to
convert RMB into foreign currency. In addition, our financial results in Hong Kong dollar or U.S. dollar
terms may be affected by appreciation or depreciation in the value of the RMB relative to the Hong
Kong dollar or U.S. dollar although without giving effect to any underlying change in our business or
results of operations. During the Track Record Period, we had incurred net exchange loss of RMB10.5
million in 2017 and RMB5.7 million for the three months ended 31 March 2019 due to the appreciation
of RMB against U.S. dollar during 2017 and 2019.
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The value of RMB against the Hong Kong dollar, the U.S. dollar and other currencies fluctuates, is
subject to changes resulting from the PRC government’s policies and depends to a large extent on
domestic and international economic and political developments as well as supply and demand in the
local market. The Renminbi has been unpegged from the U.S. dollar since July 2015 and, although the
People’s Bank of China regularly intervenes in the foreign exchange market to limit fluctuations in RMB
exchange rate, the RMB may appreciate or depreciate significantly in value against the U.S. dollar in the
medium to long term. Moreover, it is possible that the PRC authorities may lift restrictions on
fluctuations in RMB exchange rates and lessen intervention in the foreign exchange market in the future.

We also generate revenue from players in countries and regions outside China, who make in-game
purchases in foreign currencies through third-party payment channels. Therefore, we bear foreign
exchange risk from various currency exposures which may affect our results of operation.

There are limited hedging instruments available in China for reduction of our exposure to exchange
rate fluctuations. To date, we have not entered into any hedging transactions in an effort to reduce our
exposure to foreign currency exchange risks. In any ever, the availability and effectiveness of these
hedges may be limited and we may not be able to hedge our exposure successfully, or at all.

The foreign currency conversion controlled by the PRC government may limit our foreign
exchange transactions, including dividend payments on our Shares.

The PRC government imposes controls on the convertibility of the RMB into foreign currencies
through PRC foreign exchange regulations. It cannot be guaranteed that under a certain exchange rate,
we will have sufficient foreign exchange to meet our foreign exchange requirements. Under the current
PRC foreign exchange control system, foreign exchange transactions under the current account
conducted by us, including the payment of dividends, do not require advance approval from the SAFE,
but we are required to present documentary evidence of such transactions and conduct such transactions
at designated foreign exchange banks within China that have the licences to carry out foreign exchange
business. Foreign exchange transactions under the capital account conducted by us, however, must be
filed with or approved in advance by the SAFE.

Under existing foreign exchange regulations, following the completion of the Global Offering, we
will be able to pay dividends in foreign currencies without prior approval from the SAFE by complying
with certain procedural requirements. However, we cannot assure you that these foreign exchange
policies regarding payment of dividends in foreign currencies will continue in the future. In addition,
any insufficiency of foreign exchange may restrict our ability to obtain sufficient foreign exchange for
dividend payments to shareholders or to satisfy any other foreign exchange requirements. If we fail to
obtain approval from the SAFE to convert RMB into any foreign exchange for any of the above
purposes, our capital expenditure plans, and even our business, operating results and financial condition,
may be materially and adversely affected.
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We 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 rely in part 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 organised
in China is subject to limitations. In particular, PRC regulations permit our subsidiaries to pay dividends
only out of their accumulated profits, if any, as determined in accordance with Chinese accounting
standards and regulations. In addition, our PRC subsidiaries are required each year to set aside at least
10.0% of its annual after-tax profits (as determined under PRC accounting standards) into its statutory
reserve fund until the aggregate amount of that reserve reaches 50.0% of such entity’s registered capital.
These reserves are not distributable as cash dividends.

If our PRC subsidiaries incur debt on their 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.

Dividend payable by us to our foreign investors and gains on the sale of our Share may become
subject to income tax under the PRC tax laws.

Under the EIT Law and its implementation rules, subject to any applicable tax treaty or similar
arrangement between the PRC and your jurisdiction of residence that provides for a different income tax
arrangement, PRC withholding tax at the rate of 10.0% is normally applicable to dividends from PRC
sources payable to investors that are non-PRC resident enterprises, which do not have an establishment
or place of business in China, or which have such establishment or place of business if the relevant
income is not effectively connected with the establishment or place of business. Similarly, any gain
realised on the transfer of shares by such investors is also subject to 10% PRC income tax if such gain is
regarded as income derived from sources within the PRC unless a treaty or similar arrangement
otherwise provides. Under the Individual Income Tax Law* (fil Afff§H8ii%) and its implementation
rules, dividends from sources within China paid to foreign individual investors who are not PRC
residents are generally subject to a PRC withholding tax at a rate of 20.0% and gains from PRC sources
realised by such investors on the transfer of shares are generally subject to 20.0% PRC income tax, in
each case, subject to any reduction or exemption set forth in applicable tax treaties and PRC laws.

Due to our business operations conducted in several jurisdiction, it is unclear whether dividends we
pay with respect to our Shares, or the gain realised from the transfer of our Shares would be treated as
income derived from sources within China and as a result be subject to PRC income tax if we are
considered a PRC resident enterprise. If we are considered a PRC resident enterprise for tax purpose, the
dividends we pay to our shareholders are regarded as income derived from sources within the PRC, and
we may be required to withhold a 10% PRC withholding tax for the dividends we pay to our investors
who are non-PRC enterprise shareholders, or a 20% withholding tax for the dividends we pay to our
investors who are non-PRC individual shareholders, including the holders of our Shares. In addition, our
non-PRC Shareholders may be subject to PRC tax on gains realised on the sale or other disposition of
our Shares, if such income is treated as sourced from within China. It is unclear whether our non-PRC
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Shareholders would be able to claim the benefits of any tax treaties between their tax residence and
China in the event that we are considered as a PRC resident enterprise. If PRC income tax is imposed on
gains realised through the transfer of our Shares or on dividends paid to our non-resident investors, the
value of your investment in our Shares may be materially and adversely affected. Furthermore, our
Shareholders whose jurisdictions of residence have tax treaties or arrangements with China may not
qualify for benefits under such tax treaties or arrangements.

We may be deemed to be a PRC tax resident under the EIT Law, and as a result, our global
income could be subject to PRC taxation.

Our Company was incorporated under the laws of the Cayman Islands and indirectly hold interests
in a Hong Kong-incorporated subsidiary, which in turn directly or indirectly hold interests in our PRC
subsidiaries. Pursuant to the EIT Law and its implementation rules, dividends payable by a foreign-
invested enterprise to its foreign corporate investors who are not deemed a PRC resident enterprise are
subject to a 10.0% withholding tax, unless such foreign investor’s jurisdiction of incorporation has a tax
treaty with the PRC that provides for a different withholding tax arrangement. Under an arrangement
between China and Hong Kong, effective in January 2007, such dividend withholding tax rate is reduced
to 5.0% for dividends paid by a PRC company to a Hong Kong-resident enterprise if such Hong Kong
entity is a “‘beneficial owner” and such entity directly owns at least 25.0% of the equity interest of the
PRC company. According to the fourth protocol of the aforementioned treaty, effective from December
2015, the reduction will not apply if the main purpose of the production or distribution of the proceeds
involved is to obtain the aforementioned (reduction) interest. The Announcement on Issues Concerning
“Beneficial Owners” in Tax Treaties* (5] 5815 48 J=) BE Y WO W 2 HP <32 4 BT A5 N A T R AR 45,
which became effective in April 2018, stipulates certain conditions under which a company may not be
defined as a ‘“beneficial owner” under the relevant tax treaty, and further requires non-resident
taxpayers who wish to enjoy the treatment of ‘“beneficial owners” under such tax treaties to submit
certain report forms and materials when filing tax returns. If our Hong Kong subsidiary fails to submit
required documents for enjoying such treatment, and if our corporate and shareholding structure is
viewed as deliberately arranged for acquiring the reduction interest, we may not be able to enjoy a
preferential withholding tax rate of 5% and as a result dividend payable by our PRC subsidiaries to our
Hong Kong subsidiary will be subject to withholding tax at the rate of 10.0%.

The EIT Law and EIT implementation rules also provide that if an enterprise incorporated outside
China has its ‘“de facto management bodies” within China, such enterprise may be deemed a “PRC
resident enterprise” for tax purposes and be subject to an enterprise income tax rate of 25.0% on its
global incomes. “De facto management body” is defined as the body that has the significant and overall
management and control over the business, personnel, accounts and properties of an enterprise. In April
2009, the SAT promulgated a circular, known as Circular 82, and partially amended by Circular 9
promulgated in January 2014, to clarify the certain criteria for the determination of the “de facto
management bodies” for foreign enterprises controlled by PRC enterprises or PRC enterprise groups.
Under Circular 82, a foreign enterprise is considered a PRC resident enterprise if all of the following
apply: (1) the senior management and core management departments in charge of daily operations are
located mainly within China; (2) decisions relating to the enterprise’s financial and human resource
matters are made or subject to approval by organisations or personnel in China; (3) the enterprise’s
primary assets, accounting books and records, company seals, and board and shareholders’ meeting
minutes are located or maintained in China; and (4) 50.0% or more of voting board members or senior
executives of the enterprise habitually reside in China. Further to Circular 82, the SAT issued a bulletin,

~ 75—



RISK FACTORS

known as Bulletin 45, effective in September 2011 and amended on 1 June 2015, 1 October 2016 and 15
June 2018 to provide more guidance on the implementation of Circular 82 and clarify the reporting and
filing obligations of such ‘“Chinese-controlled offshore incorporated resident enterprises.” Bulletin 45
provides for, among other matters, procedures for the determination of resident status and administration
of post-determination matters. Although Circular 82 and Bulletin 45 explicitly provide that the above
standards apply to enterprises that are registered outside China and controlled by PRC enterprises or
PRC enterprise groups, Circular 82 may reflect SAT’s criteria for determining the tax residence of
foreign enterprises in general.

However, there have been no official implementation rules regarding the determination of the “de
facto management bodies” for foreign enterprises not controlled by PRC enterprises (including
companies like ourselves). Therefore, it remains unclear how the tax authorities will treat a case such as
ours. However, if the PRC authorities were to subsequently determine, or any future regulation provides,
that we should be treated as a PRC resident enterprise, we will be subject to the uniform 25.0%
enterprise income tax on our global incomes. In addition, although the EIT Law provides that dividend
payments between qualified PRC-resident enterprises are exempt from enterprise income tax, due to the
relatively short history of the EIT Law, it remains unclear as to the detailed qualification requirements
for this exemption and whether dividend payments by our PRC subsidiaries to us will meet such
qualification requirements even if we are considered a PRC resident enterprise for tax purposes.

There remains significant uncertainty as to the interpretation and application of applicable PRC tax
laws and rules by the PRC tax authorities, and the PRC tax laws, rules and regulations may also change.
If there is any change to applicable tax laws and rules and interpretation or application with respect to
such laws and rules, the value of your investment in our shares may be materially affected.

We face uncertainties with respect to indirect transfers of equity interests in PRC resident
enterprises by their non-PRC holding companies.

The SAT released the Announcement on Several Issues concerning the Corporate Income Tax on
the Indirect Transfers of Properties by Non-resident Enterprises (P I i B A 3 ] 2 i 5 A 7 A 35 7
BRI A 45) (the “SAT Notice 7°°), which became effective on 3 February 2015. Under the
SAT Notice 7, if a non-resident enterprise indirectly transfer its property like shares in a resident
enterprise without a reasonable commercial purpose in order to avoid its income tax obligations, this
indirect transfer shall be redefined and be regarded as direct transfer of the aforementioned property.
“Indirect transfer of Chinese taxable assets” means the transaction which produces a result identical or
substantially similar to the direct transfer of Chinese taxable assets by a non-resident enterprise through
transfer of equities and other similar rights and interests of an overseas enterprise that directly or
indirectly holds Chinese taxable assets (excluding Chinese resident enterprises registered outside China),
including the circumstances under which the overseas enterprise’s shareholders change due to the
restructuring of the non-resident enterprise (thereafter refers as “indirect transaction’). Accordingly, the
transferee of indirect transaction shall be deemed as a withholding agent with the obligation to withhold
and remit the enterprise income tax to the competent PRC tax authorities. Factors that may be taken into
consideration when determining whether there is a ‘“reasonable commercial purpose” include, among
other factors, the economic essence of the transferred shares, the economic essence of the assets held by
the overseas holding company, the taxability of the transaction in offshore jurisdictions, and economic
essence and duration of the offshore structure, the relevant tax treaties or arrangements. The SAT Notice
7 also sets out safe harbours for the ‘“reasonable commercial purpose” test.
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There is little guidance and practical experience regarding the application of the related SAT
Notices. For example, while the term “indirectly transfer” is not defined, it is understood that the
relevant PRC tax authorities have jurisdiction regarding requests for information over a wide range of
foreign entities having no direct contact with China. Moreover, the relevant authority has not yet
promulgated any formal provisions or formally declared or stated how to calculate the effective tax rates
in foreign tax jurisdictions.

In addition, since we may pursue acquisitions as one of our growth strategies, and may conduct
acquisitions involving complex corporate structures, the PRC tax authorities may, at their discretion,
adjust the capital gains or request that we submit additional documentation for their review in
connection with any potential acquisitions, which may cause us to incur additional acquisition costs or
delay our acquisition timetable.

PRC regulations over loans to and direct investments in PRC entities by offshore holding
companies may delay or prevent us from using the proceeds of the Global Offering to make loans
or additional capital contributions to our PRC subsidiaries.

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 registration with relevant governmental authorities in
China. According to the relevant PRC regulations on foreign invested enterprises, capital contributions
made by an offshore holding company to its wholly-owned subsidiary, being a foreign-invested
enterprise in China, require approvals from or make record filings with the MOFCOM or its local
counterpart and register with the SAIC or its local counterpart. In addition, any foreign loan procured by
our PRC subsidiaries is required to be registered with the SAFE or its local branches, and our PRC
subsidiaries may not procure loans exceeding the difference between its registered capital and its total
investment amount as approved by or registered with the MOFCOM or its local branches. We may not
obtain these government approvals or complete such registrations on a timely basis, or at all, with
respect to future capital contributions or foreign loans by us to our PRC subsidiaries. If we fail to
receive such approvals or complete such registration, our ability to use the proceeds of the Global
Offering to fund our operations in China may be negatively affected, which in turn could adversely
affect our ability to finance and expand our business.

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 residents could restrict our ability to distribute profits, restrict our overseas and cross-
border investment activities and subject us to liability under PRC laws.

The SAFE has promulgated the Circular 37, which was effective on 4 July 2014. Circular 37
requires that 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 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 in the Overseas SPV’s PRC resident shareholder, 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. In addition, on 13 February 2015, the SAFE promulgated the Circular 13 which was
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effective on 1 June 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.

As confirmed by our PRC Legal Advisers, the Registered Individual Shareholders, who are our
beneficial owners and PRC resident, have completed the initial SAFE registration pursuant to Circular
37 and Circular 13. There can be no assurance that the subsequent amendment of registration can be
successfully completed in a timely manner. We have notified and requested all of our shareholders to
comply with, or notify their beneficial owners who are PRC residents to comply with, applicable SAFE
regulation, including their filing obligation under Circular 37 and other implementation rules.
Nevertheless, we do not have control over our beneficial owners and there can be no assurance that all
of our PRC-resident beneficial owners will comply with Circular 37 and other relevant implementation
rules, and there is no guarantee that the registration under Circular 37 and any amendment will be
completed in a timely manner, or will be completed at all. Failure of our present or future Shareholders
who are PRC residents to comply relevant requirements could subject these shareholders of our
Company to fines or legal sanctions, restrict our overseas or cross-border investment activities, limit the
ability of our PRC subsidiaries to make distributions or pay dividends or affect our ownership structure,
which could adversely affect our business and prospects.

We may be unable to complete a business combination transaction efficiently or on favourable
terms due to complicated merger and acquisition regulations and certain other PRC regulations.

On August 8, 2006, six PRC regulatory authorities, including the MOFCOM, the State Assets
Supervision and Administration Commission, the SAT, the SAIC, the CSRC and the SAFE, jointly
issued the M&A Rules, which became effective on September 8, 2006 and was amended in June 2009.
The M&A Rules, governing the approval process by which foreign investors merger 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
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 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 disguised transfer of capital from
China to foreign countries, and in certain structures, among others, in the structures where foreign
investors merger with Chinese enterprises and establish foreign-invested enterprises, require that
considerations must be paid within defined periods, generally not in excess of a year after the business
licence 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,
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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 to evade obligations under the M&A Rules are prohibited.

Moreover, the Anti-Monopoly Law of the People’s Republic of China* (HF[E] A &30 [E f LB
%), effective from August 1, 2008, and relevant implementation rules require that the MOC be notified
in advance of any of concentrations of undertaking if certain turnover thresholds are triggered. Besides,
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* ([87%5 [ #F 2 BERH i 22 37 4
B0 15 D W B N A 22 2 A il B Y %), issued on February 3, 2011 and became effective on
March 3, 2011, establishes a security review system for merger and acquisition of domestic companies
by foreign investors. These security review rules specify that mergers and acquisitions by foreign
investors that raise ‘“‘national defence and security” concerns and mergers and acquisitions through
which foreign investors may acquire de facto 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.

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.

Any failure to comply with PRC regulations regarding our employee equity incentive plans may
subject the participants or us to fines and other legal or administrative sanctions.

Our Company may adopt employee equity incentive plans after it becomes an overseas listed
company upon the completion of the Global Offering. In such a case, we, along with our Directors,
executive officers and other employees who may be granted options, may be subject to the Notice on
Issues Concerning the Foreign Exchange Administration for Domestic Individuals Participating in Stock
Incentive Plan of Overseas Publicly Listed Company* (B 45 RE A2 BT Ak b 7 24 ) B HE U5 ih =1 1
A1 R A B ] E A 48 ), issued by the SAFE in February 2012. According to the foregoing Notice,
employees, directors, supervisors and other management members who are PRC citizens or non-PRC
citizens residing in China for a continuous period of no less than one year participating in any stock
incentive plan of an overseas publicly listed company, subject to limited exceptions, are required to
register with the SAFE through a domestic qualified agent, which could be a PRC subsidiary of such
overseas listed company, and complete certain other procedures. Failure to complete the SAFE
registrations may subject them to fines and other legal sanctions and may also limit their ability to make
payment under the equity incentive plans or receive dividends or sales proceeds related thereto, or our
ability to contribute additional capital into our PRC subsidiaries and our PRC subsidiaries’ ability to
distribute dividends to us. This notice issued by the SAFE only covers two categories of equity incentive
plans, i.e. employee stock ownership plans and stock option plans. As a result, we also face regulatory
uncertainties that could restrict our ability to adopt additional equity incentive plans for our Directors
and employees under PRC laws and regulations.
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In addition, the SAT has issued certain circulars with respect to employee share option. Under
these circulars, our employees working in China will be subject to PRC individual income tax if they
exercise share options. Our PRC subsidiaries have the obligation to file documents relating to the
employee share options with the relevant tax authorities and to withhold individual income tax for those
employees. If our employees fail to pay or we fail to withhold income tax according to the relevant laws
and regulations, we may face sanctions imposed by the relevant tax authorities.

It may be difficult to effect service of legal process or to enforce any judgements obtained from
non-PRC courts against us and our management.

Substantially all of our assets and the assets of our Directors and senior management are located
within China. Therefore, it may not be possible for investors to effect service of process upon us or
those persons inside China or enforce against us or those persons in China any judges obtained from
non-PRC courts.

On 14 July 2006, the PRC Supreme Court and the Hong Kong government signed the Arrangement
on Reciprocal Recognition and Enforcement of Judgements in Civil and Commercial Matters by the
Courts of the Mainland and of the Hong Kong Special Administrative Region Pursuant to Choice of
Court Agreements between Parties Concerned* (# = A B2 B B 7 T 1 B s 45 il A7 I8 125 B A 58
A RVEAT 25 A s i B B P R IR B 22 BE) (the <2006 Arrangement™) which is revised on 3
July 2008, pursuant to which any designated people’s court of the PRC or any designated Hong Kong
court has made an enforceable final judgement 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
judgement.

On 18 January 2019, the Supreme People’s Court of the PRC and the government of the Hong
Kong entered into the Arrangement on Reciprocal Recognition and Enforcement of Judgements in Civil
and Commercial Matters by the Courts of the Mainland and of the Hong Kong Special Administrative
Region (CBH A A b BEL 7 P86 5 Il 47 B vk B AH B AR nT FUAT R 5 RAF AR ZHE)) (the 2019
Arrangement”’). Although the 2019 Arrangement has been signed, it remains unclear when it will come
into effect. When the 2019 Arrangement become effective, it will supersede the 2006 Arrangement and
any party concerned may apply to the relevant PRC court or Hong Kong court for recognition and
enforcement of the effective judgements in civil and commercial cases under the 2019 Arrangement but
will be subject to the conditions set forth in the 2019 Arrangement. Therefore, the outcome and
effectiveness of any action brought under the 2019 Arrangement is still uncertain. We cannot assure you
that an effective judgement that complies with the 2019 Arrangement can be recognised and enforced in
a PRC court.

In addition, China currently is not a party to any treaties providing for the reciprocal recognition
and enforcement of judgements of courts with the United States, the United Kingdom, most other
Western countries or Japan, and therefore enforcement in China of judgements of a court in any of these
jurisdictions may be difficult or impossible.
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RISK FACTORS

Inflation in China could negatively affect our profitability and growth.

Economic growth in China 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 China. 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.

Our business operations may be adversely affected by natural disasters, acts of God and
occurrence of any public health problem.

Natural disasters, epidemics and other acts of God which are beyond our control may adversely
affect the economy, infrastructure and livelihood of the people in China. An outbreak of any widespread
public health problem, such as severe acute respiratory syndrome (also known as SARS), avian
influenza, HIN1 influenza or MERS, if protracted and uncontrolled, especially in the cities where we
have operations, may result in material disruptions to our game development business, which in turn
may adversely affect our financial condition and results of operations.

RISKS RELATING TO GLOBAL OFFERING

There has been no prior public market for our Shares, and the liquidity and market price of our
Shares after the Global Offering may be volatile so that an active market many not develop.

Before the Global Offering, there was no public market for your Shares. The initial offer price
range of our Shares was the result of negotiations between the Sole Representative (on behalf of the
Underwriters) and us, and the Offer Price may differ significantly from the market price for our Shares
following the Global Offering. While we have applied to have our Shares listed on the Hong Kong Stock
Exchange, there is no guarantee that the Global Offering will result in an active, liquid public trading
market for our Shares. The liquidity, trading volume and market price of our Shares may be volatile.
Factors such as variations in our revenue, earnings and cash flows or any other developments of us may
affect the volume and the trading price of our Shares.

The Offer Price may not be indicative of prices that will prevail in the trading market since there
will be a gap of several days between pricing and trading of our Shares.

The Offer Price of our Share is expected to be determined on the Price Determination Date.
Because our Shares will not commence trading on the Hong Kong Stock Exchange until they are
delivered, which is expected to be five business days after the Price Determination Date. Investors may
not be able to sell or deal in our Shares during the period between pricing and trading of the Shares.
Therefore, investors are subject to the risk that the initial trading price of our Shares may be lower than
the Offer Price as a result of adverse market conditions or other adverse development, that could occur
between the time of sale and the time trading begins.
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Possible setting of the Offer Price after making a Downward Offer Price Adjustment.

We have the flexibility to make a Downward Offer Price Adjustment to set the final Offer Price at
up to 10% below the bottom end of the indicative Offer Price range per Offer Share. It is therefore
possible that the final Offer Price will be set at HK$1.37 per Offer Share upon the making of a full
Downward Offer Price Adjustment. In such a situation, the Global Offering will proceed and the
Withdrawal Mechanism will not apply. If the final Offer Price is set at HK$1.37 per Offer Share, the net
proceeds we will receive from the Global Offering will be reduced by HK$118.4 million and such
reduced proceeds will be used as described in “Future Plans and Use of Proceeds — Use of Proceeds™.

Substantial future sales or the expectation of substantial sales of our Shares in the public market
could adversely affect the prevailing market price of our Shares.

The future sale of a significant number of our Shares in the public market after the Global
Offering, or the perception that these sales could occur, could adversely affect the market price of our
Shares and could materially impair our future ability to raise capital through offerings of our Shares.
Please refer to the section headed “Underwriting — Underwriting Arrangements and Expenses” in the
prospectus for further details. After these restrictions lapse, any sales of a substantial amount of our
Shares or other securities relating to our Shares in the public market, the issuance of new Shares or
other securities relating to our Share (or the perception that such sales or issuances) may cause the
prevailing market price of our Shares to decline which could adversely affect our future ability to raise
capital.

We have significant discretion as to how we will use the net proceeds of the Global Offering and
you may not necessarily agree with how we use them.

We plan to use the net proceeds from the Global Offering in a number of ways. Please refer to the
section headed “Future Plans and Use of Proceeds — Use of Proceeds™ in this prospectus for further
details. However, our management will have discretion as to the actual application of our net proceeds.
Our management may spend the net proceeds from the Global Offering in ways you may not agree with
or that do not yield a favourable return to our Shareholders. You are entrusting your funds to our
management, upon whose judgement you must depend, for the specific uses we will make of the net
proceeds from this Global Offering.

We may not be able to distribute dividends to our shareholders.

We cannot assure you when and in what form dividends will be paid on our Shares after the Global
Offering. The declaration and distribution of dividends is at the discretion of the Board, and our ability
to pay dividends or make other distributions to our Shareholders is subject to various factors, including
without limitations, our business and financial performance, capital and regulatory requirements and
general business conditions. We may not be able to 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. As a result of the above, We are not able to guarantee that we will
make any dividend payments on our Shares in the future. Please refer to the section headed “Financial
Information — Dividends” in this prospectus for further details.
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The market price and trading volume of our Shares may decline if securities or industry analysts
do not publish research reports about our business, or they adversely change their
recommendations regarding our Shares.

The trading market for our Shares may be affected by research reports about us or our business
published by the industry or securities analysts. The market price of our Shares would possibly decline
if one or more analysts who cover us downgrade our Shares or publish negative opinions about us
regardless of the accuracy of the information. We may lose visibility in the financial markets if one or
more of these analysts cease coverage of us or fail to regularly publish reports on us, which could cause
the market price or trading volume of our Shares to decline.

Certain facts, forecasts and statistic contained in this prospectus are derived from various publicly
available official sources and may not be reliable.

Certain facts, forecasts and other statistics contained in this prospectus relating to various countries
and regions and the mobile game industry are derived from various official government publications,
market data providers, industry expert commissioned by us and other independent third-party sources.
We believe that the sources of this information are appropriate sources for such information and 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 prepared or independently verified by us, the Sole Sponsor, the
Underwriters or any other party (other than Frost & Sullivan) involved in the Global Offering and no
representation is given as to its accuracy. We make no representation as to the accuracy of the
information contained in such sources, which may not be consistent with other information compiled
within or outside the China. Accordingly, the industry information and statistics contained herein may
not be accurate and should not be unduly relied upon for your investment.
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WAIVERS FROM STRICT COMPLIANCE WITH THE LISTING RULES

In preparation for the Global Offering, our Company has sought the following waivers from strict
compliance with the relevant provisions of the Listing Rules.

MANAGEMENT PRESENCE IN HONG KONG

Rule 8.12 of the Listing Rules provides that a new applicant applying for a primary listing on the
Hong Kong 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 resident in Hong Kong.

Since our Company’s principal business operations are primarily based in the PRC and will
continue to be based in the PRC, our executive Directors and senior management members spend the
majority of their time supervising our Company’s principal business operations in the PRC and do not
ordinary reside in Hong Kong. We consider that it would be more efficient and effective for our
executive Directors and our senior management members being based in the PRC to supervise and
manage our daily business operations.

Accordingly, we have applied to the Hong Kong Stock Exchange for, and the Hong Kong Stock
Exchange has granted us, a waiver from strict compliance with Rule 8.12 of the Listing Rules subject to
the following conditions:

(a) We have appointed two authorised representatives pursuant to Rule 3.05 of the Listing Rules,
who will act as our principal channel of communication with the Hong Kong Stock
Exchange. The two appointed authorised representatives are Mr. Jiang and Ms. Fung Wai
Sum (“Ms. Fung”), who will readily contactable by the Hong Kong Stock Exchange and can
meet with the Hong Kong Stock Exchange on reasonable notice. Their contact details
(including office and mobile phone numbers, email addresses, correspondence address and
facsimile numbers (if available)) have been provided to the Hong Kong Stock Exchange.

(b) Our Company has provided the contact details of our Directors (including their respective
office and mobile phone numbers, email addresses and facsimile numbers) to the authorised
representatives and the Hong Kong Stock Exchange. Our authorised representatives have
means for contacting all Directors promptly at all times as and when the Hong Kong Stock
Exchange wishes to contact the Directors for any matters. Each of our Directors either
possesses, or can apply for, valid travel documents to visit Hong Kong in order to meet with
the Hong Kong Stock Exchange within a reasonable period upon the Hong Kong Stock
Exchange’s request.

(c) Our Company has, in accordance with Rule 3A.19 of the Listing Rules, also appointed Guotai
Junan Capital Limited as our compliance adviser, who will act as an additional channel of
communication with the Hong Kong Stock Exchange. The compliance adviser will advise 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. Our Company will inform the Hong Kong Stock Exchange promptly of any changes of
our compliance adviser.
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WAIVERS FROM STRICT COMPLIANCE WITH THE LISTING RULES

(d) Our Company will appoint other professional advisers (including legal advisers and
accountants) to advise our Company on ongoing compliance requirements and other issues
arising under the Listing Rules and other applicable laws and regulations in Hong Kong after
the Listing.

JOINT COMPANY SECRETARY

Pursuant to Rules 3.28 and 8.17 of the Listing Rules, the company secretary of our Company must
be a person who has the requisite academic or professional qualifications or relevant experience is, in
the opinion of the Hong Kong Stock Exchange, capable of discharging the functions of a company
secretary. The Hong Kong Stock Exchange considers the following academic or professional
qualifications to be acceptable:

(a) a member 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); or

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

We have appointed Mr. Liu Gongyou (“Mr. Liu”’) and Ms. Fung as our joint company secretaries.
While our Directors consider that Mr. Liu is capable of discharging his duty as a company secretary of
our Company by virtue of his academic background and work experience, he does not possess the
specified qualifications required by Rule 3.28 of the Listing Rules. Therefore, our Company has
appointed Ms. Fung, who possesses such specified qualifications, to be a joint company secretary of our
Company. Ms. Fung will work closely with Mr. Liu to jointly discharge duties and responsibilities as
joint company secretaries and assist Mr. Liu to acquire the relevant experience as required under Rule
3.28 of the Listing Rules.

Accordingly, we have applied to the Hong Kong Stock Exchange for, and the Hong Kong Stock
Exchange has granted, a waiver under and in respect of Rules 3.28 and 8.17 of the Listing Rules. The
waiver is valid for an initial period of three years commencing from the Listing Date. In addition, Mr.
Liu will comply with the annual professional training requirement under Rule 3.29 of the Listing Rules
and will enhance his knowledge of the Listing Rules during the three-year period from the Listing Date.
We will further ensure that Mr. Liu has access to the relevant training and support that would enhance
his understanding of the Listing Rules and the duties of a company secretary of an issuer listed on the
Hong Kong Stock Exchange. Before the end of the three-year period, we will liaise with the Hong Kong
Stock Exchange to enable it to assess whether Mr. Liu, having had the benefit of Ms. Fung’s assistance
for three years, will have acquired the relevant experience within the meaning of Rule 3.28 of the
Listing Rules so that a further waiver will not be necessary.

See “Directors and Senior Management” in the prospectus for further information regarding the
qualification of Mr. Liu and Ms. Fung.
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NON-EXEMPT CONTINUING CONNECTED TRANSACTIONS

We have entered into, and are expected to continue, certain transactions which will constitute
continuing connected transactions of our Company under Chapter 14A of the Listing Rules following the
completion of the Global Offering. Accordingly, we have applied for, and the Hong Kong Stock
Exchange has granted, waivers from strict compliance with the requirements under Chapter 14A of the
Listing Rules in relation to certain continuing connected transactions between us and certain connected
persons. For further details in this respect, see ‘“Contractual Arrangements” and ‘“Connected
Transactions™.
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS PROSPECTUS

This prospectus 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 purposes of giving information to the
public about us. Our Directors collectively and individually accept full responsibility for the accuracy
and completeness of the information contained in this prospectus and confirm, having made all
reasonable enquiries, 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 that
there are no other matters the omission of which would make any statement herein or this prospectus
misleading.

INFORMATION ON THE GLOBAL OFFERING

The 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 authorised to give any information in connection with the Global
Offering or to make any representation not contained in this prospectus, and any information or
representation not contained herein must not be relied upon as having been authorised by our Company,
the Sole Sponsor, the Sole Representative, the Joint Global Coordinators, the Joint Bookrunners, the
Joint Lead Managers, the Co-lead Managers, the Underwriters, any of their respective directors, agents,
employees or advisers or any other party involved in the Global Offering. Details of the structure of the
Global Offering, including its conditions, are set out in the section headed “Structure of the Global
Offering”, and the procedures for applying for Hong Kong Offer Shares are set out in the section headed
“How to Apply for Hong Kong Offer Shares” and in the relevant Application Forms.

UNDERWRITING

This prospectus is published solely in connection with the Hong Kong Public 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 Listing is sponsored by the Sole Sponsor. 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 Representative (on behalf of the Underwriters) and us on the Price
Determination Date.

The Offer Price is expected to be fixed by the Sole Representative (on behalf of the Underwriters)
and our Company on the Price Determination Date. The Price Determination Date is expected to be on
or about Friday, 27 September 2019 and, in any event, not later than Monday, 30 September 2019
(unless otherwise determined by the Sole Representative (on behalf of the Underwriters) and our
Company). If, for whatever reason, the Offer Price is not agreed between the Sole Representative and
our Company on or before Monday, 30 September 2019, the Global Offering will not become
unconditional and will lapse immediately.

Further information about the Underwriters and the underwriting arrangements is set out in the
section headed “Underwriting” in this prospectus.
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RESTRICTIONS ON OFFER AND SALE OF THE OFFER 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. 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 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 authorised or to any person to whom it
is unlawful to make such an offer or invitation. The distribution of this prospectus and the offer 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
authorisation by the relevant securities regulatory authorities or an exemption therefrom.

DOWNWARD OFFER PRICE ADJUSTMENT

We have reserved the right to make a Downward Offer Price Adjustment to provide flexibility in
pricing the Offer Shares. The ability to make a Downward Offer Price Adjustment does not affect our
obligation to issue a supplemental prospectus and to offer investors a right to withdraw their applications
if there is a material change in circumstances not disclosed in the prospectus.

If it is intended to set the final Offer Price at more than 10% below the bottom end of the
indicative Offer Price range, the Withdrawal Mechanism will be applied if the Global Offering is to
proceed.

APPLICATION FOR LISTING ON THE HONG KONG STOCK EXCHANGE

We have applied to the Listing Committee of the Hong Kong Stock Exchange for the granting of
the listing of, and permission to deal in, our Shares in issue and to be issued pursuant to the Global
Offering and the exercise of the Over-allotment Option.

No part of our Shares is listed on or dealt in on any other Hong Kong Stock Exchange and no such
listing or permission to list is being or proposed to be sought in the near future.

OVER-ALLOTMENT OPTION AND STABILISATION

Details of the arrangements relating to the Over-allotment Option and Stabilisation are set out in
the section headed ““Structure of the Global Offering” in this prospectus.

COMMENCEMENT OF DEALINGS IN THE SHARES

Dealings in the Shares on the Hong Kong Stock Exchange are expected to commence on Tuesday,
8 October 2019. The Shares will be traded in board lots of 2,000 Shares each. The stock code of the
Shares will be 6820.
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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 Hong Kong
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 on any other date as determined by HKSCC. Settlement of transactions between
participants of the Hong Kong 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.

REGISTER OF MEMBERS AND STAMP DUTY

All Shares issued pursuant to applications made in the Global Offering will be registered on our
Company’s branch share register of members to be maintained by our Hong Kong Branch Share
Registrar. Our principal register of members will be maintained by Campbells Corporate Services
Limited in the Cayman Islands.

Dealings in the Shares will be subject to Hong Kong stamp duty. For further details of Hong Kong
stamp duty, please seek professional tax advice. Unless otherwise determined by our Board, dividends
will be paid to Shareholders whose names are listed on our register of members in Hong Kong, by
ordinary post, at the Shareholders’ risk in Hong Kong dollars.

PROFESSIONAL TAX ADVICE RECOMMENDED

Applicants for the Offer Shares are recommended to consult their professional advisers if they are
in any doubt as to the taxation implications of holding and dealing in the Shares. It is emphasised that
none of us, the Sole Sponsor, the Sole Representative, the Joint Global Coordinators, the Joint
Bookrunners, the Joint Lead Managers, the Co-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 or liabilities of holders of the Shares
resulting from the subscription, purchase, holding or disposal of the Shares.

EXCHANGE RATES

Unless otherwise specified, this prospectus contains certain translations for the convenience
purposes at the following rates:

HK$1.0000 : RMB0.90
US$1.0000 : RMB7.05

No representation is made that any amounts in HK$, RMB and US$ can be or could have been
converted at the relevant dates at the above rates or any other rates at all.
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LANGUAGE

If there is any inconsistency between this prospectus and the Chinese translation of this prospectus,
this prospectus shall prevail unless otherwise stated. However, the translated English names of the PRC
nationals, entities, departments, facilities, certificates, titles, laws, regulations (including certain of our
subsidiaries) and the like included in this prospectus and for which no official English translation exists
are unofficial translations for your reference only. If there is any inconsistency, the Chinese name
prevails.

ROUNDING

Certain amounts and percentages figures included in this prospectus have been subject to rounding
adjustments, or have been rounded to one or two decimal places. Any discrepancies in any table in this
prospectus between total and sum of amounts listed therein are due to rounding.
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DIRECTORS AND PARTIES INVOLVED IN THE GLOBAL OFFERING

DIRECTORS

Name Residential Address Nationality

Executive Directors

Jiang Xiaohuang (i #) Room 0804, Building No. 04 Chinese
Jincheng Zhixing
No. 58 Qihong Road
Suzhou Industrial Park, Suzhou

Jiangsu Province
PRC

Xu Lin (fE#K) Room 104, Building No. 10 Chinese
Central View City
No. 88 Jiuhua Road
Suzhou Industrial Park, Suzhou
Jiangsu Province
PRC

Sun Bo (&) Room 212, Building No. 6 Chinese
Hongshuwan Garden
No. 1283 Xingwu Road
Taihu New Town (Songling Town)
Wu Jiang District, Suzhou
Jiangsu Province

PRC

Wu Jie () No. 96 White Tower West Road, Suzhou Chinese
Jiangsu Province
PRC

Independent Non-executive Directors

Zhu Wei (#118) Room 10-1203, Jiaduoli Garden Chinese
Suzhou, Jiangsu Province
PRC

Tang Haiyan (i) Room 502, Building No. 6 Chinese

Yinxingyuan, No. 289 Jinmen Road
Suzhou, Jiangsu Province
PRC

Zhang Jinsong (5 $H#5) Room 1001, Unit 1, Building No. 11 Chinese
Donghu Linyu Garden, Suzhou
Jiangsu Province
PRC

See “Directors and Senior Management™ in this prospectus for further information regarding our
Directors.
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PARTIES INVOLVED IN THE GLOBAL OFFERING

Sole Sponsor Guotai Junan Capital Limited
27/F., Low Block, Grand Millennium Plaza
181 Queen’s Road Central
Hong Kong

Joint Global Coordinators Guotai Junan Securities (Hong Kong) Limited
27/F., Low Block, Grand Millennium Plaza
181 Queen’s Road Central
Hong Kong

CMB International Capital Limited
45/F, Champion Tower

3 Garden Road

Hong Kong

Joint Bookrunners Guotai Junan Securities (Hong Kong) Limited
27/F., Low Block, Grand Millennium Plaza
181 Queen’s Road Central
Hong Kong

CMB International Capital Limited
45/F, Champion Tower

3 Garden Road

Hong Kong

ABCI Capital Limited

11/F, Agricultural Bank of China Tower
50 Connaught Road Central

Hong Kong

Haitong International Securities Company Limited
22/F, Li Po Chun Chambers

189 Des Voeux Road Central

Hong Kong

Huatai Financial Holdings (Hong Kong) Limited
62/F, The Center

99 Queen’s Road Central

Hong Kong
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Joint Lead Managers Guotai Junan Securities (Hong Kong) Limited
27/F., Low Block, Grand Millennium Plaza
181 Queen’s Road Central
Hong Kong

CMB International Capital Limited
45/F, Champion Tower, 3 Garden Road
Hong Kong

ABCI Securities Company Limited
10/F, Agricultural Bank of China Tower
50 Connaught Road Central

Hong Kong

Haitong International Securities Company Limited
22/F, Li Po Chun Chambers

189 Des Voeux Road Central

Hong Kong

Huatai Financial Holdings (Hong Kong) Limited
62/F, The Center

99 Queen’s Road Central

Hong Kong

Co-lead Managers Ever-Long Securities Company Limited
Room 1101-1102 & 1111-1112, Wing On Centre
111 Connaught Road Central, Sheung Wan
Hong Kong

HTF Securities Limited

Unit 1807, 18/F., Officer Tower, Convention Plaza
1 Harbour Road, Wan Chai

Hong Kong

Joincap Securities Limited

Suite 606, 6/F

One Pacific Place, 88 Queensway
Hong Kong

Tanrich Asia-Pac Securities Limited
Suite 801, 8/F., Central Plaza

18 Harbour Road, Wanchai

Hong Kong

Futu Securities International (Hong Kong) Limited
Unit C1-2, 13/F, United Centre

No0.95 Queensway

Hong Kong
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Legal advisers to our Company As to Hong Kong law:
William Ji & Co. LLP
in Association with
Tian Yuan Law Firm Hong Kong Office
Suite 702, 7/F
Two Chinachem Central
26 Des Voeux Road Central
Central, Hong Kong

As to PRC law:

Tian Yuan Law Firm

10/F, China Pacific Insurance Plaza
28 Fengsheng Hutong

Xicheng District, Beijing

China

As to South Korea law:

Bae, Kim & Lee LLC

133 Teheran-ro, Gangnam-gu
Seoul, 06133

South Korea

As to Cayman Islands law:
Campbells

Floor 35, Room 3507
Edinburgh Tower

The Landmark

15 Queen’s Road Central

Hong Kong
Legal advisers to the Sole Sponsor and As to Hong Kong law:
the Underwriters DLA Piper Hong Kong

17th Floor, Edinburgh Tower
The Landmark

15 Queen’s Road Central
Hong Kong

As to PRC law:

Jingtian & Gongcheng
34/F, Tower 3

China Central Place

77 Jianguo Road
Chaoyang District, Beijing
China
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Reporting Accountants and Auditor

Industry consultant

Receiving bank

KPMG

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central

Hong Kong

Frost & Sullivan (Beijing) Inc. Shanghai Branch Co.
1018, Tower B

500 Yunjin Road

Shanghai

China

Bank of China (Hong Kong) Limited
1 Garden Road
Hong Kong
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CORPORATE INFORMATION

Registered office in the Cayman Islands Campbells Corporate Services Limited
Floor 4, Willow House, Cricket Square
Grand Cayman KY1-9010
Cayman Islands

Principal place of business in the PRC Building 18, Scientific Park of Suhua
No. 208 Tongyuan Road, Suzhou Industrial Park
Jiangsu Province
PRC

Principal place of business in Hong Kong Level 54, Hopewell Centre
183 Queen’s Road East
Hong Kong

Company website www.friendtimes.net
(The information on the website does not form part of
this prospectus)

Joint company secretaries Mr. Liu Gongyou (¥ %)
Room 301, Building No. 13
District No. 1, Baoci South Village
Changshu City, Suzhou
Jiangsu Province, PRC

Ms. Fung Wai Sum (J5EE#%) (ACIS, ACS)
Level 54, Hopewell Centre

183 Queen’s Road East

Hong Kong

Authorised representatives Mr. Jiang Xiaohuang (#%Z£%1)
Room 0804, Building No. 04
Jincheng Zhixing
No. 58 Qihong Road
Suzhou Industrial Park, Suzhou
Jiangsu Province
PRC

Ms. Fung Wai Sum (52 #) (ACIS, ACS)
Level 54, Hopewell Centre

183 Queen’s Road East

Hong Kong
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CORPORATE INFORMATION

Audit committee
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This section contains information which is derived from official government publications and
industry sources as well as a commissioned report from Frost & Sullivan. We believe that the
information has been derived from appropriate sources and we have taken reasonable care in
extracting and reproducing the information. We have no reason to believe that the information is false
or misleading in any material respect or that any fact has been omitted that would render the
information false or misleading. The information has not been independently verified by us, the Sole
Sponsor, the Sole Representative, the Joint Bookrunners, the Joint Lead Managers, the Co-lead
Managers, the Underwriter, or any of their affiliates or advisers, nor any other party involved in the
Global Offering and no representation is given as to its accuracy (other than Frost & Sullivan). The
Directors believe, after taking reasonable care, that there have been no material adverse changes in
the market information since the date of issue of the Frost & Sullivan Report which may qualify,
contradict or have an impact on the information in this section.

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 mobile game market in the PRC for the period from
2013 to 2023. We paid Frost & Sullivan a fee of RMB550,000, which we believe reflects market rates for
reports of this type.

We have included certain information from the Frost & Sullivan Report in this prospectus because
we believe this information facilitates an understanding of the female-oriented mobile game market in the
PRC for the prospective investors. Frost & Sullivan’s independent research consists of both primary and
secondary research obtained from various sources in respect of the female-oriented mobile game market
with the geographical focus in the PRC. Primary research involved in-depth interviews with leading
industry participants and industry experts. Secondary research involved reviewing company reports,
independent research reports and data based on Frost & Sullivan’s own research database.

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 from 2019
to 2023. In addition, Frost & Sullivan has developed its forecast on the bases and assumptions that (i) the
economy in the PRC is likely to maintain stable growth in the next decade; (ii) the country and regions’
social, economic and political environment is likely to remain stable in the forecast period; and (iii) the
female-oriented mobile game market in the PRC is expected to grow based on the key industry drivers
including rising consumption willingness, multiple purchasing channels, etc.

ABOUT FROST & SULLIVAN

Founded in 1961, Frost & Sullivan has 49 offices with more than 2,000 industry consultants, market
research analysts, technology analysts and economists globally. Frost & Sullivan’s services include
technology research, independent market research, economic research, corporate best practises advising,
training, client research, competitive intelligence and corporate strategy. Frost & Sullivan has been
covering the Chinese market since the 1990s. Frost & Sullivan has four offices in Hong Kong and direct
access to the knowledgeable experts and market participants in the mobile game market. Its industry
consultants have on average more than three years of experience.

OVERVIEW OF MOBILE GAME MARKET
Introduction

Mobile games refer to the games that can be downloaded and installed on mobile phones and tablets.
Driven by the 4th Generation (4G) mobile communication technology and development of smartphone, the
number of mobile internet users in the PRC experienced rocketing development and increased from 500.1
million in 2013 to 817.0 million in 2018, representing a CAGR of 10.3%. In line with the development of
number of mobile internet users, the penetration rate of mobile internet users within the internet users in
the PRC also increased from 81.0% in 2013 to 98.6% in 2018. With the increasing penetration rate of the
mobile internet in the PRC, the mobile games have become a key part of online entertainment activities.

Industry value chain analysis

Generally, there are four different types of participants engaged in the whole value chain of the game
market aside from users: game developers, game publishers/operators, distribution platforms and payment
channels.

° Game developers: Game developers may self-develop new games or develop mobile games based
on IP resources from IP holders. IP can come from diversified sources, such as online literature,
movies, music, anime, cartoons and so forth. The responsibilities of game developers include
development and designing of the game content, the pre-launch testing, the ongoing post-launch
calibration of games to the provision of technical support for players and so forth.
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° Game publishers/operators: Publishers and operators are mainly responsible for the marketing,
promotion and operation of games. It is likely that some publishers are equipped with capabilities of
game development.

° Distribution platforms: Game publishers or operators could publish their games through their
proprietary distribution platforms or through third-party platforms which include mobile carriers,
online application stores, game portals, all of whom are in charge of the sales and distributions of the
games to end users.

° Payment channels: Payment channels are mainly online third-party payment services providers such
as Alipay, Wechat pay, Apple pay and others.

Value Chain of Mobile Game Market

Distribution platforms

IP holders . e
Games Proprietary distribution
@y publishers/ platforms Payment s
developers Opexators channels
Self-developed IP Third-party distribution

platforms

Source: Frost & Sullivan

Market size of mobile game market in the PRC

With increasing disposable income sustained by the stable macroeconomic environment in the PRC,
people are conceiving stronger desire to spare more money and time on entertainment activities.
Meanwhile, the popularity of electronic devices enables and facilitates users to access the mobile digital
games during their leisure time. The size of the mobile game market in the PRC had achieved noticeable
growth from RMB11.7 billion in 2013 to RMB158.0 billion in 2018 at a CAGR of 68.3% as a result of the
more affordability of mobile phones and the rapid development in network infrastructure that increased the
network speed. Besides, the abundant games genre ranging from RPG, SLG to market segments such as
female-oriented games developed by game operators continue to enrich the mobile game market, attracting
more users that are benefited from demographical dividend which means people range from the age of 15
to 60 take a large proportion of overall population, and therefore stimulates the market as well. However,
following the significant growth of the PRC mobile market driven by, among other, affordability of
mobile phone and improved network speed, with the readily advanced network infrastructure and, the
gradually diminishing demographical dividend the future growth of mobile game market in the PRC has
entered into a stable growth stage and the development tends to be more rational and sustainable. The
market is estimated to grow to RMB339.8 billion in 2023, representing a CAGR of 16.6% from 2018.

Market size of mobile game market in the PRC, by revenue, 2013-2023E

CAGR 2013-2018 2018-2023E
RMB billion 68.3% 16.6%
7000
600.0
5000
4000 339.8
3000 556 203
1864 2106
2000 4 1580
100.0 oy 01 2

0.0
2013 2014 2015 2016 2017 2018  2019E  2020E  2021E  2022E  2023E

Source: Frost & Sullivan

Market size and competitive landscape of different game genres in the PRC

All the game genres of mobile games experienced a strong growth in the past five years. The SLG
games and RPG games enjoyed most growth during that period, and the market share of RPG games will
keep growing as it is the most popular genre in the PRC. Business simulation mobile games and love
simulation mobile games are two segments of SLG games that generated revenue of RMB4.6 billion and
RMB2.5 billion in 2018 respectively. As one kind of casual games, the market size of music games was
RMB1.7 billion in 2018, accounted for about 1.1% of total mobile game market. As for MMORPGs
games, the segment of RPG games, they contributed to around 21.0% of total mobile game market, with a
revenue of RMB33.2 billion in 2018.
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Market size breakdown by mobile game genre in the PRC, by revenue, 2013-2023E

CAGR 2013-2018 2018-2023E
Total 68.3% 16.6%
SLG 73.3% 14.9%
CCG 59.5% 14.4%
Casual 65.7% 16.4%
RPG 88.2% 17.0%
RMB billion
Others 48.5% 22.1%

400.0 q
350.0 4
300.0 4
250.0 4
200.0 4
150.0
100.0

50.0 4

o0 2013 2014 2015 2016 2017 2018 2019E | 2020E | 2021E | 2022E | 2023E

SLG 0.8 2.1 4.4 7.5 11.0 12,5 14.3 16.4 18.9 21.9 25.0

m CCG 22 4.7 9.0 14.4 20.6 22.7 26.3 30.6 35.2 394 44.5
Casual 5.5 16.0 30.4 439 60.3 68.7 80.3 92.3 107.1 125.3 146.6

m RPG 1.9 53 12.6 24.0 37.3 44.8 529 61.9 74.3 86.2 98.3
m  Others 1.3 2.0 3.7 7.4 8.2 9.3 12.6 15.4 20.1 22.7 254
— Total 11.7 30.2 60.1 97.2 137.4 158.0 186.4 | 216.6 255.6 295.5 339.8

After years of rapid growth, the competitive landscape of certain game genres in the PRC are as

follows:

RPGs: RPGs refers to role-playing games in which users assume the roles of characters in an
evolving fictional setting or world. RPG game accounted for 29.7% of the total mobile game
market in the PRC in 2018. By April 2019, RPG mobile games accounted for a large proportion
of the total number of mobile game products that obtained game publication numbers since the
resumption of issuance of game publication numbers by the NAPP in December 2018. The
market of RPG mobile game in the PRC is relatively concentrated.

MMORPGs: MMORPGs is the abbreviation for massively multiplayer online-role-playing
games. Generally, MMORPGs is inserted with tools to facilitate communication among game
players. A majority of MMORPGs mobile games are adapted from PC games or famous IPs in
order to attract more game players. The market of MMORPG mobile game was concentrated in
2018 with certain games from large competitors gained great popularity in 2018.

SLG: SLG refers to simulation game that is generally designed to closely simulate real world
activities. In 2018, the segment of SLG mobile game was considered concentrated and was
dominated by the two largest mobile game market players in the PRC.

Management/Business simulation: Business simulation mobile games is a subdivision of SLG
focusing on players operating their own business. At present, business simulation mobile game
market in the PRC is in a serious homogenization of competition and most top ranked business
simulation mobile games are developed by foreign mobile game developers.

Love simulation: Love simulation mobile games refer to a type of mobile game that mobile
game users play a virtual character to date, usually choosing from among several characters,
and to achieve a romantic relationship. Competition in the simulation mobile game market is
intensifying with increasing number of market players hoping tap great growth potential of the
market.

TCG/CCG: Collective card game, also known as TCG (trading card game), is a type of game
in which players acquire cards into a personal collection from which they create customized
decks of cards and challenge other players in matches by crafting customized decks that play to
synergies of card combinations. In 2018, the CCG market was relatively concentrated with
leading mobile companies occupied most of the market,

Music game: Music game is a genre of mobile game that gameplay is oriented around the
player’s interactions with a musical score or individual songs. Under the background of fast-
growing causal games in the mobile game market in the PRC, the size of music game market
rise accordingly. The music game market in 2018 was relatively fragmented with
approximately 2,000 products appeared on Apple’s app store.
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Paying ratio and annual ARPPU of mobile game market in the PRC

Annual ARPPU (Average revenue per paying user) reflects the paying capability of paying users for
mobile games in a year. As players in the market are actively improving quality of mobile games via
various measures such as content refinement and integration with different genres to increase users’
paying willingness, annual ARPPU of mobile game market in the PRC would increase from RMB450.6 in
2018 to RMB637.2 in 2023 at a CAGR of 8.5%, demonstrating strong growth potential. The estimated
CAGR is based on users’ formation of paying habit for games and such estimated CAGR is sustained by
the growing disposable income in the PRC which grew at a CAGR of 9.0% from 2013 to 2018 and is
expected to maintain uptrend in the foreseeable future. Besides, with limited demographic dividend in the
future, game operators are currently working on improving monetisation ability of games by improving
game quality, adding more in-game functions, setting in-game reward advertising, establishing game
communities and taking other measures to stimulate users’ willingness to pay for games.

Paying ratio of mobile game experienced a booster at a CAGR of 38.8% over the period from 2013
to 2018 with such number growing from 12.6% in 2013 to 64.8% in 2018, which was mainly due to
people’s rising disposable income and increasing number of mobile games. As the mobile game market is
moving towards content refinement, it could be expected that the improving game quality and
attractiveness would strengthen users’ willingness to pay in the future.

As compared to casual games, midcore to hardcore games usually have strong monetization ability
featuring a relatively lower MAU but a higher ARPPU. It is typical for a mobile game that is reaching the
later stages of its life cycle to recognize a decrease in MAU and DAU, while experiencing an increase in
ARPPU as remaining players tend to be more loyal and spend more.

Paying ratio and annual ARPPU of mobile game market in the PRC, 2013-2023E

CAGR 2013-2018 2018-2023E
ARPPU 8.5% 7.2%
Paying ratio 38.8% 4.3%
RMB
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Source: Frost & Sullivan

Note:

1. Annual paying ratio equals annual number of mobile game paying user divided by number of annually active mobile game
users.

2. Annual ARPPU refers to revenue generated by mobile games market divided by number of annually paying users in one year.

Number of annually paying users refer to accumulated number of paying users in one year.

Life cycle of games

A type of mobile game (including midcore and hardcore online games) would experience three
stages in terms of the life cycle, namely early growth stage, stable and mature stage and recession stage.
After a game is launched, the number of game users including DAU, MAU, the game’s ARPPU and
revenue generated from such game tend to increase relatively fast as a result of the comprehensive
marketing and promotion campaigns at the beginning stage, which falls within the early growth stage. In
the stable and mature stage, the game has gained its player base and market share, therefore, the revenue
generated from the game tend to be stable. However, the game’s DAU and MAU may stay stable or even
decrease, which is mainly due to the loss of casual users with time passing. During the stable and mature
stage, the game’s ARPPU usually keep rising mainly because (i) game developers will continuously launch
version upgrades with new contents and gameplays, and (ii) the game has cultivated a group of loyal users
who are willing to pay for the game. And then in the recession stage, gamed developers cease to put effort
to upgrade the game and the game may be faced with loss of active users as some users may be attached
by other new games (i.e. lower DAU and MAU) and loss interest in this game and start to pay less (i.e.
lower ARPPU), therefore, there are not enough new players to supplement the player base, the number of
players and revenue generated from the game tend to decrease. Any temporary decrease in the number of
users or revenue, even a significant one, does not necessarily mean that a game has started its recession
stage.
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The promotion and marketing expenses of a game will also fluctuate along with the progression of
its lifecycle. Typically, at the early growth stage, the promotion and advertising expenses of a game tend
to be increasing rapidly and remain at a relative high level as a result of the comprehensive marketing and
promotion campaigns at the beginning stage in order to increase the exposure of the game and to attract a
large base of players within a relatively short period of time. At the stable and mature stage, the overall
promotion and advertising expenses of a game tend to be stable and lower than the early growth stage as
we maintain regular promotion and marketing efforts for a game. It is a common understanding that a
game is considered as having entered into recession stage when it significantly lost popularity and has
become no longer profitable. In recession stage, the developer may cease to put effort in marketing,
promotion and development as any further efforts and expenses incurred are not expected to bring in
justifiable income. It is typical for a mobile game to have a relatively lower average DAUs, average
MAUSs and monthly paying players when it reaches stable and mature stage compared to its early growth
stage and its ARPPU would be relatively higher in the stable and mature stage than early growth stage,
which is primarily due to the greater spending of the keener players.

As compared to casual games, midcore to hardcore games usually have strong monetisation ability
featuring a relative lower MAU but a higher ARPPU.

Market Drivers

° Diversified demands from different users: Male players used to dominate the user base of mobile
games. However, with the development of different game genre especially those games that cater for
the taste of female players, the percentage of female users in mobile games increased dramatically in
the past two years. In addition, the penetration rate of smartphone keeps rising in view of the
affordability that is sustained by advanced technologies, leading to the growing number of young
users. Besides, for middle-aged and elderly users, mobile games that can fill up their leisure time
also become attractive. Thus, demands from users of different groups would give impetus to the
mobile game market.

° Formation of paying habits: Sustained by rising disposable income per capita in the PRC and
increased purchasing power, consumers in the PRC have been demonstrating growing willingness to
pay for entertainment activities, in particular online entertainment activities, such as mobile games.
For instance, the mobile game market has accumulated a large number of loyal game users which
could be reflected by the fact that paying ratio of mobile game has reached 64.8% in 2018 while
annual ARPPU has reached RMB450.6 in the same year. It becomes another driving force for the
mobile game market.

° Lower cost in accessing internet: During recent years, the Chinese government has been
endeavoured to expand internet coverage, to improve internet speed and to lower communication
cost across the nation by establishing a series of internet and communication infrastructure including
4G stations. Through efforts jointly made by the government and the three telecommunication
operators in the PRC, units charged for broadband and mobile communication have witnessed a 90%
and 83.5% decrease, respectively, from 2015 to 2017, while traffic consumption by mobile internet
realised a year-over-year growth rate of 162.7% between 2016 and 2017, which enables people to
access game applications with higher speed internet and lower cost, thereby driving the mobile game
market accordingly.

Future Trends

° Content remains to be the major focus: As the consumption habits of users in the Chinese mobile
game market keep upgrading during recent years, users begin to pay growing attention to the quality
of game content including gameplay and function setting, interface design and so forth. In others
words, game products that focus on innovative and high quality content have always been popular
among users. Meanwhile, in order to expand user base and to further increase user stickiness to
certain games, game operators will maintain their focus on product innovation to stay
competitiveness in the market. Hence, it tends to become a trend that with the maturity of mobile
game market, those boutique mobile games with high quality tend to attract large amount of users
and have high user retention, thus demonstrating strong market presence in terms of monetisation.

° Huge potential in overseas market: Market players in the Chinese mobile game market intend to
explore more market potential in overseas market in the near future to further enhance their
profitability and to build up their international brand image. With years of game operation
experience and mature R&D capabilities cultivated in domestic market, Chinese mobile game
developers and operators are showing increasing interest in overseas regions such as Southeast Asia
countries where their game market are still in the initial stage and are growing at a rapid pace.
Developed regions such as South Korea, Singapore, Japan, Europe and the United States are also
attractive markets for game operators to bring games with Chinese characteristics as the users in
those markets have mature consumption habit and higher average spending on mobile games.
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ANALYSIS OF OVERSEAS MOBILE GAME MARKETS
Summary of overseas mobile game markets

For developed regions such as the Unites States, Japan, South Korea, Taiwan, Hong Kong and
Singapore, their respective mobile game market is estimated to maintain stable growth in the foreseeable
future. Major competitive focus of market players in those regions would pay attention to further increase
the paying willingness of game users so as to improve their profitability and to strengthen market
reputation. For developed regions such as the Unites States, Japan and South Korea, the mobile game
market in the respective market has experienced a long development of history and is trending to enter
into mature stage. The average disposable income per capita of Japan and South Korea are much higher
than that of the PRC. Thus, the expected future CAGR for the growth of mobile game market in those
regions will maintain at a relatively lower level based on the mature user paying habit, the sound internet
and macroeconomic environment there. For other developed regions such as Hong Kong, Taiwan and
Singapore, mobile game market there would achieve a higher CAGR in the foreseeable future, driven by
multiple payment methods available in those regions which allows users to pay for games or get recharged
in a more efficient way. Besides, the influx of overseas game to these markets which further diversified
the market in terms of game genre, and therefore expected to attract more users, is another factor that
tends to support the further growth of mobile game market there.

Apart from the PRC who has witnessed rapid development in the mobile game market during recent
years, other emerging economies in Asia such as Vietnam and Thailand have also embraced strong
momentum in terms of revenue generated by the mobile game market over the period from 2013 to 2018,
which was upheld by the improving infrastructure, growing penetration of smart phones and rising
disposable income in those regions. For Southeast Asian countries such as Vietnam who may have shared
similar culture, history, religion with the PRC, people there have high acceptance of games with Chinese
characteristics, which has brought opportunities to Chinese mobile game developers. Under such
condition, Chinese mobile game developers who have realised the potentially huge market in those regions
are currently exploring business opportunities via publishing games to those countries or by cooperating
with local mobile or telecom operators to help market and promote games. From 2018 to 2023, the growth
rate of mobile game market in Vietnam is expected to be higher than that of Thailand due to the
demographical dividend that Vietnam enjoys, indicating that more people will be attracted to mobile
games and thereby be monetised.

For certain markets where Chinese game developers and publishers have not yet poured in, such as
Germany, France and the Middle East, their mobile game market are supported by mature internet
infrastructure and high willingness to pay by users. The mobile game market in Germany and France were
among the top five in terms of revenue in Europe in 2018. Currently, popular mobile game genres in these
two countries are mainly SLG and certain kinds of casual games such as matching puzzle games while it is
not easy for new game developers to compete with existing game developers in these markets with similar
games without new further innovation. New market comers who can introduce mobile games featuring
with historical and national characteristics to these two countries will be able to fill up the exiting blank
market segments and as a strategy for Chinese game developers to penetrate and explore such markets.
The number of female mobile game users in Germany and France growing from 4.7 million and 3.0
million in 2013, respectively, to 14.4 million and 9.1 million in 2018, respectively which represented a
CAGR of 25.1% and 24.8%, respectively. The size of mobile game market in the Middle East exceeded
USD1.2 billion in 2018. The development of the market is mainly driven by growing user base of female
users (who tend to have more leisure time at home) and young users (as young generation aged under 30
years old take up more than 70% of the total population in the Middle East). Since young generation tend
to show strong curiosity for new things including new game genre such as ancient Chinese style, it is a
strategy for Chinese game developers to introduce ancient Chinese style mobile games to and explore
potential opportunities in such market.

Market size of overseas mobile game markets
by revenue (in millions of USD, except for percentage), 2013-2018, 2023E

CAGR CAGR

Country/Region 2013 2014 2015 2016 2017 2018 2023E 2013-2018  2018-2023E
Developed regions

The United States 4,374.6 5,062.0 5,964.1 7,109.8 7,893.4 9,030.0 12,957.1 15.6% 7.5%
Japan 3,779.3 4,353.0 5,083.9 5,853.2 6,615.0 7,361.5 10,080.0 14.3% 6.5%
South Korea 2,094.9 2,622.0 3,136.0 3,897.1 4,392.0 4,831.2 6,902.3 18.2% 7.4%
Taiwan 145.8 361.8 525.8 642.8 727.8 837.0 1,383.1 41.8% 10.6%
Hong Kong 66.3 90.0 114.6 127.8 150.0 171.0 285.7 20.9% 10.8%
Singapore 66.8 92.0 120.6 160.6 200.1 2353 358.9 28.6% 8.8%
Germany 253.7 317.1 387.8 469.3 557.0 645.1 947.8 20.5% 8.0%
France 474.5 583.6 700.3 826.4 962.3 1,116.3 1,628.4 18.7% 7.8%
Developing regions

Vietnam 63.5 99.5 136.7 168.5 205.1 236.6 441.7 30.1% 13.6%
Thailand 104.5 147.7 186.2 214.1 242.4 266.6 414.2 20.6% 9.2%
Middle East 226.0 361.6 556.9 751.8 981.1 1,220.0 2,450.0 40.1% 15.0%
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Number of female mobile game users in Germany and France (in millions), 2013-2018

Country 2013 2014 2015 2016 2017 2018
Germany 4.7 6.4 8.3 10.3 12.4 14.4
France 3.0 4.0 5.1 6.3 7.7 9.1

Source: Frost & Sullivan

Monetization capability and paying habit of overseas mobile game markets

Compare with mobile game market in the PRC, market in developed regions such as the Japan and
South Korea tend to have higher monetization capability than the PRC market with higher ARPPU. The
average annual ARPPU in Japan and South Korea was US$279.0 and US$286.2 in 2018, respectively. As a
result of such maturing market in Japan and South Korea, mobile game players have gradually formed
good paying habits thus have higher willingness to pay for the games. Moreover, Japan and Korea have
similar culture and history with the PRC, people there have high acceptance of games with Chinese
characteristics, which has brought opportunities to ancient Chinese style female-oriented mobile games.

The United States mobile game market has a relatively long development of history and players there
have formed mature paying habit. Number of female mobile game players accounted for over 50% of total
mobile game market in the U.S. in 2018. Female-oriented mobile games, especially interactive mobile
games that based on popular TV play appeal to young women are gaining popularity in the market. Female
players in the U.S. have formed good paying habits in the mobile game market.

Future Trends

° The United States: Instant games such as H5 games, would become a major trend for the mobile
game market in the United States, as one of the most popular social media platform in the United
States, Facebook, acted as an early mover, who opened access to third party game developers in
March 2018 followed by Google who also launched its instant games.

° South Korea: As the market becomes increasingly intensive, game operators will keep conducting
effective marketing strategies in the future by expanding advertising channels and diversifying
advertisement forms with the purpose for the achievement of the largest customer acquisition.

° Japan: Asian publishers especially those from the PRC are exploring the mobile game market in
Japan, it is expected that Asian publishers are gaining much knowledge about how to attract
Japanese users, i.e., the setting of illustration and voice of game roles. Thus, with persistent efforts,
Asian players may embrace expanding market presence in Japan in the future.

° Singapore: As the most developed country in Southeast Asia, Singapore is equipped with sound
mobile telecommunication infrastructure that has laid a solid foundation for the rapid development
of the mobile game market, and a penetration rate of credit card higher than 50% that brings
convenience for users to pay for games. Under such condition, overseas game publishers have been
kept exploring the market. For instance, one of the leading Chinese game operators has been
partnered with a local game developer to exploit Singapore market. It is expected that game
publishers from the PRC will keep expanding their share in Singapore, bringing games that are
featured with composite elements such as social, strategy and others to further enhance game
players’ paying willingness.

° Vietnam: RPG is one of the most popular game genres among Vietnam users and such trend is likely
to continue in the future. In order to provide game users with better game experience in terms of
sense of identification and immersion, game developers would put their emphasis on upgrading game
versions, such as update the current 2D version to 3D version, which is considered an effective way
to improve user experience and thereby to further enhance their stickiness to games.

° Thailand: Thai game market has many hard-core users who stick to hard-core games such as e-

sports games. As users are more used to playing games on mobile devices than PCs, game operators
in Thailand are attempting to reach more users by extending games to mobile platforms.

OVERVIEW OF FEMALE-ORIENTED MOBILE GAME MARKET IN THE PRC
Introduction

Female-oriented mobile game refers to a specific category of games that are designed for women or
suitable for female players. Generally, female players take up a share of over 70% in the total users of
female-oriented mobile games. Female-oriented mobile game market in the PRC accounted for 26.0% of
the total mobile game market in the PRC in terms of revenue in 2018.

During the past years, the share of female players rose from approximately 25% in 2013 to
approximately 50% in 2018. Not only start-up mobile game companies but also big corporations are
making effort to design games that will attract and inspire female players. Different from male players,
most female players focus on the entertainment and emotional communication of a mobile game. Their
purpose of playing games is to kill time and to get emotional satisfaction. Generally speaking, female
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players prefer simulation mobile games, such as pet games, dress up games, and love simulation games.
Female players are attracted to mobile games with enchanting story, exquisite picture and harmonious
music, while male players pay more attention to gaming methods and enjoy pleasant brought by winning.

Classification

Female-oriented mobile games can be classified into two types, story based games and non-story
based games, on the basis of whether a storyline exists to keep the game moving forward:

Story based female-oriented mobile games: Each story based female-oriented mobile game is
embedded with a complete storyline to promote the whole process of the game step by step. At present, the
story based female-oriented mobile games can be categorised according to different regional culture
settings of the games, such as ancient Chinese style (e.g. Legend of Empress #4Z1#). The players of story
based female-oriented mobile games demonstrate a higher level of stickiness in terms of longer length of
daily playing time and users have more willingness to pay. Story based female-oriented mobile games
often presence with more consumption points such as limited props and costumes as well as unlocking
branch lines. Therefore, more consumption points contributed to higher ARPPU than non-story based
female-oriented mobile games.

Non-story based female-oriented mobile games: Non-story based female-oriented mobile games
are mostly leisure mobile games, such as elimination games (e.g. Elimination Bingo & *iHH%),
stimulation games (e.g. My Talking Angela #1942 7), waiting games (e.g. Travel Frog J&17 & ##) and
so forth. In general, non-story based female-oriented mobile games have higher DAU or MAU as they are
suitable to kill gap-time such as commuting and waiting, and generally have few consumption points.

Market Size Analysis
° Market size of female-oriented mobile game market in the PRC

Owning to the increasing female consumption demand forced by continuously rising social status of
women and growing number of female mobile players, the market size of female-oriented mobile games in
the PRC in terms of revenue grew at a CAGR of 84.9%, rising from RMB1.9 billion in 2013 to RMB41.1
billion in 2018. The female-oriented mobile game market was a relatively new industry in 2013 and
demands from players grew rapidly during this phase. Since giants of mobile game companies entered the
female-oriented mobile game market, it is projected that the revenue of female-oriented mobile game
market in the PRC would maintain the stable growth rate, reaching RMB95.8 billion in 2023,
demonstrating a CAGR of 18.4% over the period from 2018 to 2023. Due to the entering of the market
into mature stage, the gradually diminishing demographical dividend and higher barriers to entry in the
long-term, the female-oriented mobile game market will grow at a relatively slower rate from 2018 to
2023. The market size of the segment of female-oriented mobile game took up a share of 26.0% in 2018
and such share is estimated to increase to 28.2% in 2023.

Market size of female-oriented mobile games in the PRC, by revenue, 2013-2023E

CAGR 2013-2018 2018-2023E
RMB billion 84.9% 18.4%
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° Number of female-oriented mobile game players in the PRC

The number of female-oriented mobile game players in the PRC increased steadily from 48.3 million
in 2013 to approximately 256.1 million in 2018, representing a CAGR of 39.6%, mainly due to the gradual
cultivation of mobile games into peoples’ lives and the increasing number of female-oriented mobile
games launched in recent years. Along with (i) the rapid development of the mobile game market in the
PRC and the explosive growth of causal games that are appealing to women; (ii) Chinese females’
increased economic capacity and purchasing power; (iii) female players’ demand for more emotional
satisfaction from playing games, the number of female-oriented mobile game players will grew at a CAGR
of 9.1% since 2018 and reach 396.1 million by 2023, and the share of female-oriented mobile game
players over total mobile game players in the PRC will increase from 37.7% in 2018 to 38.6% in 2023.
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Number of female-oriented mobile game players in the PRC, 2013-2023E

CAGR 2013-2018 2018-2023E
Million 39.6% 9.1%
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° Market size of ancient Chinese style female-oriented mobile game market in the PRC

Ancient Chinese style female-oriented mobile game is a type of female-oriented mobile game. Such
game market in the PRC has been gaining popularity in recent years. The size of ancient Chinese style
female-oriented mobile game market in the PRC grew from RMB146.3 million in 2013 to RMB3,752.4
million in 2018 with a CAGR of 91.3%, accounting for approximately 9.2% of the total female-oriented
mobile game market in the PRC in terms of revenue in 2018.

With the diversity and innovations in game background and game models, it is estimated that the
ancient Chinese style female-oriented mobile game market in the PRC will grow to RMB&,622.0 million
in 2023 with a CAGR of 18.1% from 2018 to 2023.

Market size of ancient Chinese style female-oriented mobile games in the PRC,
by revenue, 2013-2023E

CAGR 2013-2018 2018-2023E

RMB Million 913% 18.1%
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Market Drivers

° Increasing number of female players: The percentage of female mobile game players in total
mobile game players increased from around 25% in 2013 to around 50% in 2018. In addition, as
Chinese females’ social status has risen steadily over the past decade, their economic capacity and
purchasing power increased as well. The increasing number of female players and higher paying
ability drove the growth of female-oriented mobile game market in the PRC. It is projected that the
increasing trend will continue in the future, thus will further promote the development of female-
oriented mobile game market.

° Further segmentation of female-oriented mobile game genre: With the increasingly mature
structure of female mobile game players and more fragmented features or interests or demands of the
female players, further segmentation of female-oriented mobile game genre is likely to be generated.
Under such condition, the female-oriented mobile game market in the PRC is likely to embrace
further diversification and differentiation of categories, such as love stimulation games, dress up
games and rising idol games. Such further segmentation of female-oriented mobile game market
would attract more female players and provide more options for female players with different tastes.
Therefore, the female-oriented mobile game market is likely to embrace more growth potential.

° Demands for emotional satisfaction: Due to increasing single rate, decreasing marriage rate and
rising life pressure in the PRC, female players demand for more emotional satisfaction from playing
games than male players, which can be better satisfied by female-oriented mobile games through
relaxing gaming experience and high level of sociability. For example, love stimulation mobile
games are able to provide caring and concerns for female players through establishment of fictional
relationship between characters and female players, thus helping them release pressures from life and
works. Female-oriented mobile games are usually easy to operate with delicate settings, such as
exquisite game picture, thus have been perceived as a good choice to relax for females who are under
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great pressure brought by fast-paced work and life in urban city. Additionally, female-oriented
mobile games aim at the establishment of in-game social system, thus players can interact with other
game users via instant online chat and bullet-screen comments. The charm of playing games with a
group of unacquainted users may keep maintaining female players’ interest, which allows them to
release stress while realising social connection. As more female players appeal to the emotional
satisfaction brought by female-oriented mobile games, the market is expected to be further
stimulated in the future.

Market Constraints

Increasing cost: In order to enable game users to get access to mobile games via a variety of
channels, female-oriented mobile game companies are dedicated to keeping expanding operating
channels by establishing firm corporation relationship with different channel platforms while at the
same time by making advertising and promotion plans to increase brand awareness among mobile
game users, which however would consume much labour and financial resources. Additionally,
production of ACG based female-oriented mobile games is usually correlated with hiring Japanese
voice actors, thus generate further cost for development of products.

Tightening policies: An Online Game Ethics Committee has been established in Beijing in 2018
under the guidance of the Publicity Department of the Communist Party of China. The Online Game
Ethics Committee is responsible for the evaluation of whether certain games contain controversial
ethic problems that affect Chinese teenage players. According to the China Central Television
(CCTV), the committee denied licenses to nine games and advised eleven games to make changes to
reduce ethical risks. Moreover, the Chinese government issued “Comprehensive Prevention and
Control of Myopia in Children and Adolescents Implementation Plan™ to control the total number of
online games, explore an age-appropriate alert system, and limit the amount of time children spend
playing online games. The tightening policies on the mobile game market also limit the expansion of
female-oriented mobile game segment.

Opportunities and Threats
Opportunities

Utilising and commercialising of game IP: In the future, female-oriented mobile game market tends
to further cross-leverage with other industries via realisation of game IP. Benefiting from the rapid
development of mobile game market in the PRC, the value of game IP is increasing as well. As
hitting mobile games have accumulated a large user base, it has laid a solid foundation and has
formed a certain influence for IP holders to roll out derivatives including its film, animation,
literature and other fields. This represents particular potential for female-oriented mobile game
operators. Utilising game IP in related industry helps game companies further expand their revenue
scale. Meanwhile, mobile game companies are facing an upward trend in user acquisition cost. Game
IP related products with their user traffic will help reduce the cost of mobile game companies to
acquire users.

More integration with social interaction: Currently, mobile game users have shown increasing
passion for playing mobile games not only for self-entertainment but also for social intercourse. As
social creatures, mobile game users desire to communicate and interact with others. Thus,
opportunities come that female-oriented mobile game market would seek to establish a social system
inside their games, which could provide users with such platforms to interact with others or to open
more access to social media websites so that users could log in with their social media accounts and
share their game performance with others.

Sourcing games from third party developers: 1t is common for small and medium game developers
to rely on other mobile game companies to publish and promote their games, due to limited capital
and resources. It is also common for game publishers and operators with operating capabilities to
publish and operate games operated by third parties. In order to compete with other market players in
sourcing games from third party game developers, it is important for mobile game companies to
possess capabilities to improve mobile games pursuant to player demand, effectively promote and
market mobile games and acquire user traffic, and provide high-quality player services.

Threats

Price sensitivity of female users: Generally, female users are more sensitive to prices compared with
males and are cautious on paying for in-game services such as membership upgrading, game pops
and so forth and hence, game operators are likely to face such careful attitude of female users
towards game consumption. Moreover, unlike male users who have been major force of mobile
games, female users are more cautious when making payments in mobile games. Since the
cultivation of paying habit could not be achieved in a short period, it is considered as a challenge
that game operators need to overcome in order to improve profitability.
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Dynamic user preferences: How to develop products that are differentiated from other market
players and to maintain sustainable product innovation ability with the purpose to retain users and to
maintain competitiveness in the market is another challenge that game operators have to deal with in
the female-oriented mobile game market. Due to the fact that preferences and aesthetics of female
users tend to be influenced by a series of factors such as latest market trend, popular TV series and
literature, recommendation from others and so forth, and they may switch to another female-oriented
mobile game or other types of mobile games once they find the female-oriented mobile game they
are playing is no longer fascinating or does not keep up with the latest market trend, it is of great
significance for game operators to keep games continuously attracting users.

Future Trends

Expansion to the international market: In order to gain more market share, the game companies in
the PRC are now aiming at expanding their overseas market. Different from markets like Southeast
Asia and South Korea, Europe and America have mature mobile game markets as well as higher
willingness to pay from mobile game players. Therefore, domestic game companies have started to
develop European and American market. Picture and emotion are two core elements in a game for
female players in Europe and America. Also, In order to better convey the game content to the
female players, story line is significant to enhance the loyalty of users. With the improvement in the
quality of female-oriented mobile games and advancement in the localisation of products in the
overseas market, the female-oriented mobile games launched abroad will better fulfil the needs of
overseas players.

Increasing adoption of ACG based content: As the number of ACG (Animation, Comic and Game)
fans have exceeded 250 million in the PRC in 2018, such fan economy is likely to promote the
segment of ACG games when the adaption of games has successfully fused popular nijigen elements.
Nijigen elements (—.{XJGIGCHR) refer to a series of elements that usually used in anime and manga
culture, including worldview setting, character setting and language styles. Since 2016, the ACG
based mobile games, such as Onmyoji, Fate/Grand Order and Honkai Impact 3, have managed to
draw the attention from the public. Hence, ACG based mobile games have experienced considerable
growth. Majority of ACG mobile games in the market aimed at male players and characters in the
games are often scantily-clad women. On the contrary, female-oriented mobile games usually create
attractive male characters to meet the emotional need of female mobile players. In order to attract
more female users and to improve their retention rate, female-oriented mobile games with ACG
based content that fits for preferences of female users would be further developed by market players
to stimulate female users’ willingness to pay.

Entry Barriers

Industrial know-how: As for story-based games, rich experience enables game developers to attract
more players and improve players’ stickiness. More specifically, ancient Chinese style female-
oriented mobile games require developers to have thorough understanding of ancient Chinese history
so as to achieve high degree of completion in terms of enchanting story, exquisite picture and
harmonious music. Whereas some non-storyline games, such as the dress-up games, are easy to be
duplicated with very low cost. Any newly developed game mode or charging mode will be exploited
quickly. Thus, only those companies that have comprehensive understanding of demands from
female users and sustainable innovation capability can remain competitive in the market.

Moreover, the accumulated deep understanding of female phycology enabled existing game
operators to provide better game experience to female players. Compared to male players, female
players demonstrate higher expectation for high-quality and attentive in-game services. For instance,
female players usually prefer games with professional customer services including one-to-one VIP
services, good customer care and special gifts, which thus poses entry barriers on the new entrants
who lack or do not have such knowledge.

Development capacity: As the competition intensifies, development capacity has become the core
competency for female-oriented mobile game companies. Keep offering female players new games
in accordance to their fast changing preferences is a key factor in attracting players. Development of
those games requires heavy investment in time, capital and experts. With accumulated market
experience and sufficient capital support, scaled mobile game developers possessed with strong R&D
team are able to recognise changing markets demands and provide trendy games to further
consolidate their market share. On the contrary, new entrants are likely to face limitation in
resources and lack of capability in developing new products and upgrading existing products.
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° User base: When there already exist a number of large female-oriented mobile game companies in
the market, their products are deemed to be more credible and popular by mobile game users.
Generally speaking, female players tend to be more loyal to mobile games than male players.
Existing developers who have already successfully launched female-oriented games are easier to
attract new users benefiting from their established brand awareness. They are not only able to attract
new users, but are also able to reduce the cost of customer acquisition. Additionally, some popular
female-oriented mobile games are readapted from existing IPs such as TV series or online literature
which have already obtained popularity among people and accumulated large fans. Thereby, such
games tend to attract a large amount of loyal users at the initial stage more easily.

COMPETITIVE LANDSCAPE ANALYSIS
Competitive landscape of female-oriented mobile game market in the PRC

As an emerging segment of mobile game market, female-oriented mobile game market has
demonstrated strong growth potential. The fast-growing market has attracted a number of mobile game
companies. The aggregated estimated revenue of the top five players attributable to female-oriented
mobile games in 2018 was RMBS8.4 billion, accounting for an aggregate share of 20.4% of the female-
oriented mobile game market in 2018. The Company ranked the third among all competitors and its market
share was 2.9% in 2018 measured by revenue from female-oriented mobile games. Due to the moderate
entry barrier and the high market attractiveness at the current introduction phase, the competition in
female-oriented mobile game market becomes more intense and it is expected to continue in the near
future.

Estimated revenue
from female-

oriented mobile Estimated

Ranking  Company name Background games in the PRC market share
(RMB billion) (%)

1 Competitor A A large scale company based in Shenzhen specializes in 38 9.2%

various Internet-related services, products, entertainment
and technology both in the PRC and globally. The
Company is also a leading company in mobile game market
in the PRC and is listed on the Hong Kong Stock Exchange
with a market capitalisation of over HK$3,000 billion.

2 Competitor B A mobile game developer and operator and is a private 2.1 5.1%
company. The Company posses with several famous
elimination games.

3 The Group 1.2 2.9%

4 Competitor C A mobile game developer with a focus on female-oriented 1.1 2.1%
mobile game including a series of dress-up games and love
stimulation game. The Company is a private company.

5 Competitor H An online game developer and operator and is listed on the 0.2 0.5%
Hong Kong Stock Exchange. The game portfolio of the
Company includes RPGs, endless running games, matching
games and casual competition games with a market
capitalisation of over HK$S billion.

Top five total 8.4 20.4%
Total 41.1 100.0%

Source: Frost & Sullivan
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Top five players in ancient Chinese style female-oriented mobile game market in the PRC

The ancient Chinese style female-oriented mobile game market was relatively concentrated in the
PRC in 2018.

The Company ranked the first in ancient Chinese style female-oriented mobile game market in the
PRC in 2018 in terms of revenue from ancient Chinese style female-oriented mobile games. In ancient
Chinese style female-oriented mobile game market, only few companies in the PRC have the capability of
providing high-quality products and obtaining IP from IP holders. Thus, the provision of mobile games
with hitting IP and higher quality enables the Company to enhance the revenue and capture a higher
market share in ancient Chinese style female-oriented mobile game market in the PRC. The table below
sets forth the top five ancient Chinese style female-oriented mobile game companies ranked by revenue in
2018:

Estimated revenue
from ancient
Chinese style

female-oriented

mobile games in Estimated
Ranking Company name Background the PRC market share
(RMB million) (%)
1 The Group 1,183.1 31.5%
2 Competitor A A large scale company based in Shenzhen specializes 108.6 2.9%

in various Internet-related services, products,
entertainment and technology both in the PRC and
globally. The Company is also a leading company
in mobile game market in the PRC and is listed on
the Hong Kong Stock Exchange with a market
capitalisation of over HK$3,000 billion.
3 Competitor E A mobile game developer and leading publisher of 70.3 1.9%
online multiplayer games. Founded in 2008, the
Company is listed on the Shenzhen stock Exchange
with a market capitalisation of over RMB30 billion.
4 Competitor D An online game developer and publisher specifically 23.4 0.6%
develop mid-core and hard-core games. The
Company was founded in 2007 in Beijing and is
listed on the Hong Kong Stock Exchange with a
market capitalisation of over HK$200 million.

5 Competitor G A mobile game publisher based in Beijing. The 19.1 0.5%
Company was founded in 2014 and is a private
company.
Top five total 1,404.5 37.4%
Total 3,7524 100.0%

Source: Frost & Sullivan

- 110 -



REGULATORY OVERVIEW

REGULATIONS ON FOREIGN INVESTMENT
Foreign Investment Industrial Policy

The 2017 Catalogue was jointly promulgated by the NDRC and the MOFCOM on 28 June 2017
and became effective on 28 July 2017. The 2017 Catalogue divides industries into four categories in
terms of foreign investment: (i) encouraged projects, (ii) permitted projects, (iii) restricted projects, and
(iv) prohibited projects. If the industry in which the investment is to occur falls into the encouraged
category, foreign investment, in certain cases, may enjoy preferential policies or benefits. If restricted,
foreign investment may be conducted in accordance with applicable legal and regulatory restrictions. If
prohibited, foreign investment of any kind is not allowed.

The 2018 Negative List was promulgated by the NDRC and the MOFCOM on 28 June 2018 and
became effective on 28 July 2018. The negative list for access of foreign investment specified in the
2017 Catalogue was repealed simultaneously. If foreign investment falls into areas prescribed in the
2018 Negative List, special administrative measures shall apply. The 2019 Catalogue and the 2019
Negative List, which become effective on 30 July 2019 and replace the 2017 Catalogue and the 2018
Negative List, further reduce restrictions on the foreign investment.

According to the 2019 Negative List and the 2019 Catalogue, the proportion of foreign investments
in entities engaged in value-added telecommunications business shall not exceed 50%. The online
publishing services business and internet cultural business remains as prohibited areas for foreign
investment.

Foreign Investment on Value-added Telecommunications Services

Foreign-invested telecommunication enterprises must comply with the Provisions on the
Administration of Foreign-invested Telecommunications Enterprises (2016 Revision) (#}p# & B15
FEAE K E (20164F15%])) issued by the State Council on 11 December 2001 and last amended on 6
February 2016, which requires foreign-invested telecommunication enterprises to be established as Sino-
foreign equity joint ventures in which the ultimate proportion of capital contribution from foreign
investors shall not exceed 50%. In addition, the main foreign investor of a foreign-invested
telecommunications enterprise engaging in value-added telecommunications business shall demonstrate
a good track record and operation experience in operating value-added telecommunications business.
Moreover, the establishment of foreign-invested telecommunications enterprises must obtain approvals
from the MIIT and the MOFCOM, or their authorised local counterparts, which retain considerable
discretion in granting approvals, for its commencement of value-added telecommunication business in
China.

On 13 July 2006, the MII (which is the predecessor of the MIIT) released the Notice on
Strengthening the Administration of Foreign Investment in Operation of Value-added
Telecommunications Businesses ({5 /52 &0 B N 4 40 o5 5 & 808 WO (H TR A5 LB BAO A A (the
“MII Notice”), pursuant to which, domestic telecommunications enterprises are prohibited to lease,
transfer or sell a telecommunications business operation licence 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
telecommunications service operator shall be legally owned by that operator (or its shareholders).
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Foreign Investment in Internet Cultural Business

On 17 February 2011, the MOC issued the Interim Measures on the Administration of Internet
Culture (B SUL BB 1T7HL2E) (the “Internet Culture Measures”), which was promulgated on 10
May 2003 and was last amended on 15 December 2017. Pursuant to the Internet Culture Measures,

’9

“internet culture products” are defined as including the online games specially produced for internet and
games disseminated or distributed through internet. Provision of internet culture products and related

services for commercial purpose is subject to the approval of the provincial counterparts of the MOC.

The MOC issued the Circular on Implementation of the Newly Revised Interim Measures on the
Administration of Internet Culture (BiA B %] (B SCALE B AT HIE) 1 %1) on 18 March
2011, which provides that the authorities shall temporarily not accept applications by foreign-invested
internet information services providers for operation of internet culture businesses (other than music).

The GAPP Online Game Notice jointly issued by the GAPP, the NCA and the National Office of
the Combating Pornography and Illegal Publication, took effect on 28 September 2009, provides that
foreign investors are prohibited from investing or engaging in online game operations and services in the
PRC through wholly-owned subsidiaries, equity joint ventures or cooperative joint ventures. Foreign
investors are also prohibited from gaining effective control over or participating in the online game
operation business of domestic enterprises indirectly by establishing other joint ventures, entering into
relevant agreements or providing technical support. The former GAPP and the SAPPRFT which
consolidated the relevant responsibilities of the GAPP have not yet made or issued further interpretation,
guidance or implementation rules in respect of the application and implementation of the GAPP Online
Game Notice.

REGULATIONS ON ONLINE GAMES
Value-added Telecommunication Services

The Telecommunications Regulations of the PRC ("% A\ RILFE EBEEHKHF) (the
“Telecommunications Regulations”), promulgated by the State Council on 25 September 2000 and
last amended on 6 February 2016, provides a regulatory framework for telecommunications services
providers in the PRC. The Telecommunications Regulations requires telecommunications services
providers to obtain an operating licence prior to the commencement of their operations. The
Telecommunications Regulations categorise telecommunications services into basic telecommunications
services and value-added telecommunications services. According to the Catalogue of
Telecommunications Business (%%%f’%ﬁﬁﬁﬁﬁ), attached to the Telecommunications Regulations,
which was promulgated by the MII on 25 September 2000 and last amended by the MIIT in June 2019,
information services provided via fixed network, mobile network and internet fall within value-added
telecommunications services.

The Administrative Measures on Internet Information Services (H.Ef#(5 B RESEHIEE) (the
“Internet Measures”), which was promulgated by the State Council on 25 September 2000 and
amended on 8 January 2011, set out guidelines on the provision of internet information services. The
Internet Measures classified internet information services into commercial internet information services
and non-commercial internet information services and a commercial operator of internet content
provision services must obtain a ICP Licence for the provision of internet information services from the
appropriate telecommunications authorities. The Administrative Measures for Telecommunications
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Businesses Operating Licencing (715 SE55 &84 #F nl & #HF%), which was promulgated by the MIIT on
3 July 2017 and became effective on 1 September 2017, further regulates the telecommunications
business licencing.

On 28 June 2016, the Cyberspace Administration of China promulgated the Administrative
Provisions on Mobile Internet Application Information Services (F% B F 44 i F 72 e {5 5 IR0HS 5 B
7E) (the “Mobile Application Administrative Provisions™) which became effective on 1 August 2016,
to strengthen the regulation of the mobile application information services. Pursuant to the Mobile
Application Administrative Provisions, an internet application programme 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 programme 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 programmes, unless it has clearly indicated to the user and obtained the user’s consent on
such functions and application programmes.

Regulatory Authorities

Pursuant to the Notice of the General Office of the State Council on Issuing the Provisions on the
Main Functions, Internal Bodies and Staffing of the General Administration of Press and Publication
(National Copyright Administration) promulgated by the General Office of the State Council ([t ¥
s T IR A B B0 5 M AR (B R WO SRy ) 2 B B A R A A N B R B E A AT)  promulgated
in July 2008, the Notice of the State Commission Office for Public Sector Reform 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 MOC, SARFT and the GAPP (H YLt i 4 Y 22 B & JF /0 28 B B 8% < wp i et
SCALER ~ BEFARR - BT AR AR < < =8 BUE > A BB IR - MR R SUE TS AR S BUE R R
{66 SCHY fif F > (%8 ) issued on 7 September 2009, the Notice of the General Office of the State
Council on Issuing the Provisions on the Main Functions, Internal Bodies and Staffing of the State
Administration of Press, Publication, Radio, Film and Television promulgated by the General Office of
the State Council (5 Be 2 & B A B8 B0 50T M L R 76 40 5 3 B0k 3 0 s A A N B 4 S 22 1Y
# A1) promulgated in July 2013, and the Administrative Measures on Internet Publishing Services (%%
B MUIR B BLR AE ) effective in March 2016, the SAPPRFT is responsible for the approval of game
registration and issuance of game publication numbers, and after the online games uploaded on the
Internet, online games will be administered by the MOC.

In March 2018, the Central Committee of the Communist Party of China issued the Plan for
Deepening the Institutional Reform of the Party and State (GEILZFIEZHEMERE ) and the
National People’s Congress promulgated the Decision of the First Session of the Thirteenth National
People’s Congress on the State Council Institutional Reform Proposal (5% = 2B N RACE K &5 —
YR i T [ 5 B A RO T R PR AE) (collectively, the “Institutional Reform Plans”). According
to the Institutional Reform Plans, the SAPPRFT was reformed and now known as the NRTA under the
State Council, and the responsibility of the SAPPRFT for the approval of online game registrations and
issuance of game publication numbers has been transferred to the NAPP effective from 21 March 2018.
The NAPP at the national level suspended approval of game registration and issuance of publication
numbers for online games since March 2018 and resumed to issue game publication numbers by batches
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periodically since December 2018. Beginning in December 2018, the NAPP at the national level started
to approve new online games. According to the website of the SAPPRFT, since December 2018 till the
Latest Practicable Date, the NAPP has issued over 1,000 game publication numbers.

The MOCT at the national level closed the online filing system for online games since July 2018.
In May 2019, the General Office of the MOCT released the Notice on Adjusting the Scope of
Examination and Approval regarding the Internet Cultural Operation Licence to Further Regulate the
Approval Work (CBf A J % < A8 4% SCAL 88 7 R Al > 2 dit i B — A0 BB B L AR ) |, the
“Notice on Adjusting Examination and Approval Scope”), which further specifies that the MOCT no
longer assumes the responsibility for the administration of online games industry. On 10 July 2019, the
MOCT issued the Decision of the Ministry of Culture and Tourism of the PRC on Abolishing the
Interim Measures for the Administration of Online Games and the Measures for Planning and
Administration of Tourism Development (3Cfb i I B i % 1 < 48 4% Ui I8 SR A7 I > 0 < ik i
B S B IR > AUk E), which specifies that the Online Game Measures was abolished by the
MOCT on 10 July 2019. Based on the above, our PRC Legal Advisers have advised that (i) after the
Notice on Adjusting Examination and Approval Scope was released, the MOCT no longer requires
online games to complete the post-filing procedure; (ii) as of the Latest Practicable Date, no PRC laws
and regulations have been officially promulgated regarding whether the responsibility of the MOCT for
supervising the online games will be undertaken by another governmental department, so it is still
unclear as to whether such supervision responsibility will be transferred to another governmental
department or whether such governmental department will require similar online filing requirement or
new supervision requirements for the distribution and operation of online games; and (iii) subject to
point (ii) above, as long as there is no governmental authority requiring similar online filing requirement
or new supervision requirements for the distribution and operation of online games, the Company could
launch new games after obtaining the requisite publication numbers from the NAPP, which will not
constitute any non-compliance issues.

Online Game Publication

On 4 February 2016, the SAPPRFT and the MIIT issued the Administrative Measures on Internet
Publishing Services (49#% i MU 4 AL %E) (the “Internet Publishing Measures™), which took effect
from 10 March 2016. Pursuant to the Internet Publishing Measures, online publications such as games
provided to the public through information networks must be approved by the SAPPRFT and obtain an
Internet Publishing Service Licence. According to the Internet Publishing Measures, before publishing
an online game, an online publishing service provider shall file application with the competent
provincial-level publishing administrative department where it is located and the application, if reviewed
and approved, shall be submitted to the SAPPRFT for approval.

The Notice Regarding the Administration of Mobile Games Publishing Services ([t B} % 8 i
Ji M 5 & B %48 K1), which was issued by the SAPPRFT on 24 May 2016 and took effect from 1 July
2016, provides that game publishing services providers shall be responsible for examining the contents
of their games and applying for game publication numbers. To apply for publication of domestically-
developed mobile games in the leisure and puzzle category that are not related to political, military,
national or religious topics or contents and have no or simple story lines, entities, the service providers
shall submit the required documents to competent provincial publishing administrative departments
where it is located at least 20 working days prior to the expected date of online publication (public
beta). Service providers applying for publication of domestically-developed mobile games that are not
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included in the above-mentioned category and mobiles games that are authorised by foreign copyright
owners shall go through more stringent procedures, including submitting management accounts for
content review and testing account for game anti-indulgence system. The game publishing services
providers must set up a specific page to display the information approved by the SAPPRFT, including
the copyright owner of the game, publishing service provider, approval number, publication number and
others, and shall be responsible for examining and recording daily updates of the game. 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 providers in coordination with the provincial publication administrative
departments before 1 October 2016 as required by this Notice. On 19 September 2016, the SAPPRFT
further circulated the Notice on Extending the Relevant Work Time Limit in the Notice Regarding the
Administration of Mobile Games Publishing Services ([ <5 [H] ) i 5 5 48 5 A BE B R I ZE  CBH R F5
6l 7 JEk H IR S A B RYAE AD A BE TAEREBRAYZE J) to extend the work time limit from 1 October 2016
to 31 December 2016.

Online Games Operations

The Online Games Measures that was issued by the MOC and last amended on 15 December 2017,
comprehensively regulate the activities related to online game business, including the research and
development and production of online games, the operation of online games, the standards for online
games content, the issuance of virtual currencies used for online games and virtual currency trading
services. The Online Games Measures provides that any entity engaging in online game operations must
obtain an Internet Cultural Operation Licence, and the content of an imported online game must be
examined and approved by the MOC prior to its launch. Domestically-developed online games must be
filed with the MOC within 30 days of its launch. The Online Games Measures also requires online game
operators to protect the interests of the online game players and specified certain terms that must be
included in the service agreements between online game operators and its online game players. The
Notice of the MOC on the Implementation of the Interim Measures for the Administration of Online
Games (CCULEBEAMR ERUE M (AR B B EATHHE) W) which was took effect on 29 July
2010 specifies the entities regulated by the Online Games Measures and procedures related to the MOC’s
review of the content of online games, and emphasises the protection of minors playing online games
and requests online game operators to promote real-name registration by their game players.

Pursuant to the Notice of the State Commission Office for Public Sector Reform 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 MOC, SARFT and the GAPP (Zhong Yang Bian Ban Fa [2009] No. 35) (H' ekt
N B EWAZEIRENEE Ch R SO E - EEAR - BT E AR E (= RE) TP ABE)
18~ HEE A SR UL T 35 45 B R B9 3 A X R ) 38 ) issued on 7 September 2009, under the
centralised management of the MOC, the GAPP is responsible for the examination and approval process
of online games prior to online publication. After such publication, the online games will only be
administered by the MOC. Moreover, if an online game is launched on the internet without the prior
approval of the GAPP, the MOC will be responsible for guiding the cultural market law enforcement
team to conduct investigation and punishment.

- 115 -



REGULATORY OVERVIEW

The Interim and Ex Post Supervision Notice has become effective since 1 May 2017, which sets
out the requirements in relation to the following aspects of online games: (i) clarifying the scope of
online game operation; (ii) regulating services for issuance of virtual items of online games; (iii)
strengthening the protection of the rights and interests of online game users; (iv) strengthening the
interim and ex post supervision of online game operation; and (v) stringent investigation and punishment
of illegal operating activities.

On 10 July 2019, the MOCT issued the Decision of the Ministry of Culture and Tourism of the
PRC on Abolishing the Interim Measures for the Administration of Online Games and the Measures for
Planning and Administration of Tourism Development (3CAbF1ife JiF #0 B i 8% 1k A 4% Ui Ik A 5087 17 %
%) M iR A B ) MPE), which specifies that the Online Game Measures was
abolished by the MOCT on 10 July 2019.

Content Review

The Internet Measures stipulates that internet information service providers shall not produce,
reproduce, distribute or disseminate information that includes the following contents: (i) content that is
against the basic principles determined by the State’s constitution, (ii) content that impairs national
security, divulges State secrets, subverts State sovereignty or jeopardises national unity, (iii) content that
damages the reputation and interests of the State, (iv) content that incites ethnic hostility and ethnic
discrimination or jeopardises unity among ethnic groups, (v) content that damages State religious
policies or that advocates sects or feudal superstitions, (vi) content that disseminates rumours, disturbs
the social order or damages social stability, (vii) content that disseminates obscenity, pornography,
gambling, violence, homicide and terror, or incites crime, (viii) content that insults or slanders others or
that infringes their legal rights and interests, and (ix) other content prohibited by laws or administrative
regulations.

The Online Games Measures further stipulates that the culture administrative department of the
State Council shall be responsible for the examination of online game content and shall engage relevant
experts to undertake the relevant consulting and routine work on the examination and authentication of
online game content. The culture administrative department of the State Council shall not conduct
repetitive examination of any online game publication pre-approved by the relevant department, and
shall permit the launch of pre-approved publications.

The Notice on Improving and Strengthening the Administration of Online Game Content (3Zft#
I A A TR o i A A A ISR N 2 B T AE AU ), issued by the MOC in 13 November 2009, requests
online game operators to improve and adapt their game models by (i) mitigating the predominance of the
“upgrade by monster fighting” model, (ii) limiting the use of the “player killing” model (where one
player’s avatar attempts to kill another player’s avatar); (iii) limiting in-game marriages among game
players, and (iv) improving their compliance with legal requirements for the registration if minors and
game time limits. The Notice on Strengthening of Online Game Content Censorship (3Cfk 5B 72 fin i 44
AR ISk E TN A A A TAERY A, issued by the MOC on 14 May 2004, mandates the establishment of a
committee under the MOC to screen the content of imported online games and requires that the content
of all imported online games be approved by the MOC.
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Virtual Currency and Virtual Items

On 15 February 2007, the Notice on Further Strengthening Administration of Internet Cafes and
Online Games (7% #E— 25 I om A9 0E K 49 46 57 55 45 FE T/ERY4E %) (the “Internet Cafes Notice”) was
jointly issued by the MOC, the PBOC and other governmental authorities 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 Cafes Notice imposes 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 Cafes Notice further provides that virtual currency should only be
used to purchase virtual items and prohibits any resale of virtual currency.

On 4 June 2009, the MOC and the MOFCOM jointly issued the Notice on Strengthening
Administration of Virtual Currency of Online Games (B 7% il i 48 4% 47 15k Ji 45 & W45 B TAE A48 D) (the
“Virtual Currency Notice”). According to the Virtual Currency Notice, it defines the meaning of the

3 )

term ‘“‘virtual currency” and places a set of restrictions on the trading and issuance of virtual currency.
The Virtual Currency Notice also states that online game operators are also not allowed to give out
virtual items or virtual currency through lottery-base activities, such as lucky draws, betting or random

computer sampling, in exchange for players’ cash or virtual money.

According to the Interim and Ex Post Supervision Notice, 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.

Anti-addiction System and Minor Protection

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. The
Interim and Ex Post Supervision Notice 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 not provide recharge or consumer services in game for online game users who
login as visitors.

According to the Online Game Measures, an online game operator shall, pursuant to the relevant
laws and regulations, take technical measures to prohibit minors from access to improper games or game
functions, restrict the playtime of minors and prevent minors from indulging in network. The Interim
and Ex Post Supervision Notice has also required that the online game operators shall fully comply with
the relevant provisions of the Parents’ Guardian Project for Minors Playing Online Games (&% 7% 8¢ &
BN KR B THE), based on which, online game operators shall impose money and time limits for
minor users in game and take technical measures to block the scenes and functions not appropriate for

minors.
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On 15 April 2007, eight PRC government authorities, including the GAPP, the Ministry of
Education of the PRC, the MPS and the MIIT, jointly issued the Anti-addiction Notice, which requires
the implementation of an anti-addiction compliance system and a real-name registration system by all
PRC online game operators. 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”.
Online game operators are required to reduce the value of in-game benefits to an online game player by
half if it discovers that the amount of a time an online game player spends online has reached the
“fatiguing” level, and to zero in the case of the “unhealthy” level.

Pursuant to Notice Regarding Launching Anti-addiction Real Name Authentication on Online
Games (7 RICED 48 4% 7 158 B (02K B 42 B w5 L /EA9 4B A1) issued by the relevant government authorities
on 1 July 2011, online game (excluding mobile game) operators shall submit the identity information of
game players to the National Citizen Identity Information Centre, a subordinate public institution of the
MPS, for verification since 1 October 2011, in an effort to prevent minors from using an adult’s ID to
play online games. On 25 July 2014, the SAPPRFT issued the Notice Regarding In-depth Development
of Anti-addiction Real Names Authentication on Online Games (B2 % A BH 48 4% i R BT DT R B 42 B s
TAEMZEN) and effected on 1 October 2014, which specifies that subject to the hardware, technology
and other factors, the anti-addiction compliance system applies to all online games excluding mobile
games temporarily.

On 30 August 2018, eight PRC regulatory authorities at national governmental level, including the
National Administration of Press and Publication and the Ministry of Education, released the
Implementation Programme on Prevention of Juveniles Myopia (47 & Bi#E Sl # & D4R H il £).
As a part of the plan to prevent myopia among children, the Implementation Programme on Prevention
of Juveniles Myopia plans to regulate the number of new online games and restrict the amount of time
kids spend playing on electronic devices. As of the Latest Practicable Date, no detailed implementation
rule has been issued to enforce the Implementation Programme on Prevention of Juveniles Myopia
regarding online games.

Online Game Promotion and Marketing

On 19 March 2015, the MOC issued the Notice on Strengthening the Regulation on Promotional
Activities of Online Games (B Il 58 48 4% 4 15k & {34 JB 5 B B AU 48 #1), emphasising that the
promotional activities of online games shall be regulated and requiring that online game operators shall
conduct lawful marketing and be self-conscious of resisting illegal and non-compliant behaviours and
vulgar marketing.

INFORMATION SECURITY AND PRIVACY PROTECTION

On 28 December 2000, the Standing Committee of the PRC National People’s Congress (the
“SCNPC”) enacted the Decisions on Maintaining Internet Security (4B A K 5 Zs & B i 4 o8 015 4 %
2MPE), later amended on 27 August 2009, specifies the situations subject the violators to criminal
punishment in China. Pursuant to Administrative Measures for the Security Protection of Computer
Information Networks Linked to the Internet (i3 (5 5 A48 4% B PR M 4 ¢ 2 (R G8E  LHZ) which was
approved by the State Council on 11 December 1997 and promulgated by the MPS on 16 December
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1997 and revised by the State Council on 8 January 2011, the internet is prohibited to be used in ways
which, among other things, would result in a leakage of state secrets or a spread of socially destabilising
content.

The Provisions on the Technical Measures for the Protection of the Security of the Internet (F.Jf
A2 AER T MM E) which was promulgated by the MPS on 13 December 2005 and became
effective on 1 March 2006, requires internet service providers to take proper measures including anti-
virus, data back-up and other related measures, to keep records of certain information about its 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 to detect illegal information in the public information services, stop
transmission of such information, and keep relevant records. Pursuant to Circular of the MPS, the State
Secrecy Bureau, the State Cipher Code Administration and the Information Office of the State Council
on Printing and Distributing the Administrative Measures for the Graded Protection of Information
Security (A%~ BIZMRE R ~ BZEME R - BHBEE TOEMAZ BN NS <fE 8L 2%MMR
A P > M AT which is promulgated on 22 June 2007, the security protection grade of an
information system may be classified into the five grades. To newly build an information system of
Grade II or above, its operator or user shall, within 30 days after it is put into operation, handle the
record-filing procedures at the local public security organ at the level of municipality divided into
districts or above of its locality.

PRC governmental authorities have enacted laws and regulations on internet use to protect personal
information from any unauthorised disclosure. On 28 December 2012, the SCNPC promulgated the
Decision on Strengthening Network Information Protection (75 484515 B AR W P 7E) to enhance
the legal protection of information security and privacy on the internet. On 16 July 2013, the MIIT
promulgated the Provisions on Protection of Personal Information of Telecommunication and Internet
Users (7515 F LI 48 P B {5 B AR H172) which became effective on 1 September 2013 to regulate
the collection and use of users’ personal information in the provision of telecommunication services and
internet information services in China. Telecommunication business operators and internet service
providers are required to establish its own rules for collection and use of users’ information and cannot
collect or use users’ information without users’ consent. Telecommunication business operators and
internet service providers are prohibited from disclosing, tampering with, destroying, selling or illegally
providing others with, collected personal information.

On 7 November 2016, the SCNPC published the Cyber Security Law of the PRC (H#E A &3 A1 5]
4% %275 (the “Cyber Security Law”), which took effect on 1 June 2017 and requires network
operators to perform certain functions related to cyber security protection and the strengthening of
network information management. For instance, under the Cyber Security Law, 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 PRC and their purchase of network
products and services that may affect national securities shall be subject to national cybersecurity
review. In May 2017, the Cyberspace Administration of China issued a trial version of the Measures for
the Security Review of Network Products and Services (for Trial Implementation) (B4 FE b A0 RS 22 422
FAE WL EAIT)), which took effect on 1 June 2017, to provide for more detailed rules regarding
cybersecurity review requirements.
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REGULATIONS ON THE INTELLECTUAL PROPERTY
Trademark

Trademarks are protected by the Trademark Law of the PRC (H#E A\ R ALFIE 4274 ) which was
promulgated on 23 August 1982 and subsequently amended on 22 February 1993, 27 October 2001, 30
August 2013 and 23 April 2019 (the amendments on 23 April 2019 will be effective on 1 November
2019) as well as the Implementation Regulation of the PRC Trademark Law (H % A Rt A B o A7
it 1) adopted by the State Council on 3 August 2002 and revised in 2014. In China, registered
trademarks include commodity trademarks, service trademarks, collective marks and certification marks.

The Trademark Office of National Intellectual Property Administration handles trademark
registrations and grants a term of ten years to registered trademarks, renewable every ten-years where a
registered trademark needs to be used after the expiration of its validity term. When it is necessary to
continue using the registered trademark upon expiration of period of validity, an application for renewal
shall be made within 12 months before the expiration. If such an application cannot be filed within that
period, an extension period of six months may be granted. The period of validity for each renewal of
registration shall be ten years as of the next day of the previous period of validity. If the formalities for
renewal have not been handled upon expiration of period of validity, the registered trademarks will be
deregistered.

Patent

According to the Patent Law of the PRC (2008 Revision) (4% A 3 A B A7 (2008 & 1)
promulgated by the SCNPC, and its Implementation Rules (2010 Revision) ("3 A &t A B 27 2 H it
AMH(20104F-14%T)) promulgated by the State Council, the patent administration department of National
Intellectual Property Administration 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 someone 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.

According to the Patent Law of the PRC, any entity or individual that seeks to exploit a patent
owned by another party shall enter into a patent licence contract with the patent owner concerned and
pay patent royalties to the patent owner. The licencee does not have the right to allow any entity or
individual not specified in the contract to exploit such patent.

Copyright

The Copyright Law of the PRC (2010 Revision) (1% A 1B & /EHERL (201018 1E)) (the
“Copyright Law”) provides that Chinese citizens, legal persons, or other organisations shall, whether
published or not, enjoy copyright in their works which include, among others, works of literature, art,
natural science, social science, engineering technology and computer software. The Computer Software
Protection Regulations (2013 Revision) (FHE MR AR FE A9 (201348 7])) provides for the rights of
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software copyright owners and relevant matters associated with the protection, registration, licencing and
transfer of software copyright, and stipulates that software copyright owners may obtain registration
from the software registration authority acknowledged by the copyright administrative department under
the State Council. The registration certificate issued by the software registration authority shall be the
preliminary evidence for the registration. The Computer Software Copyright Registration Measures (7}
SRR 2 VERE B SEHEDL) (the “Software Copyright Measures”) which was promulgated by the NCA
on 20 February 2002 regulates the registrations of software copyright, exclusive licencing contracts for
software copyright and transfer contracts. The NCA shall be the competent authority for the nationwide
administration of software copyright registration and the Copyright Protection Centre of China is
designated as the software registration authority.

Domain Name

The Administrative Measures for Internet Domain Names (H.IFAI 4 S FHEE), which was
promulgated by the MIIT on 24 August 2017 and became effective on 1 November 2017, regulate the
“.CN” and the “.zhongguo (in Chinese character)” shall be China’s national top level domains. Any
party that engages in internet information services shall use its domain name in compliance with laws
and regulations and in line with relevant provisions of the telecommunications authority, but shall not
use its domain name to commit any violation.

The Measures of the China Internet Network Information Centre on Domain Name Dispute
Resolution (2014 Revision) (9B B A4 (E S 03k 4 Tk il P (20144F18%T)), which was
implemented by the China Internet Network Information Centre on 1 September 2014, requires domain
name disputes to be submitted to institutions authorised by the China Internet Network Information
Centre for resolution.

REGULATIONS ON FOREIGN ENTERPRISES
Company Law of the PRC

The Company Law of the PRC ("3 A RILFE A FEE) (the “Company Law”), which was
promulgated by the SCNPC on 29 December 1993 and came into effect on 1 July 1994 subsequently
amended on 25 December 1999, 28 August 2004, 27 October 2005, 28 December 2013 and 26 October
2018, provides that companies established in the PRC may take form of company of limited liability or
company limited by shares. Each company has the status of a legal person and owns its assets itself.
Assets of a company may be used in full for the company’s liability. The Company Law applies to
foreign-invested companies unless relevant laws provide otherwise.

Wholly Foreign-Owned Enterprise Law of the PRC and its Implementation Measures

The Wholly Foreign-Owned Enterprises Law of the PRC (9 #EARILFAIEINE ) (the
“Wholly Foreign-Owned Enterprises Law”), last amended on 3 September 2016 and came into force
on 1 October 2016 and the Implementation Rules on the Wholly Foreign-Owned Enterprises Law of the
PRC (H#E NRILABEAIPE S EILEEAMA]) (the “Wholly Foreign-Owned Enterprises
Implementation Rules”), last amended on 19 February 2014 and came into force on 1 March 2014
stipulate the establishment procedure of a wholly foreign-owned enterprise, regulations on registered
capital, affairs of foreign exchange, accounting practise, taxation and labour service, and other relevant
issues. The Decisions by the SCNPC on the Modification of the Wholly Foreign-Owned Enterprises Law
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of the PRC and Other Four Laws (£ ANRAURREH L B GRS S (P NRITHE SN 43
2 SEDUEREEAPRE) issued by the SCNPC on 3 September 2016 has modified the procedures of
investment by foreign investor in China, so that foreign investor investing in commercial industry which
is not under the restriction of special access administrative measures shall make record-filing with the
relevant authorities, which replaced the approval process.

In accordance with the Interim Measures on Management of Establishment and Change of Foreign-
Owned Enterprises (I & Al FE 7% 57 S 8 B A 22 A BB 17 1% last amended by the MOFCOM on 29
June 2018 and became effective on 30 June 2018, if the establishment and changes of foreign-owned
enterprises does not involve the special access administrative measures prescribed by the PRC
government, the examination and approval process is now being replaced by the record-filing
administration process with the relevant local authorities of the MOFCOM.

Foreign Investment Law of the PRC

The 2019 FIL was adopted by the National People’s Congress on 15 March 2019 and will become
effective on 1 January 2020. The 2019 FIL is formulated to further expand opening-up, vigorously
promote foreign investment and protect the legitimate rights and interests of foreign investors.
According to the 2019 FIL, foreign investments are entitled to pre-entry national treatment and are
subject to negative list management system. The pre-entry national treatment means that the treatment
given to foreign investors and their investments at the stage of investment access is not lower than that
of domestic investors and their investments. The negative list management system means that the State
implements special administrative measures for access of foreign investment in specific fields. Foreign
investors shall not invest in any forbidden fields stipulated in the negative list and shall meet the
conditions stipulated in the negative list before investing in any restricted fields.

Foreign investors’ investment, earnings and other legitimate rights and interests within the territory
of the PRC shall be protected in accordance with the law, and all national policies on supporting the
development of enterprises shall equally apply to foreign-invested enterprises. The State guarantees that
foreign-invested enterprises participate in the formulation of standards in an equal manner. The State
guarantees that foreign-invested enterprises participate in government procurement activities through fair
competition in accordance with the law. The State shall not expropriate any foreign investment except
under special circumstances. In special circumstances, the State may levy or expropriate the investment
of foreign investors in accordance with the law for the needs of the public interest. The expropriation
and requisition shall be conducted in accordance with legal procedures and timely and reasonable
compensation shall be given. In carrying out business activities, foreign-invested enterprises shall
comply with relevant provisions on labour protection, social insurance, tax, accounting, foreign
exchange and other matters stipulated in the PRC laws and regulations.

Upon taking effect on 1 January 2020, the 2019 FIL will replace the Sino-Foreign Equity Joint
Venture Enterprise Law (138 A RALANE oG L& 2E1), the Sino-Foreign Cooperative Joint
Venture Enterprise Law (1 #EANRILAE P AMGIEREE B3ETL) and the Wholly Foreign-Owned
Enterprises Law (138 A R LA B & B 2£7%) to become the legal foundation for foreign investment in
the PRC.
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REGULATIONS ON EMPLOYMENT AND SOCIAL WELFARE
Employment Laws

The PRC Labour Law ("3 A R I [E 258 7%), which became effective on 1 January 1995 and
amended on 27 August 2009 and 29 December 2018, and PRC Labour Contract Law ("% A R A1 B 55
# 4 F1%) (the “Labour Contract Law”), which became effective on 1 January 2008 and was amended
on 28 December 2012, provide for collective contracts to be developed through collaboration between
the labour union (or employees representatives in the absence of a union) and management that specify
such matters as working conditions, wage scale, and hours of work. The laws also permit employees and
employers in all types of enterprises to sign individual contracts, which are to be drawn up in
accordance with the collective contract. The Labour Contract Law has enhanced rights for employees,
including permitting labour contracts without a fixed term and economic compensation. The legislation
requires employers to provide written contracts to their employees, and makes it harder for employers to
lay off employees. It also requires that employees with fixed-term contracts be entitled to an open-ended
contract after a fixed-term contract is renewed twice or the employee has worked for the employer for a
consecutive ten-year period.

Social Insurance and Housing Funds

As required under the Regulation of Insurance for Labour Injury (TA5fRBE# %), amended on 20
December 2010 and came into effect on 1 January 2011, the Provisional Measures for Maternity
Insurance of Employees of Corporations ({&2EHk T4 & #f B il /7 ##F%) implemented on 1 January 1995,
the Decisions on the Establishment of a Unified Program for Old-Aged Pension Insurance of the State
Council (B B BH A EE 7 58— 0 S SERk TR AR E R I E) issued on 16 July 1997, the
Decisions on the Establishment of the Medical Insurance Program for Urban Workers of the State
Council (55 B B 7 2 7 B T 5L A B O B i JE 9 UL s ) promulgated on 14 December 1998, the
Unemployment Insurance Measures (JZEfRFRFA]) promulgated on 22 January 1999, the Interim
Regulation on the Collection and Payment of Social Insurance Premiums (Ft & £2 B2 EUCE 170 A51])
promulgated on 22 January 1999 and amended on 24 March 2019, and the Social Insurance Law of the
PRC ("3 A & ILFI B 41 & fR B3 %) implemented on 1 July 2011 and amended on 29 December 2018,
enterprises are obliged to provide their employees in the PRC with welfare schemes covering pension
insurance, unemployment insurance, maternity insurance, labour injury insurance and medical insurance.
Enterprises must apply for social insurance registration with local social insurance agencies and pay
premiums for their employees. If an enterprise fails to pay the required premiums on time or in full
amount, the authorities in charge will demand the enterprise to settle the overdue amount within a
stipulated time period and impose a daily overdue fine equivalent to 0.05% of the overdue amount. If the
overdue amount is still not settled within the stipulated time period, an additional fine with an amount of
one to three times of the overdue amount will be imposed.

According to the Regulation on Management of Housing Fund (fi 5 2284 & ¥4 41), which was
promulgated by the State Council on 3 April 1999, became effective on the same day and was amended
on 24 March 2002 and 24 March 2019, enterprises must register with the competent managing centre for
housing funds and, upon the examination by such managing centre of housing fund, complete procedures
for opening an account at the relevant bank for the deposit of employees’ housing funds. Employers are
required to contribute, on behalf of their employees, to housing funds. The payment is required to be
made to the special housing accumulation fund account in a bank. Any employer who fails to contribute
may be ordered to make good the deficit within a stipulated time limit or applied to a People’s Court for
compulsory enforcement by local administrative authorities.
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REGULATIONS ON TAXATION
EIT

On 16 March 2007, the National People’s Congress promulgated the EIT Law which was amended
on 24 February 2017 and 29 December 2018, and the State Council promulgated the Regulations for the
Implementation of the Law on Enterprise Income Tax (9 #E A B A1 5 1> 3 Fr /5 B ik H AR 19]) (the
“EIT Regulation”) on 6 December 2007 which was further amended on 23 April 2019. According to
the EIT Law and the EIT Regulations, taxpayers consist of resident enterprises and non-resident
enterprises. Resident enterprises are defined as enterprises that are established in China in accordance
with the 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 the EIT Regulations 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 premises set up by them, the EIT is, in that case, set at the rate of
10% for their income sourced from inside the PRC.

According to the EIT Law and the EIT Regulations, an enterprise certified as a high and new
technology enterprise was subject to a preferential EIT of 15%. In accordance with the Measures for
Administration of Recognition of High and New Technology Enterprise (=1l 4i> 258 & & FHEE)
effective from 1 January 2008 and amended on 29 January 2016, an enterprise certified as a high and
new technology enterprise is subject to review by the relevant PRC authorities and shall submit the
information about the relevant intellectual property, scientific and technical personnel, research and
development expense, operating revenue of previous year and other annual status on the required official
website.

The Notice on Income Tax Policies for Further Encouraging the Development of Software Industry
and Integrated Circuit Industry (B 1 — 25 SR #1736 58 1 T 1 72 386 % o8 A 3 T 15 B30 IBUSR ) 4 00
(“2012 Policy”), which was promulgated by the MOF and the SAT on 20 April 2012 and took effect on
1 January 2011 and the Notice on Issues concerning Preferential Enterprise Income Tax Policies for
Software and Integrated Circuit Industries (7 84 F 42 5 75 6 728 26 A 2E BT 15 B 18 B BUR A B T RE 1Y 48
A1) (<2016 Policy”) promulgated by the MOF, the SAT, the NDRC and the MIIT on 4 May 2016 and
took effect on 1 January 2015, provides that newly established integrated circuit design enterprises and
eligible software enterprises shall be exempt from the EIT for the first two years of the preferential
period, and shall be levied thereon at half of the statutory rate of 25% for the next three years until the
expiration of the preferential period. If Key Software Enterprises included in the national plan do not
enjoy the tax exemption preference in the current year, they shall be subject to the EIT at a reduced rate
of 10%. On 17 May 2019, the MOF and the SAT issued the Notice on Enterprise Income Tax Policies
for the Integrated Circuit Design and Software Industries (€[B 55 B TE B sl w1 AN {4 28 2 A 36 I 15 Bl EL
RN (<2018 Policy”), which also provides that legally established and eligible integrated circuit
design enterprises and software enterprises shall be exempted from the enterprise income tax for the first
and second year after it makes profits and shall be levied thereon at half of the statutory rate of 25% for
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the third to fifth year until the expiration of the preferential period. The preferential period shall be
calculated from the profitable year prior to 31 December 2018. The 2018 Policy further provides that the
eligibility criteria set out in 2012 Policy and the 2016 Policy will continue to apply.

Value-Added Tax

Pursuant to the Provisional Regulations on Value-Added Tax of the PRC (F#E A R IL 1 3 34 (B Bt
P17 B) last amended on 19 November 2017, and its Implementation Rules (3 A F& L1 B 39 (B B
AT E a4 ) promulgated by the MOF and last amended on 28 October 2011, tax payers
engaging in sale of goods, provision of processing services, repairs and replacement services, sales of

services, intangible assets or real property, or importation of goods within the territory of the PRC shall
pay value-added tax (the “VAT”).

On 16 November 2011, the MOF and the SAT jointly promulgated the Pilot Plan for Levying
Value-Added Tax in lieu of Business Tax (& 381 e (E R 3085 77 %), Starting from 1 January 2012,
the PRC government has been gradually implementing a pilot programme in certain provinces and
municipalities, to levy a 6% VAT on revenue generated from certain kinds of services in lieu of the
business tax.

The Measures for the Exemption of Value-Added Tax from Cross-Border Taxable Activities in the
Collection of Value-Added Tax in Lieu of Business Tax (for Trial Implementation) (% 38 it 0% (H AL
P I EBLAT £ 3 (E B S Bl A B (RX01T)), which was promulgated on 6 May 2016 by the SAT and
revised on 15 June 2018, provides that if a domestic enterprise provides cross-border taxable activities
such as professional technology services, technologies transfer, software service etc., the above
mentioned cross-border taxable activities shall be exempted from the VAT.

On 23 March 2016, the MOF and the SAT jointly issued the Circular of Full Implementation of
Business Tax to Value-added Tax Reform (B2 14k BH 45 258 MU0 (E AL LB Y3 A1) which
confirms that business tax will be completely replaced by the VAT from 1 May 2016.

Pursuant to the Notice of the MOF and the SAT on the Adjustment to Value-added Tax Rates (}/f
B ~ BBS 4w B A R S B (BB B R 4 A1) issued on 4 April 2018 and came into effect on 1 May
2018, the deduction rates of 17% and 11% applicable to the taxpayers who have VAT taxable sales
activities or imported goods are adjusted to 16% and 10%, respectively.

Dividend Tax
Individual Investors

According to the Individual Income Tax Law of the PRC GiE NS R PN R ES RS
promulgated on 10 September 1980, as amended on 31 October 1993, 30 August 1999, 27 October 2005,
29 June 2007, 29 December 2007, 30 June 2011, 31 August 2018 and the latest amendment had been
effective on 1 January 2019 and the Provision for Implementation of the Individual Income Tax Law ('
#e N\ R ILFN R N T 15 81k B i ) promulgated on 28 January 1994, as amended on 19 December
2005, 18 February 2008, 19 July 2011 and 18 December 2018 and the last amendment had been
effective on 1 January 2019, dividends declared by PRC companies to individuals are ordinarily subject
to a PRC withholding tax levied at a flat rate of 20%. For a foreign individual who is not a resident of
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the PRC, the receipt of dividends from a company in the PRC is normally subject to a withholding tax
of 20% unless specifically exempted by the tax authority of the State Council or reduced by an
applicable tax treaty.

Enterprises

According to the EIT Laws, a non-resident enterprise is subject to a 10% EIT on the income
sourced from the PRC provided that such non-resident enterprise does not have an establishment or
place in the PRC, or where there is an establishment or place, there is no connection between the income
received and such establishment or place. The aforesaid income tax payable by the non-resident
enterprises shall be withheld at source, for which the payer thereof shall be the withholding agent. Such
withholding tax may be reduced pursuant to an applicable avoidance of double taxation treaty or
arrangement.

Tax Treaties

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 A #5558 Al 47 B i B i 3
JiT 75 4k f B E OB AN B LE MBI ZEBE) (the “Hong Kong 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 the Hong Kong Double
Tax Avoidance Arrangement and other applicable laws, the 10% withholding tax on the dividends that
the Hong Kong resident enterprise receives from a PRC resident enterprise may be reduced to 5% if the
Hong Kong resident holds more than 25% capital of the PRC resident enterprise.

Pursuant to the Notice on the Several Issues of the Implementation of Tax Treaty (|5 ZFi % 44 J5) B
BT B T 2 M S0 3K AT B [T REL A %8 ), which was promulgated by the SAT and came into effect on
20 February 2009, the non-resident taxpayer or the withholding agent is required to obtain and keep
sufficient documentary evidence proving that the recipient of the dividends meets the relevant
requirements for enjoying a lower withholding tax rate under a tax treaty. Pursuant to the Administrative
Measures for Tax Convention Treatment for Non-resident Taxpayers (JF /& FABL A 52 2B 2 7548
FHLHEE), which was promulgated by the SAT on 27 August 2015 and further amended on 15 June
2018, any non-resident taxpayer fulfilling conditions for enjoying the convention treatment may be
entitled to the convention treatment on its own when filing a tax return or making a withholding
declaration through a withholding agent, subject to the subsequent administration by the tax authorities.

The Announcement of the State Administration of Taxation on Issues Relating to ‘““Beneficial
Owner” in Tax Treaties (B ZBiH 4 )5 B A BN & H < i A N A B ER A2 (the
“Announcement of Beneficial Owner”’) issued by the SAT on 3 February 2018 and came into effect
on 1 April 2018. The Announcement of Beneficial Owner provided that the “beneficial owner” shall
mean a person who has ownership and control over the income and the rights and property from which
the income is derived. When an individual who is a resident of the treaty counterparty derive dividend
income from China, the individual may be determined as a “beneficial owner”.
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Laws and Regulations Related to Dividend Distribution

The principal regulations governing distribution of dividends of foreign holding companies include
the Company Law, the Wholly Foreign-Owned Enterprises Law and the Wholly Foreign-Owned
Enterprises Implementation Rules. Under the relevant laws and regulations, foreign investment
enterprises in the PRC may pay dividends only out of their accumulated profits, if any, determined in
accordance with PRC accounting standards and regulations. In addition, wholly-foreign-owned
enterprises in the PRC, like our PRC subsidiary, are required to allocate at least 10% of their respective
accumulated profits after tax each year, if any, to fund certain reserve funds unless these accumulated
reserves have reached 50% of the registered capital of the enterprises. These reserves are not
distributable as cash dividends.

REGULATIONS ON FOREIGN EXCHANGE

Under the Foreign Currency Administration Rules of the PRC (3 A [ A B & e 45 B 5 71
which was promulgated on 29 January 1996 and last amended on 5 August 2008 and various regulations
issued by the SAFE and other relevant PRC government authorities, RMB is convertible into other
currencies for the purpose of current account items, such as trade related receipts and payments,
payment of interest and dividends. The conversion of RMB into other currencies and remittance of the
converted foreign currency outside the PRC for the purpose of capital account items, such as direct
equity investments and loans, requires the prior approval from the SAFE or its local office. Foreign
exchange income under the current accounts may be retained or sold to a financial institution engaging
in settlement and sale business of foreign exchange pursuant to relevant rules and regulations of the
PRC. For foreign exchange income under the capital accounts, approval from the relevant foreign
exchange administrative authority is required for its retention or sale to a financial institution engaging
in settlement and sale business of foreign exchange, except where such approval is not required under
the relevant rules and regulations of the PRC.

On 4 July 2014, the SAFE issued the Circular 37. Pursuant to the Circular 37, if a domestic
individual resident directly establishes or indirectly controls an offshore enterprise (the “SPV”) with
his/her legally owned assets or equity in a domestic enterprise, or legally owned offshore assets or
equity, for the purpose of offshore investment and financing, he/she shall complete the foreign exchange
registration of overseas investments with the SAFE or its local branches before making contributions to
the SPV with his/her legally owned onshore and offshore assets or equity. Following the initial
registration, any change of basic information such as individual shareholder, name and term of operation
or upon capital increase or deduction, share transfer or swap, merger or division and other significant
change, shall report to the SAFE for foreign exchange alteration of the registration formality for
offshore investment in time. According to the Circular 13 which became effective on 1 June 2015, banks
are required to review and carry out foreign exchange registration under offshore direct investment
directly. The SAFE and its branches shall implement indirect supervision over foreign exchange
registration of direct investment via the banks. In addition, according to the procedural guidelines as
attached to the Circular 13, the principle of review has been changed to “the domestic individual
resident is only required to register the SPV directly established or controlled by him (first level)”.
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On 30 March 2015, the SAFE promulgated The Circular on Reforming the Management Approach
regarding the Settlement of Foreign Capital of Foreign-invested Enterprise ([ 54 HH J5) BH 7 ke 4 4h
PP A SE A T A A G 45 S 7 SN M) (the “Circular 197) to expand the reform nationwide.
Circular 19 allows foreign-invested enterprises to make equity investments by using RMB fund
converted from foreign exchange capital. Under the Circular 19, the foreign exchange capital in the
capital account of foreign-invested enterprises upon the confirmation of rights and interests of monetary
contribution by the local foreign exchange bureau (or the book-entry registration of monetary
contribution by the banks) can be settled at the banks based on the actual operation needs of the
enterprises. The proportion of discretionary settlement of foreign exchange capital of foreign-invested
enterprises is currently 100%. SAFE can adjust such proportion in due time based on the circumstances
of the international balance of payments. However, Circular 19 and the Circular on Reforming and
Regulating Policies on the Control over Foreign Exchange Settlement of Capital Accounts ([ Z 5N
LRy B AR R R A AR T &5 T SLBCR W% K1) (the ““Circular 16”) continues to prohibit foreign-
invested enterprises from, among other things, using RMB fund converted from its foreign exchange
capitals for expenditure beyond its business scope, investment and financing (except for security
investment or guarantee products issued by banks), providing loans to non-affiliated enterprises or
constructing or purchasing real estate not for self-use.

In January 2017, the SAFE promulgated the Circular on Further Improving Reform of Foreign
Exchange Administration and Optimizing Genuineness and Compliance Verification (|5 54} 4 #L 5 B
TAHE— 25 A 1 A PR 58 5 HE A HMERZ M A) (the “Circular 3”), which stipulates several
capital control measures with respect to the outbound remittance of profit from domestic entities to
offshore entities, including (i) when bank handles out ward remittance of profits equivalent to more than
USDS50,000 for a domestic institution shall, under the principle of genuine transaction, banks shall check
board resolutions regarding profit distribution, the original version of tax filling records and audited
financial statements; and (ii) domestic entities shall hold income to account for previous years’ losses
before remitting the profits. Moreover, pursuant to the Circular 3, domestic entities shall make detailed
explanations of the sources of capital and utilisation arrangements, and provide board resolutions,
contracts and other proof when completing the registration procedures in connection with an outbound
investment.

REGULATIONS RELATING TO M&A AND OVERSEAS LISTING

The M&A Rules was jointly promulgated by six PRC governmental authorities including the
MOFCOM, the SAT, the SAFE, the SAIC, the State-owned Assets Supervision and Administration
Commission of the State Council and the CSRC on 8 August 2006, and came into effect on 8 September
2006 and subsequently amended on 22 June 2009. Foreign investors must 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 of the nature of the domestic company into a foreign-invested
enterprise; or when the foreign investors establish a foreign-invested enterprise in China, purchase the
assets of a domestic company and operate the asset; or when the foreign investors purchase the assets of
a domestic company by agreement, establish a foreign-invested enterprise by injecting such assets, and
operate the assets. The M&A Rules purport, among other things, to require offshore special purpose
vehicles formed for overseas listing purposes through acquisitions of PRC domestic companies and
controlled by the PRC companies or individuals, to obtain the approval of the CSRC prior to publicly
listing their securities on an overseas stock exchange.

- 128 -



REGULATORY OVERVIEW

LAWS AND REGULATIONS RELATING TO SOUTH KOREA

We have been publishing our games through third-party distribution platforms in South Korea
since 2016. Set out below is a summary of laws and regulations of South Korea which our business and
operation are subject to.

Regulations Relating to the Game Industry
Game Industry Promotion Act

The Game Industry Promotion Act (the “Game Promotion Act”) enacted by the National
Assembly of South Korea on 28 April 2006, as amended, primarily regulates the game industry in South
Korea. Under the Game Promotion Act, any person intending to engage in the development or
distribution of games is required to register with the provincial governor, a mayor, a municipal governor
(gunsu) or a head of a borough (gucheongjang) and file an amendment registration in the event of any
change in material matters in the registration with certain exceptions. Friend Times Korea has registered
as a game distributor on 12 March 2019 with the head of the borough (gucheongjang) of Geumchon-gu
in Seoul, South Korea, where its office is located.

Under the Game Promotion Act, online games are classified into four categories: “suitable for
users of all ages”, “suitable for users 12 years of age or older”, “suitable for users 15 years of age or
older” and “‘suitable for users 18 years of age or older”. The Game Promotion Act also requires any
person who intends to develop or distribute games for the purpose of publication or supply in the South
Korean market to obtain in advance a rating from either (for games intended for users of all ages, 12
years of age or older and 15 years of age or older) the Game Contents Rating Board (the “GCRB”) or
(for games intended for users of 18 years of age or older) the Game Rating and Administration
Committee (the “GRAC”, and, together with GCRB, the “Game Rating Boards”). The Game Rating
Boards are established to safeguard game ethics and the public interest aspect of games and to protect
adolescents. A game provider must also report any modification in the content of a game (other than
mere technical enhancements not affecting the content) to the relevant Game Rating Board, in which
case, the Game Rating Board notifies the game provider either that the rating of the game will be
maintained or that the game must be reclassified. If the game provider receives a notice of
reclassification from the Game Rating Boards, the game provider must file a new application to obtain a
rating of the game.

Under the Game Promotion Act, a self-regulator designated by the Minister of Culture, Sports and
Tourism of South Korea, may rate its own games that are distributed through third-party distribution
platforms (such as Apple’s App Store or Google Play). Self-rated games rated from a self-regulator will
have the same effect as those rated by GCRB or GRAC. In the self-regulation scheme, the game service
provider must meet certain statutory criteria to be eligible as a self-regulator. A self-regulator may
operate and service mobile games from outside of South Korea if the games are not targeted mainly to
users in South Korea, provided that (i) the self-regulator has executed a contract with an overseas
distributor regarding the provision of domestic use of the overseas game; (ii) the self-regulator has rated
such games; (iii) the self-regulator ensures that users easily recognize the rating given when using
overseas games; and (iv) the self-regulator notifies GRAC of the rating within five business days from
the date on which the self-regulator has rated such games. For self-rated games, any change or update in
content and/or ratings is automatically reported to GRAC through a reporting system which will be in
place and be linked to GRAC’s system. Every self-regulator is required to implement this reporting
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system linked to GRAC’s system. Furthermore, self-regulators cannot give an “18 years of age or older”
rating and thus must apply to GRAC for a rating to distribute any game for users of 18 years of age or
older. The only games that we are distributing in South Korea as at the Latest Practicable Date are
Legend of Empress (F4C1%), Royal Chaos (FICQM#), Rise of Queendom (&I EFIFiF) and Yokai
Kitchen (W% F4E), all of such games which are mobile games that are distributed in South Korea
through only Google Play, Apple’s App Store and One Store and have been rated as shown in the
information provided about the three games on Google Play, Apple’s App Store and One Store.

Meanwhile, the Game Promotion Act excludes “Speculative Game Products” from the game
products subject to the ratings requirement, and a game which is deemed “Speculative Game Product” is
thus not eligible for a rating. Since an unrated game may not be distributed in South Korea, the
provision or distribution of a “Speculative Game Product” is thus illegal in South Korea. Typical
examples of a “Speculative Game Product™ are casino-style games, and the key factor in determining
whether a particular online game constitutes a “Speculative Game Product” is whether playing the game
leads to a “gain or loss of property”. While “Speculative Game Products” are per se illegal, game
products with ‘“speculative elements” that do not fall under the definition of ‘“Speculative Game
Products” may be eligible for a rating.

In rating the game products as “Speculative Game Products” or having ‘“‘speculative elements”,
the game’s content in their totality is examined. “Speculative Game Product” is defined as a game
resulting in a gain or a loss of property and has aspects of (i) betting or allotment, (ii) chances to
determine the outcome, (iii) horse racing or any game based on horse racing, (iv) cycling and boat
racing and any game based on cycling and boat racing, (v) casino games regulated under the Tourism
Promotion Act and any game based on casinos, and/or (vi) any other gaming product designated as
“Speculative Game Product” under a Presidential Decree. In the context of ratings, the term
“speculative element” is not defined but is referred to in the Rating Review Regulations, according to
which, if the game provides exchanging virtual property which is gained as the result of game freely or
not, into real money, it would be likely to be determined that it has a “speculative element”. The only
games that we are distributing in South Korea as at the Latest Practicable Date are Legend of Empress
(FUC1%), Royal Chaos (FACOF#), Rise of Queendom (= ¥ EF1F %) and Yokai Kitchen (f5# B 5E), all
of which have been rated as shown in the information provided about the three games on Google Play,
Apple’s App Store and One Store, and such games would not be considered to be “Speculative Game
Products”. Although the fact that they have been rated does not in itself mean that the games do not
contain “speculative elements”, we believe that the three games distributed in South Korea do not
contain any “‘speculative elements”.

Regulations Relating to Online Services

Under the Telecommunications Business Act (the “TBA”) enacted by the National Assembly of
South Korea on 30 December 1983, as amended, telecommunication services are divided into two
categories: common telecommunication services such as telephone and online connection (including the
business of leasing telecommunication line facilities) and value-added communication services.

Value-added communication services that may be offered may be recognized as an online service
provider’s value-added communication services for the purpose of transmitting of intellectual properties
among different individuals. In addition, a telecommunication business operator is a provider of
information and communication services under the Act on Promotion of Information and
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Communications Network Utilization and Information Protection, Etc. (the “IT Network Act”) enacted
by the National Assembly of South Korea on 12 May 1986, as amended. The IT Network Act requires
providers of information and communication services to protect consumer information maintained by
such providers. When gathering private information from any user, providers of information and
communication services must disclose certain information including the purpose and use of the
information gathered pursuant to the IT Network Act. Any use or disclosure of information to a third
party beyond the scope notified to the user or agreed in a contract with the user requires the user’s
consent. Exceptions to the consent requirement are (i) disclosure for settlement of service charges or (ii)
disclosure as required by applicable laws and regulations. In general, if the game developer processes
personal data as the data controller, no separate consent would be required in this context. A user may
claim damages against any provider of information and communication services for the harm suffered as
a result of the provider of information and communication services in breach of the IT Network Act. To
avoid liabilities, the provider of information and communication services must prove that such harm was
not due to the willful or negligent act of the provider of information and communication services.

In addition to the above, the TBA provides that any person who intends to operate a value-added
telecommunication business, which would generally include provision of mobile game services, shall
report (including cases of reporting through information and telecommunication networks) to the
Minister of Science, ICT and Future Planning. Friend Times Korea was issued a certificate confirming
its filing of a value-added telecommunication business report by the Head of the Seoul Radio
Management Service on 20 May 2019.

Regulations Relating to Mobile Content and Mobile Commerce Businesses

The Act on Consumer Protection in Electronic Commerce, Etc. (the “CPEC Act”) and the
Electronic Financial Transactions Act enacted by the National Assembly of South Korea on 30 March
2002, as amended, and 28 April 2006, as amended, respectively, primarily regulate electronic financial
businesses in South Korea.

Under the CPEC Act, a business entity that is considering to provide information on the sale of
goods or services by means of mail, electronic communication or similar means and selling such goods
or services (except for solicitation by phone which is governed by the Act on Door-to-Door Sales, Etc.)
is required to file for registration of a mail order distributorship with any of the Fair Trade Commission
of South Korea (the “FTC”), a relevant provincial governor, a mayor, a municipal governor (gunsu) or
a head of a borough (gucheongjang), as applicable. Friend Times Korea registered as an online retailer
on 19 February 2016 with the head of the borough (gucheongjang) of Geumchon-gu in Seoul, South
Korea, where its office is located.

Under the CPEC Act, necessary measures are required to be taken to maintain the security of
consumer information related to electronic settlement services. Consumers are required to be notified
when electronic payments are made and to indemnify users for damages resulting from misappropriation
of user information by third parties.
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OVERVIEW

Our history traces back to May 2010 when our predecessor Suzhou Bojoy (currently known as
Suzhou FriendTimes) was established by Mr. Jiang, our founder, chairman, executive Director, chief
executive officer and one of our Controlling Shareholders. Before that, Mr. Jiang worked at an online
game company and he noticed the growth potential in the Chinese online game market and the shortage
of female-oriented online games. Mr. Jiang then decided to start his own business. Together with an
Independent Third Party, he established Suzhou Bojoy in May 2010 to develop our own brand focusing
on the ancient Chinese style female-oriented games.

In December 2010, we launched our first web game, Rise of Queendom (= #£5l), which obtained
popularity and became one of our flagship titles. Since then, we continued to expand our game portfolio
and launched a number of mobile games including, among others, Royal Legend (&= #JEZE) in 2012,
Royal Tales (= ZQM#) in 2014, Legend of Empress (Z401%) in 2015, Fate: Royal Revenge (& ["JEH )
in 2016, Royal Chaos (Z4C Q%) in 2017 and the mobile version of Rise of Queendom (= F1Fi#) in
2018. Each of Legend of Empress (#4C1#), Royal Chaos (Z4CQf%) and the mobile version of Rise of
Queendom ( & % 7t F-F) had achieved a highest ranking of no. 20 on 5 January 2016, no. 14 on 8 March
2019 and no. 15 on 3 August 2018, respectively, in the best-selling games board for iPhone on Apple’s
App Store shortly after their initial launch and remained within the top 66, 32 and 48 best-selling games
in Apple’s App Store, respectively, as at 8 February 2019.

Our Company was incorporated in the Cayman Islands on 16 November 2018. As part of the
Reorganisation and for the purpose of the Listing, our Company became the ultimate holding company
of our various subsidiaries in 2019.

OUR BUSINESS MILESTONES

The following sets out our major business development milestones since our inception and up to
the Latest Practicable Date:

Year Event

May 2010 We commenced our game development business through Suzhou Bojoy, one
of our Operating Entities

December 2010 We officially launched our first self-developed web game Rise of Queendom

(HZE5qT)
November 2012 We officially launched our self-developed mobile games Royal Legend (=%
—June 2015 J&ZE), Royal Tales (= Q%) and Legend of Empress (Z4C1#)
December 2015 Suzhou Bojoy changed its name to Suzhou FriendTimes
January 2016 Suzhou FriendTimes completed the financing of RMB100.0 million from pre-

IPO investors
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Year

Event

September 2017

December 2017

February 2018

March 2018

September 2018

October 2018

August 2019

We officially launched our self-developed mobile game Royal Chaos (FZQ
%)

Suzhou FriendTimes was awarded as “The key cultural and technological
enterprises in Jiangsu Province in 2017 (20174F VL% & 5 B UL BHL A 3E)

Suzhou FriendTimes and GameFriend were both awarded as the ‘“National
Key Cultural Export Enterprise for the year 2017-2018 (2017-20184F & [ ¢
A B B A 2R

We officially launched the mobile version of Rise of Queendom (= L5 FF)

Suzhou FriendTimes was awarded as the “Key Software Enterprise of

National Planning Scheme ([ %<5 1 i J= oA = Bk 14 3)

Suzhou FriendTimes was awarded as the “Unicorn to-be Enterprise of Suzhou

N T 18 F TR 7

Suzhou FriendTimes was awarded as the ‘“National Key Cultural Export
Enterprise for the year 2019-2020 (2019-20204F & B ¢ 3¢ Akt 1 B4 25)»
and the “Top 50 Internet Enterprise in Jiangsu Province in 2019 (20194F V1ff
B IR 5058 )

OUR OPERATING ENTITIES

As at the Latest Practicable Date, we had five principal Operating Entities in the PRC and two

overseas subsidiaries which made material contributions to our financial results during the Track Record
Period. The corporate details of these operating entities are set forth below:

Date of Establishment
and Commencement of
Business, Place of

Registered Capital/ Relationship with our

Name of Entity Principal Business Activities Establishment Share Capital Company
Suzhou FriendTimes online game development 11 May 2010 RMB51,660,000  an Operating Entity of our
the PRC Company
GameFriend online game development, publishing and 9 April 2014 RMB10,000,000  an Operating Entity of our
operation the PRC Company
Purple Blaze online game development and operation 23 March 2017 RMB6,000,000  an Operating Entity of our
the PRC Company
Cheeryoo online game development and operation 11 January 2018 RMB5,000,000  an Operating Entity of our
the PRC Company
Purple Wing online game development 5 February 2018 RMB5,000,000  an Operating Entity of our

the PRC Company
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Date of Establishment
and Commencement of

Business, Place of Registered Capital/ Relationship with our
Name of Entity Principal Business Activities Establishment Share Capital Company
Wish Interactive the overseas publishing of online games 19 May 2015 HK$15,000,000  a wholly-owned subsidiary
Hong Kong of our Company
Friend Times Korea the overseas publishing of mobile games 22 December 2015 KRW583,230,000  a wholly-owned subsidiary
South Korea of our Company

OUR CORPORATE DEVELOPMENT
Suzhou FriendTimes
Establishment

Our predecessor Suzhou Bojoy, as our first Operating Entity, was incorporated in the PRC as a
limited liability company on 11 May 2010 with an initial registered capital of RMB500,000. It was
founded as to 40% by Mr. Jiang and 60% by Ms. Pan Jueqing, an Independent Third Party, respectively.

Early development

On 24 April 2013, Mr. Jiang and Ms. Pan Jueqing entered into an equity transfer agreement,
pursuant to which Ms. Pan Jueqing agreed to transfer her entire equity interest in Suzhou Bojoy to Mr.
Jiang at a consideration of RMB960,000. The transfer was determined based on arm’s length negotiation
and was fully settled on 20 May 2013. Upon completion of such transfer, Suzhou Bojoy was wholly-
owned by Mr. Jiang.

In September 2015 and October 2015, Suzhou Zixin, an employee share incentive platform and Mr.
Song Dawei, an employee of Suzhou Bojoy, subscribed additional registered share capital of
RMB352,900 and RMB72,800 of Suzhou Bojoy, respectively. Upon the completion of such capital
increase, Suzhou Bojoy was held as to 82.45% by Mr. Jiang, 14.55% by Suzhou Zixin and 3.0% by Mr.
Song Dawei, respectively.

In December 2015, Suzhou Bojoy changed its name to Suzhou FriendTimes.

On 25 December 2016, Mr. Jiang entered into an equity transfer agreement with Mr. Song Huan,
an employee of Suzhou FriendTimes, pursuant to which Mr. Jiang agreed to transfer 2.0% equity interest
in Suzhou FriendTimes to Mr. Song Huan at a consideration of RMB1,033,200. The consideration was
determined in consideration of Mr. Song Huan’s long-term contribution to Suzhou FriendTimes and was
fully settled on 27 December 2016.

Investment by Pre-IPO Investors

On 23 January 2016, SEC Electric, Nanjing Liheng, Mr. Wang Jianyu, Shanghai Luopu, Mr. Lin
Zhirong and Mr. Zhang Min, all of whom are independent institutional and individual investors, invested
RMB32.0 million, RMB25.0 million, RMB13.0 million, RMB10.0 million, RMB10.0 million and
RMB10.0 million, respectively, in Suzhou FriendTimes. The considerations were determined based on
arm’s length negotiations between parties with reference to the prospect of our business and were fully
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settled in January 2016. The date of registration with the local branch of the SAIC for such investment
was | February 2016. Upon the completion of such investment, Suzhou FriendTimes was held as to
approximately 72.14% by Mr. Jiang, 12.73% by Suzhou Zixin, 4.0% by SEC Electric, 3.13% by Nanjing
Liheng, 2.63% by Mr. Song Dawei, 1.62% by Mr. Wang Jianyu, 1.25% by Shanghai Luopu, 1.25% by
Mr. Lin Zhirong and 1.25% by Mr. Zhang Min.

On 18 May 2016, Shanghai Luopu entered into an equity transfer agreement with Shanghai
Keluopu, the general partner of Shanghai Luopu, pursuant to which Shanghai Luopu agreed to transfer
its entire equity interest in Suzhou FriendTimes (i.e. 1.25%) to Shanghai Keluopu at a consideration of
RMB10.0 million. The consideration was determined based on the price when Shanghai Luopu
purchased the shares of Suzhou FriendTimes and was fully settled on 11 August 2016. The date of
registration with the local branch of the SAIC was 21 June 2016.

Subsequently, on 8 January 2018, Shanghai Keluopu and Suzhou Luoyuan entered into an equity
transfer agreement, pursuant to which Shanghai Keluopu agreed to transfer its entire equity interest in
Suzhou FriendTimes (i.e. 1.25%) to Suzhou Luoyuan at a consideration of RMB21,268,000. Shanghai
Keluopu is the general partner of Suzhou Luoyuan. The consideration was determined based on arm’s
length negotiation and was fully settled on 17 January 2018. The date of registration with the local
branch of the SAIC for such transfer was 29 May 2018.

Upon the completion of such transfers and as at the Latest Practicable Date, Suzhou FriendTimes
was held as to approximately 70.14% by Mr. Jiang, 12.73% by Suzhou Zixin, 4.0% by SEC Electric,
3.13% by Nanjing Liheng, 2.63% by Mr. Song Dawei, 2.0% by Mr. Song Huan, 1.62% by Mr. Wang
Jianyu, 1.25% by Suzhou Luoyuan, 1.25% by Mr. Lin Zhirong and 1.25% by Mr. Zhang Min.

See “Pre-IPO Investments” below for more details.
GameFriend

GameFriend was established in the PRC as a limited liability company on 9 April 2014. The initial
registered capital of GameFriend was RMB10.0 million. At the time of the establishment, it was owned
as to 95.0% by Mr. Jiang and 5.0% by Mr. Mao Weixiang, the father-in-law of Mr. Jiang. The principal
business activity of GameFriend is online game development, publishing and operation.

On 23 September 2015, each of Mr. Jiang and Mr. Mao Weixiang entered into equity transfer
agreements with Suzhou Bojoy, pursuant to which Mr. Jiang and Mr. Mao Weixiang agreed to transfer
their respective equity interests in GameFriend to Suzhou Bojoy at a consideration of RMB7,971,900
and RMB419,600, respectively. The consideration was determined based on arm’s length negotiation
with reference to the valuation of GameFriend at the time of the transfer and was fully settled on 30
September 2015. Upon the completion of such transfer and as at the Latest Practicable Date,
GameFriend was wholly-owned by Suzhou FriendTimes.

Purple Blaze

Purple Blaze was established in the PRC as a limited liability company on 23 March 2017. The
initial registered capital of Purple Blaze was RMB6.0 million. At the time of the establishment and as at
the Latest Practicable Date, it was wholly-owned by Suzhou FriendTimes. The principal business
activity of Purple Blaze is online game development and operation.
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Cheeryoo

Cheeryoo was established in the PRC as a limited liability company on 11 January 2018. The
initial registered capital of Cheeryoo was RMB5.0 million. At the time of the establishment and as at the
Latest Practicable Date, it was wholly-owned by Suzhou FriendTimes. The principal business activity of
Cheeryoo is online game development and operation.

Purple Wing

Purple Wing was established in the PRC as a limited liability company on 5 February 2018. The
initial registered capital of Purple Wing was RMB5.0 million. At the time of the establishment and as at
the Latest Practicable Date, it was wholly-owned by Suzhou FriendTimes. The principal business
activity of Purple Wing is online game development.

As at the Latest Practicable Date, we had completed the requisite approvals and registrations with
the relevant governmental authorities in the PRC for all of the above-mentioned equity transfers, capital
increases and name changes of our Operating Entities.

Wish Interactive

Wish Interactive was incorporated in Hong Kong as a limited liability company on 19 May 2015.
The initial share capital of Wish Interactive was HK$5,000,000. On 23 October 2015, Wish Interactive
allotted and issued 10,000,000 ordinary shares to Suzhou FriendTimes at the nominal value of HK$1.00
per share, therefore the total share capital of Wish Interactive was increased to HK$15,000,000. At the
time of the incorporation, Wish Interactive was wholly-owned by Suzhou FriendTimes. The principal
business activity of Wish Interactive is the overseas publishing of online games. Upon the completion of
the Reorganisation, Wish Interactive is wholly-owned by Friend World, see “Reorganisation” in this
section for more details.

Friend Times Korea

Friend Times Korea was established in South Korea as a limited company on 22 December 2015.
The initial share capital of Friend Times Korea was KRW583,230,000. At the time of the incorporation,
Friend Times Korea was wholly-owned by Suzhou FriendTimes. The principal business activity of
Friend Times Korea is the overseas publishing of mobile games. Upon the completion of the
Reorganisation, Friend Times Korea is wholly-owned by Friend World, see “Reorganisation” in this
section for more details.

REORGANISATION

In order to optimise our corporate structure to further develop the business of our Group and to
more readily access to the international capital markets, we underwent a corporate reorganisation in
preparation for the Global Offering, details of which are set out as below.
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The shareholding and corporate structure of our Group immediately prior to the Reorganisation is

set out in the chart below:

Mr. Ji Suzhou SEC Nanjing Mr. Song Mr. Song Mr. Wang Suzhou Mr. Lin Mr. Zhang
r. Jlang Zixin Electric Liheng Dawei Huan Jianyu Luoyuan Zhirong Min
70.14% 12.73% 4.00% 3.13% 2.63% 2.00% 1.62% 1.25% 1.25% 1.25%
¥
Suzhou
FriendTimes
4100% J100% J1o0% 1002 L1002 1002 I }a016% }100%
. . Wish Friend Times Jingxiang .
GameFriend Purple Blaze Cheeryoo Purple Wing Interactive Korea Sunyoo” Times Suzhou Leji
l 100%
‘Wuhan
Yunjing
Note:
(1) The remaining 30% equity interest of Sunyoo is held by its director, Mr. Lu Lin, an Independent Third Party.

Offshore Reorganisation

Incorporation of offshore holding companies

During the period from October 2018 to January 2019, each of the Registered Shareholders of

Suzhou FriendTimes or their respective ultimate beneficial owners (as listed below) had incorporated a

series of companies in the BVI and/or Hong Kong. The details of all these offshore holding companies

are set out as below:

Equity
Company Ultimate shareholder(s) interest
Future Wisdom, Eternal Heart, Ling Long, = Mr. Jiang 100%
Warm Sunshine, Agile Eagle, Lucky Fish

Purple Dream and Purple Crystal" Mr. Jiang, Mr. Song Dawei'®, Mr. Song Huan® 100%

and eight employees of our Group (including

three of our executive Directors, Mr. Xu Lin,

Mr. Sun Bo and Mr. Wu Jie)
SEC Electric SPV SEC Electric 100%
JTW Investment five individuals being partners of Nanjing Liheng 100%
Magic David and David Epoch® Mr. Song Dawei” 100%
Joy Cloud and Joy Box® Mr. Song Huan® 100%
VEM GmbH Mr. Wang Jianyu 100%
Crop Pioneer four individuals being partners of Suzhou Luoyuan 100%
LIN ZHIRONG Holdings Mr. Lin Zhirong 100%
Zhangmin Holdings Mr. Zhang Min 100%
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Notes:

(1) Purple Crystal is wholly-owned by Purple Dream which is in turn held by Agile Eagle as to 71.35%, by Magic David
as to 4.94%, by Joy Cloud as to 4.94%, and by eight employees of our Group as to 18.77% (including three of our
executive Directors, Mr. Xu Lin as to 4.94%, Mr. Sun Bo as to 2.47% and Mr. Wu lJie as to 2.47%).

(2) David Epoch is wholly-owned by Magic David which is in turn wholly-owned by Mr. Song Dawei.

3) Joy Box is wholly-owned by Joy Cloud which is in turn wholly-owned by Mr. Song Huan.

4) Current employees of our Group.
Incorporation of our Company

Our Company was incorporated as an exempted company with limited liability in the Cayman
Islands on 16 November 2018 with an authorised share capital of US$50,000 divided into 5,000,000,000
Shares with a par value of US$0.00001 each. As at the Latest Practicable Date, 51,660,000 Shares of our
Company were allotted and issued for cash at par value to the following subscribers:

Approximate

Number of percentage of

Company Beneficial owner(s) Shares shareholding
Eternal Heart Mr. Jiang 25,904,261 50.14%
Ling Long Mr. Jiang 5,166,000 10.00%
Warm Sunshine Mr. Jiang 5,166,000 10.00%
Lucky Fish Mr. Jiang 2,583,000 5.00%
Purple Crystal" Mr. Jiang, Mr. Song Dawei®, 3,993,964 7.73%

Mr. Song Huan® and eight
employees of our Group
(including three of our
executive Directors, Mr. Xu
Lin, Mr. Sun Bo and Mr. Wu

Jie)
SEC Electric SPV SEC Electric 2,066,400 4.00%
JTW Investment Five individuals being partners 1,614,375 3.13%
of Nanjing Liheng
David Epoch® Mr. Song Dawei 1,356,075 2.63%
Joy Box® Mr. Song Huan 1,033,200 2.00%
VEM GmbH Mr. Wang Jianyu 839,475 1.62%
Crop Pioneer Four individuals being partners 645,750 1.25%
of Suzhou Luoyuan
LIN ZHIRONG Holdings Mr. Lin Zhirong 645,750 1.25%
Zhangmin Holdings Mr. Zhang Min 645,750 1.25%
Notes:

(1) Purple Crystal is wholly-owned by Purple Dream which is in turn held by Agile Eagle as to 71.35%, by Magic David
as to 4.94%, by Joy Cloud as to 4.94%, and by eight employees of our Group as to 18.77% (including three of our
executive Directors, Mr. Xu Lin as to 4.94%, Mr. Sun Bo as to 2.47% and Mr. Wu Jie as to 2.47%).
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(2)  David Epoch is wholly-owned by Magic David which is in turn wholly-owned by Mr. Song Dawei.
3) Joy Box is wholly-owned by Joy Cloud which is in turn wholly-owned by Mr. Song Huan.

4) Current employees of our Group.
Incorporation of offshore subsidiaries

Friend World was incorporated in the British Virgin Islands as a limited liability company on 26
November 2018 with the initial authorised share capital of US$50,000 divided into 50,000 Shares of
US$1.00 each. Upon incorporation, 50,000 shares, representing the then entire issued share capital of
Friend World, were issued and allotted to our Company at par value. Upon the completion of such issue
and allotment, Friend World became a directly wholly-owned subsidiary of our Company.

Friend Century was incorporated in Hong Kong as a limited liability company on 7 December 2018
with the initial authorised share capital of HK$10,000 divided into 10,000 Shares of HK$1.00 each.
Upon incorporation, 10,000 shares, representing the then entire issued share capital of Friend Century,
were issued and allotted to Friend World at par value. Upon the completion of such issue and allotment,
Friend Century became an indirectly wholly-owned subsidiary of our Company.

Acquisition of Friend Times Korea and Wish Interactive by Friend World

Prior to the Reorganisation, Friend Times Korea and Wish Interactive were wholly-owned by
Suzhou FriendTimes. For the purpose of the Reorganisation, in January and March 2019, Suzhou
FriendTimes entered into equity transfer agreements with Friend World, pursuant to which Suzhou
FriendTimes transferred all of its shares in Wish Interactive and Friend Times Korea to Friend World at
the considerations of US$1,950,000 and KRW552,552,102, respectively. The considerations were
determined based on the share capital invested by Suzhou FriendTimes when subscribing for the shares
in Wish Interactive and Friend Times Korea. The share transfers have been completed in February 2019
and March 2019 respectively and the considerations have been fully settled on 4 September 2019.

Onshore Reorganisation
Establishment of our PRC subsidiary

Suzhou Eagle was established in the PRC as a limited liability company on 24 January 2019 with a
registered capital of US$5,000,000 and was wholly-owned by Friend Century.

Disposals of equity interest in Sunyoo and Suzhou Leji

Sunyoo was established in the PRC as a limited liability company on 3 June 2014 with a registered
capital of RMB4,000,000. Immediately prior to the Reorganisation, it was owned as to 70.0% by Suzhou
FriendTimes and 30.0% by Mr. Lu Lin, the director of Sunyoo and an Independent Third Party. The
principal business activity of Sunyoo is advertising service.

On 10 December 2018, in order to streamline our business structure, Suzhou FriendTimes entered
into an equity transfer agreement with Mr. Lu Lin, pursuant to which Suzhou FriendTimes agreed to
transfer 70.0% equity interest in Sunyoo to Mr. Lu Lin at a nominal consideration of RMB1.0. The
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consideration was determined based on arm’s length negotiation with reference to the net book value
(which had net liabilities) of Sunyoo prior to the transfer. The disposal has been completed and fully
settled in December 2018.

Suzhou Leji was established in the PRC as a limited liability company on 13 November 2013 with
a registered capital of RMB225,490. Immediately prior to the Reorganisation, it was owned as to 10.0%
by Suzhou FriendTimes and a number of Independent Third Parties. The principal business activity of
Suzhou Leji is game development.

As the performance of Suzhou Leji did not meet our expectation, on 10 December 2018, Suzhou
FriendTimes entered into an equity transfer agreement with Bin Xiaohua, one of the existing
shareholders of Suzhou Leji and an Independent Third Party, pursuant to which Suzhou FriendTimes
agreed to transfer 10.0% equity interest in Suzhou Leji to Bin Xiaohua at a consideration of
RMB500,000. The consideration was determined based on arm’s length negotiation with reference to the
valuation of Suzhou Leji at the time of the transfer and was fully settled on 12 December 2018.

De-registrations of non-core entity

Wuhan Yunjing was established in the PRC as a limited liability company on 7 June 2016 with a
registered capital of RMB3,000,000. Immediately prior to the Reorganisation, Suzhou FriendTimes
indirectly held 30.16% of the equity interest in Wuhan Yunjing and the remaining equity interest were
held by a number of Independent Third Parties. As Wuhan Yunjing had limited operation since its
establishment, it was voluntarily dissolved through de-registration on 1 January 2019.

Transfer of non-restricted business

From February 2019, the Operating Entities commenced the transfer of all of their non-restricted
business to Suzhou Eagle. Physical assets (such as computer equipment and facilities) and personnel
relating to the operation of non-restricted business are in the process of being transferred to Suzhou
Eagle.

Contractual Arrangements

In order for us to operate our current business in the PRC through Suzhou FriendTimes, we entered
into the Contractual Arrangements with Suzhou FriendTimes and its Registered Shareholders on 20
February 2019 and 6 March 2019. For further details, see “Contractual Arrangements”.

PRE-IPO INVESTMENTS

To provide part of the financing required for our business development, capital expenditures and
general working capital for our operating entities in the PRC, we underwent the pre-IPO investments in
early 2016.

Principal Terms of the Pre-IPO Investments

On 23 January 2016, each of SEC Electric, Nanjing Liheng, Mr. Wang Jianyu, Shanghai Luopu,
Mr. Lin Zhirong and Mr. Zhang Min entered into share subscription agreements with Suzhou
FriendTimes and invested RMB32.0 million, RMB25.0 million, RMB13.0 million, RMB10.0 million,
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RMB10.0 million and RMB10.0 million in Suzhou FriendTimes, respectively. On 21 June 2016,
Shanghai Luopu transferred its shares in Suzhou FriendTimes to its general partner Shanghai Keluopu
and Shanghai Keluopu further transferred such shares to Suzhou Luoyuan on 29 May 2018. Shanghai
Keluopu is the general partner of Suzhou Luoyuan. For further details, see “—Our Corporate
Development — Suzhou FriendTimes — Investment by Pre-IPO Investors™.

During the period from November 2018 to February 2019, as part of the Reorganisation, our
Company allotted and issued Shares at nominal value to the respective offshore holding companies of
SEC Electric, Nanjing Liheng, Mr. Wang Jianyu, Suzhou Luoyuan, Mr. Lin Zhirong and Mr. Zhang Min.
For further details,
Company”.

see ‘“—Reorganisation — Offshore Reorganisation — Incorporation of our

The following table sets forth other key particulars of the pre-IPO investments:

Name of pre-IPO investor

Amount of consideration paid

Basis of determination
of the considerations

Settlement date of the
consideration

Registration date of investments
with local branch of SAIC

Cost per Share and premium of
the Offer Price

Use of pre-IPO investment
proceeds

Strategic benefits

Shareholding in our Company
upon Listing (assuming the
Over-allotment Option is not

exercised)

Lock-up

Public float

Special rights

SEC Electric

RMB32.0 million

the considerations were determined based on arm’s length negotiations between the parties with reference to

business.

25 January 2016

1 February 2016

HK$0.48 per Share,
representing a
discount of 72.4%
to an Offer Price
of HK$1.74 per
Offer Share (being
the mid-point of
the Offer Price
range stated in this
prospectus)

Nanjing Liheng

RMB25.0 million

14 January 2016

1 February 2016

HK$0.48 per Share,
representing a
discount of 72.4%
to an Offer Price
of HK$1.74 per
Offer Share (being
the mid-point of
the Offer Price
range stated in this
prospectus)

Mr. Wang Jianyu

RMBI13.0 million

13 January 2016

1 February 2016

HK$0.48 per Share,
representing a
discount of 72.4%
to an Offer Price
of HK$1.74 per
Offer Share (being
the mid-point of
the Offer Price
range stated in this
prospectus)

Suzhou Luoyuan

RMB21.3 million

17 January 2018

29 May 2018

HKS$1.01 per Share,
representing a
discount of 42.0%
to an Offer Price
of HK$1.74 per
Offer Share (being
the mid-point of
the Offer Price
range stated in this
prospectus)

Mr. Lin Zhirong

RMB10.0 million

13 January 2016

1 February 2016

HKS$0.48 per Share,
representing a
discount of 72.4%
to an Offer Price
of HK$1.74 per
Offer Share (being
the mid-point of
the Offer Price
range stated in this
prospectus)

Mr. Zhang Min
RMB10.0 million

the prospect of our

13 January 2016

1 February 2016

HK$0.48 per Share,
representing a
discount of 72.4%
to an Offer Price
of HK$1.74 per
Offer Share (being
the mid-point of
the Offer Price
range stated in this
prospectus)

to increase the working capital for the development and operation of our business and the proceeds have been fully utilised.

our Directors believe that the pre-IPO investors will bring strategic benefits to our Group by strengthening and diversifying the

shareholders” portfolio of our Group.

3.40%

six months after
the Listing

2.66%

N/A

1.38%

six months after
the Listing

1.06%

N/A

1.06%

six months after
the Listing

1.06%

N/A

since the shareholding of each of the pre-IPO investors in our Company will be less than 10%, and the acquisition of their

respective interest in our Shares was not directly or indirectly financed by any connected person of our Company, the Shares
held by them will be counted as public float.

no special rights were granted to any of the pre-IPO investors.
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Information about the Pre-IPO Investors

SEC Electric is a company limited by shares established in the PRC on 8 April 2003 which
principally engaged in the manufacturing of electric motors. Its shares are listed on the main board of
Shanghai Stock Exchange (stock code: 603988.SH).

Nanjing Liheng is a limited liability partnership organised under the laws of the PRC on 11 May
2011, the principal business of which includes venture capital investment and consultancy, and
investment management. The investment of Nanjing Liheng focuses on the areas of mass consumption,
internet and advanced manufacturing industry. Nanjing Liheng is wholly-owned by Independent Third
Parties. The general partner of Nanjing Liheng is Jiangsu Hetai Investment Co., Ltd. (VL& F1 2 4% &4 R
/~ 7)), an Independent Third Party. The shareholding structure of Nanjing Liheng is set out below.

Jiangsu Tianyou Household
Products Technology Co., Ltd.!" | Wu Yadong® | | Wang Hui |

| 25.00% 35.00% 40.00% |
Nanjing Womei Asset
| Jiangsu Hetai Investment Co., Ltd. | | Wu Yadong® | Management Enterprise (LLP)?®
4.17% 79.16% 16.67%

Nanjing Liheng

Notes:
(1) Jiangsu Tianyou Household Products Technology Co., Ltd. is controlled by Wu Yadong.

2) Nanjing Womei Asset Management Enterprise (LLP) is controlled by Xu Jianfeng, a substantial shareholder of
Nanjing Liheng.

3) Being a substantial shareholder of Nanjing Liheng.

Suzhou Luoyuan is a limited liability partnership organised under the laws of the PRC on 28
August 2017, the principal business of which includes industrial investment, investment management
and investment consultancy. The investment of Suzhou Luoyuan focuses on the areas of high-end
manufacturing and entertainment industry. Suzhou Luoyuan is wholly-owned by Independent Third
Parties. The general partner of Suzhou Luoyuan is Shanghai Keluopu, an Independent Third Party. The
shareholding structure of Suzhou Luoyuan is set out below.

Shanghai Puyuan Asset Shanghai Hongyi
Management Centre (LLP)" Investment Centre (LLP)>®
| 30.00% 70.00% |
| Chen Wentao® | | Shanghai Keluopu® | | Yan Ping® |
| 37.21% 50.00% 12.79%

Suzhou Luoyuan
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Note:

(1) Shanghai Puyuan Asset Management Centre (LLP) is controlled by Wang Yi, a substantial shareholder of Suzhou
Luoyuan.

(2) Shanghai Hongyi Investment Centre (LLP) is controlled by Yang Fan, a substantial shareholder of Suzhou Luoyuan.

3) Being a substantial shareholder of Suzhou Luoyuan.

Mr. Wang Jianyu, Mr. Lin Zhirong and Mr. Zhang Min are Independent Third Parties and
individual private investors who from time to time participate in various investment opportunities in
different target companies encompassing various business sectors. As at the Latest Practicable Date, Mr.
Wang Jianyu holds 14.35% voting rights in SEC Electric.

Public Float

As none of the pre-IPO investors (i) is a core connected person of the Group; (ii) has been
financed directly or indirectly by a core connected person of the Group for the subscription of Shares; or
(iii) is accustomed to take instructions from a core connected person of the Group in relation to the
acquisition, disposal, voting or other disposition of the Shares registered in his/its name or otherwise
held by him/it, the Shares held by the pre-IPO investors under the pre-IPO investments will be counted
towards the public float upon the Listing for the purpose of Rule 8.08 of the Listing Rules.

Compliance with Interim Guidance and Guidance Letters

The Sole Sponsor has confirmed that the investments of the pre-IPO investors are in compliance
with the Interim Guidance on Pre-IPO Investments issued by the Hong Kong Stock Exchange on 13
October 2010 and as updated in March 2017, the Guidance Letter HKEx-GL43-12 issued by the Hong
Kong Stock Exchange in October 2012 and as updated in July 2013 and March 2017 and the Guidance
Letter HKEx-GL44-12 issued by the Hong Kong Stock Exchange in October 2012 and as updated in
March 2017.

PREVIOUS LISTING PLAN

In early 2016, Suzhou FriendTimes planned to apply for listing on the main board of Shanghai
Stock Exchange (the “Previous Listing Plan). In preparation for the listing plan, a sponsor was
engaged in November 2015 by Suzhou FriendTimes to provide tutoring and some preliminary
compliance advices with regard to the requirements of the CSRC. Subsequently Suzhou FriendTimes
made an informal preliminary filing (T %%) with the Jiangsu CSRC (A EEEMEZ B &
VLERES 45 %) in March 2016. The purpose of the informal preliminary filing was to report to the CSRC
from time to time in respect of the progress of the preliminary guidance and tutoring services provided
by the engaged sponsor in accordance with the relevant CSRC’s guidelines on the Group’s major
operational and financial condition, corporate governance and internal control measures. The informal
preliminary filing did not constitute a listing application with the CSRC. There was no proposed
timetable for the Previous Listing Plan. The costs incurred with regard to the Previous Listing Plan were
approximately RMB1.1 million, RMBO0.3 million and RMBO0.3 million, for the year ended 31 December
2016, 2017 and 2018, respectively, and were reflected as professional services fees under general and
administrative expenses in the Group’s financial information. For further details, see ‘Financial
Information — Description of Major Components of Our Results of Operations — General and
Administrative Expenses” in this prospectus.

— 143 -



HISTORY, REORGANISATION AND CORPORATE STRUCTURE

However, in consideration of our future global business strategy, we believe the listing on the
Hong Kong Stock Exchange would provide our Group with an international platform to gain access to
foreign capital and to promote our Group to overseas investors. In around July 2018, we changed our
plan and decided not to proceed with the Previous Listing Plan and to seek a listing of our Shares on the
Hong Kong Stock Exchange to pursue our global business strategy. In August 2018, we terminated the
engagement with the sponsor for the Previous Listing Plan. During the tutoring period in preparation for
the Previous Listing Plan, we did not encounter any disagreements with the professional parties or the
CSRC. As of the Latest Practicable Date, we did not file any listing application with the CSRC, as we
have terminated our Previous Listing Plan.

To the best of their knowledge, our Directors are not aware of (i) any other matters relating to the
Previous Listing Plan that are relevant to the Listing which should be reasonably highlighted in this
prospectus for investors to form an informed assessment of our Company; (ii) any enquiries from the
CSRC relating to the Previous Listing Plan that would affect our Company’s suitability for listing on the
Hong Kong Stock Exchange; (iii) any other matters relating to the Previous Listing Plan that may have
implications on our Company’s suitability for listing on the Hong Kong Stock Exchange or on the
truthfulness, accuracy and completeness of information disclosed in this prospectus; and (iv) any other
matters that need to be brought to the attention of the Hong Kong Stock Exchange and investors in
relation to the Previous Listing Plan. Based on the above, our Directors are of the view that there are no
matters in the Previous Listing Plan that would potentially affect the suitability of our Company to list
on the Hong Kong Stock Exchange.

Based on the Sole Sponsor’s independent due diligence, the Sole Sponsor concurred with such
view of our Directors. The Sole Sponsor also confirmed that there are no matters which need to be
brought to the attention of the Hong Kong Stock Exchange and other regulators in relation to the
Previous Listing Plan.

CAPITALISATION ISSUE

Subject to the share premium account of our Company having sufficient balance, or otherwise
being credited as a result of the Offer Shares pursuant the Global Offering, our Directors shall be
authorised to allot and issue a total of 1,818,340,000 Shares credited as fully paid at par value to the
Shareholders on the register of members of our Company at the close of business on the date
immediately preceding the date on which the Global Offering becomes unconditional (or as they may
direct) in proportion to their respective shareholdings in the Company (as nearly as possible without
fractions) by way of capitalisation of the sum of US$18,183.4 standing to the credit of the share
premium account of our Company, and the Shares to be allotted and issued pursuant to this resolution
shall rank pari passu in all respects with the then existing issued Shares.

ESTABLISHMENT OF JIANG FAMILY TRUST

For estate-planning purpose, a discretionary trust was established by Mr. Jiang (as the settlor and
protector) and TMF (Cayman) Ltd. (as the trustee), for the benefit of Mr. Jiang. On 17 January 2019,
Mr. Jiang transferred all his shares indirectly held in Eternal Heart, Ling Long and Lucky Fish (in
aggregate representing 65.14% voting rights of the issued share capital of our Company) to Gorgeous
Sunshine which is wholly-owned by TMF (Cayman) Ltd.
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CORPORATE STRUCTURES

Corporate Structure after the Reorganisation and before the Global Offering

Our corporate and shareholding structure after the Reorganisation and immediately prior to the
completion of the Global Offering is as follows:
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Notes:

(1) Jiang Family Trust is established by Mr. Jiang (as the settlor and protector).

(2) The remaining equity interest of Purple Dream is held by Magic David as to 4.94%, by Joy Cloud as to 4.94%, and
by eight employees of our Group as to 18.77% (including three of our executive Directors, Mr. Xu Lin as to 4.94%,
Mr. Sun Bo as to 2.47% and Mr. Wu lJie as to 2.47%).

3) As at the Latest Practicable Date, Mr. Wang Jianyu holds 14.35% voting rights in SEC Electric.

(4)  The remaining equity interest of Jingxiang Times is held as to 61.52% by Liu Hao (#15%), 4.82% by Sun Liwei (&

714%) and 3.50% by Qigihar Bainaohui Technology Co. Ltd. (FF75V4 AT 7 1§ H R 47 FR A /), each of them is an
Independent Third Party. Jingxiang Times mainly engaged in the E-sports business and has obtained the ICP Licence
which foreign investors are restricted to invest in, therefore Suzhou FriendTimes continues to hold the shares in it
after the completion of the Reorganisation.
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Corporate Structure Immediately after Global Offering

Our corporate and shareholding structure immediately after the completion of the Global Offering

will be as follows (assuming the Over-allotment Option is not exercised):
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Notes:
(1) Jiang Family Trust is established by Mr. Jiang (as the settlor and protector).

2) The remaining equity interest of Purple Dream is held by Magic David as to 4.94%, by Joy Cloud as to 4.94%, and
by eight employees of our Group as to 18.77% (including three of our executive Directors, Mr. Xu Lin as to 4.94%,
Mr. Sun Bo as to 2.47% and Mr. Wu Jie as to 2.47%).

3) As at the Latest Practicable Date, Mr. Wang Jianyu holds 14.35% voting rights in SEC Electric.

(4)  The remaining equity interest of Jingxiang Times is held as to 61.52% by Liu Hao (¥15%), 4.82% by Sun Liwei (&
J14%) and 3.50% by Qiqihar Bainaohui Technology Co. Ltd. (ZFZR05 # T 1 S AL A B |]), each of them is an
Independent Third Party. Jingxiang Times mainly engaged in the E-sports business and has obtained the ICP Licence
which foreign investors are restricted to invest in, therefore Suzhou FriendTimes continues to hold the shares in it
after the completion of the Reorganisation.

PRC LEGAL COMPLIANCE
M&A Rules

Pursuant to the M&A Rules, a foreign investor is required to obtain necessary approvals when it (i)
acquires the equity of a domestic enterprise so as to convert the domestic enterprise into a foreign-
invested enterprise; (ii) subscribes the increased capital of a domestic enterprise so as to convert the
domestic enterprise into a foreign-invested enterprise; (iii) establishes a foreign-invested enterprise
through which it purchases the assets of a domestic enterprise and operates these assets; or (iv)
purchases the assets of a domestic enterprise, and then the invests such assets to establish a foreign-
invested enterprise.

Given that (i) Suzhou Eagle 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; (ii) no
provision in the M&A Rule clearly classifies contractual arrangements as a type of transaction subject to
the M&A Rules, as advised by our PRC Legal Advisers, the establishment of Suzhou Eagle and the
Reorganisation are not subject to the M&A Rules, and the Global Offering of our Company does not
require approvals from the CSRC and the MOFCOM under the M&A Rules. However, there is
uncertainty as to how the M&A Rules will be interpreted or implemented.

SAFE REGISTRATION

Pursuant to the Circular No. 37 promulgated by the SAFE and came into force on 4 July 2014, a
PRC citizen residing in the PRC or an overseas individual who does not hold a Chinese identity
document but has a habitual residence in China due to economic interests (a “PRC Resident”) must
register with the local branch of SAFE before he contributes legal assets or equity interests in China or
overseas in an oversea special purpose vehicle, which is directly incorporated or indirectly controlled by
the PRC Resident for the purpose of overseas investment or financing. In addition, on 13 February 2015,
the SAFE promulgated Circular 13 which was effective on 1 June 2015. The aforesaid registration shall
be directly reviewed and handled by qualified banks in accordance with Circular 13, and the SAFE and
its branches shall perform indirect regulation over the foreign exchange registration via qualified banks.

As confirmed by our PRC Legal Advisers, each of our individual beneficial owners, who is
required to complete the registration under Circular 37 and Circular 13 has duly completed the foreign
exchange registrations in January 2019 in relation to their offshore investments as PRC resident.
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Our PRC Legal Advisers have confirmed that the Reorganisation has complied with all applicable
laws and regulations in the PRC and we have obtained all necessary approvals from the relevant PRC
government authorities in relation to the Reorganisation.
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OVERVIEW

We are a leading integrated and well-established mobile game developer, publisher and operator
with particular success in female-oriented games. Since our inception in 2010, we have been
strategically focusing on mobile games targeting female players in the PRC to capture the significant
growth potential in both the mobile game industry and the female-oriented game market. According to
Frost & Sullivan, we ranked the third in the PRC female-oriented mobile game market as measured by
revenue from female-oriented mobile games in 2018, which accounted for approximately 2.9% of the
female-oriented mobile game market in the PRC in 2018, and the first in the ancient Chinese style
female-oriented mobile game market in the PRC in terms of revenue from ancient Chinese style female-
oriented mobile games in 2018. We accounted for approximately 31.5% of the revenue of ancient
Chinese style female-oriented mobile game market in the PRC in 2018. The revenue from ancient
Chinese style female-oriented mobile game market accounted for only 9.1% of the revenue from female-
oriented mobile game market in the PRC in 2018..

Over the years, we successfully developed, published and operated a number of popular ancient
Chinese style female-oriented mobile games, such as our three signature games, Legend of Empress (7
1213, Royal Chaos (FZUCQ1#) and Rise of Queendom (=% 51 Ff), each of which has achieved a high
ranking in the best-selling games board for iPhone on Apple’s App Store. We strategically focus on
maximising the monetisation of a limited number of high-quality games. We have established a player
community to enhance players’ interaction, activity and loyalty through our Game Friend (¥f31%)
application, which according to Frost & Sullivan, is one of the few game social platform applications
tailored for game players in the PRC. Backing by our strong data collection and analytics abilities, we
can adjust our game operation strategies and marketing activities as necessary to adapt to the latest
market trend and to satisfy the evolving player demand based on analysis of game and player data. As a
result of these strategies, our hit game titles are able to achieve a relatively long lifecycle. For example,
Legend of Empress (74C1#) was launched in June 2015 and still maintained stable monthly sales
proceeds, average DAUs and average MAUs in 2018 after over 50 months’ operations, far exceeding the
lifecycle of mobile games in general, which is generally between three to 12 months accordingly to
Frost & Sullivan.

We believe our success is attributable to our strong integrated abilities in game development,
publishing and operations. Such an integration of upstream and downstream services in the value chain
of the mobile game industry has enhanced management efficiency, productivity and profitability of our
operations. As at 31 March 2019, we had a robust research and development team consisting of 864
members, accounted for over 65% of our total number of employees. Benefiting from our significant
commitment of research and development resources, we stay in the fore front of technology
development. We have developed our proprietary 2D and 3D game engines, which allow us to achieve a
virtuous cycle of fast and cost-efficient development of games. We have also developed our proprietary
multi-channels docking platforms, which can connect to the systems of approximately 100 distribution
platforms, advertising platforms and payment channels platforms globally with a single consolidated
software development kit. These technologies and tools have significantly enhanced the quality of our
games and our development efficiency. Due to our strong game development ability, most of the games
we offered are self-developed.
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We also have strong game publishing and operating capability. We have established stable and
direct cooperation with mainstream distribution platforms, such as Apple’s App Store, Google Play and
Mobile Hardcore Alliance, and received positive feedback and recognition from these platforms. In
addition, we obtained the Online Publication Service Licence for online game publication in November
2016. As a result, we have the in-house publication capabilities to register for games in the PRC, which
expedites the entire game registration process compared to using third party publishing companies with
the relevant licences prior to November 2016. We offer our games on a free-to-play basis and generate
all of our revenue from the in-game sale and consumption of virtual items. We endeavour to cultivate
player’s loyalty to enhance their in-game purchase through adjusting our marketing and pricing strategy
from time to time. Our strong publishing and operating capabilities have enhanced our control over the
entire operation chain as well as our profitability. A large percentage of the games we offered are self-
published through third-party distribution platforms.

Leveraging on our success in the PRC market, we started to expand into overseas market in 2011.
We initially cooperate with local third-party publishers to publish our games in the targeted overseas
markets. In February 2014, we commenced publishing mobile games through third-party publishers in
overseas markets; in 2016, we commenced our self-publishing operations in overseas markets by
distributing our mobile game through third-party distribution platforms which have world-wide
operations. In 2016, 2017 and 2018 and the three months ended 31 March 2019, our revenue from
overseas markets amounted to RMB105.9 million, RMB113.0 million, RMB276.3 million and
RMB101.4 million, respectively, representing a CAGR of approximately 61.5% from 2016 to 2018.

We have experienced significant growth during the year ended 31 December 2016, 2017 and 2018
and the seven months ended 31 July 2019. Our cumulative registered players increased from 30.5
million in 2016 to 99.5 million as at 31 July 2019, and our average monthly paying players increased
from 186,600 in 2016 to 234,900 for the seven months ended 31 July 2019. In 2016, 2017 and 2018 and
the three months ended 31 March 2019, our revenue was RMB568.8 million, RMB700.2 million,
RMB1,464.3 million and RMB393.5 million, respectively, representing a CAGR of 60.4% from 2016 to
2018, and our profit for the year/period was RMB80.7 million, RMB117.9 million, RMB336.7 million
and RMB&86.6 million, respectively, representing a CAGR of 104.3% from 2016 to 2018.

COMPETITIVE STRENGTHS

We believe that the following competitive strengths of our Company have contributed to our
success and help us compete effectively in the industry.

A leading mobile game developer, publisher and operator with a focus on female-oriented games

Benefiting from the increasing female consumption demand driven by the continuously rising
social status of women and the gradual cultivation of mobile games as a means of entertainment into
people’s daily life, the number of female-oriented mobile game players in the PRC has increased rapidly
from 48.3 million in 2013 to 256.1 million in 2018, representing a CAGR of 39.6% during this six-year
period, according to Frost & Sullivan. As a result, the market size of female-oriented games in the PRC
as measured by revenue grew at a CAGR of 84.9% from RMB1.9 billion in 2013 to RMB41.1 billion in
2018. The number of female-oriented mobile game players in the PRC is expected to grow steadily to
396.1 million in 2023, representing a CAGR of 9.1% from 2018 to 2023. It is projected that the female-
oriented game market will maintain stable growth, reaching RMB95.8 billion in 2023, representing a
CAGR of 18.4% over the period from 2018 to 2023.
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To capture the significant growth potential in the female-oriented game market, we have been
strategically focusing on games targeting female players in the PRC since our inception in 2010 and we
are a leading mobile game developer, publisher and operator with a focus on female-oriented games.
With over eight years of experience in developing and operating this genre of games and along with the
expansion of our operational scale, we are now one of the leading female-oriented game developers,
publishers and operators in the PRC. We ranked the third in the PRC female-oriented mobile game
market measured by revenue from female-oriented mobile games in 2018, which accounted for
approximately 2.9% of the female-oriented mobile game market in the PRC in 2018, and ranked the first
in the ancient Chinese style female-oriented mobile game market in the PRC with a market share of
approximately 31.5% measured by revenue from ancient Chinese style female-oriented mobile games in
2018. The revenue from ancient Chinese style female-oriented mobile game market accounted for only
9.1% of the revenue from female-oriented mobile game market in the PRC in 2018.

Our games feature engaging story and plot design and attractive artistic style that match the
general preference and aesthetics of female players. We also emphasise the interaction between players
and our games as well as the interaction among players by establishing our player community through
our Game Friend (4f3t%) application, in-game forum and other online and offline player groups with
an aim to enhance players activity and loyalty. We first gained credibility among industry operators and
players from Legend of Empress (#4C1%), our signature game launched in June 2015. It is our first large
scale ancient Chinese style aesthetic RPG based on a classic aulic story of Legend of Xi Princess of
Qing Dynasty (&= Z4C1#). Leveraging on the success of Legend of Empress (7 4C1%), we further
launched Royal Chaos (7 4Qf%) in September 2017, which is our first 3D game with more relaxed,
lively and humorous artistic style and advanced production technology development. In March 2018, we
launched Rise of Queendom (= #£FF1i7), which was developed from a different story line of the same
back story of Legend of Empress (Z4lf#). Through the enhanced 3D motion, scene and character
production, it has greater presentation of the splendid scene of the game and represents our advanced
development capabilities in our games.

Each of Legend of Empress (E D), Royal Chaos (42 Of%) and Rise of Queendom (=L 71Fif)
has achieved a highest ranking of no. 20 on 5 January 2016, no. 14 on 8 March 2019 and no. 15 on 3
August 2018, respectively, in the best-selling games board for iPhone on Apple’s App Store after their
initial launch and ranked the top 66, 32 and 48 best-selling games in Apple’s App Store, respectively, on
8 February 2019. These games have also become the benchmark ancient Chinese style games in the
female-oriented game market which have attracted a large female player base for us. Our cumulative
registered players reached approximately 99.5 million as at 31 July 2019 and our average DAUs and
average MAUs amounted to approximately 635,500 and 3.2 million, respectively for the seven months
ended 31 July 2019, demonstrating the popularity of our games.

Active expansion into overseas markets backed by stable cooperation with mainstream distribution
platforms in the overseas markets and game localisation capabilities

We first expanded into overseas market in Taiwan, Hong Kong and Macau in 2011 by cooperating
with local third-party publishers. In February 2014, we commenced publishing our mobile games
through third-party publishers in overseas markets; in 2016, we commenced our self-publishing
operations in overseas markets by distributing our game through distribution platforms which have
world-wide operations. Thereafter, we have gradually established our market position and brand
recognition. We have also established stable cooperation with mainstream distribution platforms in the
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overseas markets, including Google Play and Apple’s App Store. Certain of our games have achieved
satisfactory market response and financial performance. For instance, as at 31 March 2019, one of our
signature ancient Chinese style games, Legend of Empress (Z42f#%), had achieved a highest ranking of
no. 15 on 17 September 2016 and no. 40 on 10 September 2016 in the best-selling games board in South
Korea for iPhone on Apple’s App Store and Google Play, respectively, and its cumulative registered
players reached approximately 1.1 million in South Korea. Our other successful ancient Chinese style
game, Royal Chaos (74 Q1%), had achieved a highest ranking of no. 22 on 31 July 2018 and no. 23 on
27 August 2018 in the best-selling games board in South Korea for iPhone on Apple’s App Store and
Google Play, respectively, and its cumulative registered players reached approximately 1.1 million in the
South Korea markets; it also had achieved a highest ranking of no. 3 on 2 September 2018 and no. 5 on
9 October 2018 in the best-selling games board in Singapore for iPhone on Apple’s App Store and
Google Play, respectively.

Over the years, we have built up strong localisation capabilities to structurally and artistically
modify our game offerings through local language scripts and other in-game features specifically
redesigned to meet the differentiated gameplay needs and preferences of players from diverse
geographical markets. As at the Latest Practicable Date, we had developed, offered and promoted our
major ancient Chinese style games Legend of Empress (FAC1%#), Royal Chaos (FACQ#), Rise of
Queendom ({7 F i) and Fate: Royal Revenge (& ["J& ) in nine, seven, five and four language
versions, respectively, in a number of overseas countries and regions. We are attentive to the cultural
difference of players and have gained profound insights into the market and player difference from
regions to regions. When localising a game, we introduce local features, such as local dialects, local
artistic design and popular local gameplay into our games to cater for the preference of players from
different countries and regions to enhance their in-game experience. We also have a team of employees
with local background and living experience to evaluate and assess the games from local culture
perspective.

We believe that overseas operations can reduce our risks of over reliance upon a single
geographical market whilst increasing the awareness of our games internationally. In 2016, 2017 and
2018 and the three months ended 31 March 2019, we generated revenue of RMB105.9 million,
RMB113.0 million, RMB276.3 million and RMB101.4 million, respectively, from our overseas markets,
representing a CAGR of 61.5% from 2016 to 2018 and accounting for 18.6%, 16.1%, 18.9% and 25.8%,
respectively, of our total revenue during the same periods.

In recognising our achievement in overseas mobile game markets, we were named the National
Key Cultural Export Enterprise for the year 2017 to 2018 by the MOFCOM, the Publicity Department of
Central Committee of Communist Party of China (93t % 1 e 2% B €5 {H85), the MOF, the MOC
and the SAPPRFT. As a result of such recognition, we were not only rewarded financially but also built
our market reputation. With the favourable culture export policy support, we believe that our overseas
operational scale will further expand in the upcoming years.

Highly integrated business model with game development, publishing and operation capabilities

We are an integrated and well-established mobile game company focusing on game development,
publishing and operation with near nine years of experience. Such integration of upstream and
downstream services in the value chain of the mobile game industry has enhanced the management,
efficiency, productivity and profitability of our operations in that it establishes a scalable operation
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model to streamline internal workflow and reduces the time and costs of communications, project
implementation and intelligence sharing among different functional departments, which provided us with
better market position. A large percentage of the games we offered are self-developed and self-published
through third-party distribution platforms, which demonstrates our strong game development and
publishing capabilities. In 2016, 2017 and 2018 and the three months ended 31 March 2019, 99.2%,
99.2%, 100.0% and 99.9%, respectively, of our total revenue were generated from our self-developed
games and 85.1%, 90.1%, 96.3% and 95.5%, respectively, of our total revenue were generated from our
self-published games.

Over the years of operation, we have assembled valuable IP assets leveraging on the popularity of
our proprietary games. Our signature ancient Chinese style female-oriented games, Legend of Empress
(F421%) and Royal Chaos (FZACQH#), are developed from a novel about imperial palace stories during
the Qing Dynasty composed by a popular novel writer. Fate of the Empress ({7EZ ), which is
another ancient Chinese style female-oriented game, is developed from a novel composed by our in-
house novel composing team. The simplified Chinese (Overseas) and traditional Chinese versions of this
game were both launched in June 2019. Our novel composing team is dedicated to composing online
novels as back stories of our games, serving as the blueprints for the scenario and character design of
the games. We believe these game IPs are instrumental to building our brand and market position. They
also provide a solid foundation for us to implement our strategy to derive non-game products from our
IPs.

We have established stable cooperation with distribution platforms, such as Apple’s App Store,
Google Play and Mobile Hardcore Alliance. We have received positive feedback and recognition from
these platforms with respect to technology application, game and content design and players responses
of our games and our games have been promoted and recommended by Google Play and a number of
major distribution platforms of the Mobile Hardcore Alliance on their platforms, such as Meizu and
OPPO. According to Frost & Sullivan, the games recommended by these mainstream distribution
platforms are generally games that are creative in game design and with high-quality. For instance, we
launched one of our signature ancient Chinese style female-oriented games, Rise of Queendom (= it
Fi#), in the South Korea market in January 2019. The game has been recommended by Google Play
under the ‘“‘coming soon to Google Play” category on its South Korea homepage before the official
launch of the game and under the “new recommended games” category with banners on the top of its
homepage after launch. Having games being recommended by these main stream platforms may improve
the download volume of our games, enhance the reputation of our Company and strengthen the influence
of our brand. We are seeking to further develop closer relationships with these platforms, which may
give us more favourable terms in promoting and distributing our games. For example, Apple’s App Store
and Google Play would provide expert advice on artistic designs, game designs and players’ in game
experience, as well as priority worldwide promotion resources for high quality products, to publishers
they consider important. As we have direct cooperation with the mainstream distribution platforms, we
have better control over the entire operation chain as well as our profitability.

As our revenue generation relies on the players’ in-game purchase of virtual items, we endeavour
to cultivate players’ loyalty to enhance their in-game purchase. As such, we have developed our
proprietary social platform application, Game Friend (450 %) as a means to increase players interaction
and their stickiness to our games. We have created several player groups with a number of sub-groups
under different titles of games and interests of players in the application. Players can communicate with
other players through bulletin board discussions, live chat or online and offline players gatherings to
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create a rich amount of social footprints in our player community. We also release the latest game
strategies, activities notices and player ranking of each game in each player group for players to gather
the most updated game strategies, content and activities information to enhance their game performance
and in-game experience as well as to share their game experience with other players. We have
accumulated a large base of players in this application. As at 31 July 2019, it had over 1.4 million
cumulative registered accounts, and its average number of posts and replies for the seven months ended
31 July 2019 reached approximately 749,400 per month.

Strong game development team and sophisticated data analysis and application capabilities

We have set up a game development centre in our headquarters in Suzhou. Our research and
development team is headed by Mr. Xu Lin, our executive Director, who has over 13 years of experience
in technology industry. He has been leading our game development projects and overall research and
development since our inception in 2010. We have a robust research and development team consisting of
skilled game designers, artistic designers, programmers, mathematical designers (BUEEZFIHT), level
designers, sound engineers and testing engineers. As at 31 March 2019, our research and development
team had 864 employees, representing over 65% of our total number of employees, of which over 65 of
them were our core research and development team members with an average of over seven years of
relevant industry experience. In 2016, 2017 and 2018 and the three months ended 31 March 2019, we
incurred research and development expenses of RMB63.6 million, RMB89.4 million, RMB136.4 million
and RMB48.2 million, respectively, accounting for 11.2%, 12.8%, 9.3% and 12.2% of our total revenue
during the same periods.

Benefiting from our significant commitment of research and development resources, we have
established strong game development capabilities with a solid track record for the development of
games. With our proprietary 2D and 3D game engines and multi-channels docking platforms, we have
achieved a virtuous cycle of fast, scalable, manageable and cost-efficient development of games. Our
game engines provide a series of comprehensive development tools and solutions for our game
development team to develop the fundamental model, animation, scenes and special effects of a game
and to manage resources under a centralised platform, which significantly enhances the quality of our
games and our development efficiency. Our proprietary docking platform can connect to the systems of
approximately 100 distribution platforms, advertising platforms and payment channels platforms globally
with a single consolidated software development kit, which significantly enhance the efficiency and
stability of our connection with the systems of various platforms.

Taking the advantages of our strong research and development capabilities, we have established a
data-driven operation model from game development, publishing to operation with the support of our
proprietary data collection and analysis system. We continuously collect and analyse a wide array of
game and player data, including primarily the log-in frequency, time of gameplay, in-game activity
levels, progress of skill levels, preference of using specific in-game functions and retention rate of
players. Our functional departments analyse the data based on their demand and translate the
understanding into well-planned game enhancement, promotional activities and targeted advertisement.
For instance, our marketing team can measure the effectiveness and performance of our advertisement
on different publishing platforms by analysing the average acquisition costs of each player from each
platform. We then make targeted adjustment to the advertisement content, timing and frequency or even
change the publishing platforms to manage such costs and thereby enhancing our profitability.
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Dedicated and visionary management team with stable teams and highly engaging corporate
culture

Our senior management team possesses extensive industry experience, in-depth insight into the
market trends and rich operational expertise, and has successfully guided us through the rapidly evolving
and highly competitive industry by strategically determining the ancient Chinese style female-oriented
game as our focused sector. Mr. Jiang, our founder, executive Director and chief executive officer, has
nearly 15 years of experience in the game industry. He is responsible for formulating the development
strategies and overseeing the overall management of our Company. Mr. Jiang has been recognised as the
“Technology Entrepreneur of Jiangsu Province (VL#RHEFHEMZEZK)” in 2018, the “Gusu Cultural
Promotion Person of the Year (&iff= i CfbFEEIAA)” in 2018, the “Suzhou Industrial Park
Technology Leading Talent (ff/H L3R @AM EH A4 in 2017 and “Suzhou Cultural and Creative
Industry Person of the Year (BRN SCALBIEE #£20164FE A¥)” for 2016. Mr. Wu Jie, our executive
Director and vice president heading our sales and marketing as well as overseas publishing departments,
has over six years of experience in the game industry. Mr. Sun Bo, our executive Director and vice
president heading our game operation department, has over 14 years of experience in game operations.

We have stable and committed teams of senior management personnel and key employees.
Substantially all of our senior management personnel joined us at the early development stage of our
Company and are still actively involved in the daily operations and management. As at 31 March 2019,
our key employees consisted of 94 members who were at the manager level or above and had been
working with us for over two years and the turnover rate of these employees was maintained at a low
level at around 0.3% in 2018. We consider the management capabilities of our key employees critical to
our success and therefore have committed significant resources to sponsor our key employees to attend
the Project Management Professional Programme organised by the Project Management Institute to
enhance their project management skills in terms of leading and directing cross-functional teams,
managing project schedule, budget and resources and applying appropriate project methodologies to
achieve the project requirements and deliverables. All of our managerial personnel who have
participated in the programme have passed the exams and obtained their Project Management
Professional Certificates.

We encourage our employees to actively participate in our decision making and daily operations
and endeavour to establish an engaging corporate culture. We have been hosting competitions among our
employees annually to gather and select creative game ideas, concepts and designs since 2016. We
provide cash rewards or other prizes to our employees whose ideas are considered appealing and
distinguishing by our evaluation committee. We also develop some of the outstanding ideas into games
if we consider that the game ideas match our development strategies and have market potential. For
instance, one of our games, Yokai Kitchen (¥5# B %), is developed from a game idea selected from
those participating in the competition of 2017 and is expected to be one of our signature games. The
English/simplified Chinese (Overseas) version, the Korean version, the traditional Chinese version and
the simplified Chinese (PRC) version of this game were launched in June 2019, July 2019, July 2019
and August 2019, respectively. We believe such engaging and dynamic corporate culture will cultivate
the spirit of innovation and the sense of belonging of our employees and enhance our team stability
which lays the foundation of our continued success.
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BUSINESS STRATEGIES

Our goal is to strengthen our leadership in the online game industry in China and globally. We
intend to achieve our goals by pursuing the following strategies.

Further expanding and enriching our game portfolio to strengthen our market position

According to Frost & Sullivan, the female-oriented game market in PRC will maintain stable
growth in the coming years and its market size as measured by revenue is projected to reach RMB95.8
billion in 2023, representing a CAGR of 18.4% over the period from 2018 to 2023. To capture such great
market opportunity, we plan to continue to focus our development, publishing and operational efforts
on female-oriented games which we have accumulated abundant experience and recognisable market share.
We plan to continue to enhance our existing female-oriented games by releasing new version upgrades and
expansion packs. We have incorporated new features in certain of our existing games to boost
attractiveness. For example, Fate of the Empress (I7/E/Z3J#) has incorporated 3D features and
physically based rendering technology for more exquisite and splendid effects, and has incorporated real-
time weather rendering system (R[IFf K@% #%) to make the world in the game more realistic; Yokai
Kitchen (#5# £#F) has adopted a fantasy theme incorporating creative elements such as supernatural
creatures, cooking and restaurant management.

Leverage on our successful experience in developing ancient Chinese style female-oriented games
during the Track Record Period, we also plan to expand and diversify our game portfolio. As at the
Latest Practicable Date, our pipeline included (i) five new self-developed games, (ii) various new
language versions of our existing games; and (iii) five H5 games. Our new self-developed games will
include both female-oriented games and games targeting a wider audience of players, such as SLG and
collective card games. We believe that the expansion and enrichment of our game portfolio will widen
our player base, thereby strengthening our market position. As at the Latest Practicable Date, we have
not obtained publication number for the simplified Chinese (PRC) version of one of our existing games
and all of our pipeline games. However, we have received preliminary approvals from the NAPP at the
provincial level for the simplified Chinese (PRC) version of such existing game and three of our
pipeline games. We are pending for publication numbers to be issued by the NAPP at the national level
for these games. As we have completed the game development process for that existing game, we have
launched it in overseas markets first while waiting for its publication number before launching it in the
PRC.

We closely follow emerging and cutting-edge internet technologies and envision the growth
potential of H5 games, which allow players to play in browsers or other social communication
applications without separately installing our game applications on their mobile devices. Depending on
the game size, it generally takes one to six months for us to develop and launch an HS5 game, which
means lower development risks compared to large scale games. We believe the offering of different
varieties of H5 games with creative game plays will diversify our player base by attracting more players
and bring us the opportunity to cross-promote our games to a wider group of players.
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Deepen and expand our overseas markets

To implement our global development strategy, we will continue to develop games in localised
style and languages. For our existing games, we have been offering different language versions such as
simplified Chinese, traditional Chinese, English, Korean, Japanese, Vietnamese and Thai. Our pipeline
games include new mobile games in various language versions as well as new language versions of our
existing games for overseas markets.

In certain overseas countries where we adopt the self-publishing through third-party distribution
platforms and self-operating model, we will continue to adopt this model for our new games and the new
language versions of our existing games offered in these countries should it remain cost effective to
adhere to this model under the then prevailing market and regulatory conditions. In certain other
overseas countries, such as Thailand and Vietnam, where we generally engage third-party publishers to
publish our games in the local markets, we seek to deepen our cooperation with these local partners in
the publishing of our new games. We may also explore the opportunity to cooperate with other third-
party publishers in these existing overseas markets to expand our player reach and enhance our
bargaining power and control over our overseas operations in these markets. Where it is more
commercially effective to do so, we would consider adopting the third-party publishing model in our
other overseas markets where we currently adopt the self-publishing through third-party distribution
platforms model. We will take into account a number of factors when selecting our partners, the major
ones include historical experience in publishing mobile games (especially games with Chinese culture
background), local promotion and marketing resources and networks, abilities to localise game for local
markets, relationships with distribution platforms, number and quality of their games, player or user
base, local regulatory and compliance requirements and revenue sharing arrangement.

We also plan to devote our marketing efforts and resources for our expansion in important overseas
markets. We are actively gathering markets intelligence and exploring market opportunities with an aim
to steadily expand into other countries and regions with a large number of Chinese population or with
relatively high acceptance of Chinese culture. As at the Latest Practicable Date, we plan to publish a
total of three new language versions of our three existing signature games, namely, Legend of Empress
(B UC1H), Royal Chaos (4 Qf#) and Rise of Queendom (& #7IFiF), in the Middle East, North
America and Europe in 2019 and 2020. As we enrich our game portfolio with different genres and
varieties of new games, we also intend to expand into other multi-cultural countries and regions. In
addition to our existing overseas markets, we have strategically selected Europe (especially Germany
and France) and the Middle East as our targeted markets for expansion in the near future due to the
mature internet infrastructure and stronger willingness to pay by the game players in Germany, France
and the Middle East and the large size of the mobile game market in the Middle East in terms of
revenue.

We will continue to cooperate with Apple’s App Store and Google Play as distribution platforms
and Facebook as advertising and marketing platform to distribute and promote our games in these
markets. As at the Latest Practicable Date, we had applied for registration of the trademark
“FriendTimes” in 12 countries and regions to facilitate our overseas expansion.
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Engage in effective marketing and promotion activities to enhance our brand and game recognition

As a leading mobile game developer, publisher and operator, we have been launching and
distributing our games under our “FriendTimes” brand. With the success of a number of high quality
and popular female-oriented games and expansion of operational scale over the years, we believe that
our brand has gained awareness and recognition among the industry as well as among players. In the
overseas markets, we have also started to implement our global expansion strategy under our
“FriendTimes” brand. As brand image and recognition are critical in attracting players and expanding
cooperation with upstream and downstream industry players, we seek to promote our “FriendTimes”
brand through a series of enhanced online and offline marketing campaigns that increase the exposure of
our games and brand.

We will maintain stable and close cooperation with our existing business partners to enhance our
online marketing efforts and we plan to increase our online marketing and advertising spending in the
next three years to promote our games in order to enhance our brand image and attract more players. In
terms of offline advertisements, we plan to invite celebrities to endorse our signature games and we also
plan to release more advertisements in television channels and public places, such as buses,
undergrounds and public buildings, to create additional channels to disseminate information of our
games. We will hold product launch conferences for our future signature games and will attend more
diversified industry events, such as exhibitions and industrial conferences, to attract more public and
industrial attention to our brand and new games. Please refer to the section headed ‘““Future Plans and
Use of Proceeds — Use of Proceeds” for more information.

Moreover, we intend to further enhance our in-house advertisement designing ability to enrich the
contents and enhance the attractiveness of our advertisement. As at 31 March 2019, we had built up a
team of 162 members specialising in brainstorming advertising ideas and designing advertisement
content with basic game and character materials supplied by our game development team. We plan to
continue to hire new talents to join us to enhance our in-house advertisement designing ability and
strengthen our cooperation with our marketing and advertisement suppliers.

Expand our player base and build up gaming social platform

We target potential players by utilising a multi-channel marketing strategy and we cooperate with
leading internet platforms to source players and expand our brand reach. Currently, Apple’s App Store,
Google Play and Mobile Hardcore Alliance are our primary platforms to source players by providing
players with easy download access to our games. We also advertise our games through Facebook,
Google, Tencent and ByteDance, which we believe would help us to expand our player base. To further
expand the reach of our games to a wider group of players and enhance the monetisation of our players,
we intend to (i) develop and publish greater variety of games; (ii) enhance initial game play experience
to attract new players; (iii) develop new gaming methods to enhance player experience; (iv) gather
players’ feedback to enhance the attractiveness of our games; (v) review our pricing to ensure the prices
of virtual items are proportional to their values in the games; (vi) devote resources to enhance the brand
of each of our games; and (vii) further expand our reach to other overseas markets.

In recent years, online gameplay has been playing an increasing role as a means for socialisation.
A mobile game may become part of players’ life as they not only get entertainment but also make more
friends and acquaintance through the gameplay. A dynamic player community may significantly enhance
the players’ interest and loyalty and could even attract more players for our games by the introduction of
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our existing players to their colleagues, friends or relatives. Our proprietary social platform application
Game Friend (43t ) provides a solid base for us to continue to expand our player community. We
plan to further optimise this application by (i) maintaining the quality of the platform to ensure positive
user experience; (ii) continuously communicating with users to promptly respond to their feedbacks; (iii)
making the platform more interactive to engage the users; (iv) enhancing access to the platform to make
it faster and more convenient for the users; and (v) cooperating with third parties to make access to our
platform available through third parties platforms.

Enhance our capabilities of utilising and commercialising game IPs

As mobile games fuse cutting-edge technology and imaginative artistic expression, the cultural
impact of mobile games has great influence across the world. Accordingly, it has created great
opportunities for us to commercialise our game IPs in the near future. In addition to the IPs we have
assembled from our existing games, we will further expand our IP resources from literature composing
by our in-house novel composing team and commissioned novel writers. We also plan to acquire IPs and
associated assets relating to popular comics, animation, TV series and programmes, and movies. We
have set up an in-house novel composing team to compose four novels, which are expected to become
the IP reserve for our future development of new games. In addition, we have commissioned a famous
novel writer in the PRC to customise a novel on ancient Chinese love story for our game. We expect this
novel to be completed in the second half of 2019 and the corresponding game is expected to become one
of our major games in the future. In sourcing IPs created by third-parties, we will enter into legally
binding written agreements with the third-parties. By paying commission fees to such third-parties, we
generally require all of the IPs created pursuant to the contractual arrangement to be owned by us and
we shall have the exclusive rights to licence or further utilise such IPs in a manner subject to our
absolute discretion.

As we are assembling more and more game IPs, we will seek to commercialise our game IPs to
diversify our revenue stream and to establish our game IP ecosystem. Currently, we have been
cooperating with merchants to manufacture souvenirs with our game characters, such as Princess Xi as
gifts for our players or prizes for our in-game activities. We have also customised and designed emojis
using our game characters and published them on the internet. Furthermore, we also developed
soundtracks for our games. We plan to use our IPs in deriving games as well as marketing and
promotional materials for the primary purpose of enhancing the market position and market influence of
our IPs and our games, extending the lifecycle of our IPs and our IP-related games, and maximising the
commercial value and potentials of our IPs.

OUR REVENUE MODEL

We provide integrated game development, game publishing and game operation services in the
PRC and overseas markets, with a leading position in the PRC female-oriented mobile game market. We
have been focusing on developing, publishing and operating online games since our inception in 2010
and then mobile games since 2012. We adopt three models in our game development, publication and
operation: (i) self-publish through third-party distribution platforms of self-developed games, (ii) self-
publish through third-party distribution platforms of third-party developed games, and (iii) third-party
publish of self-developed games. The self-publish through third-party distribution platforms of self-
developed games model is our main business model, while at the same time we also adopt other models
to diversify our operational and development risks.
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Under the first model, we publish our games by distributing them through a wide range of
distribution platforms, including our proprietary Game Friend (4731 %) social platform application, App
Stores on mobile devices of reputable brands, major international and domestic mobile application
stores, and mobile application stores operated by China’s major internet corporations. We also
commission the development of a small number of games, in particular new genre of games that we
wanted to expand into, to third party game developers, and obtain the copyright and self-publish the
games after their development is completed. Under this arrangement, we provide the game concepts and
ideas to the third-party developers and own the IP rights of the games. Under the second model, we
publish and operate games developed by third-party game developers who licence the games to us for
publishing and operation. The third model of third-party publishing of self-developed games is mainly
adopted in certain overseas markets such as Vietnam and Thailand where it is more effective and cost-
efficient to licence our games to selective local third-party publishers to publish and operate the
localised versions of our games in those markets.

PRC Operations

As a PRC-based game developer, publisher and operator, the PRC market is the primary focus of
our operations. In 2016, 2017 and 2018 and the three months ended 31 March 2019, we generated
revenue of RMB462.9 million, RMB587.2 million, RMBI1,187.9 million and RMB292.1 million,
respectively, from our operations in the PRC market, accounting for 81.4%, 83.9%, 81.1% and 74.2%,
respectively, of our total revenue during the same periods.

As at the Latest Practicable Date, we had 12 games in operation, nine of them were developed,
published and operated by ourselves, two were commissioned third-party developed but published and
operated by ourselves and one was third-party developed but published and operated by ourselves.

We publish games in the PRC either through our proprietary distribution platforms or third-party
distribution platforms. Our proprietary distribution platforms include our social platform application
GameTime (XDL /), our official websites and other third-party websites linked to our official websites
providing downloading links of our games. Third-party distribution platforms primarily include Apple’s
App Store, Google Play, Mobile Hardcore Alliance and other third-party application marketplaces.

Overseas Operations

In 2011, we started to cooperate with local third-party publishers to expand into Taiwan, Hong
Kong and Macau. To leverage on our successful publishing and operation experience accumulated in the
PRC market, we commenced our self-publishing operations in overseas markets by distributing our
games through third-party distribution platforms with worldwide operations (such as Apple’s App Store
and Google Play) in 2016. In our self-publishing model in overseas markets, we act as a content
provider and game developer to publish our games through such third-party distribution platforms. Such
an arrangement has enabled our games to be offered in a number of countries such as Japan, South
Korea, Singapore, Malaysia, the United States and Canada.
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In 2016, 2017 and 2018 and the three months ended 31 March 2019, we generated revenue of
RMB105.9 million, RMB113.0 million, RMB276.3 million and RMB101.4 million, respectively, from
our operations in the overseas markets, accounting for 18.6%, 16.1%, 18.9% and 25.8%, respectively, of
our total revenue during the same periods. During the Track Record Period, substantially all of our
games offered in the overseas markets were self-developed.

We first self-published two of our major games, namely Legend of Empress (ZA21#) and Royal
Tales (=¥ Qf%), through third-party distribution platforms in the Korean version in July 2016 and May
2016, respectively. Through the launching of the Korean version of these two games, we have acquired
an understanding of the local culture and overseas self-publishing experience. We then decided to
further expand our self-publishing model through third-party distribution platforms to other overseas
markets in 2017, such as Singapore, Malaysia and the North America. Our overseas game publishing and
operation team grew from 15 employees as at 31 December 2016 to 36 employees as at 31 March 2019
through our constant recruitment of talents with strong overseas game publishing experience.

Also, we have established stable and direct cooperation with mainstream distribution platforms,
such as Apple’s App Store and Google Play, and received positive feedback and recognition from these
platforms. Our games have been promoted and recommended by Google Play on its platform. For
instance, we launched one of our signature ancient Chinese style female-oriented games, Rise of
Queendom (= FTF7), in the South Korea market in January 2019. The game has been recommended

3 i

by Google Play under the “coming soon to Google Play” category on its South Korea homepage before
the official launch of the game and under the “new recommended games’ category with banners on the
top of its homepage after it was officially launched. Having games being recommended by mainstream
platforms may improve the download volume of our games, enhance the reputation of our Company and
strengthen the influence of our brand in the overseas markets. With our success in self-publishing
through third-party distribution platforms in overseas markets, we recorded a significant increase in our
revenue from self-published games through third-party distribution platforms in overseas markets during

the Track Record Period.

With respect to games that are published overseas by third parties, we have established trusted
licencing relationships with third-party local publishers to publish our games in the local markets to
leverage on their localisation capabilities, resources and user bases. In our cooperation with the third-
party publishers, we are responsible for developing and upgrading the game, providing technical support
to the third-party publishers, and licensing our copyright to such third-party publishers to operate such
games in a defined period. The third-party publishers are responsible for publishing and operating the
games, including designing and operating the game websites, offering the games to the players, hosting
game servers, determining the prices of virtual items, organising game socialising and promotion
activities, maintaining and providing services to players, cooperating with media platforms and
conducting marketing campaigns and dealing with payment channels.

Currently, we adopt pure third-party publishing arrangement in Thailand, Vietnam, Hong Kong,
Macau and Taiwan, and pure self-publishing arrangement in overseas markets such as Japan, South
Korea, the United States and Canada. Going forward, depending on market development, type of games
and third-party publisher capabilities, we may consider it suitable or desirable to publish games
ourselves in markets where we adopt pure third-party publishing arrangement or publish games through
third-party publishers in markets where we adopt pure self-publishing arrangement.
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In addition to our existing overseas markets, we plan to expand into our targeted new overseas
markets, namely the Europe (in particular Germany and France) and the Middle East in the near future.
According to Frost & Sullivan, for certain markets where there are very few Chinese mobile game
developers and publishers, such as Germany, France and the Middle East, their mobile game market are
supported by mature internet infrastructure and stronger willingness to pay by the users. The mobile
game markets in Germany and France were among the top five in terms of revenue in Europe in 2018
and the number of female mobile game users in Germany and France was 14.4 million and 9.1 million in
2018, respectively. The mobile games in these two markets are dominated by SLG and casual games. As
such, we believe there exists a gap in certain market segments in Germany and France. By offering new
game plays and innovative ideas such as introducing mobile games featuring historical and Chinese
characteristics to these two countries, we will be able to fill in such gap in these markets. The size of
mobile game market in the Middle East exceeded USD1.2 billion in 2018, which largely is comprised of
female players (who tend to have more leisure time) and young players under 30 years old (who account
for more than 70% of the total population in the Middle East). Since young generation tends to show
strong curiosity for new things including new game genres such as ancient Chinese style, it is our
strategy to introduce ancient Chinese style mobile games to the young players and female-oriented
games to the female players in such market.

Further, in addition to our ancient Chinese style female-oriented games, we may also launch other
female-oriented and non-female-oriented games in those markets to capture a wider player base. As at
the Latest Practicable Date, we had 12 existing games in total, out of which five were ancient Chinese
style female-oriented games, four were non-ancient Chinese style female-oriented games, and three were
non-female-oriented games; in addition, we had two non-ancient Chinese style female-oriented games
and two non-female-oriented games in our pipeline. These games include a variety of different genres
such as RPG, SLG, MMORPG, music battle, management simulation, casual and collective card games.
As such, we can offer a wide variety of games to our targeted new overseas markets and are not limited
to only launching our ancient Chinese style female-oriented games. Also, given that our games have
already been developed, the costs for localisation of our games for launching them in our targeted new
overseas markets are relatively low (estimated to be less than 10% of the initial costs of developing the
games). Therefore, our Directors believe it is cost-effective and worthwhile for us to invest in the
localisation of our games to explore these new overseas markets. As such, we have selected Europe
(especially Germany and France) and the Middle East as our targeted markets for expansion in the near
future.
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The following table sets forth the breakdown of our revenue from games by markets, game
development model and publishing model in absolute amounts and as percentage to our total revenue
from games for the periods indicated:

Three months ended

Year ended 31 December 31 March
2016 2017 2018 2019
Amount % Amount % Amount % Amount %

(in thousands of RMB, except for percentages)

PRC market 462,196 814 586,435 83.8 1,187,818 811 292,115 74.2
Self-developed games 458,374 80.7 582,509 83.3 1,187,689 81.1 291,821 74.2
— self-publishing 456,783 804 582,509 833 1,187,689 81.1 291,821 74.2
— third-party publishing 1,591 03 — — — — — —
Third-party developed games 3,822 0.7 3,926 0.5 129 0.0 294 0.0
— self-publishing 3,822 0.7 3,926 0.5 129 0.0 294 0.0
Overseas markets 105,941 18.6 113,019 162 276,343 18.9 101,423 25.8
Self-developed games 105,941 18.6 112,043 16.1 276,221 189 101,423 25.8
— self-publishing 23713 42 43,338 6.2 221812 15.2 83,736 213
— third-party publishing 82,228 14.4 68,705 9.9 54,409 37 17,687 4.5
Third-party developed games — — 976 0.1 122 0.0 — —
— self-publishing — — 976 0.1 122 0.0 — —
Revenue from games 568,137 100.0 699,454 100.0 1,464,161 100.0 393,538 100.0

For detailed discussion of our revenue recognition and revenue breakdown, please refer to the
section headed ‘“Financial Information — Description of Major Components of our Results of
Operations — Revenue”.

OUR GAMES

Currently, most of our games are female-oriented games which generally require developer to have
an outstanding plot design capabilities to achieve high degree of completion in terms of enchanting
story, exquisite picture and harmonious music. We have developed and published a number of popular
female-oriented games, such as Legend of Empress (ZACf%), Royal Chaos (FICQf#) and Rise of
Queendom (FEEFHTFF). Leveraging our strong game development and publishing capabilities, we
further expanded our game portfolio into other genres of games, such as SLGs, MMORPG, love
simulation, management simulation and music battle games.

- 163 -



BUSINESS

Typically, our games experience in their lifecycle an early growth stage, a stable and mature stage
and a recession stage based on the growth rate of the number of players and revenue. According to Frost
& Sullivan, after a game is launched, the number of players and revenue generated from such game tend
to increase relatively fast as a result of the comprehensive marketing and promotion campaigns at the
beginning stage, which falls within the early growth stage. In the stable and mature stage, the game has
gained its player base and market share and the revenue generated from the game tend to be stable. We
maintain our marketing and promotion efforts and operation activities and introduce version upgrades on
a regular basis at this stage to enhance the profitability of the game. When a game enters into its
recession stage, as the existing players begin to lose interest in the game and there are not enough new
players to supplement the player base, the number of players and revenue generated from the game tend
to decrease or to stay at a relatively inactive or low level. Accordingly, we maintain only basic game
operation until we finally terminate such game when its profitability cannot justify our continuous
operation of the game. However, any temporary decrease in the number of users or revenue, even a
significant one, does not necessarily mean that a game has started its recession stage.

We seek to extend the lifecycle, especially the stable and mature stage, of our games through a
number of measures, including (i) adjusting our game operation strategies and activities based on
accurate analysis of game and player data, (ii) carrying out differentiated operation and promotion
activities targeting paying players, non-paying players, new players and existing players, (iii) launching
version upgrades with new contents and gameplays (such as launching new in-game missions and
allowing players to team battle and team up to complete certain tasks) to reflect the latest market trend
and to satisfy the evolving player demand based on our player and market surveys, (iv) offering new and
diversified virtual items (e.g. characters, pets, costumes and time limited virtual items for certain
festivals such as the Mid-Autumn Festival and the Chinese Valentines Day) and special virtual items
which can only be obtained after the player has achieved certain advance level in the game to keep our
games interesting to our existing players so as to enhance players’ loyalty and to motivate and entice our
players to continuously play our games, (v) maintaining the stability of our economic system to avoid
unexpected inflation of virtual items, and (vi) enhancing our internal control on daily operations to avoid
any accident that may result in the loss of our existing players.

With the above strategies, certain of our games are able to maintain and are expected to maintain a
relatively long lifecycle. For instance, Legend of Empress (Z4C1%), one of our signature ancient Chinese
style female-oriented games, was initially launched in June 2015 in the PRC and its simplified Chinese
version published in the PRC was still at the stable and mature stage as at 30 June 2019. We expect the
stable and mature stage of Legend of Empress (7 401%) to be over 48 months and its entire lifecycle to
be over 72 months, which is far longer than the general lifecycle of 7 to 16 months for mid-core to hard
core mobile games in the industry, according to Frost & Sullivan. We believe that the reasons for some
of our games to have a relatively longer lifecycle than the industry average are primarily two-folds.
Firstly, our existing games are designed to be female-oriented. According to Frost & Sullivan, the
players of story based female-oriented mobile games demonstrate a higher level of stickiness in terms of
longer length of daily playing time and players have higher willingness to pay. Secondly, it can be
attributable to our operational ability. We constantly analyse the players’ behavioral data and adopt
different operation and promotion strategies based on the data gathered to stimulate player interest,
encourage in-game purchase and re-engage dormant users. Further, we also make use of the social
element of our games and players through our social platform application Game Friend (¥¥1%) to
create an online community for our players and we also release gaming strategies and activities on the
platform to enhance players in-game experience. We believe that these efforts have successfully
enhanced our players’ loyalty and stickiness, which have resulted in the relatively longer lifecycle for
some of our games.
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Existing Game Portfolio

As at the Latest Practicable Date, our existing game portfolio included 12 games with different
language versions (totaling 33 versions) that were in operations, the details of which are set forth in the
following table:

Expected Time Reached
Lifecycle  Stable and
Title Genre Language Publishing Launch Date (months)  Mature Stage  Lifecycle Stage

Self-developed games

Rise of Queendom (&7 Ff) RPG Simplified Chinese (PRC) Self-publishing Mar 2018 n Aug 2018 Stable and mature
Traditional Chinese Third-party Dec 2018 7 May 2019 Stable and mature
Korean Self-publishing Jan 2019 7 Jun 2019 Stable and mature
Vietnamese Third-party May 2019 7 Aug 2019 Stable and mature
Thai Third-party Aug 2019 7 o Early growth
Royal Chaos (% 1CQf) RPG Simplified Chinese (PRC) Self-publishing Sep 2017 84 Apr 2018 Stable and mature
English/Simplified Chinese Self-publishing Jan 2018 84 Sep 2018 Stable and mature
(Overseas)
Traditional Chinese Third-party Apr 2018 84 Sep 2018 Stable and mature
Korean Self-publishing Jul 2018 84 Dec 2018 Stable and mature
Vietnamese Third-party Aug 2018 84 Oct 2018 Stable and mature
Thai Third-party Nov 2018 84 Mar 2019 Stable and mature
Japanese Self-publishing March 2019 84 Aug 2019 Stable and mature
Legend of Empress (%12 f) RPG Simplified Chinese (PRC) Self-publishing Jun 2015 7 Sep 2015 Stable and mature
Traditional Chinese Third-party Dec 2015 7 Jun 2016 Stable and mature
Korean Self-publishing Jul 2016 7 May 2017 Stable and mature
Vietnamese Third-party Dec 2016 7 Feb 2017 Stable and mature
Japanese Self-publishing May 2018 7 Aug 2018 Stable and mature
English/Simplified Chinese Self-publishing Feb 2019 7 -0 Early growth
(Overseas)
Fate: Royal Revenge (3 ["AH) RPG Simplified Chinese (PRC) Self-publishing Jun 2016 60 Apr 2017 Stable and mature
Traditional Chinese Third-party Nov 2016 60 Feb 2017 Stable and mature
Simplified Chinese (Overseas)  Self-publishing Jul 2017 30 Nov 2017- Recession
Feb 2019
Fantasy: Pocket Pets (4JFEAFE) RPG Simplified Chinese (PRC) Self-publishing Apr 2018 18 May 2018-  Recession
Jul 2018
Dynasty of Kingdoms (iff TH ) SLG Simplified Chinese (PRC) Self-publishing Jun 2019 18 — Early growth
Fate of the Empress (FFEAM#H)®  RPG Simplified Chinese (Overseas)  Self-publishing May 2019 7 D Early growth
Traditional Chinese Third-party Jun 2019 7 —n Early growth
Story: Cyborg Fantasy (L5473 Love Simulation  Simplified Chinese (Overseas) ~ Self-publishing Jun 2019 2 - Early growth
Yokai Kitchen (K% f25) Management English/Simplified Chinese ~ Self-publishing Jun 2019 84 - Early growth
Simulation (Overseas)
Traditional Chinese Third-party Jul 2019 84 — Early growth
Korean Self-publishing Jul 2019 84 - Early growth
Simplified Chinese (PRC) Self-publishing Aug 2019 84 W Early growth
Third-party developed game
Project: Heartbeat (:>Bkat &) Music Battle Simplified Chinese (PRC) Self-publishing Jun 2019 24 0 Early growth
Commissioned third-party developed games
Pantheon’s War (##1£1) MMORPG Simplified Chinese (PRC) Self-publishing Jun 2019 24 — Early growth
Tale: Love Forest (A Z %) RPG Simplified Chinese (PRC) Self-publishing Sep 2017 25 Nov 2017- Recession
Dec 2018
Notes:

(1) Being games that have not yet reached stable and mature stage as at the Latest Practicable Date.

2) We have received the publication number issued by the NAPP at the national level for the simplified Chinese (PRC)
version of the game in July 2019.

3) We have received preliminary approval from the NAPP at the provincial level for the simplified Chinese (PRC)
version of the game, but is pending for the publication number to be issued by the NAPP at the national level.
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Some of our main games are described below:

Legend of Empress (RIC{H)

Legend of Empress (Z4Cf#) is our first large scale ancient Chinese style female-oriented
aesthetic mobile game that was officially launched in June 2015. We subsequently launched this
game in various countries and regions. As at the Latest Practicable Date, this game was available
in six different language versions, including simplified Chinese (PRC), English/simplified Chinese
(Overseas), traditional Chinese, Korean, Vietnamese and Japanese. It was based on a popular
classic aulic story, Legend of Xi Princess of Qing Dynasty ({5 = Z41%) composed by a well-
known novel writer. It is a 2D RPG where the players need to pass a series of levels to experience
the life journey of Empress Xi from a maid in the imperial palace to the empress.

Legend of Empress (#4C01%) quickly gained popularity among female players after its launch
and has become the benchmark game of its genre in the mobile game sector according to Frost &
Sullivan. At its peak, its DAUs and MAUs were approximately 412,700 and 2,106,400,
respectively, and monthly sales proceeds of approximately RMB46.0 million. It achieved a highest
ranking of no. 20 in the best-selling games board on 5 January 2016 and no. 30 in the top free
games board both for iPhone on Apple’s App Store on 26 July 2015 and remained on average the
top 85 besting-selling games during 2018.
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Royal Chaos (RIiCQ%)

D

8
#
*
3D
+
R
‘IhE
2
£
#F
7]

=
5

Royal Chaos (FUCQF%) is our first 3D game based on the same story of Legend of Empress
(E D). As compared with the previous 2D game, it has enhanced graphics which was achieved
by using the Unity 3D technology. As a result, the characters appear more realistic, which provides
players with greater gaming experience.

Although both of Legend of Empress (Z4C1%) and Royal Chaos (FICQ#) are developed
based on the same story, they have different style, target players and player interactions. The
setting in Royal Chaos (F4ZQf#) is more relaxed and its artistic style is more lively and humorous
as compared to the more traditional style adopted by Legend of Empress (#4C1%). Further,
compared to Legend of Empress (FAC#), Royal Chaos (FAZQF#) provides players with greater
in-game player interactions and communication. As such, Legend of Empress (#421%) and Royal
Chaos (F AL QM%) are two different games.

Given that Legend of Empress (Z4C01%) and Royal Chaos (FAICQF#) target different group of
players and are two different games, the launch of Royal Chaos (Z4CQf%) further expanded our
player base and contributed to our revenue growth, and it did not affect the performance of Legend

of Empress (7101

Royal Chaos (FAICQf%) also gained widespread popularity after its launch in September
2017. At its peak, its DAUs and MAUs were approximately 559,000 and 3,250,600, respectively,
and monthly sales proceeds of approximately RMB73.7 million. It achieved a highest ranking of
no. 14 in the best-selling games board on 8§ March 2019 and no. 15 in the top free games board
both for iPhone on Apple’s App Store on 25 February 2018 and remained on average within the
top 33 besting-selling games during 2018. The Japanese version of Royal Chaos (Z4CQ#%) has
been recommended by Google Play. As at the Latest Practicable Date, this game was available in
seven different language versions, including simplified Chinese (PRC), English/simplified Chinese
(Overseas), traditional Chinese, Korean, Vietnamese, Thai and Japanese.
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Rise of Queendom (= E 5t F )
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Rise of Queendom (= ¥ FF1if) is a 2D ancient Chinese style female-oriented game where
the players can choose a role from a wide array of game roles that we offer in the game to
experience the real life in the palace. It is based on a different story line of the same series of story
of Legend of Empress (F4C1%). Tt represents our advanced development capabilities in the 2D
game areas with enhanced 3D motion, scene and character production.

It has become one of our most popular games shortly after its launch in March 2018. At its
peak, its DAUs and MAUs were approximately 255,900 and 1,603,400, respectively, and monthly
sales proceeds of approximately RMB40.2 million. It achieved a highest ranking of no. 15 in the
best-selling games board on 3 August 2018 and no. 7 in the top free games board both for iPhone
on Apple’s App Store on 21 May 2018 and remained on average within the top 55 besting-selling
games during 2018. The game has been recommended by Google Play under the “coming soon to
Google Play” category on its South Korea homepage before the official launch of the game and
under the “new recommended games” category with banners on the top of its homepage after
launch. As at the Latest Practicable Date, other than the simplified Chinese (PRC) and traditional
Chinese versions, we also launched the Korean version, the Vietnamese version and the Thai
version of Rise of Queendom (FEFTFF) in January 2019, May 2019 and August 2019,
respectively. We are under the process of developing the English/simplified Chinese (Overseas)
version of this game and plan to launch it in North America in the first half of 2020.
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Fate: Royal Revenge (5XFiE B)
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Fate: Royal Revenge (F['7/H H ) is a 2D ancient Chinese style female-oriented game with
engaging game plot set in an ancient Chinese society. The players can create their social networks
and interact with non-player characters in the game. It is based on the story of a same name novel,

which we acquired the IP of the novel from the author.

It was one of our top three games by revenue in 2016 and 2017. At its peak, its DAUs and
MAUSs were approximately 183,500 and 1,291,300, respectively, and monthly sales proceeds of
approximately RMB12.5 million. It achieved a highest ranking of no. 4 in the best-selling games
board on 24 July 2016 and no. 71 in the top free game board both for iPhone on Apple’s App Store
on 6 October 2016. As at the Latest Practicable Date, this game was available in three language
versions, including simplified Chinese (PRC), traditional Chinese and simplified Chinese

(Overseas).
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Fate of the Empress (524 58 #)

Fate of the Empress (1F2E i) is an ancient Chinese style female-oriented game, which
was developed from a novel composed by our in-house novel composing team. It is a story-based

RPG game which has an extensive and complicated game play structure with an aim to deeply
engage our players. It has incorporated 3D features and physically based rendering technology for
more exquisite and splendid effects, and has incorporated real-time weather rendering system (H[IfRf
KHAHL) to make the world in the game more realistic. It represents our advanced technological
development capabilities in 3D game and it features remarkable refined graphics. This is our
largest scale game in terms of research and development expenses incurred prior to its initial
launch.

We launched its simplified Chinese (Overseas) version in Malaysia in May 2019 and its
traditional Chinese version in Hong Kong, Macau and Taiwan in June 2019. Within the short time
frame it was launched, the traditional Chinese version was promoted and recommended by Apple’s
App Store and Google Play on their platforms under the “new recommended games” category and
achieved a highest ranking of no. 2 on 1 July 2019 in the free game board for iPhone or Apple’s
App Store in Taiwan.
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Yokai Kitchen (8 ERBE)

Yokai Kitchen (¥§# £5E) is a game developed from a game idea selected from our staff
participating in our in-house competition in 2017. It is a female-oriented mobile game which

features a fantasy theme incorporating creative elements such as supernatural creatures, cooking
and restaurant management simulation. The players are given the role as a restaurant manager and
the players can raise supernatural creatures and use them to capture food ingredients. The players
then use the food ingredients to create different types of food. The players can also purchase in-
game virtual items to decorate and design their restaurants. It differs from other general restaurant
management simulation games as it incorporates collective card game elements in the game. It has
incorporated 3D features and augmented reality technology, which is a technology that adding a
digital image on the players’ view of the real world, to enhance the reality of in-game experience.
The IPs of the game are created by us.

This is our second largest scale game in terms of research and development expenses incurred
prior to its initial launch and we launched its English/simplified Chinese (Overseas) version in
Malaysia and Singapore in June 2019, its traditional Chinese version in Hong Kong, Macau and
Taiwan in July 2019, its Korean version in South Korea in July 2019 and its simplified Chinese
(PRC) version in the PRC in August 2019. The traditional Chinese version was promoted and
recommended by Apple’s App Store on its platform and the Korean version was promoted and

recommended by Google Play on its platform.
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Our Main Games

The following tables sets forth certain information of our top four games in terms of revenue

Three months ended 31 March 2019

% of our total

revenue from

contribution for each of 2016, 2017 and 2018 and the three months ended 31 March 2019:

Earliest Launch

Title Revenue games Development Date
(revenue in thousands of RMB)

Royal Chaos (EILQMH) 182,362 46.3 Self-developed Sep 2017

Rise of Queendom (i 7HFii7) 105,415 26.8 Self-developed Mar 2018

Legend of Empress (&%) 97,361 24.7 Self-developed Jun 2015

Fate: Royal Revenge (%M H) 6,674 1.7 Self-developed Tun 2016

Total 391,812 99.5

Note:

(1) The above top four games accounted for significant portion of our total revenue from games for the three months
ended 31 March 2019 and none of the remaining games individually contributed to more than 1% of our total
revenue from games for the three months ended 31 March 2019.

2018

% of our total

revenue from Earliest Launch
Title Revenue games Development Date

(revenue in thousands of RMB)

Royal Chaos (EILQMH) 691,790 472 Self-developed Sep 2017
Legend of Empress (Z L) 443,482 30.3 Self-developed Jun 2015
Rise of Queendom (& #E7HFif) 275,226 18.8 Self-developed Mar 2018
Fate: Royal Revenge (% ["JEJT) 46,203 3.2 Self-developed Jun 2016
Total 1,456,701 99.5
Note:

(1) The above top four games accounted for significant portion of our total revenue from games for 2018 and none of
the remaining games individually contributed to more than 1% of our total revenue from games for 2018.

- 172 -



BUSINESS

2017

% of our total

revenue from Earliest Launch
Title Revenue games Development Date

(revenue in thousands of RMB)

Legend of Empress (3% 10f%) 473,053 67.6 Self-developed Jun 2015
Fate: Royal Revenge (%X ["JELH) 114,545 16.4 Self-developed Jun 2016
Royal Chaos (EILQMH) 91,120 13.0 Self-developed Sep 2017
Royal Tales (5 Z£Qf#) 6,867 1.0 Self-developed Apr 2014
Total 685,585 98.0
Note:

(1) The above top four games accounted for significant portion of our total revenue from games for 2017 and none of

the remaining games individually contributed to more than 1% of our total revenue from games for 2017.

2016

% of our total

revenue from Earliest Launch
Title Revenue games Development Date

(revenue in thousands of RMB)

Legend of Empress (5 1%) 479,830 84.5 Self-developed Jun 2015
Fate: Royal Revenge (% ["JEH) 50,525 8.9 Self-developed Jun 2016
Royal Tales (5 £Qf#) 17,636 3.1 Self-developed Apr 2014
Royal Legend (7 & E) 8,405 1.5 Self-developed Dec 2012
Total 556,396 98.0
Note:

(1) The above top four games accounted for significant portion of our total revenue from games for 2016 and none of

the remaining games individually contributed to more than 1% of our total revenue from games for 2016.
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The table below sets forth the number of games launched and terminated and the number of

different language versions of our games launched, terminated and still in operation for the periods and

as of the dates specified:

During the year ended

2016

31 December
2017

2018

During the three From 1 April 2019

months ended
31 March
2019

and up to
the Latest
Practicable Date

Games
Number of games in
operation at the
beginning of the
year/period 13
Newly launched 4
Terminated"” (6)

11

“4)

11

&)

2

Number of games in
operation at the end
of the year/period 11

11

12

Language versions

Number of language

versions of games

in operation at the

beginning of the

year/period 19
Newly launched 10
Terminated )

22

(©)

25

(10)

24

(©)

21
12

Number of language
versions of games
in operation at the
end of the year/
period 22

25

24

21

33

Note:

(1) A game is considered as terminated when all of its language versions are terminated.
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The table below sets forth certain details of the different language versions of our games

terminated in 2016:

Revenue for

Launch Termination the year ended
Title Genre Language Date Date 31 December 2016
(in thousands
of RMB)
Emperor Online (% #fonline)"” SLG Simplified Chinese (PRC)  Sep 2012 May 2016 6.1
Dream Back to Tang Dynasty (f = 4)" RPG Traditional Chinese Dec 2014 Apr 2016 4.6
Rise of Majesty (& Ui i) SLG Simplified Chinese (PRC)  Sep 2013 Apr 2016 9.3
Royal Bubble Blast (%4 % ifilifl) Casual Games  Simplified Chinese (PRC) ~ Nov 2014 Aug 2016 0.1
Royal Crush (&1 % 16 %) Casual Games  Simplified Chinese (PRC)  Nov 2014 Aug 2016 0.3
Smash Kingdoms (i =) ARPG? Simplified Chinese (PRC) ~ Apr 2015 Apr 2016 13.2
The Virtuous Queen of Han (fi T K) RPG Simplified Chinese (PRC)  Feb 2015 Oct 2016 1,591.2
Notes:
(1) These are PC version games.
(2) ARPG refers to action role playing game.

The table below sets forth

terminated in 2017:

certain details of

the different langu

age versions of our games

Revenue for
the year ended
31 December

Launch Termination
Title Genre Language Date Date 2016 2017
(in thousands of RMB)

Fate of Phoenix (V&) RPG  Simplified Chinese (PRC)  Feb 2013 Feb 2017 11.7 —

Traditional Chinese Jul 2014 Apr 2017 12.8 0.9
Royal Legend (& #&£7h" RPG  Simplified Chinese (PRC)  Dec 2010 Feb 2017 756.8 105.9

Traditional Chinese May 2011 Apr 2017 224 5.7
Dream Back to Tang Dynasty (&%) RPG Simplified Chinese (PRC)  Jan 2014 Feb 2017 782.8 —
Legend of Monkey King (K2 F) RPG Simplified Chinese (PRC)  Sep 2016 Apr 2017 99.4 10.3

Note:

(1)

These are PC version games.
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The table below sets forth certain details of the different language versions of our games

terminated in 2018:

Revenue for the year ended

31 December

Launch Termination
Title Genre  Language Date Date 2016 2017 2018
(in thousands of RMB)
Revenge of Queen (k= i) RPG Traditional Chinese ~ Oct 2015 Jul 2018 2,059.8 279.6 169.0
Royal Tales (E Q) RPG Korean May 2016 March 2018 1,221.1 468.3 29
RPG Traditional Chinese  Dec 2014 Jul 2018 23143 402.3 282
Royal Legend (% & EE) RPG Traditional Chinese ~ Nov 2014 Jul 2018 2,685.3 365.2 20.0
Ori Princess (I 0#4#) RPG Simplified Chinese ~ Apr 2016 Aug 2018 1,966.6 1,424.2 110.2
(PRC)
Battles: Dragon Dynasty (F(#¥X) RPG Simplified Chinese ~ Apr 2016 Mar 2018 3,822.4 1,820.0 3.8
(PRC)
Dynasty of Invasions (%#5T#)  ARPG" Simplified Chinese  Jun 2017 Jul 2018 019 2,106.5 114.1
(PRC)
Korean Aug 2017 Apr 2018 — 975.8 121.5
Rise of Warriors (B X F) RPG Simplified Chinese ~ Mar 2017 Nov 2018 0.0%  2,8489 173.0
(PRC)
Traditional Chinese  Jul 2017 Jul 2018 — 358.7 309.6
Notes:
(1) ARPG refers to action role playing game.
2) Revenue generated from the testing stage prior to the official launch of the games.
The table below sets forth certain details of the different language versions of our games

terminated in the three months ended 31 March 2019:

Revenue for

the three
months
Revenue for the year ended ended
Termination 31 December 31 March
Title Genre Language Launch Date  Date 2016 2017 2018 2019
(in thousands of RMB)
Royal Tales RPG Simplified Chinese April 2014 March 2019 14,100.4 5,996.1 1,527.6 9.0
(HEQH) (PRC)
Royal Legend RPG Simplified Chinese December 2012 February 2019 57194 2,579.1 418.2 5.5
(HERZ) (PRC)
Fate: Royal Revenge RPG Korean December 2017 March 2019 — 285.8 4,067.1 55.8
(RIEA)
Legend of Empress RPG Simplified Chinese November March 2019 35.9 20,200.2 18,380.8 4249
(B (North America) 2016
Thai May 2017 March 2019 — 1,265.8 758.0 97.8
Simplified Chinese January 2016 January 2019 54374 3,079.3 1,567.3 0.2

(Singapore/
Malaysia)
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In relation to our games terminated during the Track Record Period, those games were terminated
mainly because certain of them did not perform as well as our other games or other language versions of
our games.

As advised by our PRC Legal Advisers, in relation to the operations of our terminated games
operated in the PRC during the Track Record Period, none of the PRC government authorities had
imposed any administrative penalties on our Group and there were no breaches or violations of PRC
rules and regulations which would have a material adverse impact on the game operation of our Group
in the PRC.

As at the Latest Practicable Date, our Directors confirmed that none of our terminated games
operated in jurisdictions other than the PRC during the Track Record Period had received any notices of
breaches and/or violations from any government authorities or subject to any regulatory actions by any
government authorities in relation to the operations of these terminated games. Our Directors further
confirmed that our Group had not been imposed any penalties by any government authorities in relation
to the operations of these terminated games during the Track Record Period. As such, our Directors
believe that the operations of these terminated games complied with all the relevant rules and
regulations in the jurisdictions where such games were published.

Game Pipeline

We expand our game portfolio primarily through self developing new games and new language
versions for our existing games. To a much lesser extent, we also publish new third-party developed
games to expand our game portfolio.

As at the Latest Practicable Date, our pipeline included five new mobile games with different
language versions, 16 new language versions of existing games and five H5 games.

New Mobile Games

The details of our five new mobile games with different language versions (totaling 15 language
versions) in the pipeline as at the Latest Practicable Date are set forth in the following table:

Title

Genre

Language

Expected launch time

Fate: The Loved Journey
(HAfER)

Majesty & Conquest
(7 SAE AR
Wizardlord (J %28 8)

Game X

Game Y

RPG
Female-oriented

SLG

Non-female oriented
Collective Card Games
Non-female oriented
RPG

Female oriented
Casual

Female oriented

Simplified Chinese (PRC)

Traditional Chinese

Korean

English/Simplified Chinese (Overseas)
Japanese

Vietnamese

Thai

Simplified Chinese (PRC)
English/Simplified Chinese (Overseas)
Simplified Chinese (PRC)
English/Simplified Chinese (Overseas)
Simplified Chinese (PRC)

Traditional Chinese

Simplified Chinese (PRC)

Traditional Chinese
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Ist half of 2020
Ist half of 2020
Ist half of 2020
2nd half of 2020
Ist half of 2021
Ist half of 2021
Subject to approva
Ist half of 2020
Subject to approva
2nd half of 2019
Subject to approva
2nd half of 2020
Subject to approval®
2nd half of 2020
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Notes:

H

©))

3)

“4)

Being games that we have received preliminary approvals from the NAPP at the provincial level, but are pending for
the publication numbers to be issued by the NAPP at the national level. After obtaining the requisite publication
numbers, these games are ready to be launched in the PRC. Our Directors expect that these games can be formally
and commercially launched in the PRC soon after the publication numbers are obtained. Our Directors also plan to
launch these games in overseas markets at or around the time as indicated in the table above regardless of the formal
launch date in the PRC.

Being games that are in the development process. We intend to submit game registration applications for these
games once their development and production processes are completed. Our Directors plan to launch these games in
overseas markets at or around the time as indicated above regardless of the formal launch date in the PRC.

A story-based game with modern city background.

A casual elimination game combined with simulation game play elements.

Among the five new mobile games in the pipeline, three of them are female-oriented mobile games

and the remaining two are non-female-oriented mobile games.

New Language Versions of Existing Mobile Games

As at the Latest Practicable Date, the details of our 16 new language versions of existing games in

our pipeline are set forth in the following table:

Title Genre Language Expected launch time

Rise of Queendom RPG English/Simplified Chinese Ist half of 2020
(E EFHFF) (Overseas)

Royal Chaos RPG Arabian Ist half of 2020
(FEldofh

Legend of Empress RPG German/French 2nd half of 2019
GERILH

Dynasty of Kingdoms SLG Simplified Chinese (Overseas) Ist half of 2020
(GER AN

Traditional Chinese Ist half of 2020
Fate of the Empress RPG Simplified Chinese (PRC) 2nd half of 2019V

(725 2% TR

Yokai Kitchen
(R

Story: Cyborg Fantasy
(Gl 7L

Notes:

Management Simulation

Love simulation

Japanese

Korean

Vietnamese

Thai

Japanese

Arabian

Thai

Vietnamese

Simplified Chinese (PRC)
Traditional Chinese

Ist half of 2020
Ist half of 2020
2nd half of 2020
2nd half of 2020
2nd half of 2019
2nd half of 2020
2nd half of 2020
2nd half of 2020
Subject to approva
2nd half of 2019

1@

(1) We received the publication number issued by the NAPP at the national level in July 2019.

2

Being game that we have received preliminary approval from the NAPP at the provincial level, but is pending for the
publication number to be issued by the NAPP at the national level. After obtaining the requisite publication number,
this game is ready to be launched in the PRC. Our Directors expect that this game can be formally and commercially
launched in the PRC soon after the publication number is obtained.
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HS5 Games

We also closely follow emerging and cutting-edge internet technologies and envision the growth
potential of HS5 games, which allow players to play in browsers or other social communication
applications without separately installing our game applications on their mobile devices. Depending on
the game size, it generally takes one to six months for us to develop and launch an H5 game, which
means lower development risks compared to large scale games. We launched one H5 game in January
2019. As at the Latest Practicable Date, we had five H5 games in the pipeline and we plan to launch
these H5 games in the pipeline in the rest of 2019 to meet the rising demand from our players for
gameplay flexibility. We believe the offering of different varieties of H5 games with creative game
players will diversify our player base by attracting players and bring us the opportunity to cross-promote
our games to a wider group of players.

OUR OPERATION FLOW

As a mobile game developer, publisher and operator, our operations start from game development
to game publishing and to game operations. In terms of distribution platforms, our players come from
our proprietary platforms, including primarily our Game Friend (%3t %) social platform application and
our official websites, and third-party platforms, such as Apple’s App Store, Google Play and Mobile
Hardcore Alliance.

The following chart illustrates a simplified operation flow of our game business:

________________________________________

________________________________________

Our game portfolio

A 4

Game publishing
R S ¥
' Self-publishing ' Third-party publishing !

________________________________________

Distribution platforms

Proprietary distribution
platforms

Third-party distribution
platforms

Players
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GAME DEVELOPMENT
Self-Development

As game development plays a critical role in backing our business growth since our inception, we
have committed significant resources in building up and enhancing our in-house game development
capabilities and have been engaging in self-development of games since our inception in 2010. With
over eight years’ experience in proprietary game development, we believe that we are able to develop
games that swiftly respond to the growing market demands and satisfy the evolving players preference.

Research and Development Team

Our research and development team is headed by Mr. Xu Lin, our executive Director, who has over
13 years of experience in game development. For further details of Mr. Xu Lin’s experience, please refer
to the section headed “Directors and Senior Management — Directors — Executive Directors” for more
information. As at 31 March 2019, our research and development team had 864 members and
represented over 65% of our total employees, primarily comprising a team of designers, artists,
programmers, sound engineers, plot designer and testing engineers. These employees on average have
over three years of relevant industry experience and over 55% of our research and development
employees have obtained bachelor’s degree or above.

Our research and development team is further divided into four departments categorising by their
different functions, namely, the game development centre, the artistic design centre, the social platform
development centre and the technology support centre. Our game development centre is responsible for
game design and planning, programme development and project management of our game development
process. Our artistic design centre is specialised in the artistic design for the characters, scene and
special effects of our games. Our social platform development centre is responsible for the development
and maintenance of our social platform application, Game Friend (4fJi%) as detailed in the section
headed “Business — Our Players — Player Community”. Our technology support centre is responsible
for grounding up the fundamental the game structure with game engines, designing common and specific
development tools and providing other technical support to our game development. Please refer to the
section headed “Business — Technology Infrastructure” for more information.

As at 31 March 2019, we had 67 key game development employees. They had on average over
seven years of experience in the mobile game industry and had been with our Group on average for over
four years. Over 60% of them had received at least a bachelor degree. The team is headed by Mr. Xu
Lin, our executive Director, who has been working with our Group since 2010 and has over 13 years of
experience in the technology industry. For further details of his experience, please refer to the section
headed “Directors and Senior Management — Directors — Executive Directors™ in this prospectus. To
retain key game development employees, we have adopted various incentive measures such as
competitive remuneration and welfare package, performance-based incentive bonus and continued
professional trainings. As a result, the turnover rate of our key game development employees were
relatively low at 0.6%, 0.2%, 0.3% and 0.1% in 2016, 2017 and 2018 and the three months ended 31
March 2019, respectively.

During the Track Record Period, we incurred research and development expenses of RMB63.6
million, RMB89.4 million, RMB136.4 million and RMB48.2 million, respectively, in 2016, 2017 and
2018 and the three months ended 31 March 2019, accounting for 11.2%, 12.8%, 9.3% and 12.2% of our
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total revenue during the same periods. Please refer to the section headed “Financial Information —
Description of Major Components of Our Results of Operations — Research and Development
Expenses” for more information.

Game Development Process

We have established a scalable game development process that allow us to streamline the
collaboration among game development, publishing, marketing and operation departments and to
minimise the duplication of development efforts in different games that are of similar technical
functionalities or features.

Depending on the complexity and novelty of the relevant games, the complete development cycle
of a mobile game typically ranges from one year to two and a half years. Some of the game development
process may overlap and run in parallel with each other during the entire game development cycle. The
following chart illustrates a simplified development and launching process for our in-house developed
games:

three to six months

l six to 18 months

three to six months

Ongoing basis

Project Initiation

Project initiation is the pre-production designing phase of the game project, which develops the
idea, concept and core gameplay of the games and produce the initial design documents. Largely, the
success of a game depends on whether its idea and concept are attracting and whether its core gameplay
is engaging. Usually, we adopt a top-down development structure where the idea and concept of a new
game project is determined by our senior management based on analysis and review of the latest market
intelligence of the entertainment trend, players preference and technology advancement as well as their
planning of our development strategies. Also, we have hosted competitions among our employees
annually to gather and select creative game ideas, concepts and designs since 2016. We consider it as a
supplement to our typical method of developing game ideas, concepts and core gameplay which helps us
gain insights into the most popular culture and gameplays and the latest industry development from
players’ perspectives.

Novels and other literatures are also important sources of ideas and concepts for our games. We
have an in-house novel composing team in our game development centre responsible for writing novels
as the back stories of game scenarios and character design of our games. Currently, they are in the
preparation stage to compose four novels, which are expected to become the IP reserve for our future
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development of new games. Moreover, we have commissioned a famous novel writer in the PRC to
customise a novel on ancient Chinese love story for our game. We expect this novel to be completed in
the second half of 2019 and the corresponding game is expected to become one of our major games in
the future. We currently do not have a target timetable for developing and launching such game and we
will further evaluate the timetable after the completion of the novel.

Once the concept of a game is determined, our game development centre will take lead in
preparing the game proposal with support from our artistic design centre, game publishing centre and
game operation centre. The game proposal is a highly descriptive document covering all key aspects of a
game project, such as the game’s selling points, target players, core and major gameplays, story and
level design, major characters, artistic style, staff and budget planning and development cycle. The game
proposal will be submitted to our senior management for formal approval, after which a full-staff
meeting will be held to introduce the detailed development plan and to officially kick off the production
process.

Game Production and Demo Assessment

Game production is the main stage of development, where the gameplay, story and programme of a
game are produced. It starts with establishing the fundamental game structure with our proprietary game
engines developed by our in-house technology support centre. Please refer to the section headed
“Business — Technology Infrastructure — Core Proprietary Technologies — 2D and 3D Game
Engines” for more information. Our game designers further refine the detailed implementation plans for
different aspects of the game development projects, including plots, levels, gameplays, functions,
economic system and combat power numerical system based on the initial game proposal. Our
programmers continue to customise the game by introducing gameplays, new features and characters and
building levels as required by the game design and fix bugs discovered during the development process.
Depending on the scale of the project, we usually have ten to 50 artistic design staff who are responsible
for designing the 3D models, user interface style, scene, special effects, movement and costume of
different game characters. In terms of audio production, we have a team of sound engineers specialising
in producing the sound effects, music and voice-over of the game. We also engage Independent Third
Parties to provide certain audio production service to us. Please refer to the section headed “Business —
Suppliers — Other Related Game Developing Services Providers™ for more information.

During the game production, quality assurance plays a significant role in ensuring the
functionalities and in-game experience of our games. Generally, we have a team of over 100 testing
engineers. They are assigned to different games and will start working on the testing when any level or
subset of the game programme is playable. Most of the testers closely follow the development process of
the game step by step and test all aspects of a game at all relevant stages.

We hold a series of demo assessment meetings during the two major game production stages: the
first stage is when the core gameplay and preliminary artistic and sound effect were developed and the
second stage is when the entire development process is half-way and the core gameplays and major
functions and levels are produced and playable. In every demo assessment, our in-house testing team try
out the game demo and assess whether the core gameplay and basic functions and design achieve the
effect contemplated in the original game proposal. The testing team also provide feedback on game
functionalities and their in-game experience for the development team to refine the designs, resolve
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technical issues and fix programme bugs. If our product development committee is satisfied with the full
product demo, the game development process then proceeds to the preparation for the specific game
version and relevant documentation for game registration.

Testing with External Players

Once the game development is almost completed, we conduct several rounds of testing of the game
with the involvement of external players. Each testing typically lasts for one to two weeks. The testings
are generally classified into two stages, namely close testing, which involves inviting external players
and sourcing external players through advertising and marketing agencies on an invitation basis, and
open testing, which involves us uploading our game on third-party distribution platforms for the public
to download and play.

Before a close testing starts, we will publish notices and announcements on our websites and social
platform application, GameFriend (#¥r/), to invite external players and source external players
through advertising and marketing agencies to download and play our games. During a close testing,
each player is provided with certain amount of in-game virtual currency and virtual items free of charge
for them to experience the game.

After the game is further optimised according to feedback gathered from players from one or
several rounds of close testing, we start the open testing. At this stage, the game product is almost ready
for official launch and the operation of the game is closely imitating the real game operation after
launch. For instance, in addition to external players we invite from our own player community, we also
engage players through third-party distribution platforms to form a testing player base that is similar to
the real player base of the game. Also, different from close testing, players involved in the open testing
in most cases would need to purchase the in-game virtual currency with real money and to exchange for
the virtual items with the purchased virtual currency if they want to enhance their in-game experience.

We closely keep track of the key game and user data, including primarily player retention rate,
active players, payment frequency and spending amount of the players during the entire testing process.
With the support of our proprietary data collection and analysis tools as detailed in the section headed
“Business — Data Analytics”, we are able to analyse the data on a real-time basis. We also actively
gather players’ feedback through market surveys, discussions in our player community and
communication with third-party distribution platforms. Through the analysis of the game and player
data and players’ feedback, we are able to pre-assess the market reaction and financial performance of
our games and further optimise the games as necessary before officially launching the game.

Launch

After the game has undergone sufficient testings with external players and the testing data having
met our standards and passed our technology review, the management will then pass a resolution for the
commercial release of the game. We typically launch our games on different distribution platforms with
advertisement disseminated through various advertising platforms to increase the exposure of our games
in order to attract more players. Please refer to the sections headed “Business — Game Publishing’’ and
“Business — Marketing” for more information.
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Ongoing Maintenance and Update

After launching our game, we maintain a team, the members of which are mainly from the same
project development team, responsible for the ongoing development, optimisation and upgrades of the
game in our daily operation until the game phases out.

We continuously update our games on a regular basis based on our analysis of data we collected on
player behaviour and virtual item purchase and consumption patterns. At the early growth stage, we
generally release version upgrades twice a month, mainly to introduce in-game promotional activities,
new game contents and gameplays and optimise the game design, function and player experience in
order to attract more players and gain popularity for our games. At the stable and mature stage, we
regularly release version upgrades on a monthly basis to introduce new functions, characters, scenes and
artistic effect of the game together with enhancement of programme performance with an aim to enhance
players loyalty and incentivise in-game spending thereby extending the lifespan of the game. At the
recession stage, version upgrades are released every two months or even longer period of time and we
continue to keep the basic maintenance and regular in-game activities to manage the monetisation and
profitability of the game.

Our strong proprietary data analytical capabilities have provided significant support to the ongoing
maintenance of our game. Please refer to the section headed “Business — Data Analytics” for more
information.

Commissioned Development

We also commission game development to third-party game developers with specialty in the new
type or genre of games that we wanted to expand into. For example, we commissioned the development
of Pantheon’s War (7 #4J48), which is an MMORPG, to a third-party developer. We have launched the
simplified Chinese (PRC) version of this game in June 2019.

Under our commissioned development arrangements, we are generally vested with the IP rights to
the games commissioned to the third party developers for development. As we provide the game
concepts and ideas to the third-party developers and we paid for the research and development expenses,
under the relevant contracts with the third party developers as a result of commercial negotiation it is
specifically stipulated that we own the IP rights under the commission arrangement. As such, we
considered games developed under this arrangement as self-developed games. In 2016, 2017 and 2018
and the three months ended 31 March 2019, the commissioned research and development expenses we
paid to third-party game developers amounted to RMB5.5 million, RMBO9.1 million, RMB3.0 million and
RMB39,000, respectively.

Third-party Development

In addition to our self-developed games, we also collaborate with several third-party game
developers in China to enrich our game portfolio. We had offered three third-party developed games,
one of which had one language version published in the PRC and another language version in overseas,
while the other two games had one language version published in the PRC.

— 184 -



BUSINESS

As the third-party developers are usually responsible for the entire game design and development

projects based on agreed project budget, it enables us to enrich our game portfolio in a cost-effective

manner as well as to manage our development risks. When selecting third-party developed games, we

consider a number of factors, the major ones including whether the game is in line with our game

portfolio or development plan, whether the game has market potential among targeted players and

whether the third-party developer is able to deliver the game product up to our standard. During the

Track Record Period, we had collaborated with three third-party game developers, all of which are

Independent Third Parties. We have entered into licencing agreements with these third-party game

developers for each of the third-party developed games. The major arrangements are set forth as follows:

Exclusivity. We have the exclusive right to publish and operate the underlying licenced games
in the specified regions.

Term of agreement. For licencing agreements, the term generally ranges from three to five
years after the relevant game is officially commercialised.

Fee arrangement. For licencing agreements, we generally pay an upfront flat licencing fees
and additional royalties to the third-party developers based on the revenue we receive from
the games periodically. The royalties we pay to the third-party developers ranged from 30%
to 40% of the sale proceeds from the respective game after deduction of distribution platform
fees.

Obligations of third-party game developers. The third-party game developers are responsible
for developing the relevant games according to our requirements and the agreed standards.
They shall deliver to us the server infrastructure plan and all relevant data and materials for
the publishing and distribution of the games, which primarily include data and materials in
relation to game development, website design, artistic design, game video and animation,
game maps and equipment. The third-party game developers shall also provide version
upgrades to the initial version of the games and related technical support, such as providing
procurement plan and installation services for servers, trainings and necessary support for our
further development of the games and fixing system failures and bugs. Some of these service
provided by the third-party game developers may incur additional charges on us on a case-by-
case basis.

Our rights and obligations. We are responsible for establishing server infrastructure for the
games according to the plan provided by the game developers and hosting and maintaining
the game servers. We are also responsible for the promotion, operation and marketing of the
game, which primarily include establishing distribution, marketing and payment channels as
well as developing in-game payment systems.

IP rights. We require the third-party game developers to have obtained all requisite IP rights
for our licencing arrangements to avoid potential infringement of third-party IP rights.

In 2016, 2017 and 2018 and the three months ended 31 March 2019, the licencing fees expense
incurred for third-party game developers amounted to RMB3.3 million, RMB2.8 million, nil and

RMBO.1 million, respectively, and the revenue-sharing expense incurred for third-party game developers
amounted to RMB1.3 million, RMB1.4 million, RMBO0.4 million and RMB30,000, respectively.
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GAME PUBLISHING

In line with the general market practice of major operators in the mobile game industry, we
primarily publish and operate games by ourselves through various proprietary and third-party
distribution platforms. To supplement our self-publishing operation, we license selective third-party
publishers to publish and distribute our games in certain overseas markets.

The following table sets forth the breakdown of our revenue by publishing model for the periods

indicated:
Three months ended
Year ended 31 December 31 March
2016 2017 2018 2019
Amount % Amount % Amount % Amount %
(in thousands of RMB, except for percentages)
Self-publishing games 484,318 85.2 630,749 90.2 1,409,752 96.3 375,851 95.5
Third-party publishing games 83,819 14.8 68,705 9.8 54,409 3.7 17,687 4.5
Total revenue from games 568,137 100.0 699,454 100.0 1,464,161 100.0 393,538 100.0

Self-publishing

Substantially all of our games offered in the PRC market, including our self-developed games and
third-party developed games, were published by ourselves. For overseas markets, we commenced
publishing our mobile games through third-party publishers in 2014 and commenced our self-published
operations of mobile games through third-party distribution platforms with worldwide operations (such
as Apple’s App Store and Google Play) since 2016. Over years of practice, we have gradually built up
our market reputation.

Self-publishing Process

As at 31 March 2019, we had a dedicated team consisting of 108 employees for domestic
publishing and operation and 36 employees for overseas publishing and operation. Our publishing and
operation team is actively involved in the entire development, launch and operation process of the game:

° Design and development stage. When a game is under development, our publishing team
shares market insights, including recent market trends and players preference, and provides
optimisation suggestions based on distribution and marketing demands for the game
development team to develop games that are not only appealing to players in terms of game
content but also convenient and efficient for us to monitor player activities and gather player
data in terms of software programming.
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° Launch stage. At the launch stage, our publishing and operation team cooperates closely with
various distribution platforms, marketing channels and payment channels to launch our games
and organise marketing campaigns on various channels to attract players and to facilitate in-
game purchase. Please refer to the sections headed “Business — Game Distribution”,
“Business — Marketing” and “Business — Payment Channels” for more information.

° Operation stage. After a game is launched, our publishing and operation team monitors and
analyses game and player data on an ongoing basis powered by our proprietary data
collection and analysis tools to gain insights into the gameplay habits of players and their
specific behaviour in order to facilitate after-launch content updates and new version releases,
as well as continuously optimise operational activity strategies with an aim to enhance player
engagement, retention, loyalty and monetisation. Please refer to the section headed “Business
— Data Analytics” for more information.

° Localisation for overseas games. Our overseas publishing and operation team are highly
engaged in the localisation of games when publishing games in the overseas markets. These
localisation activities include developing local language scripts for the game programme,
customising the dialogue between characters with local dialects, inviting local professional
voice actors to dub for the characters, introducing local artistic design, gameplays and
elements of popular local cultural, such as introducing special activities and game decoration
in connection with local festivals. For overseas market, after localisation process we act as a
content provider and game developer to publish our games through third-party distribution
platforms with world wide operation.

Game Registration

Before a game is officially launched to public players in China, we apply for game registration
with the relevant authorities. In the beginning, we cooperated with Independent Third Parties which
were mainly publishing companies with the publication licences and qualifications for mobile games to
publish our games in the PRC. In November 2016, we obtained the Online Publication Service Licence
for online game publication, as a result of which, we have the in-house publication capabilities to
register for games in the PRC. Such a licence expedites the entire game registration process for our
games and allows us to directly communicate with the relevant governmental authorities and to manage
the game development process in a more cost and time efficient manner.

When a game is near ready for close testing, we prepare all the application materials, including a
customised version of the game programme, and submit the application for game registration with the
relevant authority. Before the game registration was suspended in March 2018, the game registration
process typically takes approximately three months for the applicant to obtain the game publication
number. To facilitate the successful launch of our pipeline games, we generally start applying for game
registration for the relevant game six to nine months before its expected launch date.

For details of the potential impact of suspension of game registration on our operations, please
refer to the sections headed ‘““Business — Recent Change in Regulatory Environment” and “Risk
Factors — Risk Relating to the Industry — Any regulatory changes in the approval and registration
process of new online games by the PRC government may adversely affect our business” for more
information.
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Third-party Publishing

Third-party publishing model is mainly used in our overseas operations. For our games offered in
Hong Kong, Macau, Taiwan, Thailand and Vietnam, we have established trusted licencing relationships
with third-party publishers having local connections to publish our games in the relevant local markets.

We license to third-party publishers to publish our games where we consider that the third-party
publishers’ localisation capabilities, resources and user bases make it more effective and cost-efficient
for them to publish our games as compared to self-publishing through third-party distribution platforms,
especially in jurisdictions where there are regulatory requirements for game publishing and operation.
We screen the third-party publishers after taking into account a number of factors, including primarily
the requisite licences for publishing games and general operations, industry experience, scale of user
base, market resources and credit. During the Track Record Period, our major overseas third-party
publishers include (i) group companies of an internet and technology company in Vietnam, which is one
of the leading internet and technology companies in Vietnam and Southeast Asia with over 2,000
associates, and their business, according to the official website of such company, includes development
and operation of online games, operation of communication and entertainment platforms, online payment
and cloud services; (ii) a Taiwanese company with registered capital of Taiwanese dollar 10 million
engages in the provision of game publishing and operation services; and (iii) a subsidiary of a company
listed on the Shenzhen Stock Exchange, the principal business of which includes mobile internet with
registered capital of around RMB390 million.

We have entered into licensing agreements with these third-party publishers for each of our games.
The major arrangements are set forth as follows:

° Exclusivity. The third-party publishers have exclusive rights to publish and distribute our
games in the relevant markets as designated in the service agreements.

° Term of agreement. The term of agreements is usually three years and can be extended upon
mutual negotiation.

° Pricing right. Normally the third-party publishers have the right to determine the pricing of
the virtual items in the games they publish.

° Fee arrangement and settlement. Our income as the game developer consists of two or three
parts, namely the one-off licencing fees, monthly share of revenue and the conditional
incentive fees.

o Licencing fees. The licencing fees are generally payable by third-party publishers in two
to three instalments. The specific installment payment schedule varies from agreement
to agreement. The first installment is generally payable shortly after the signing of the
agreement. The second and/or the third installment are generally payable after
completion of the testing of the game by the third-party publisher or after launching of
the game on the distribution platform(s). We generally grant a credit term of seven to
15 working days to the third-party publishers for licencing fee settlement.
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0 Monthly share of revenue. In addition to the licencing fees, we, as the game developer,
are also entitled to the monthly share of revenue of the games which generally ranges
from 20% to 25% of the sales proceeds of the games. Such amount is generally payable
by the third-party publishers within one to two months after both parties confirm the
sales proceeds of the relevant games.

0 Conditional incentive fees. For certain of our games, if the sales proceeds of our games
reached certain levels during a prescribed period of time due to their popularity, we are
entitled to certain amount of incentive fees payable by the third-party publishers.

° Termination. Generally, the service agreements can be terminated upon mutual negotiations
or upon the occurrence of customary events, such as bankruptcy, winding-up or termination
of operations.

GAME DISTRIBUTION
Proprietary Distribution Platforms

Our proprietary distribution platforms include primarily our social platform application, Game
Friend (¥ 3/ ), our official websites and other third-party websites and online advertisement that are
linked to our official websites, where we provide links to our games that can be downloaded and
installed directly by our players for gameplay. Our proprietary distribution platforms are only for game
distributions in the PRC market.

Third-party Distribution Platforms

We also distribute our games on third-party distribution platforms, including primarily Apple’s
App Store, Google Play, Mobile Hardcore Alliance, which is an alliance of the leading smart phone
manufacturers in the PRC such as Huawei, OPPO, Vivo and Meizu, and third-party application
marketplaces, such as Xiaomi’s App Store, Tencent App Store and 360 platform. As Apple’s App Store
is the only official platform for iOS devices users and Google Play is the major platform for overseas
Android devices users to download mobile applications, we utilise their platforms as the application
marketplaces where we launch our mobile game applications for players to download. This model allows
us to expand our player base to the wide audience of users and in particular the paying users of these
popular platforms, as well as the social and sharing network and payment processing services offered by
these platforms. All of these platforms are not involved in the operation of our games and do not have
access to our game data.

Out of our revenue generated from self-published games during the Track Record Period,
RMB465.9 million, RMB602.2 million, RMB1,375.5 million and RMB369.2 million, or 96.2%, 95.5%,
97.6% and 98.2%, were generated from games distributed through third-party distribution platforms.

Cooperation Arrangements with Third-party Distribution Platforms

Under the typical cooperation model with third-party distribution platforms, we are responsible for
development of the games, determination of prices of virtual items and the game registration with the
competent authorities. The distribution platforms act as agents for the delivery of our games to players
on their platforms by providing download access of our games to players and for the marketing of games
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on certain of these platforms. After launching the games, we are responsible for all operation activities
of the games, including hosting the game servers, providing version upgrades and expansion package for
new game contents and in-game activities, organising promotion campaigns, determining the pricing of
any sales and promotion activities, providing technical support and in-game customer services to
players, optimising game settings and fixing system bugs. During our operation of games, the
distribution platforms normally stipulate that they do not accept any claim nor liability for any game
content or operation activities and we shall ensure that the game and operations are in compliance with
all relevant laws and regulations and are not infringing any third-party’s rights and shall be responsible
for all in-game communications of the players.

We enter into separate legally binding cooperation agreements with standard terms prescribed by
the third-party distribution platforms for each of our games. The key arrangements under the service
agreements are set forth as follows:

° Non-exclusivity. Our cooperation with distribution platforms are on non-exclusive basis.

° Term of agreement. The term of most of the agreements is usually one to three years. If no
party raises any objection upon expiry of the agreements, the term will be automatically
extended until the underlying games are removed from the platforms of the distribution
platforms.

° Payment channel. For games published on third-party distribution platforms, players can only
make payment through the payment channels prescribed and built in by these distribution
platforms. The payment channels include primarily proprietary payment channels operated by
these distribution platforms, major third-party online payment channels, online banking and
for some of the platforms, mobile carriers.

° Revenue sharing and platform service fees. The distribution platforms typically charge us a
total fee which would include (i) the applicable payment channel and other service fees and
(i1) the revenue sharing by these platforms. For Apple and Google, they charge 30% of the
sales proceeds of the games for such fee and for other distribution platforms, the total fee is
typically up to 55% of the sale proceeds.

° Settlement of fees. The distribution platforms collect sales proceeds directly from paying
players through various payment channels and then settle our share of proceeds net of any
payment processing fees and distribution platform service fees to us on a monthly basis. The
sales proceeds are calculated with reference to the player spending data collected by the
distribution platforms and reviewed by us. The distribution platforms generally enjoy credit
terms ranging from 15 to 45 days to settle payment with us after we issue the relevant
invoices to them.

° Termination. Generally, the service agreements can be terminated upon mutual negotiations
or upon the occurrence of customary events, such as bankruptcy, winding-up or termination
of operations. The distribution platforms may unilaterally notify us to terminate the
agreements upon our material breach of the agreements or if our games do not meet their
requirements.
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During the Track Record Period and up to the Latest Practicable Date, we had maintained stable
cooperation with the distribution platforms and had not triggered any material breach of the service
agreements.

DATA ANALYTICS

To a great extent, our game promotion, publishing and operation activities are data-driven. We
have developed our quick and robust data feedback loops backed by our proprietary data collection and
analysis system, which is a function built in the software development kits as a component of our game
programme. Our data feedback loops include three parts, namely, data collection, data analysis and game
enhancement.

Data Collection

Our data collection system enables us to collect a wide array of players’ game data, including
primarily log-in frequency, time of gameplay, in-game activity levels, progress of skill levels, preference
of using specific in-game functions and retention rate of players.

All the game data we collected are processed, transmitted and stored after multi-layer encryption
and firewall protection to ensure cyber security. To avoid any data loss event and to ensure our control
over the data, all data we collected and generated in the leased cloud servers is backed up in our self-
owned physical servers on a real-time basis and the data backup will be stored in accordance with the
requirements under local laws and regulations.

To avoid any internal data leakage, we enforce security by applying multiple levels of access
control based on our employees’ levels and functions to limit access to the data. Changes to the system
and database can only be performed with specific authority granted by the system administrators with
sufficient reasons provided. All accessing activities and changes made to the data system and database
are logged automatically and subject to routine checks and audit. During the Track Record Period and up
to the Latest Practicable Date, we had not experienced any data leakage which would cause adverse and
material impact on our operations.

Data Analysis and Game Enhancement

We have a dedicated team of data analysis technicians who are specialised in the development,
maintenance and application of our data analysis system and processing the wide array of data into data
reports or other forms of documents as required by our different operation teams. We are able to process
the massive data on a real-time and multi-dimensional basis or by batches. Currently, our data analytics
allows the daily process of over 100GB data gathered from over 3,000 data sources distributed across
our global server network. We expect to further enhance our data analysis capabilities to facilitate the
expansion of our operation scale.

After the data reports or documents are available, our other data analysis technicians in our game
development, publishing and operation teams analyse the data based on their specific needs to enhance
the designs and operations of our games accordingly. For instance, data analysis helps our game
development team to enhance system performance, devices compatibility and server stability and fix
programme bugs and system failure of our games. Our game publishing and marketing analysis pays
more attention to the performance of advertisement and distribution platforms. If it is identified that
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certain advertisement does not attract enough visitors or the conversion ratio of visitors to players does
not meet the set goal or certain distribution platform fails to attract the targeted number of new players,
we may adjust the advertisement content and frequency or even change advertisement service providers
or distribution platforms. For our game operation data team, data analysis allows us to observe and
understand our players’ in-game behavioural patterns, players’ feedback on our promotional activities
and identify key performance drivers and non-performing virtual items. We are able to select different
operation and promotion strategies based on the data analysis to stimulate player interest, encourage in-
game purchase, re-engage dormant users thereby enhancing monetisation and extending lifecycle of our
games.

MONETISATION AND PRICING

We develop and enhance our games by striking a balance between maximising monetisation
potential and ensuring players’ satisfactory game experience. Our monetisation ability depends on
whether we are able to attract new players, to convert existing players into paying players and to
encourage the in-game spending of paying players. We offer our games on a free-to-play basis and
generate all of our revenue from the in-game sale and consumption of virtual items, such as costumes,
skills, tools, equipment and other in-game consumables or functionalities. Players spend real money to
purchase our virtual currency, which will be further exchanged into virtual items at our prescribed
exchange rates. Using virtual items, our players are able to extend their game play, enhance or
personalise their game environments or settings, enhance their in-game battle capacity and accelerate
their upgrading in the games.

The creation, deployment and pricing of our virtual items significantly impact player monetisation.
We have accumulated a large amount of player data which assists us in determining the most appropriate
type of virtual items offered, the offer timing and the offer price to trigger an in-game purchase. In the
game development stage, we price each virtual items based primarily on our analysis of certain
benchmarks, including our expected periodical economic return of the game, the game scenario and in-
game battle and upgrading system, level of disposable income of targeted players, purchasing habits of
local markets and the price of similar virtual items offered in other games. Once the prices and exchange
rates of the virtual items are determined, we generally will not change the prices and exchange rates
other than our regular and targeted promotional events in order to avoid uncontrollable inflation of the
in-game economic system that will destroy our player experience. We maintain a database that records
all in-game transactions, player activities after their in-game purchase and their consumption patterns
after we launch new version of games or conduct promotional events. We will continue to optimise in-
game content and our virtual items merchandising strategy as well as to regularly release new versions
of games to maximise monetisation.

Please refer to the section headed “Business — Our players” for more information of our average
monthly paying players and monthly ARPPU.
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PAYMENT CHANNELS

As payment experience forms an important part of our players’ in-game experience, we endeavour
to provide all mainstream mobile payment methods in our games and to enhance the flexibility and
convenience of the payment process so as to enhance game monetisation. In the PRC, a majority of our
players make in-game purchase through third-party online payment channels, such as Alipay, Wechat
Pay and Union Pay and only a minimal portion of players make in-game purchase through mobile
carriers. In the overseas markets, our players can make payments through the payment channels offered
by Apple’s App Store, Google Play and other online payment channels. We are generally subject to the
standard terms and conditions prescribed by these payment channels and the third-party distribution
platforms.

MARKETING

Depending on the targeted players of our games and our management’s assessment on the market
conditions and receptiveness of our games, we adopt a combination of marketing strategies to promote
our games:

° Self-operated platforms and in-game promotions. Before the official launch of a game, we
release the relevant game content and notices on our self-operated platforms, including our
official websites and our player community application to warm up our targeted player
community. During the operation of a game, we regularly hold in-game activities through the
participation into which the participating players may be rewarded certain amounts of in-
game virtual items. Occasionally, we also offer special discounts for purchase of our in-game
virtual items as part of our promotion strategy. As we closely monitor th