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IMPORTANT

If you are in any doubt about any of the contents of this document, you should obtain independent professional advice.
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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 document, 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 document.

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

The Offer Price is expected to be fixed by agreement between the Joint Global Coordinators (for themselves and on behalf of the Underwriters), the Selling Shareholders and our
Company on the Price Determination Date. The Price Determination Date is expected to be on or around Tuesday, October 31, 2017 (Hong Kong time) and, in any event, not later
than Tuesday, November 7, 2017 (Hong Kong time). The Offer Price will be not more than HK$55.00 and is currently expected to be not less than HK$48.00. If, for any reason,
the Offer Price is not agreed by Tuesday, November 7, 2017 (Hong Kong time) among the Joint Global Coordinators (for themselves and on behalf of the Underwriters), the Selling
Shareholders and our Company, the Global Offering will not proceed and will lapse.

The Joint Global Coordinators (on behalf of the Underwriters) may, with our consent, reduce the number of Offer Shares being offered under the Global Offering and/or
the indicative Offer Price range below that stated in this document 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, an announcement will be published in The Standard (in English) and Sing Tao Daily (in Chinese) not later than the morning of the day
which is the last day for lodging applications under the Hong Kong Public Offering.

The obligations of the Hong Kong Underwriters under the Hong Kong Underwriting Agreement are subject to termination by the Joint Global Coordinators (on behalf of the
Underwriters) if certain grounds arise prior to 8:00 a.m. on the Listing Date. See the section headed “Underwriting — Underwriting Arrangements and Expenses — The Hong Kong
Public Offering — Hong Kong Underwriting Agreement — Grounds for Termination” in this document.

Prior to making an investment decision, prospective investors should consider carefully all of the information set out in this document, including the risk factors set out in the section
headed “Risk Factors” in this document. The obligations of the Hong Kong Underwriters under the Hong Kong Underwriting Agreement to subscribe for, and to procure subscribers
for, the Hong Kong Offer Shares, are subject to termination by the Joint Global Coordinators (on behalf of the Underwriters) if certain events shall occur prior to 8:00 a.m. on
Wednesday, November 8, 2017 (Hong Kong time). Such grounds are set out in the section headed “Underwriting” in this document. 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 (as defined in Regulation S) 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 (i) solely to QIBs as defined in Rule 144A pursuant to an exemption from registration
under the U.S. Securities Act and (ii) outside the United States in offshore transactions in accordance with Regulation S.

October 26, 2017



EXPECTED TIMETABLE™

If there is any change in the following expected timetable of the Hong Kong Public Offering and
the Preferential Offering, we will issue an announcement in Hong Kong to be published in English in

The Standard and in Chinese in Sing Tao Daily. "

Despatch of BLUE Application Forms to Qualifying

Tencent Shareholders. . .. ...... ... ... ... .......

Hong Kong Public Offering and Preferential Offering
commence and WHITE and YELLOW Application

Forms available from ........................

Latest time to complete electronic applications under
(i) White Form eIPO service and (ii) Blue Form
eIPO service through the designated website

www.eipo.com.hk® . .. ... . ...

Application lists of the Hong Kong Public Offering
3)

and the Preferential Offering open™™ ... ... ... ....

Latest time to lodge WHITE, YELLOW and

BLUE Application Forms . . ...................

Latest time to give electronic application

instructions to HKSCC™ . .. ... ... ... .. ......

Latest time to complete payment of (i) White Form
eIPO applications and (ii) Blue Form eIPO

applications by effecting Internet banking transfer(s)
or PPS payment transfer(s) . ...................

Application lists of the Hong Kong Public Offering

and the Preferential Offering close ..............

(5)

on Thursday,

9:00 a.m. on Thursday,

on Tuesday,

. on Tuesday,

on Tuesday,

on Tuesday,

on Tuesday,

on Tuesday,

Expected Price Determination Date™™’ ... ..... ... ... ... ... ..... Tuesday,

(1) Announcement of:

° the Offer Price;

° an indication of the level of interest in the International Offering;

° the level of applications in the Hong Kong Public

Offering and the Preferential Offering; and

° the basis of allocation of the Hong Kong Offer Shares

and the Reserved Shares

to be published in The Standard (in English) and

Sing Tao Daily (in Chinese) and on the websites of the
Stock Exchange at www.hkexnews.hk and our Company

(6)

at http://www.yuewen.com/ on or before'™ . ...............

October 26, 2017

October 26, 2017

October 31, 2017

October 31, 2017

October 31, 2017

October 31, 2017

October 31, 2017

October 31, 2017

October 31, 2017

Tuesday, November 7, 2017



EXPECTED TIMETABLE™

(2) Announcement of results of allocations in the
Hong Kong Public Offering and the Preferential Offering
(including successful applicants’ identification document
numbers, where appropriate) to be available through a variety
of channels including the websites of the Stock Exchange
at www.hkexnews.hk and our Company
at http://www.yuewen.com/ (see paragraph headed
“E. Publication of Results” in the section headed
“How to Apply for Hong Kong Offer Shares
and Reserved Shares™) from ................ ... ......... Tuesday, November 7, 2017

(3) Announcement of the Hong Kong Public Offering
and the Preferential Offering containing (1) and (2) above
to be published on the websites of the Stock Exchange
at www.hkexnews.hk'” and our Company
at http://www.yuewen.com/® from............... ... ..... Tuesday, November 7, 2017

Results of allocations for the Hong Kong Public Offering
and the Preferential Offering will be available
at www.iporesults.com.hk with a “search by ID” function from. ... Tuesday, November 7, 2017

Dispatch of Share certificates in respect of wholly or partially
successful applications pursuant to the Hong Kong
Public Offering and the Preferential Offering on or before® ... ... Tuesday, November 7, 2017

Dispatch of White Form and Blue Form e-Refund payment

instructions/refund cheques on or before® .. ......... ... ...... Tuesday, November 7, 2017

Dealings in Shares on the Stock Exchange to
COMMENCE ON . o v v vttt e e e e e e e e e e 9:00 a.m. on Wednesday, November 8, 2017

Notes:

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

(2)  You will not be permitted to submit your application under the White Form eIPO service or the Blue Form eIPO service
through the designated website at www.eipo.com.hk after 11:30 a.m. on the last day for submitting 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 for submitting applications, when the application lists close.

(3)  If there is a tropical cyclone warning signal number 8 or above, or a “black” rainstorm warning at any time between 9:00
a.m. and 12:00 noon on Tuesday, October 31, 2017, the application lists will not open on that day. See the section headed
“How to Apply for Hong Kong Offer Shares and Reserved Shares — D. Effect of Bad Weather on the Opening and
Closing of the Application Lists” in this document.

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

(5) The Price Determination Date is expected to be on or around Tuesday, October 31, 2017, and, in any event, not later than
Tuesday, November 7, 2017, or such other date as agreed between parties. If, for any reason, the Offer Price is not agreed
among the Joint Global Coordinators (for themselves and on behalf of the Underwriters), the Selling Shareholders and
our Company by Tuesday, November 7, 2017, or such other date as agreed between parties, the Global Offering will not
proceed and will lapse.



EXPECTED TIMETABLE™

(6)

)

(8)
9

Share certificates are expected to be issued and dispatched on Tuesday, November 7, 2017 but will only become valid
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, which is expected to be at around 8:00 a.m. on Wednesday, November
8, 2017. Investors who trade Shares on the basis of publicly available allocation details before the receipt of Share

certificates and before they become valid do so entirely of their own risk.

The announcement will be available for viewing on the “Main Board — Allotment of Results” page on the Stock

Exchange’s website at www.hkexnews.hk.
None of the websites or any of the information contained on the website forms part of this document.

e-Refund payment instructions/refund cheques will be issued in respect of wholly or partially unsuccessful applications
and in respect of wholly or partially successful applications if the Offer Price is less than the price per Offer Share

payable on application.

The above expected timetable is a summary only. You should read carefully the sections

headed “Underwriting,” “Structure of the Global Offering” and “How to Apply for Hong Kong

Offer Shares and Reserved Shares” in this document for details relating to the structure of the

Global Offering, procedures on the applications for Hong Kong Offer Shares and Reserved

Shares, and the expected timetable, including conditions, effect of bad weather and the dispatch

of refund cheques and Share certificates.

— il —
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SUMMARY

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

There are risks associated with any investment. Some of the particular risks in investing in the
Offer Shares are set out in the section headed “Risk Factors” in this document. You should read

that section carefully before you decide to invest in the Offer Shares.

OVERVIEW

Our Mission

Our mission is to create value for writers and to bring literature to people.

Our Company

Our Company is a subsidiary of Tencent. The listing of our Shares on the Main Board is a

spin-off from Tencent.

We are a pioneer of China’s online literature market and operate the leading online literature
platform as measured by the scale and quality of our writers, readers and literary content offerings,
according to the Frost & Sullivan report. As of June 30, 2017, we had 6.4 million writers and 9.6
million literary works. In the six months ended June 30, 2017, average MAUs, calculated as the
average of MAUs for each calendar month, on our platform and our self-operated channels on
Tencent’s distribution platforms reached 191.8 million, comprising 179.3 million on mobile and 12.5
million on PC. Since the launch of the gidian.com website in 2002, we have been critical in
establishing and developing the commercial model for online literature in China to drive the growth
of the overall online literature industry. In December 2014, we acquired Cloudary with the intention
to acquire its literary content and its several literary websites, and to create a leading market position
in the online literature market in China with the largest user base, deepest writer pool, most
comprehensive content library and strongest monetization capability. Today, our online literature
platform connects major constituents of the online literature ecosystem, including writers, readers and

content adaptation partners.

Our platform provides our online readers with easy access to our vast and diverse content library
and enables a greater number of writers to create and publish original literary content online. To
ensure the continued engagement of our readers and the activity of our writers, we enable and promote
social interaction and direct engagement amongst our proprietary community of readers and writers.
Additionally, we are able to extend the monetization lifecycle of our content for our writers through
our intellectual property operations by managing and licensing our content for adaptation into other
entertainment formats. As our readers, writers, content, and intellectual property operations are
connected, each of their growth fuels a virtuous cycle that adds to the scalability and strength of our
overall platform.
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We operate a multi-layered content distribution network and provide our content directly to the
largest online audience for original online literary works in China. Among our products, our flagship
product, QO Reading, is a unified mobile content aggregation and distribution platform, while other
branded products on mobile and PC focus more specifically on individual genres and their respective
user followings. Through our strategic partner, Tencent, we have exclusive and direct distribution
access through its portfolio of leading Internet products, including Mobile QQ, QQ Browser, Tencent
News and Weixin Reading. Our cooperation with Tencent allows us to have access to user data
generated from our self-operated channels on Tencent products and enables us to broaden our user
reach given Tencent’s leading position in the PRC Internet industry as well as the vast user base of
Tencent’s online platforms. We also license our content to third-party distribution partners such as
Baidu, Sogou, JD.com and Xiaomi Duokan for distribution on their own platforms. These third-party
platforms generally do not provide us direct access to user data, and they share with us a portion of
the online reading revenues generated by our literary content.

Our content library is core to what we do. This vast, proprietary library of literary works
comprises a diverse collection of original content largely available exclusively for our direct
distribution and monetization through online paid reading as well as adaptation into other media
formats often over long contractual periods, typically 20 years or longer. As of June 30, 2017, our
content included 9.2 million original literature works spanning over 200 genres, complemented by
approximately 410,000 works including those sourced from third-party online platforms as well as
digital e-book version of physical works. In 2016, nine of the top ten most searched online literary
works published in China, as ranked by Baidu, were from our content library. In addition to diversity
and quality, our content is often serialized in nature and continuously updated. For the year ended
December 31, 2016 and the six months ended June 30, 2017, writers on our platform updated and
generated a total of approximately 61.5 billion new characters, contributing to approximately 33.6
million new chapters. Our content library provides us with an enduring runway of high quality
intellectual property that lends itself well to copyrighted content franchising. With our proprietary
reader feedback data, we are uniquely equipped to manage the literary title adaptation process for our
writers and identify the most suitable content for adaptation.

Since the acquisition of Cloudary in December 2014, we have experienced significant growth.
Our total revenues increased by 59.1% from RMBI1.6 billion in 2015 to RMB2.6 billion in 2016 and
increased by 92.5% from RMB999.6 million in the six months ended June 30, 2016 to RMB1.9 billion
in the six months ended June 30, 2017, while our gross profit increased by 81.7% from RMB580.5
million in 2015 to RMB1.1 billion in 2016, and increased by 135.7% from RMB408.2 million in the
six months ended June 30, 2016 to RMB962.2 million in the six months ended June 30, 2017. We had
a net profit of RMB30.4 million in 2016, compared with a net loss of RMB354.2 million in 2015, and
had a net profit of RMB213.5 million in the six months ended June 30, 2017, compared with a net loss
of RMB2.4 million in the six months ended June 30, 2016. Our goodwill accounted for 58.2%, 58.4%,
52.1% and 44.3% of our total assets as of December 31, 2014, 2015 and 2016 and as of June 30, 2017,
respectively, and our other intangible assets, which mainly included trademarks and copyrights of
contents, accounted for 18.6%, 17.1%, 13.5% and 10.6% of our total assets as of the same dates,
respectively. For more details, see the sections headed “Financial Information — Discussion of
Certain Key Balance Sheet Items — Intangible Assets” and “Risk Factors — Risks Relating to Our
Business and Industry — Change in business prospects of acquisitions may result in goodwill
impairment and impairment of our other intangible assets acquired in a business combination, which
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could negatively affect our reported results of operations.” in this document. Excluding the impact of
share-based compensation, net (gain) from investee companies, amortization of intangible assets
resulting from acquisitions, net (gain)/loss from convertible bonds, impairment provision for
intangible assets, one-off listing expenses and tax effects, we had an adjusted net profit of RMBS8I1.1
million in 2016, compared to an adjusted net loss of RMB94.2 million in 2015, and we had an adjusted
net profit of RMB302.8 million for the six months ended June 30, 2017, compared to an adjusted net
loss of RMB44.8 million for the six months ended June 30, 2016. See the sections headed “Financial
Information — Consolidated Income Statement” and “Financial Information — Non-IFRS Measures:
Adjusted Operating Profit/(Loss), Adjusted EBITDA and Adjusted Net Profit/(Loss)” in this
document.

During the Track Record Period, we generated revenues mainly through (i) online reading, (ii)
intellectual property operations, and (iii) physical books. We also generated other revenues, mainly
from online games and online advertising services. The following table sets forth our revenues
breakdown by amount and as a percentage of our total revenues for the periods presented.

For the year ended December 31, For the six months ended June 30,
2014 2015 2016 2016 2017
RMB % RMB % RMB % RMB % RMB %
(unaudited)

(in thousands, except percentages)

Online reading
On our self-owned
platform products .... 316,642 68.0 590,834 36.9 1,057,641 41.2 405,027 40.5 871,510 45.3
On our self-operated
channels on Tencent

products.........cccceeee. 125,395 26.8 197,955 12.3 666,438 26.1 214,686 21.5 545,805 28.4
On third party
platforms ................. 10,959 2.4 182,139 11.3 249,984 9.8 103,647 10.4 216,463 11.2

Total online reading..... 452,996 97.2 970,928 60.5 1,974,063 77.1 723,360 72.4 1,633,778 84.9
Intellectual property

operations 12,148 2.6 162,760 10.1 247,408 9.7 108,629 10.9 155,660 8.1
Physical books ................ — — 228,524 14.2 224,033 8.8 108,664 10.9 93,896 4.9
Others™™ ... 1,064 0.2 244,428 15.2 111,362 4.4 58,932 5.8 40,864 2.1
Total revenues ................ 466,208 100.0 1,606,640 100.0 2,556,866 100.0 999,585 100.0 1,924,198 100.0
Note:

(I)  Our other revenues were mainly derived from online games and online advertising services.

Our total revenues increased by 244.6% from RMB466.2 million in 2014 to RMB1.6 billion in
2015, and further increased by 59.1% to RMB2.6 billion in 2016, representing a CAGR of 134.2%
from 2014 to 2016.

Our online reading and intellectual property operations experienced significant growth during
the Track Record Period, primarily as a result of an increase in our user base, the growth and
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strengthening of our third-party content distribution relationship, as well as the expansion and
improvement of our literary content. Other revenues decreased significantly in 2016 compared to
2015, and this trend continued in the six months ended June 30, 2017 as compared with same period
in 2016, primarily as a result of a decrease in our online games and online advertising revenues. The
decrease in online games revenues was primarily a result of our transition from publishing and
operating PC games to mobile games, and two of our self-developed popular online games reaching
the end of their life cycles in 2016. The decrease in online advertising revenues was primarily a result

of our efforts to limit the online advertising business to improve on our user experience.

Our content costs were RMB190.2 million, RMB391.4 million, RMB839.0 million and
RMB585.1 million in 2014, 2015, 2016 and the six months ended June 30, 2017, respectively,
accounting for 72.1%, 38.1%, 55.9% and 60.8% of our total cost of revenues in the respective periods.
Our online reading platform distribution costs were RMB15.5 million, RMB37.4 million RMB153.0
million and RMB124.0 million in 2014, 2015, 2016 and the six months ended June 30, 2017,
respectively, accounting for 5.9%, 3.6%, 10.2% and 12.9% of our total cost of revenues in the

respective periods.
Our Ecosystem and Its Participants

We designed and developed our online platform around online literature, its writers and its
readers in China. We have a large and growing library of online literature, and our platform allows us
to manage the entire lifecycle of the content created on our platform, as illustrated in the diagram

below.

Our Ecosystem

Intellectual Property
Operations

Content
Adaptation
Partners

Writers

Interactive @ T @ Ené?t?i’rtl?:ent
. Online
Community Products

Reading

|

Readers
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OUR INDUSTRY AND COMPETITIVE LANDSCAPE

China’s literature market currently comprises three sectors: online literature, e-books and
physical books (of a literary nature). Online literature is defined as literary works originally created
for consumption online. Within China’s literature market, online literature has grown the fastest,
experiencing a CAGR of 44.9% from 2013 to 2016, and is projected to continue to grow at a CAGR
of 30.9% from 2016 to 2020. In 2016, the size of online literature market in China was RMB4.6
billion, representing 11.4% of the total literature market in China. This percentage is expected to grow
to 22.7% in 2020. The top five online literature companies in China as measured by average mobile
DAUs in 2016 are our Company, iReader, Alibaba Literature, Chinese All Digital Publishing Group
and Baidu Literature. In 2016, we had a 48.4% share of mobile online literature market, as measured
by average mobile DAUs, and a 46.5% share of PC online literature market, as measured by average
PC DAU:s.

The mobile era of online literature has witnessed tremendous increase in the monetization
formats and commercial potential of online literature content. Major online literature content
adaptation verticals include films, TV series, web series, online games and animations. In 2016, our
Company was ranked first in terms of share of online literary titles that were adapted into (i) the top
20 domestic adapted films in terms of box office; (ii) the top 20 domestic adapted TV series in terms
of ratings; (iii) the top 20 domestic adapted web series in terms of viewership; (iv) the top 20 domestic
adapted online games in terms of cumulative download; and (v) the top 20 domestic adapted animated
works in terms of search ranking on Baidu.

OUR COMPETITIVE STRENGTHS

We believe that the following competitive strengths contribute to our success and differentiate
us from our competitors:

° Innovative pioneer at the core of China’s online literature ecosystem;

° Established and vibrant community of writers, editors and readers;

° Deep pool of writers and vast library of exclusive original content;

° Extensive reader reach and scale;

° Robust editorial capabilities;

° Sophisticated intellectual property operations; and

° Trailblazing management team that created the online literature industry in China.

For detailed discussion of these competitive strengths, see the section headed “Business — Our

Strengths” in this document.
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OUR STRATEGIES

To achieve our mission and further solidify our leadership, we intend to pursue the following

strategies:

Systematically attract, nurture and promote writers;

Further expand our mobile reading market share;

Unleash the monetization potential of our intellectual property;
Promote intellectual property protection in China;

Selectively pursue strategic alliances, investments and acquisitions; and

Expand our business internationally.

RISK FACTORS

Our business and the Global Offering involve certain risks as set out in the section headed “Risk

Factors” in this document. You should read that section in its entirety carefully before you decide to

invest in our Shares. Some of the major risks we face include:

We are subject to risks associated with operating in a rapidly developing and evolving

industry;

Online reading accounts for a majority of our revenues. If we fail to retain our user base
or if user engagement ceases to grow or declines or if we fail to maintain or continue to
increase our paying ratio, our online reading revenues will decrease, which may materially

and adversely affect our business, financial condition, results of operations and prospects;

If we fail to control our content-related costs, lack popular literary content that can be
monetized, fail to acquire various forms of copyrights of such literary content for
monetization, or fail to attract and retain writers or maintain the business relationships with
the key writers, our business, results of operations and profitability will be materially and

adversely affected; and

We face competition in every aspect of our businesses. If we fail to compete effectively, we
may lose users or writers, which could materially and adversely affect our business,

financial condition and results of operations.
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CONTRACTUAL ARRANGEMENTS

The operation of our Consolidated Affiliated Entities are subject to various foreign ownership
prohibitions or restrictions under PRC laws and regulations. We therefore do not own any equity
interest in our PRC Holdcos, which are the holding entities of our Consolidated Affiliated Entities. In
order to maintain and exercise control over our Consolidated Affiliated Entities, we have adopted the
Contractual Arrangements. The Contractual Arrangements allow us to enjoy the economic benefits of
our Consolidated Affiliated Entities and consolidate their results of operations into our Group’s.
Seethe section headed “Contractual Arrangements” in this document for further details. The following
simplified diagram illustrates the flow of economic benefits from our Consolidated Affiliated Entities

to our Group as stipulated under the Contractual Arrangements:

Our Company
100% 100%
. . Registered . Registered
Shanghai Shengting --- Shanghai Yuechao ---
& gine Shareholders() & Shareholders()
i AN E A

Management and Service fees 100% Management and Service fees 100%
consultation E consultation i
services | i services | i

Shanghai Hongwen Shanghai Yuewen

Various subsidiaries® Various subsidiaries?®
Notes:

“—>" denotes direct legal and beneficial ownership in the equity interest.

“--->” denotes contractual relationship.

« »

----" denotes the control by WFOEs over the Registered Shareholders and the PRC Holdcos through (1) powers of attorney
to exercise all shareholders’ rights in the PRC Holdcos, (2) exclusive options to acquire all or part of the equity interests

in the PRC Holdcos and (3) equity pledges over the equity interests in the PRC Holdcos.

1. Registered Shareholders refer to the registered shareholders of the PRC Holdcos, namely Litong and Ningbo Meishan
Yuebao. Litong and Ningbo Meishan Yuebao hold 65.38% and 34.62% of the equity interests, respectively, in each of
the PRC Holdcos. Litong is owned by Ms. Chen Fei (F3F) as to 25%, Mr. Zhu Jinsong (R $I#2) as to 25%, Ms. Hu Min
(fH 1) as to 25%, and Ms. Li Huimin (Z2f{) as to 25%, while Ningbo Meishan Yuebao is owned by Mr. Wu Wenhui
(YL 3CHH) as to 83.88%, Mr. Shang Xuesong (F£:#4) as to 5.37%, Mr. Lin Tingfeng (MKEES) as to 5.37%, Mr. Hou

Qingchen (f£E#JR) as to 2.69% and Mr. Luo Li (%£37) as to 2.69%.
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2. These include certain investment vehicles which do not currently carry out any business operations but are intended for
potential investment in businesses which are subject to foreign investment restrictions in accordance with the Guidance
Catalog of Industries for Foreign Investment. For further details of the subsidiaries of Shanghai Hongwen and Shanghai
Yuewen, see the section headed “History, Reorganization and Corporate Structure — Corporate Structure”.

For the risks relating to the Contractual Arrangements, see the section headed “Risk Factors —
Risks Relating to Our Contractual Arrangements” in this document.

The MOFCOM published the Draft Foreign Investment Law 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. While the
MOFCOM solicited comments on this draft in early 2015, substantial uncertainties exist with respect
to its enactment timetable, interpretation and implementation. Among other things, the Draft Foreign
Investment Law expands the definition of foreign investment and introduces the principle of “actual
control” in determining whether a company is considered a foreign invested enterprise or a foreign
invested entity or “FIE”. The Draft Foreign Investment Law 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 view of the shareholding structure of Tencent (to the best of our knowledge), we may not
be able to fall clearly within the definition of “control” under the Draft Foreign Investment Law in
its current form. It is therefore uncertain that we could demonstrate that we are “controlled” by PRC
entities and/or citizens if the Draft Foreign Investment Law is enacted in its current form.
Furthermore, if the Draft Foreign Investment Law and the final “catalog of special administrative
measures” mandate further actions, such as the MOFCOM market entry clearance, to be completed by
companies with an existing VIE structure like us, we would face uncertainties as to whether such
clearance can be timely obtained, or at all. Our Contractual Arrangements, in a worst case scenario,
may be regarded as invalid and illegal, and the Stock Exchange may consider us to be no longer
suitable for listing on the Stock Exchange and delist our Shares. For further details, see the section
headed “Risk Factors — Risks Relating to Our Contractual Arrangements — Substantial uncertainties
exist with respect to the enactment timetable, interpretation and implementation of the Draft Foreign
Investment Law and how it may impact the viability of our current corporate structure, corporate
governance and business operations” in this document.

OUR CONTROLLING SHAREHOLDERS

As of the Latest Practicable Date, Tencent, through its wholly-owned subsidiaries (THL A13,
Tencent Growthfund and Qinghai Lake) indirectly controlled in aggregate 61.95% of our issued
Shares. Immediately after the completion of the Global Offering, Tencent, through such wholly-owned
subsidiaries, will indirectly control in aggregate 52.66% of our issued Shares. Accordingly, our
Company will remain as a subsidiary of Tencent after the Listing, and Tencent, THL A13, Tencent
Growthfund and Qinghai Lake will constitute a group of Controlling Shareholders of our Company.

Save as disclosed in the section headed “Relationship with our Controlling Shareholders” in this
document, there is no competition between the business of the Retained Tencent Group and our
business.
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We have entered into a number of non-exempt continuing connected transactions with the
Retained Tencent Group, including (i) distribution of our literary works through the online platforms
owned by the Retained Tencent Group; (ii) cooperation in the content adaptation of our literary works
and/or distribution of products adapted from these literary works; and (iii) certain other non-exempt
continuing connected transactions. In relation to these transactions, we are of the view that we do not
and will not significantly rely on the Retained Tencent Group. Please refer to the section headed
“Relationship with our Controlling Shareholders — Operational Independence” in this document for
further details.

SUMMARY OF HISTORICAL FINANCIAL INFORMATION

The following tables set forth summary financial data from our consolidated financial
information for the Track Record Period, extracted from the Accountant’s Report in Appendix I to this
document. The summary consolidated financial data set forth below should be read together with, and
is qualified in its entirety by reference to, the consolidated financial statements in this document,
including the related notes. Our consolidated financial information was prepared in accordance with
IFRS.

SELECTED CONSOLIDATED INCOME STATEMENT DATA

For the year ended December 31, For the six months ended June 30,
2014 2015 2016 2016 2017
RMB % RMB % RMB % RMB % RMB %
(unaudited)

(in thousands, except percentages)

REVENUES ... 466,208 100.0 1,606,640 100.0 2,556,866 100.0 999,585 100.0 1,924,198 100.0
COSt OF TEVENUES vvrvorrerrererrrean, (263,965) (56.6) (1,026,106) (63.9) (1,502,019) (58.7) (591,416) (59.2) (962,004) (50.0)
GrOSS PrOfit ......voooeeeeereeeeeen 202,243 434 580,534 36.1 1,054,847 413 408,169 40.8 962,194 50.0

Selling and marketing expenses . (127,207) (27.3) (539,617) (33.6) (734,176) (28.7) (351,704) (35.2) (467,399) (24.3)
General and administrative

EXPENSES cerrrereiiiieerieeeieieeeeaeeaes (70,928) (15.2) (355,540) (22.1) (421,264) (16.5) (192,372) (19.2) (323,500) (16.8)
Other gains/(losses), net ............ (129) — 6,863 0.4 133,916 5.2 140,576  14.1 50,674 2.6
Operating profit/(loss)............... 3,979 0.9 (307,760) (19.2) 33,323 1.3 4,669 0.5 221,969 11.5
Finance CostS ......cccccvvvveviiiiinnnnnnn. (172) — (16,881) (1.1) (27,092) (1.1) (12,403) (1.2) (20,438) (1.1)
Finance income...........cccccoeeveeenn. 309 — 1,654 0.1 3,939 0.2 2,047 0.2 12,245 0.6

Share of profits of investments

accounted for using equity

method ... — — 5,845 0.3 28,148 1.1 10,551 1.1 29,915 1.6
Profit/(loss) before income tax.. 4,116 0.9  (317,142) (19.7) 38,318 1.5 4,864 0.5 243,691 12.7
Income tax expense..................... (25,246) (5.4) (37,017) (2.3) (7,958) (0.3) (7,245) (0.7)  (30,202) (1.6)
Net profit/(loss) for the year..... (21,130) (4.5) (354,159) (22.0) 30,360 1.2 (2,381) (0.2) 213,489 11.1

Non-IFRS Measures ‘"
Adjusted operating profit/

108S) @ .o 20,274 4.3 (28,855) (1.8) 118,104 4.6 (20,929) (2.1) 322,167 16.7
Adjusted EBITDA® 35,563 7.6 50,901 3.2 184,425 7.2 12,753 1.3 348,436 18.1
Adjusted net profit/(loss) for

the period®...................c...... (7,264) (1.6)  (94,247) (5.9) 81,124 3.2 (44,791) (4.5) 302,842 15.7
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Note:

()

(2)

(3)

(4)

Adjusted operating profit/(loss), adjusted EBITDA and adjusted net profit/(loss) are not measures required by, or
presented in accordance with, IFRS. The use of these measures has limitations as an analytical tool, and you should not
consider them in isolation from, or as a substitute for analysis of, our results of operations or financial condition as
reported under IFRS. See the section headed “Financial Information — Non-IFRS Measures: Adjusted Operating
Profit/(Loss), Adjusted EBITDA and Adjusted Net Profit/(Loss)” in this document for details.

We define adjusted operating profit/(loss) as profit/(loss) from operations for the period adjusted by adding back
share-based compensation, net gain from investee companies, amortization of intangible assets resulting from
acquisitions, net (gain)/loss from convertible bonds, impairment provision for intangible assets and one-off listing
expenses.

We define adjusted EBITDA as EBITDA (which is profit from operations less other gain/(loss), net and plus depreciation
and amortisation expenses) for the period adjusted by adding share-based compensation and one-off listing expenses.
We define adjusted net profit/(loss) as net profit/(loss) for the period adjusted by adding back share-based compensation,
net gain from investee companies, amortization of intangible assets resulting from acquisitions, net (gain)/loss from

convertible bonds, impairment provision for intangible assets, one-off listing expenses, and tax effects.

The following tables reconcile our adjusted operating profit/(loss), adjusted EBITDA and

adjusted net profit/(loss) for the periods presented to the most directly comparable financial measures

calculated and presented in accordance with IFRS, which are net profit/(loss) for the period and

operating profit/(loss) for the period:

For the six months ended

For the year ended December 31, June 30,

2014 2015 2016 2016 2017

(unaudited)
(RMB in thousands)

Reconciliation of operating profit/(loss)

to adjusted operating profit/(loss):

Operating profit/(loss) for the period ...... 3,979 (307,760) 33,323 4,669 221,969
Add:
Share-based compensation....................... 6,578 131,786 78,023 39,159 52,600
Net (gain) from investee companies ‘".... — (32,544)  (33,000) (13,992) (66,299)
Amortization of intangible assets @ ...... 9,717 89,126 82,965 41,442 32,906
Net (gain)/loss from convertible

bonds™ ..o — 84,837  (92,207)  (92,207) —
Impairment provision “........................ — 5,700 49,000 — 51,200
One-off listing eXpenses.......ccoeeeveennennnnns — — — — 29,791
Adjusted operating profit/(loss) ............ 20,274 (28,855) 118,104 (20,929) 322,167




SUMMARY

Note:

(1)  Includes fair value gain of investment in redeemable shares of an associate, gain on disposal of an associate and

subsidiaries and fair value gain of consideration payables related to the acquisition of non-controlling interests.
(2)  Represents amortization of intangible assets resulting from acquisitions.
(3)  Includes fair value loss of convertible bonds and gain on redemption of convertible bonds.

(4)  Includes impairment provision for intangible assets.

For the six months ended

For the year ended December 31, June 30,
2014 2015 2016 2016 2017
(unaudited)
(RMB in thousands)
Reconciliation of operating profit/(loss)
to EBITDA and adjusted EBITDA
Operating profit/(loss) for the period ...... 3,979 (307,760) 33,323 4,669 221,969
Add:
Other (gain)/1oss, Net .......ccoveevviernennnennnen. 129 (6,863) (133,916) (140,576) (50,674)
Depreciation of property, plant and
SQUIPMENT weuitniiiiiieiieiie e, 1,409 12,284 14,531 7,351 13,688
Amortization of intangible assets ............ 23,468 221,454 192,464 102,150 81,062
EBITDA. ..o, 28,985 (80,885) 106,402 (26,406) 266,045
Add:
Share-based compensation....................... 6,578 131,786 78,023 39,159 52,600
One-off listing eXpenses.......ccoeeeveenneennen. — — — — 29,791
Adjusted EBITDA ................cocoiiinninn. 35,563 50,901 184,425 12,753 348,436

For the six months ended

For the year ended December 31, June 30,
2014 2015 2016 2016 2017
(unaudited)
(RMB in thousands)
Reconciliation of net profit/(loss) to
adjusted net profit/(loss):
Net profit/(loss) for the period................ (21,130) (354,159) 30,360 (2,381) 213,489
Add:
Share-based compensation....................... 6,578 131,786 78,023 39,159 52,600
Net (gain) from investee companies” ..... — (34,522) (42,150) (23,942) (66,299)
Amortization of intangible assets® ........ 9,717 89,126 82,965 41,442 32,906
Net (gain)/loss from convertible
bonds® .o — 84,837  (92,207)  (92,207) —
Impairment provision™ .......................... — 5,700 49,000 — 51,200
One-off listing eXpenses........ccoeeeevunerunnens — — — — 29,791
Tax effects ..oovivviiiiiiii e (2,429) (17,015) (24,867) (6,862)  (10,845)
Adjusted net profit/(loss) ...................... (7,264) (94,247) 81,124 (44,791) 302,842
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Note:

(1) Includes fair value gain of investment in redeemable shares of an associate, dilution gain, impairment of associate, gain
on disposal of an associate and subsidiaries and fair value gain of consideration payables related to the acquisition of

non-controlling interests.
(2)  Represents amortization of intangible assets resulting from acquisitions.

(3)  Includes fair value loss of convertible bonds and gain on redemption of convertible bonds.

4  Includes impairment provision for intangible assets.

SELECTED BALANCE SHEET DATA

As of December 31, As of June 30,

2014 2015 2016 2017

(in thousands, RMB)

Total non-current assets .........cceevvvvveninennns 5,022,976 5,025,715 5,016,493 5,713,336
Total current assSets .....ovvvviiviieiniiinininennns 1,360,433 1,355,375 2,115,212 2,684,059
Total assets ...........cooeevviiiiiiiiniiiiiieiennns 6,383,409 6,381,090 7,131,705 8,397,395
Total share capital.....................c 409 409 431 452
Total share premium ...........occvvenviniiniinnnn. 4,658,606 4,658,606 5,311,029 5,998,773
Total other reServes...ccooviiiiiiiiiiiiiiiinnn. (38,201) 94,563 210,878 243,938
Total accumulated 108S€S.....cvvuivivninieninnnn. (21,663) (378,110) (356,113) (144,093)
Total non-controlling interests.................. 68,608 82,491 42,057 36,420
Total equity ..........coovviviiiiiiiiiins 4,667,759 4,457,959 5,208,282 6,135,490
Total non-current liabilities...................... 327,829 362,831 264,957 722,613
Total current liabilities..............coevvnennnnn. 1,387,821 1,560,300 1,658,466 1,539,292
Total liabilities .........................o.iill 1,715,650 1,923,131 1,923,423 2,261,905
Total equity and liabilities .................... 6,383,409 6,381,090 7,131,705 8,397,395
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SELECTED CONSOLIDATED STATEMENTS OF CASH FLOWS DATA

For the six months ended

For the year ended December 31, June 30,

2014 2015 2016 2016 2017

(unaudited)
(in thousands, RMB)

Net cash flows generated from/(used in)

operating activities ........ccoccoveeuneennennnn. 109,219 198,019 185,787 (46,216) 325,263
Net cash flows used in investing

ACTIVITIES .uevvvieiiieiiiieiiie e (3,862,083) (646,372) (463,750) (280,105) (22,939)
Net cash flows provided by/(used in)

financing activities ..........cc..ccooceeveennes 4,544,274  (64,143) 360,250 360,250 825,701
Net increase/(decrease) in cash and cash

equivalents ...........oooiiiiii 791,410 (512,496) 82,287 33,929 1,128,025
Cash and cash equivalents at the

beginning of the period ..................... 39,202 830,017 331,090 331,090 404,915
Cash and cash equivalents of disposal

group classified as held for sale ......... — — (9,667) — —
Exchange gains/(losses) on cash and

cash equivalents ...........ccocceviiiiiinien.. (595) 13,569 1,205 314 (3,027)
Cash and cash equivalents at the end of

the period ... 830,017 331,090 404,915 365,333 1,529,913

KEY FINANCIAL RATIOS

The following table sets forth our key financial ratios for the periods indicated:

For the six months ended

For the year ended December 31, June 30,

2014 2015 2016 2016 2017

(in thousands, RMB)

Total revenues growth (%) ......cccoceveennenn. N/A 244.6 59.1 N/A 92.5
Gross margin® (%) .......ccccooeiiviiiiiiiin 43 .4 36.1 41.3 40.8 50.0
Net margin® (%)......cccoovvveiiiciiiiieeenn.. (4.5) (22.0) 1.2 (0.2) 11.1
Adjusted EBITDA margin®(%)............... 7.6 3.2 7.2 1.3 18.1
Adjusted operating margin® (%) ............ 4.3 (1.8) 4.6 2.1 16.7
Adjusted net margin® (%)..........c.......... (1.6) (5.9) 3.2 4.5) 15.7
Note:

(1) Gross margin equals gross profit divided by revenues for the period and multiplied by 100%.
(2)  Net margin equals net profit/(loss) divided by revenues for the period and multiplied by 100%.
(3)  Adjusted EBITDA margin equals adjusted EBITDA divided by revenues for the period and multiplied by 100%.
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(4)  Adjusted operating margin equals adjusted operating profit/(loss) divided by revenues for the period and multiplied by
100%.

(5)  Adjusted net margin equals adjusted net profit/(loss) for the year divided by revenues for the period and multiplied by
100%.

KEY OPERATING DATA

For the six months ended
For the year ended December 31, June 30,

2014 2015 2016 2016 2017

Average MAUs on our platform and

self-operated channels (average of

MAUs for each calendar month) .......... N/A  117.1 million  169.9 million  157.0 million 191.8 million
Average MPUs on our platform and

self-operated channels (average of

MPUs for each calendar month) N/A 3.8 million 8.3 million 6.8 million 11.5 million

Paying ratio™® .......ccccooviiiiniiiieiecee N/A 3.3% 4.9% 4.4% 6.0%
Online reading revenue per MPU® ........... N/A RMB205.6 RMB208.5 RMB90.6 RMB122.8
Note:

(1) Our operating data for 2014 does not include the operating data of Cloudary, which used a different methodology to track
its operating data and is impractical to conform to those of ours. Therefore, we believe it is inappropriate and potentially
distorting to disclose key operating data for 2014 as it does not facilitate investors’ understanding of our business

performance.
(2)  Paying ratio equals average MPU divided by average MAU during a certain period of time.

(3)  Online reading revenue on our platform and self-operated channels divided by average MPUs.

Our key operating data has generally witnessed significant increase between 2015 and 2016 and
between six months ended June 30, 2016 and 2017, consistent with our overall growth.

APPLICATION FOR LISTING ON THE STOCK EXCHANGE

We have applied to the listing committee of the 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 on
the basis that, among other things, we satisfy the market capitalization/revenue test under Rule 8.05(3)
of the Listing Rules with reference to (i) our revenue for the year ended December 31, 2016, being
RMB2.56 billion (equivalent to approximately HK$3.03 billion), which is over HK$500 million, and
(i) our expected market capitalization at the time of Listing, which, based on the low-end of the
indicative Offer Price range, exceeds HK$4 billion.

DIVIDEND

We are a holding company incorporated under the laws of the Cayman Islands. Any future
decision to declare and pay any dividends will be at the discretion of our Board and will depend on,
among other things, the availability of dividends received from our subsidiaries, our earnings, capital
and investment requirements, level of indebtedness, and other factors that our Board deems relevant.
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Dividend distribution to our shareholders is recognized as a liability in the period in which the
dividends are approved by our shareholders or Directors, where appropriate. During the Track Record

Period, no dividends have been paid or declared by us. We do not have a fixed dividend payout ratio.

GLOBAL OFFERING

This document is published in connection with the Hong Kong Public Offering as part of the
Global Offering. The Global Offering comprises:

(i) the Hong Kong Public Offering of 15,137,200 Offer Shares (subject to reallocation) in
Hong Kong as described in the section headed “Structure of the Global Offering — The
Hong Kong Public Offering” in this document; and

(i1) the International Offering of an aggregate of initially 136,234,600 Shares (including
15,409,090 Sale Shares and 7,568,600 Reserved Shares under the Preferential Offering)
(subject to reallocation and the Over-allotment Option), (a) in the United States to QIBs in
reliance on Rule 144A or another available exemption; and (b) outside the United States in
reliance on Regulation S (including to professional and institutional investors in Hong
Kong). Of the 136,234,600 Offer Shares initially being offered under the International
Offering, 7,568,600 Offer Shares are available for subscription by the Qualifying Tencent
Shareholders under the Preferential Offering as the Assured Entitlement.

The Offer Shares will represent 16.70% of the issued share capital of our Company immediately

following the completion of the Global Offering, assuming the Over-allotment Option is not exercised.

RECENT DEVELOPMENTS

Our Directors confirm that there have been no material adverse changes in our financial,
operational or trading positions or prospects since June 30, 2017, being the date of our consolidated
financial statements as set out in the Accountant’s Report in Appendix I to this document, and up to
the date of this document. We estimate that the total listing expenses for the year of 2017 in the amount
of RMB57.5 million will be charged to our consolidated statement of comprehensive income for the
year ending December 31, 2017. The balance of approximately RMB157.2 million, which includes
underwriting commissions, is expected to be capitalized. In August 2017, one of our third-party
content distribution platforms, Migu, commenced legal proceedings against us for ceasing to update
a number of literary products on Migu’s reading platform in purported breach of contract. See the
section headed “Business — Legal Proceedings and Compliance” in this document for more details on

our legal disputes with Migu.
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OFFERING STATISTICS

All statistics in the following table are based on the assumptions that (i) the Global Offering has
been completed and 135,962,710 New Shares are issued pursuant to the Global Offering; and (ii)
906,417,239 Shares are issued and outstanding following the completion of the Global Offering saved
as disclosed in note (2) below.

Based on an Offer Price Based on an Offer Price
of HK$48.00 of HK$55.00
Market capitalization of our Shares .......... HK$43,508.03 million HK$49,852.95 million
Unaudited pro forma adjusted net tangible
assets per Share™®® ... HK$9.29 (RMB7.83) HK$10.35 (RMB8.73)
Notes:

(1)  The calculation of market capitalization is based on 906,417,239 Shares expected to be in issue immediately upon
completion of the Global Offering.

(2)  The unaudited pro forma adjusted net tangible assets per Share as at June 30, 2017 is calculated after making the
adjustments referred to in Appendix II to this document and on the basis that 873,429,148 Shares are expected to be in
issue immediately upon completion of the Global Offering (including 7,421,000 Shares issued pursuant to the RSU Plan
that shall become vested upon Listing) but takes no account of 32,988,091 Shares issued pursuant to the RSU Plan that
are subject to vesting conditions or any Shares which may be granted and issued or repurchased by the Company pursuant
to the general mandate and the repurchase mandate.

(3)  However, assuming that the 32,988,091 Shares issued pursuant to the RSU Plan that are subject to vesting conditions are
vested upon the Global Offering, such that 906,417,239 Shares are in issue immediately following the completion of the
Global Offering (including 7,421,000 Shares issued pursuant to the RSU Plan that shall become vested upon Listing),
the unaudited pro forma adjusted net tangible assets per Share would have been RMB7.55 (equivalent to HK$8.95) (based
on the Offer Price of HK$48.00 per Share) and RMB8.41 (equivalent to HK$9.97) (based on the Offer Price of HK$55.00
per Share), respectively. This does not take into account any Shares that may be granted and issued or repurchased by

the Company pursuant to the general mandate and the repurchase mandate.

For the calculation of the unaudited pro forma adjusted net tangible assets per Share attributable
to our Shareholders, see the section headed “Unaudited Pro Forma Financial Information” in Appendix
IT to this document.

LISTING EXPENSES

Based on the mid-point Offer Price of HK$51.50, the total estimated listing related expenses
payable by us in relation to the offering of the New Shares under the Global Offering, together with
the fees and expenses for professional advisors and service providers engaged for the Global Offering,
is approximately RMB214.7 million (or approximately RMB66.6 million after excluding underwriting
commission, SFC transaction levy and Stock Exchange trading fee of approximately RMB148.1
million). No such expenses were recognised and charged to our consolidated statements of
comprehensive income for the years ended December 31, 2014, 2015 and 2016. In the six months
ended June 30, 2017, the listing expenses incurred by us were approximately RMB34.6 million, of
which RMB29.8 million was charged to our consolidated statement of comprehensive income for the
six months ended June 30, 2017. We estimate that the total listing expenses for the year of 2017 in
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the amount of RMBS57.5 million will be charged to our consolidated statement of comprehensive
income for the year ending December 31, 2017. The balance of approximately RMB157.2 million,
which includes underwriting commission, is expected to be capitalized. These listing expenses mainly
comprise professional fees paid and payable to the professional parties for their services rendered in
relation to the Listing and the Global Offering and the underwriting commission and incentive fee
payable to the Underwriters in connection with the offering of New Shares under the Global Offering.

The listing expenses, including the underwriting commission, SFC transaction levy and Stock
Exchange trading fees, relating to the sale of the Sale Shares payable by the Selling Shareholders,
namely Laoshe and TB Partners, are expected to be RMBS8.4 million and RMBS8.4 million,
respectively. The listing expenses, including the underwriting commission, incentive fee (if any), SFC
transaction levy and Stock Exchange trading fees payable by the Over-allotment Option Grantors,
namely, Laoshe and TB Partners, relating to the sale of additional Shares pursuant to the exercise of
the Over-allotment Option are expected to be RMB19.9 million and RMB4.8 million, respectively, if
the Over-allotment Option is fully exercised. Both calculations are based on the mid-point Offer Price
of HK$51.50.

USE OF PROCEEDS

Assuming an Offer Price of HK$51.50 per share, being the mid-point of the Offer Price range
stated in this document, we estimate that we will receive net proceeds from the Global Offering of
approximately HK$6,747.5 million after deduction of underwriting fees and other estimated expenses
in connection with the Global Offering. We intend to use the net proceeds from the Global Offering
for the purposes and in the amounts set out below:

Amount of the estimated net proceeds Intended use of net proceeds

° Approximately 30%, or HK$2,024.3 Expand our online reading business and our
MATTION .t sales and marketing activities

° Approximately 30%, or HK$2,024.3 Expand our involvement in the development of
MIlON ..o derivative entertainment products adapted from

our online literary titles

° Approximately 30%, or HK$2,024.3 Fund our potential investments, acquisitions and

MIllON ..o strategic alliances

° Approximately 10%, or HK$674.6 million .. Working capital and general corporate purposes

For further details, see the section headed “Future Plans and Use of Proceeds” in this document.

In the event that we receive net proceeds from the Global Offering higher or lower than the
estimated amount stated above, we will increase or decrease the intended use of the net proceeds for
the above purposes on a pro rata basis.

We will not receive net proceeds if the Over-allotment Option is exercised. If the Over-allotment
Option is exercised in full, the Over-allotment Option Grantors will receive the net proceeds for up
to 22,705,600 additional Offer Shares to be sold and transferred upon the exercise of the
Over-allotment Option.



SUMMARY

SPIN-OFF

Having considered, among other things, that our online literature business has grown to a
sufficient size that warrants a separate listing on the Stock Exchange, Tencent submitted a spin-off
proposal to the Stock Exchange pursuant to Practice Note 15 of the Listing Rules. The Stock Exchange
has confirmed that Tencent may proceed with the Spin-off as proposed. Our Company will comply
with the requirements under Practice Note 15 and the applicable requirements of the Listing Rules
regarding the Spin-off. See the section headed “History, Reorganization and Corporate Structure —

Spin-off” in this document for further details of the Spin-off.



DEFINITIONS

Technical Terms” in this document.

In this document, unless the context otherwise requires, the following terms shall have the
following meanings. Certain technical terms are explained in the section headed “Glossary of

“affiliate”

“Application Form(s)”

“Articles” or “Articles of
Association”

“associate(s)”

“Assured Entitlement”

“Available Reserved Share(s)”

“Beijing Hongxiu”

“Beneficial Tencent

Shareholder(s)”

“BLUE Application Form(s)”

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

WHITE Application Form(s), YELLOW Application
Form(s) or GREEN Application Form(s), individually or
collectively, as the context so requires, any of them, which is
used in relation to the Hong Kong Public Offering and BLUE
Application Form(s) in relation to the Preferential Offering

the amended and restated articles of association of our
Company, conditionally adopted on October 18, 2017 with
effect from the Listing Date, and as amended from time to
time, a summary of which is set out in the section headed
“Summary of the Constitution of our Company and the
Companies Law” in Appendix III to this document

has the meaning ascribed thereto under the Listing Rules

the entitlement of the Qualifying Tencent Shareholders to
apply for the Reserved Shares on an assured basis pursuant to
the Preferential Offering determined on the basis of their
respective shareholdings in Tencent on the Record Date

has the meaning ascribed to it in the section headed “Structure
of the Global Offering — The Preferential Offering — Basis
of Allocation for Applications for Reserved Shares” in this
document

Beijing Hongxiu Tianxiang Technology Development Co.,
Lid. (AURALMIAFRRERARAT), a  company
established in the PRC on March 20, 2006 and one of our
Consolidated Affiliated Entities

any beneficial owner(s) of Tencent Shares whose Tencent
Shares are registered, as shown in the register of members of
Tencent, in the name of a registered Tencent Shareholder on
the Record Date

the application form(s) to be sent to Qualifying Tencent
Shareholders for the subscription of the Reserved Shares
pursuant to the Preferential Offering



DEFINITIONS

“Blue Form eIPO”

“Blue Form eIPO Service

Provider”

“Board”

“business day”

“CAC”

“Cayman Registrar”

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant”

“CCASS Participant”

“China” or “PRC”

“China Reading HK”

“Cloudary”

the application for Reserved Shares to be issued in a
Qualifying Tencent Shareholder’s own name by submitting
applications online through the designated website of the
Blue Form eIPO at www.eipo.com.hk

Computershare Hong Kong Investor Services Limited

the board of directors of our Company

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

Cyberspace Administration of China ("% A A0 O
WA BN E)

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 clearing
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

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

the People’s Republic of China and for the purposes of this
document only, except where the context requires otherwise,
excluding Hong Kong, Macau and Taiwan

China Reading (Hong Kong) Limited Hh ] B A (B ) A R A
], a limited liability company incorporated in Hong Kong on
April 24, 2013, and our directly wholly-owned subsidiary

Cloudary Corporation (formerly known as Shanda Literature
Corporation), an exempted company with limited liability
incorporated under the laws of the Cayman Islands on
February 25, 2011, and our directly wholly-owned subsidiary



DEFINITIONS

“Cloudary HK”

“Co-effort”

“Companies Law”

“Companies Ordinance”

“Companies (Winding Up and
Miscellaneous Provisions)
Ordinance”

EE T3

“Company”, “our Company”, or

“the Company”

“connected person(s)”

“connected transaction(s)”

“Consolidated Affiliated Entities”

“Contractual Arrangements”

“Controlling Shareholders”

“CSDhcCcC”

Cloudary Holdings Limited B3CCEARAF (formerly
known as Shanda Literature Limited), a limited liability
company incorporated in Hong Kong on September 28, 2007,
and our indirectly wholly-owned subsidiary

Co-effort Law Firm LLP

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

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

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

China Literature Limited B 3C£EH] (formerly known as China
Reading Limited), an exempted company incorporated in the
Cayman Islands with limited liability on April 22, 2013

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

the entities we control through the Contractual Arrangements,
namely the PRC Holdcos and their respective subsidiaries.
For further details of these entities, see the section headed
“History, Recorganization and Corporate Structure —
Corporate Structure” in this document

the series of contractual arrangements entered into by, among
others, our Company, the WFOEs and the PRC Holdcos,
details of which are described in the section headed
“Contractual Arrangements” in this document

has the meaning ascribed to it under the Listing Rules and
unless the context otherwise requires, refers to Tencent, THL
A13, Qinghai Lake and Tencent Growthfund. For further
details of these entities, see the section headed “Relationship
with our Controlling Shareholders” in this document

China Securities Depository and Clearing Corporation

Limited ("' B# 76 R4 5 A R EAE A A)



DEFINITIONS

“CSRC”

“Deal Plus”

“Director(s)”

“Draft Foreign Investment Law”

“GAPP”

“GAPPRFT”

“Global Offering”

“GREEN Application Form(s)”

LEENT

“Group”, “our Group”, “the

9 LEINT3 2

Group”, “we”, “us”, or “our”

“HKSCC”

“HKSCC Nominees”

“Hong Kong” or “HK”

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

China Securities Regulatory Commission (H 5 # 75 B B 45 #1
ZEW)

Deal Plus Global Limited, one of our Shareholders and a
limited liability company incorporated under the laws of the
British Virgin Islands on August 19, 2014 as an investment
vehicle which is held as to 48.9% by THL A13, 36.1% by TB
Partners and 15% by an Independent Third Party

the director(s) of our Company

the Draft Foreign Investment Law (H' % A [ 31 B A1 B 4% &
%) published by the MOFCOM in January 2015

the General Administration of Press and Publication (&7 i
i 48 28

the General Administration of Press, Publications, Radio,
Film and Television, the successor of SARFT and GAPP ([
50T ] R 7R AR R

the Hong Kong Public Offering and the International Offering
(including the Preferential Offering)

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

the Company, its subsidiaries and its consolidated affiliated
entities from time to time or, where the context so requires, in
respect of the period prior to our Company becoming the
holding company of its present subsidiaries, such subsidiaries
as if they were subsidiaries of our Company at the relevant
time

Hong Kong Securities Clearing Company Limited, a
wholly-owned subsidiary of Hong Kong Exchanges and
Clearing Limited

HKSCC Nominees Limited, a wholly-owned subsidiary of
HKSCC

the Hong Kong Special Administrative Region of the People’s
Republic of China

Hong Kong dollars, the lawful currency of Hong Kong



DEFINITIONS

“Hong Kong Offer Shares”

“Hong Kong Public Offering”

“Hong Kong Securities and
Futures Ordinance” or “SFO”

“Hong Kong Share Registrar”

“Hong Kong Underwriters”

“Hong Kong Underwriting
Agreement”

“IFRS”

“Independent Third Party(ies)”

the 15,137,200 Shares initially being offered for subscription
in the Hong Kong Public Offering (subject to reallocation as
described in the section headed “Structure of the Global
Offering” in this document)

the offer of the Hong Kong Offer Shares for subscription by
the public in Hong Kong at the Offer Price (plus brokerage of
1%, SFC transaction levy of 0.0027% and Stock Exchange
trading fee of 0.005%) on the terms and subject to the
conditions described in this document and the Application
Forms, as further described in the section headed “Structure
of the Global Offering — The Hong Kong Public Offering” in
this document

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

Computershare Hong Kong Investor Services Limited

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

the underwriting agreement, dated October 25, 2017, relating
to the Hong Kong Public Offering, entered into by our
Company, Morgan Stanley Asia Limited, Merrill Lynch Far
East Limited, Merrill Lynch International, Credit Suisse
(Hong Kong) Limited, J.P. Morgan Securities (Asia Pacific)
Limited, China International Capital Corporation Hong Kong
Securities Limited, and the other Hong Kong Underwriters, as
further described in the section headed “Underwriting —
Underwriting Arrangements and Expenses — Hong Kong
Public Offering” in this document

International Financial Reporting Standards, as issued from
time to time by the International Accounting Standards Board

any entity or person who is not a connected person of our
Company within the meaning ascribed thereto under the
Listing Rules



DEFINITIONS

“International Offering”

“International Offer Shares”

“International Underwriters”

“International Underwriting
Agreement”

“Joint Bookrunners”

the conditional placing of the International Offer Shares at the
Offer Price outside the United States in offshore transactions
in reliance on Regulation S under the U.S. Securities Act and
in the United States to QIBs only in reliance on Rule 144A or
any other available exemption from the registration
requirement under the U.S. Securities Act, as further
described in the section headed “Structure of the Global
Offering” in this document (for the avoidance of doubt, of the
International Offer Shares initially being offered under the
International Offering, the Reserved Shares are made
available for subscription by the Qualifying Tencent
Shareholders under the Preferential Offering)

the 136,234,600 Shares being initially offered for
subscription and purchased at the Offer Price under the
International Offering (including, for the avoidance of doubt,
15,409,090 Sale Shares and 7,568,600 Reserved Shares for
the Preferential Offering) together, where relevant, with any
additional Shares that may be sold and transferred pursuant to
any exercise of the Over-allotment Option, subject to
reallocation as described under the section headed “Structure
of the Global Offering” in this document

the underwriters of the International Offering

the international underwriting agreement relating to the
International Offering and expected to be entered into by,
inter alia, our Company, the Over-allotment Option Grantors,
the Joint Global Coordinators and the International
Underwriters on or about October 31, 2017, as further
described in the section headed “Underwriting —
Underwriting  Arrangements and Expenses — The
International Offering” in this document

Morgan Stanley Asia Limited (in relation to the Hong Kong
Public Offering), Morgan Stanley & Co. International plc (in
relation to the International Offering), Merrill Lynch
International, Credit Suisse (Hong Kong) Limited, J.P.
Morgan Securities (Asia Pacific) Limited (in relation to the
Hong Kong Public Offering), J.P. Morgan Securities plc (in
relation to the International Offering), China International
Capital Corporation Hong Kong Securities Limited, China
Securities (International) Corporate Finance Company
Limited, China Renaissance Securities (Hong Kong) Limited,
China Merchants Securities (HK) Co., Limited, CMB
International Capital Limited, BOCI Asia Limited and The
Hongkong and Shanghai Banking Corporation Limited

— 24 —



DEFINITIONS

“Joint Global Coordinators”

“Joint Lead Managers”

“Joint Sponsors”

“Laoshe”

“Latest Practicable Date”

“Link Apex”

“Listing”
“Listing Committee”

“Listing Date”

Morgan Stanley Asia Limited, Merrill Lynch International,
Credit Suisse (Hong Kong) Limited, J.P. Morgan Securities
(Asia Pacific) Limited and China International Capital
Corporation Hong Kong Securities Limited

Morgan Stanley Asia Limited (in relation to the Hong Kong
Public Offering), Morgan Stanley & Co. International plc (in
relation to the International Offering), Merrill Lynch Far East
Limited (in relation to the Hong Kong Public Offering),
Merrill Lynch International (in relation to the International
Offering), Credit Suisse (Hong Kong) Limited, J.P. Morgan
Securities (Asia Pacific) Limited (in relation to the Hong
Kong Public Offering), J.P. Morgan Securities plc (in relation
to the International Offering), China International Capital
Corporation Hong Kong Securities Limited, China Securities
(International) Corporate Finance Company Limited, China
Renaissance Securities (Hong Kong) Limited, China
Merchants Securities (HK) Co., Limited, CMB International
Capital Limited, BOCI Asia Limited, The Hongkong and
Shanghai Banking Corporation Limited and Futu Securities
International (Hong Kong) Limited

Morgan Stanley Asia Limited, Merrill Lynch Far East Limited
and Credit Suisse (Hong Kong) Limited

Laoshe Investment Limited, one of our Shareholders, a
limited liability company incorporated under the laws of the
Cayman Islands as an investment vehicle on October 27, 2014
and wholly-owned by investment funds managed and advised
by The Carlyle Group

October 16, 2017, being the latest practicable date for
ascertaining certain information in this document before its
publication

Link Apex Holdings Limited, a limited liability company
incorporated under the laws of the British Virgin Islands on
August 15, 2017, a Shareholder holding the Shares issued
pursuant to the RSU Plan on trust

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

the date, expected to be on or about November 8, 2017, on
which the Shares are listed and on which dealings in the
Shares are first permitted to take place on the Stock Exchange



DEFINITIONS

“Listing Rules”

“Litong”

“Luxun”

“Main Board”

“Managing Shareholders”

“Maximum Offer Price”

“Memorandum” or “Memorandum
of Association”

“MIIT”

“MOC”
“MOFCOM”

“New Shares”

“Ningbo Meishan Yuebao”

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

Shenzhen Litong Industry Investment Fund Company Limited
(ORI T )3 e SE PG B A IR/A 7)), a company established
in the PRC on August 5, 2013, which is a shareholder of each
of the PRC Holdcos and a subsidiary of Tencent

Luxun Investment Limited, one of our Shareholders, a limited
liability company incorporated under the laws of the Cayman
Islands on October 27, 2014 as an investment vehicle and
wholly-owned by investment funds managed and advised by
The Carlyle Group

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

Grand Profits Worldwide Limited, Rise Dragon Investment
Limited, Grand Profits Asia Limited, Jun Chang Limited and
Billion Excel Limited

HK$55.00, being the high end of the Offer Price range stated
in this document

the amended and restated memorandum of association of our
Company, conditionally adopted on October 18, 2017 with
effect from the Listing Date, and as amended from time to
time

Ministry of Industry and Information Technology (H'# AR
B TR BAL )

Ministry of Culture of the PRC (H#E A R AL B 3Lk #8)
Ministry of Commerce of the PRC (9 & A R I A5 75 15 4

Shares offered for subscription by our Company under the
Global Offering

Ningbo Meishan Bonded Port Area Yuebao Investment Co.,
Ltd. (FEWMILRBERBEEREHAERAR), a company
established in the PRC on April 25, 2017 and a shareholder of
each of the PRC Holdcos



DEFINITIONS

“Non-Qualifying Tencent
Shareholder(s)”

“Offer Price”

“Offer Share(s)”

“Over-allotment Option”

“Over-allotment Option Grantors”

“PBOC”

“Peak Income”

“PRC Holdcos”

Tencent Shareholder(s) whose name(s) appeared in the
register of members of Tencent on the Record Date and whose
address(es) as shown in such register are in any of the
Specified Territories and any Tencent Shareholder(s) or
Beneficial Tencent Shareholder(s) at that time who are
otherwise known by Tencent to be resident in any of the
Specified Territories

the final price per Offer Share (exclusive of brokerage, SFC
transaction levy and Stock Exchange trading fee), expressed
in Hong Kong dollars, at which Offer Shares are to be
subscribed for and offered pursuant to the Global Offering, to
be determined as described in the section headed “Structure of
the Global Offering — Pricing of the Global Offering” in this
document

the Hong Kong Offer Shares and the International Offer
Shares (including, for the avoidance of doubt, the Reserved
Shares) together, where relevant, with any additional Shares
to be sold by the Over-allotment Option Grantors pursuant to
the exercise of the Over-allotment Option

the option expected to be granted by Over-allotment Option
Grantors to the International Underwriters, exercisable by the
Joint Global Coordinators on behalf of the International
Underwriters for up to 30 days from the day following the last
day for the lodging of applications under the Hong Kong
Public Offering, to require the Over-allotment Option
Grantors to sell up to 22,705,600 additional Shares
(representing in aggregate approximately 15% of the initial
Offer Shares) to cover over-allocations in the International
Offering, if any, details of which are described in the section
headed “Structure of the Global Offering — Stabilization” in
this document

Laoshe and TB Partners, each in the capacity of a grantor of
the Over-allotment Option pursuant to the International
Underwriting Agreement

the People’s Bank of China (H'[8 A RER1T)

Peak Income Group Limited, a limited liability company
incorporated under the laws of the British Virgin Islands on
August 15, 2017, a Shareholder holding the Shares issued
pursuant to the RSU Plan on trust

Shanghai Hongwen and Shanghai Yuewen



DEFINITIONS

“PRC Legal Advisor”

“Preferential Offering”

“Pre-IPO Investments”

“Pre-IPO Investors”

“Pre-IPO Shareholders’
Agreement”

“Price Determination Agreement

“Price Determination Date”

“Principal Share Registrar and
Transfer Office”

29

Han Kun Law Offices

the preferential offering to the Qualifying Tencent
Shareholders of 7,568,600 Shares (representing
approximately 5% of the Offer Shares initially being offered
under the Global Offering) as an Assured Entitlement out of
the International Offer Shares being offered under the
International Offering at the Offer Price, on and subject to the
terms and conditions set out in this document and in the
BLUE Application Form, as further described in the section
headed “Structure of the Global Offering — The Preferential
Offering” in this document

the Pre-IPO investments in our Company undertaken by the
Pre-IPO Investors, details of which are set out in the section
headed “History, Reorganization and Corporate Structure” in
this document

THL A13, Tencent Growthfund, Qinghai Lake, Luxun,
Laoshe, Deal Plus, TB Partners, Grand Profits Worldwide
Limited, Rise Dragon Investment Limited, Grand Profits Asia
Limited, Jun Chang Limited and Billion Excel Limited

the pre-IPO shareholders’ agreement dated January 16, 2017,
entered into by and among our Company, THL A13, Tencent
Growthfund, Qinghai Lake, Luxun, Laoshe, Deal Plus, TB
Partners, Mr. Wu Wenhui (% 3CHE), Mr. Shang Xuesong
(PEEH4), Mr. Lin Tingfeng (M JEE$), Mr. Luo Li (#37) and
Mr. Hou Qingchen (f£B#JR), which will be terminated upon
the Listing

the agreement to be entered into among our Company, the
Selling Shareholders and the Joint Global Coordinators (for
themselves and on behalf of the Underwriters) at or about the
Price Determination Date to record and fix the Offer Price

the date, expected to be on or about October 31, 2017 (Hong
Kong time) and in any event no later than November 7, 2017,
on which the Offer Price is to be fixed by an agreement among
the Joint Global Coordinators (for themselves on behalf of the
Underwriters), the Selling Shareholders and our Company

Maples Fund Services (Cayman) Limited, whose address is at
PO Box 1093, Boundary Hall, Cricket Square, Grand Cayman,
KY1-1102, Cayman Islands



DEFINITIONS

“prospectus”

“QIB 29

“Qinghai Lake”

“Qisheng Culture
Communication”

“Qualifying Tencent
Shareholder(s)”

“Record Date”

>

“Registered Shareholders’

“Regulation S”

“Relevant Individual
Shareholders”

“Relevant Person(s)”

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

a qualified institutional buyer within the meaning of Rule
144A

Qinghai Lake Investment Limited, one of our Controlling
Shareholders, a limited liability company incorporated under
the laws of the British Virgin Islands on July 1, 2014 as an
investment vehicle and a wholly-owned subsidiary of Tencent

Qisheng Culture Communication (Tianjin) Co., Ltd. (FF &L
L% (KE#) A BR/AH]), a company established in the PRC
on July 3, 2014, and our directly wholly-owned subsidiary

Tencent Shareholder(s), whose name(s) appeared on the
register of members of Tencent on the Record Date, excluding
the Non-Qualifying Tencent Shareholders

October 20, 2017, being the record date for determining the
Assured Entitlement of the Qualifying Tencent Shareholders
to the Reserved Shares

the registered shareholders of the PRC Holdcos, namely
Litong and Ningbo Meishan Yuebao, which own each of the
PRC Holdcos as to 65.38% and 34.62%, respectively

Regulation S under the U.S. Securities Act

the shareholders of Litong, namely, Ms. Chen Fei (F3F), Mr.
Zhu Jinsong (AKEI#4), Ms. Hu Min (81#0), Ms. Li Huimin
(ZEH), Mr. Wu Wenhui (% 3CH), Mr. Shang Xuesong
(P E:#4) and Mr. Lin Tingfeng (M $%); and the shareholders
of Ningbo Meishan Yuebao, namely, Mr. Luo Li (£ 37) and
Mr. Hou Qingchen (#£E#J%), and each of them, a Relevant
Individual Shareholder

the Joint Sponsors, the Joint Global Coordinators, the Joint
Bookrunners, the Joint Lead Managers, the Underwriters,
Tencent, any of their or the Company’s respective directors,
officers or representatives or any other parties involved in the
Global Offering



DEFINITIONS

“Reserved Share(s)”

“Retained Tencent Group”

“RMB” or “Renminbi”

“RSU Plan”

“RSUs”
“Rule 144A”

“SAFE”

“SAIC”

“Sale Shares”

“SARFT”

“SAT”

“SCNPC”

“SEC”

“Selling Shareholders”

“SFC”

“Shanghai Hongwen”

the 7,568,600 Shares being offered by our Company pursuant
to the Preferential Offering at the Offer Price to the
Qualifying Tencent Shareholders as the Assured Entitlement,
which are to be allocated out of the International Offer Shares
as described in the section headed “Structure of the Global
Offering” in this document

Tencent and its subsidiaries, excluding our Group
Renminbi, the lawful currency of China

the scheme adopted by our Company to grant RSUs to our
Directors, senior management and employees and those of our
subsidiaries which took effect as of December 23, 2014. See
the section headed “Statutory and General Information — D.
RSU Plan” in Appendix IV to this document

restricted share units
Rule 144A under the U.S. Securities Act

State Administration of Foreign Exchange of the PRC (H 3 A
R S A0 1 [ 52 A A PR )

State Administration for Industry & Commerce of the PRC
(Hh N R A [ [ K T AT B B AR

the Shares to be offered for sale by the Selling Shareholders
at the Offer Price under the Global Offering

the State Administration of Radio, Film and Television (%
J& 4% B R AR AR

State Administration of Taxation (%*ﬁ%’%@%)

Standing Committee of the National People’s Congress (4 [
ARREREGEHHEZAE)

the Securities and Exchange Commission of the United States

Laoshe and TB Partners, each in the capacity of a seller of the
Sale Shares pursuant to the International Underwriting
Agreement

the Securities and Futures Commission of Hong Kong

Shanghai Hongwen Networking Technology Co., Ltd. ( | %
LA B A R/ ), a company established in the PRC on
October 22, 2008, and one of the PRC Holdcos



DEFINITIONS

“Shanghai Qiwen”

“Shanghai Shengting”

“Shanghai Xuanting”

“Shanghai Yuechao”

“Shanghai Yuewen”

“Shareholder(s)”

“Shares”

“Shengyun Information
Technology”

bl

“Shenzhen Lazy Online’

“Specified Territories”

“Spin-off”

“Stabilizing Manager”

Shanghai Qiwen Information Technology Co., Ltd. (I i Rt
BT A R/AA), a company established in the PRC on
April 16, 2013 and one of our Consolidated Affiliated Entities

Shengting Information Technology (Shanghai) Co., Ltd.
(R E A5 BH it ( L) FTBRAR]), a company established in
the PRC on May 27, 2008, and our directly wholly-owned
subsidiary

Shanghai Xuanting Entertainment Information Technology
Co., Ltd. (I ZEBEGEERHARAH), a company
established in the PRC on August 26, 2004 and one of our
Consolidated Affiliated Entities

Shanghai Yuechao Network Technology Co., Ltd. (i i
&P AR /AF]), a company established in the PRC on
February 26, 2013, and our directly wholly-owned subsidiary

Shanghai Yuewen Information Technology Co., Ltd. (i
A B AT A BR/A 7)), a company established in the PRC on
April 2, 2014, and one of our PRC Holdcos

holder(s) of our Share(s)

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

Shengyun Information Technology (Tianjin) Co., Ltd. (% &[5
BHEA (R ARR/AF]), a company established in the PRC
on June 13, 2013, and our directly wholly-owned subsidiary

Shenzhen Lazy Online Technology Co., Ltd. (I A 7E
MPHH A /AF]), a company established in the PRC on
March 27, 2012 and one of our Consolidated Affiliated
Entities

Australia, the PRC and the United States

the separate listing of our Shares on the Main Board, which is
expected to be effected by way of the Global Offering,
including the Preferential Offering

Morgan Stanley Asia Limited



DEFINITIONS

“Stock Borrowing Agreement”

“Stock Exchange”

“subsidiary(ies)”

“substantial shareholder”

“Suzhou Jingwei”

“Takeovers Code”

“TB Partners”

“Tencent”

“Tencent Computer”

“Tencent Group”

“Tencent Growthfund”

“Tencent Share(s)”

“Tencent Shareholder(s)”

“The Carlyle Group”

the stock borrowing agreement expected to be entered into
between among others, THL A13 and the Stabilizing Manager,
pursuant to which the Stabilizing Manager may borrow up to
an aggregate of 22,705,600 Shares to cover any
over-allocations in the International Offering

The Stock Exchange of Hong Kong Limited

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

has the meaning ascribed to it in the Listing Rules

Suzhou Jingwei Network Information Technology Co., Ltd.
(BRI 2 2 A 465 B R A BRA 7)), a company established in
the PRC on July 25, 2007 and one of our Consolidated
Affiliated Entities

The Code on Takeovers and Mergers issued by the SFC, as
amended, supplemented or otherwise modified from time to
time

Trustbridge Partners V, L.P., one of our Shareholders and a
limited partnership established in the Cayman Islands

Tencent Holdings Limited, one of our Controlling
Shareholders, a limited liability company organized and
existing under the laws of the Cayman Islands and the shares
of which are listed on the Main Board (stock code: 700)

Shenzhen Tencent Computer Systems Company Limited (|
M EI A R A A /A F]), a company established in the
PRC on November 11, 1998 and a wholly-owned subsidiary of
Tencent

Tencent and its subsidiaries from time to time, including our
Group

Tencent Growthfund Limited, one of our Controlling
Shareholders, a limited liability company incorporated under
the laws of the Cayman Islands as an investment vehicle on
May 25, 2017 and a wholly-owned subsidiary of Tencent

ordinary shares of HK$0.00002 each in the share capital of
Tencent

holder(s) of Tencent Shares

The Carlyle Group L. P. and its affiliates
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“THL A13”

“Tianfang Jinma”

“Tianjin Huawen Tianxia Book”

“Tianjin Jushi Wenhua Book”

“Tianjin Zhongzhi Bowen Book”

“Tianjin Under Banyan”

“Track Record Period”

“Trustbridge Partners”

“Underwriters”

“Underwriting Agreements”

“United States”, “U.S.” or “US”

“US dollars”, “U.S. dollars” or

“US$”

“U.S. Securities Act”

THL A13 Limited, one of our Controlling Shareholders, a
limited liability company incorporated under the laws of the
British Virgin Islands as an investment vehicle on February 1,
2013 and a wholly-owned subsidiary of Tencent

Beijing Tianfang Jinma Technology Development Co., Ltd.
(At R I7 e R A R 7]), a company established in
the PRC on October 18, 2002 and one of our Consolidated
Affiliated Entities

Tianjin Huawen Tianxia Book Co., Ltd. (K SCK T [EFHA
FRZ\F]), a company established in the PRC on June 23, 2009
and one of our Consolidated Affiliated Entities

Tianjin Jushi Wenhua Book Sales Co., Ltd. (K5 SCHE [H
HEE AR/ A, a company established in the PRC on June
26, 2009 and one of our Consolidated Affiliated Entities

Tianjin Zhongzhi Bowen Book Co., Ltd. (K 1% 8 3¢ & &
F B/~ H]), a company established in the PRC on March 1,
2010 and one of our Consolidated Affiliated Entities

Tianjin Under Banyan Information Technology Co., Ltd.
(R 5 B4 A FR/AF), a company established in
the PRC on November 17, 2009 and one of our Consolidated
Affiliated Entities

the three financial years ended December 31, 2014, 2015 and
2016 and the six months ended June 30, 2017

a leading growth equity investor with offices in Shanghai,
Hong Kong and Boston, focusing on high-quality growth
opportunities in China, such as TMT, consumer and
healthcare sectors

the Hong Kong Underwriters and the International
Underwriters

the Hong Kong Underwriting Agreement and the International
Underwriting Agreement

the United States of America, its territories, its possessions
and all areas subject to its jurisdiction

United States dollars, the lawful currency of the United States

United States Securities Act of 1933, as amended, and the
rules and regulations promulgated thereunder
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“VIE” or “VIEs”

“Wangwen Xinyue”

“WFOEs”, and each a “WFOE”

“WHITE Application Form(s)”

“White Form eIPO”

“White Form eIPO Service
Provider”

“Xiaoxiang College”

“YELLOW Application Form(s)”

“%97

variable interest entity or variable interest entities

Beijing Wangwen Xinyue Technology Co., Ltd. (b 4430k
BRI AR/ F), a company established in the PRC on
March 12, 2010 and one of our Consolidated Affiliated
Entities

Shanghai Shengting and Shanghai Yuechao

the application form(s) for use by the public who require(s)
such Hong Kong Offer Shares to be issued in the applicant’s
name

the application for Hong Kong Offer Shares to be issued in the
applicant’s own name, submitted online through the
designated website www.eipo.com.hk

Computershare Hong Kong Investor Services Limited

Xiaoxiang College (Tianjin) Culture Development Co., Ltd.
Gl E B (R ) b8 AT B2 A), a company established
in the PRC on June 8, 2010 and one of our Consolidated
Affiliated Entities

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

per cent

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

as of the date of this document.

The English names of the PRC entities, PRC laws or regulations, and the PRC governmental

authorities referred to in this document are translations from their Chinese names and are for

identification purposes. If there is any inconsistency, the Chinese names shall prevail.

Certain amounts and percentage figures included in this document 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.
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GLOSSARY OF TECHNICAL TERMS

This glossary contains definitions of certain terms used in this document in connection with
our Company and our business. Some of these may not correspond to standard industry definitions.

AVSP

original titles

WAP

DAUs

IP

total DAUs of our products

total DAUs of our self-operated
channels on Tencent products

MAUs

Permit for Audio-Video Programs Transmitted (f5 & 4845 (5 #%
PLHEET H 7T #8)

refers to online literary works that are first published on our
platform

“Wireless Application Protocol”, herein refers to access via a
mobile browser using this protocol

refers to daily active users who access our platform through
our products or our self-operated channels on Tencent
products at least once during the day in question.

° “DAUSs” for a specific mobile app of ours are calculated
using the number of unique devices that activate the app
at least once during the day in question. If a mobile
device accesses two different mobile apps of ours over
the course of a day, it would, under this methodology, be
counted as two DAUs.

° “DAUs” for a specific WAP or website of ours are
calculated using the number of unique cookies (a
commonly used tracking code) recorded by the Internet
browsers that access such WAP or website at least once
during the day in question.

intellectual property

refers to the sum of the DAUs of all of our mobile apps, WAPs
and websites.

refers to the sum of (i) the number of unique devices that
access our content channels on the QQ Browser and Tencent
News mobile apps and (ii) the number of accounts that access
our content channel on Mobile QQ, at least once during the
day in question. If the same person accesses two different
Tencent products over the course of a day, it would, under this
methodology, be counted as two DAUs.

refers to monthly active users who access our platform
through our products or our self-operated channels on Tencent
products at least once during the calendar month in question.



GLOSSARY OF TECHNICAL TERMS

total MAUs of our products

total MAUs of our self-operated
channels on Tencent products

MPUs

total MPUs of our products

total MPUs of our self-operated
channels on Tencent products

° “MAUSs” for a specific mobile app of ours are calculated
using the number of unique devices that activate the app
at least once during the calendar month in question. If a
mobile device accesses two different mobile apps of
ours over the course of a calendar month, it would,
under this methodology, be counted as two MAUs.

o “MAUs” for a specific WAP or website of ours are
calculated using the product of (i) the number of
registered users of such WAP or website who logged into
their accounts during the calendar month in question,
multiplied by (ii) a ratio that estimates the total active
users over logged-in users of such WAP or website. The
ratio is calculated as the average of DAUs divided by
average daily logged-in users of each month between
2015 and 2016 for such WAP or website. In so doing, we
assume such ratio stays the same over 2015 and 2016 for
such WAP or website.

refers to the sum of the MAUs of all of our mobile apps,
WAPs and websites.

refers to the sum of (i) the number of unique devices that
access our content channels on the QQ Browser and Tencent
News mobile apps and (ii) the number of accounts that access
our content channel on Mobile QQ, at least once during the
calendar month in question. If the same person accesses two
different Tencent products over the course of a calendar
month, it would, under this methodology, be counted as two
MAUs.

refers to monthly paying users, meaning the number of
accounts that purchase our content or virtual items on a
specific mobile app, WAP or website at least once during the
calendar month in question.

refers to the sum of the MPUs of all of our mobile apps, WAPs
and websites during the calendar month in question. If a user
account purchases content or virtual items on two different
mobile apps over the course of a calendar month, it would,
under this methodology, be counted as two MPUs.

refers to the sum of the number of accounts of Mobile QQ, QO
Browser or Tencent News that purchase content or virtual
items on our self-operated channels on such products, at least
once during the calendar month in question.



FORWARD-LOOKING STATEMENTS

Certain statements in this document are forward looking statements that are, by their nature,
subject to significant risks and uncertainties. Any statements that express, or involve discussions as
to, expectations, beliefs, plans, objectives, assumptions or future events or performance (often, but not
always, through the use of words or phrases such as “will”, “expect”, “anticipate”, “estimate”,
“believe”, “going forward”, “ought to”, “may”, “seek”, “should”, “intend”, “plan”, “projection”,
“could”, “vision”, “goals”, “aim”, “aspire”, “objective”, “target”, “schedules” and “outlook”) are not
historical facts, are forward-looking and may involve estimates and assumptions and are subject to
risks (including but not limited to the risk factors detailed in this document), uncertainties and other
factors some of which are beyond our Company’s control and which are difficult to predict.
Accordingly, these factors could cause actual results or outcomes to differ materially from those
expressed in the forward-looking statements.

Our forward-looking statements have been based on assumptions and factors concerning future
events that may prove to be inaccurate. Those assumptions and factors are based on information
currently available to us about the businesses that we operate. The risks, uncertainties and other
factors, many of which are beyond our control, that could influence actual results include, but are not
limited to:

° our operations and business prospects;

° our business and operating strategies and our ability to implement such strategies;
° our ability to develop and manage our operations and business;
° our future general and administrative expenses;

° competition for, among other things, capital, technology and skilled personnel;
° our ability to control costs;
° our dividend policy;

° changes to regulatory and operating conditions in the industry and geographical markets in
which we operate; and

° all other risks and uncertainties described in the section headed “Risk Factors” in this
document.

Since actual results or outcomes could differ materially from those expressed in any
forward-looking statements, we strongly caution investors against placing undue reliance on any such
forward-looking statements. Any forward-looking statement speaks only as of the date on which such
statement is made, and, except as required by the Listing Rules, we undertake no obligation to update
any forward-looking statement or statements to reflect events or circumstances after the date on which
such statement is made or to reflect the occurrence of unanticipated events. Statements of or
references to our intentions or those of any of our Directors are made as of the date of this document.
Any such intentions may change in light of future developments.

All forward-looking statements in this document are expressly qualified by reference to this
cautionary statement.



RISK FACTORS

An investment in our Shares involves significant risks. You should carefully consider all of the
information in this document, including the risks and uncertainties described below, before making
an investment in our Shares. The following is a description of what we consider to be our material
risks. Any of the following risks could have a material adverse effect on our business, financial
condition and results of operations. In any such case, the market price of our Shares could decline,
and you may lose all or part of your investment.

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

RISKS RELATING TO OUR BUSINESS AND INDUSTRY

We are subject to risks associated with operating in a rapidly developing and evolving industry.

The Internet and the online literature industries are rapidly evolving and are subject to
continuous technological developments and changing customer demands. As the leading online
literature platform that generates a substantial majority of its revenues from online reading and
intellectual property operations, our future success depends largely in part on our ability to offer high
quality literary content on a continuing basis, to enhance our existing services, to explore
opportunities for the monetization of our literary works and to introduce new services with features
that meet evolving technological developments, user preferences and requirements, all in a timely and
cost-effective manner. For example, we must develop and promote new services to address the rapidly
developing mobile Internet market in order to maintain our competitive position. If we do not adapt
our services to such changes in an effective and timely manner, we may suffer from decreased writer
pool and user traffic, which may result in a reduced amount of new online literary content provided
on our platform or a decrease in our online reading revenues. In addition, if we adopt new technologies
which turn out to be less proven, and user experience suffers as a result, our users may use our
platform less often. Furthermore, changes in technologies may require substantial investments in
product development as well as in modification of products, services or infrastructure. We may not
execute our business strategies successfully due to a variety of reasons such as technical hurdles,
misunderstanding or erroneous prediction of market demand or lack of necessary resources. Failure to
keep up with technological development or the changing requirements of users may have negative
impact to our user experience and may result in our offerings and services being less attractive than
those provided by our competitors, which in turn may materially and adversely affect our business,
results of operations and prospects.

A number of factors could have a negative impact on the success of our business such as failure
to retain and expand our user base to generate online reading revenues and stimulate the vibrancy of
our online interactive community among writers, readers and editors, failure to increase revenues from
our intellectual property operations, and delays or difficulties in developing, integrating or
customizing new technologies and services.
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Online reading accounts for a majority of our revenues. If we fail to retain our user base or if
user engagement ceases to grow or declines or if we fail to maintain or continue to increase our
paying ratio, our online reading revenues will decrease, which may materially and adversely
affect our business, financial condition, results of operations and prospects.

We offer both premium content and free content to our users through our products, our
self-operated channels and various third-party platforms. We charge for the premium content. A
majority of our revenues are generated from online reading. In 2014, 2015, 2016 and the six months
ended June 30, 2017, our online reading revenues were RMB453.0 million, RMB970.9 million,
RMB2.0 billion and RMB 1.6 billion, which accounted for 97.2%, 60.5%, 77.1% and 84.9% of our total
revenues, respectively. We typically offer the initial chapters of our premium literary works to our
users for free and charge them for the remaining chapters of such works. Our users may choose to only
pay for the content they consume or subscribe to a monthly plan, which allows them unlimited access
to a selected group of literary works within a month.

The success of our business depends largely on our ability to generate sufficient user traffic
through the high quality literary content so as to retain existing and attract new readers that are willing
to pay for the premium content. We will continue to rely on online reading as an important revenue
stream in the future. To attract and retain our paying users, we must continue to offer high-quality and
diversified online literary content that meets our users’ fast changing appetite and enhance the
interaction between writers and readers. To that end, we must continuously anticipate changing trends
in readers’ appetite and respond to such changes by generating suitable content in a timely and
effective manner. We may not be able to maintain or continue to increase our paying ratio to achieve
expected online reading revenues. If we fail to cater to the fast changing needs and preferences of our
users, in particular our younger generation of users whose reading appetite may evolve from time to
time and who may have higher demand in the quality and entertaining level of literary works, and, as
a result, fail to deliver suitable content and satisfactory user experience, our paying users will not find
our premium content attractive or may find our paid reading fees more expensive. Consequently, they
may reduce their spending on our premium literary works, leading to reduced user traffic and user
base. As we generate a majority of our revenues from our paying users and also leverage our highly
engaged user base for monetization of our intellectual property, failure to retain existing or attract new
readers to pay for our online literary works may materially and adversely affect our business, financial
condition, results of operations and prospects.

If we fail to control our content-related costs, lack popular literary content that can be
monetized, fail to acquire various forms of copyrights of such literary content for monetization,
or fail to attract and retain writers or maintain the business relationships with the key writers,
our business, results of operations and profitability will be materially and adversely affected.

Popular and quality content is the core driver and foundation of our content monetization
business. Content-related costs, including content costs and amortization of intangible assets in the
form of copyrights we acquired, have historically accounted for the largest portion of our cost of
revenues. In 2014, 2015, 2016 and the six months ended June 30, 2017, content-related costs
constituted 78.8%, 52.9%, 64.4% and 66.8%, respectively, of our total cost of revenues. We generally
license the copyright of the content published on our platform on an exclusive basis, either at fixed



RISK FACTORS

prices or pursuant to revenue-sharing arrangements, under which the writers receive royalties based
on sales and other forms of monetization of their works. In addition to the original literary works
generated by our online platform, we also source high quality content from external popular writers,
leading publishers and other third-party literary platforms. Due to the improving monetization
prospects of high quality original content, there is increasing competition for popular literary works.
Furthermore, as the market develops, the expectations of copyright owners may continue to rise, and
as such, they may demand higher licensing fees for such content. As a result, we expect our
content-related costs to increase on an absolute basis as we expand our literary content library.

Moreover, we rely primarily on our writers, especially established writers, to create original
literary works. However, we may not be able to continue to attract and retain writers by offering more
competitive and favorable terms than our competitors or higher licensing fees that our writers may
request. In addition, although our contracted writers agree to create literary content exclusively for us
for a certain period of time, we cannot control their productivity or the quality of their works produced
within the contract term. As there is no barrier for our registered users to publish their literary works
on our platform, we cannot guarantee that the content created by non-contracted writers on our
platform will be of sufficient quality to attract users to our platform. Additionally, any disputes or
legal proceedings with our key writers, especially prominent best-selling writers that create popular
and high quality literary content, may disrupt our business relationships with them. For details, see
the section headed “Business — Legal Proceedings and Compliance” in this document. Therefore, we
cannot assure you that we will retain sufficient online literary works with monetization value or
control a broad range of copyrights for high quality literary works. If we cannot successfully generate
expected revenues from such content, our business operations, financial results and profitability will
be materially and adversely affected. If we lack popular literary content that can be monetized or fail
to acquire a broad range of copyrights of such literary content for monetization, our business and
operating results may be materially and adversely affected.

We face competition in every aspect of our businesses. If we fail to compete effectively, we may
lose users or writers, which could materially and adversely affect our business, financial
condition and results of operations.

We face competition in every aspect of our business, and particularly from other companies that
seek to provide platform services for literary content creation, consumption and distribution. We
compete primarily with other online literature websites and mobile apps in China. We also compete
for Internet users’ reading time with content providers that focus exclusively on a specific genre of
content also featured by us, including popular We Media (H ) accounts that focus on articles
related to literature, history, anime or other of the genres that our library covers, and physical book
publishing companies in China. See the section headed “Business — Competition” in this document.
Our competitors may compete with us in a variety of ways, including obtaining exclusive licensing
rights of popular literary content, attracting writers with more favorable contractual terms, conducting
brand promotions and other marketing activities, adopting more aggressive pricing policies and
making acquisitions. Such competition may significantly increase the market price for literary content,
cause us to lose our existing or potential writers and readers, and therefore materially and adversely
affect our business, financial condition and operational results.

— 40 —



RISK FACTORS

In addition, certain online literature platforms, digital content providers or physical book
publishers may continue to offer pirated content for free or at lower prices. As a result, readers may
be diverted away from our platform. Furthermore, as the online literature industry in China is
constantly evolving, our current or future online literature competitors may compete more
successfully as the industry matures. In addition, any of our current or future competitors may be
acquired by, receive investments from or enter into other strategic or commercial relationships with
larger, more established and/or better financed companies and therefore obtain significantly greater
financial, marketing, licensing and development resources than we do. If any of our competitors
achieves greater market acceptance than we do or are able to offer more attractive or comparable
literary content at lower cost, our users, writers and market share may decrease, which may have a
material adverse effect on our business, financial condition and operational results.

Our business, prospects and financial results may be subject to new terms agreed upon in the
business contracts negotiated in the future with third-party content distribution platforms as
well as our relationship with such platforms.

We entered into distribution agreements with various third-party platforms to distribute our
literary content. Such platforms include leading Internet and telecommunications companies in China.
However, there can be no assurance that our agreements with those distribution platforms will be
extended or renewed after their respective expiration or that we will be able to extend or renew such
agreements on terms and conditions favorable to us. In addition, if any of our distribution partners
breaches its obligations under any of these agreements or refuses to extend or renew it when the term
expires, we may lose all or a portion of the user base we have developed through its platform. We may
have legal or other disputes with third-party distribution platforms that may affect our relationship
with such platforms or have an adverse effect on our business. In August 2017, Migu Digital Media
Co., Ltd. (WK B FE B A BRA F]) (“Migu”), a subsidiary of China Mobile Limited (“China Mobile”),
commenced legal proceedings against us in Hangzhou Intermediate People’s Court in China for
ceasing to update a number of literary products on Migu’s reading platform, Migu Reading, in
purported breach of contracts. Based on the legal advice of Co-effort, the legal advisor we engaged
for these legal proceedings as of the Latest Practicable Date, we believe that Migu’s claims for
damages are without merit and intend to vigorously contest it. However, as the trial has not yet
commenced and the outcome of these legal proceedings, including the possibility that the PRC courts
may uphold all or part of Migu’s claims, remains uncertain, we are unable to determine the impacts
of the proceeding on our business, financial condition and results of operations. Irrespective of the
outcome of these legal proceedings, our relationship with Migu and China Mobile may be negatively
impacted and our cooperation may cease in the future. For details of these legal proceedings, see
section headed “Business — Legal Proceedings and Compliance” in this document.

Given the Internet business is highly regulated in China, our failure to obtain and maintain
requisite approvals, licenses or permits applicable to our business or any changes in government
policies or regulations may have a material and adverse impact on our business, financial
condition and operational results.

The PRC government regulates the Internet industry extensively, including foreign ownership of,
and the licensing requirements pertaining to, companies in the Internet industry. A number of
regulatory authorities, such as the Ministry of Commerce, or MOFCOM, the Ministry of Culture, or
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MOC, the Ministry of Industry and Information Technology, or MIIT, the General Administration of
Press and Publication, Radio, Film and Television, or GAPPRFT, the Ministry of Culture and the
Cyberspace Administration of China, or CAC, oversee different aspects of the Internet industry. These
governmental authorities together promulgate and enforce laws and regulations that cover many
aspects of the telecommunications, Internet information services, Internet publishing industries and
online audio-visual products services, including entry into such industries, scope of permitted
business activities, licenses and permits for various business activities and foreign investments into
such industries. Operators are required to obtain various government approvals, licenses and permits
in connection with their provision of Internet information services, Internet publication services,
online audio-visual products and other related value-added telecommunications services.

We cannot assure you that we have obtained or applied for all the permits and licenses required
for conducting our business in China or will be able to maintain our existing permits and licenses or
obtain any new permits and licenses if required by any future laws or regulations. For detailed
discussion of certain licenses and permits relevant to our business, see the section headed “Business
— Licenses and Permits” in this document. If we fail to obtain and maintain approvals, licenses or
permits required for our business, we could be subject to liabilities, penalties and operational
disruption and our business could be materially and adversely affected. We may also be liable for fines
or a penalty of confiscating illegal gains. See the sections headed *“ Business — Legal Proceedings and
Compliance” and “Business — Licenses and Permits” in this document for further details.

Failure to comply with PRC laws and regulations prohibiting the publication and distribution of
pornographic content may subject us to liabilities, administrative actions or penalties imposed
by the relevant PRC regulatory authorities, and may have a material and adverse impact on our
business, financial condition and operational results.

PRC laws and regulations require us to ensure that our content does not include any obscenity
or pornography, to immediately delete any obscene or pornographic content, and to keep records and
report to the governmental authorities in charge. As advised by our PRC Legal Advisor, under
applicable PRC laws and regulations, the determination of obscenity and pornography is within the
power of relevant regulatory authorities, including but not limited to the Office of the National
Working Group for Crackdown on Pornographic and Illegal Publications (4= B “¥7 & 4T I~ TAE /N4 B
//_\\%), the CAC, the Ministry of Public Security (%K), the MOC, the GAPPRFT and their
respective local counterparts.

Failure to comply with the relevant PRC laws and regulations on a timely and adequate basis may
subject us to liability, administrative actions or penalties imposed by the relevant competent PRC
authorities. The imposition of any of these penalties may result in a material and adverse effect on our
ability to conduct our business and have a material and adverse impact on our business, financial
condition and operational results. In the worst scenario, the competent PRC authorities could revoke
our business and operating licenses, shut down our content distribution platforms, or require us to
discontinue or restrict our operations.

Regulation and censorship of information disseminated online and offline in China may
adversely affect our business and subject us to liability for content posted on our platform, given
the large amounts of contents being uploaded or disseminated on our platform.

The PRC government has enacted laws and regulations governing the publishing industry,
Internet access and distribution of literary content and other information over the Internet. In the past,

42 —



RISK FACTORS

the PRC government has banned the distribution of content and information over the Internet or
publication of books that it believes to be in violation of the PRC laws and regulations, including
content that it believes is obscene or defamatory, incites violence, endangers the national security, or
contravenes national interest. If the PRC regulatory authorities were to take any action to limit or
prohibit the distribution of literary content through our or our partner’s platforms or produced in
physical book form by us, or if they find our literary content objectionable or otherwise in violation
of PRC laws or regulations, and impose penalties on us or take other administrative actions against

us in the future, our business could be significantly and negatively affected.

Subject to our content monitoring process, our registered users can upload to any of our websites
and mobile apps any type of literary content and can upload certain graphical files for limited
purposes, such as updating user profiles. We require our users to confirm before each upload that the
content to be uploaded is in compliance with PRC laws and regulations and does not infringe other
parties’ legal rights, including copyrights, and to indemnify us against all damages arising from
third-party claims against us resulting from such uploaded or linked content. In addition, we have
adopted and implemented strict internal procedures aiming to ensure that no prohibited or pirated
literary or other user-generated content is displayed on our platform or included in our content library.
We also have a dedicated content monitoring team which is responsible for monitoring and preventing
the public release of inappropriate or illegal content, including user-generated content, on our mobile
apps and websites. However, given the large user base we have, we may not be able to fully control
the content uploaded by our users and as most of our users are individuals, and they may not be able
to fully indemnify us for all damages, including regulatory penalties or third-party claims, caused by
the content they uploaded. Moreover, because the definition and interpretation of prohibited content
are in many cases vague and subjective, it is not always possible to determine or predict what content
might be prohibited under existing restrictions or restrictions that might be imposed in the future.
Failure to identify and prevent illegal or inappropriate content from being displayed on our platform

may subject us to severe sanctions and penalties.

We are required to comply with the Trial Method on Evaluation of Social Benefits of Online
Literature Publication Service Units (484% SCE W k45 B8 A7 4 8 20 4 5E AL 5l A7 ##1%)  (the “Trial
Method”) which took effect from July 1, 2017. As advised by our PRC Legal Advisor, we understand
that the Trial Method requires self-evaluation reports to be submitted by online literature publication
service units to the local administrative bodies by the end of January of every calendar year and
evaluation of the online literature publication service units by the local government authorities. In
accordance with the Trial Method in its current form, we expect to complete such filing by January
2018. However to the best of our knowledge after consultation with our PRC Legal Advisor, the
relevant local government authority has not yet published or launched any implementation measures
relating to the Trial Method. We do not anticipate any obstacles in complying with the Trial Method
in its current form. However, there is no assurance that we will be able to fully comply with the
relevant implementation measures when they become available. In such event, we may be subject to
negative evaluation feedback provided by or even administrative sanctions or penalties imposed by the

relevant government authorities which may have a material adverse effect on our business operations.
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We cannot guarantee that our current or future monetization strategies related to our intellectual
property operations will be successfully implemented or will generate sustainable revenue, profit
or positive operating cash flows. Our failure to identify appropriate entertainment industry
partners to maximize the monetization potential of our popular literary works for our
intellectual property operations may also materially and adversely affect our business and
financial condition.

We have experienced rapid growth in our intellectual property operations, which primarily
involve licensing our high quality literary titles to content adaptation partners for adaptation into
various entertainment products. In 2014, 2015 and 2016 and the six months ended June 30, 2017, the
amount of revenues generated from our intellectual property operations were RMB12.1 million,
RMB162.8 million, RMB247.4 million and RMB155.7 million, which accounted for 2.6%, 10.1%,
9.7% and 8.1% of our total revenues, respectively. We retain existing content adaptation partners and
develop new partnerships in order to maximize the monetary value of our literary titles. However, we
cannot assure you that this level of significant growth will be sustainable or fully achievable in the
future. If we fail to license our content for adaptation into suitable entertainment formats or accurately
forecast the market reaction with respect to our content adaptation products, our intellectual property
operations may not succeed, which would negatively affect our business performance. We had a net
cash flow used in operating activities in the amount of RMB46.2 million for the six months ended June
30, 2016. Although we had a net cash flow generated from operating activities in the amount of
RMB325.3 million for the six months ended June 30, 2017, we cannot assure you that we will be able
to continue to generate net profits or maintain positive cash flow from operating activities in the future
or our attempts to increase our intellectual property operations’ revenues will be successful or
profitable. Therefore the future revenue and income potential of our intellectual property operations
may be difficult to evaluate.

Moreover, if we fail to effectively identify and develop popular literary works with adaptation
potential or properly maintain our existing business relationship with our content adaptation partners
in the future or develop new business relationships, our content adaptation partners may be less likely
to source content from and develop business cooperation with us, the occurrence of which may
materially and adversely affect our business, financial condition, operational results and prospects.
Although we have established several joint ventures and other forms of cooperation with a number of
content adaptation partners in China, we have a short track record and limited experiences in content
monetization through joint venture investments. In addition, we may not have sufficient control over
the adaptation process and quality of the online games or animated works adapted from our popular
content and produced, on an outsourced basis, by our partners, and we may be negatively affected or
even held liable for the activities or the financial soundness of our content adaptation partners.

Unauthorized use of our intellectual property by third parties, and the expenses incurred in
protecting our intellectual property rights, may adversely affect our business and competitive
position.

Intellectual property is crucial to our competitiveness and success. Unauthorized use of our
intellectual property may adversely affect our business and reputation. In particular, piracy is a
long-standing problem in China, which is evident from pirated books being sold on the street as well
as from search results on online search engines. Many websites and mobile apps in China attract user
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traffic by making pirated content available for free and derive advertising revenues from such pirated
content. Online literary piracy, facilitated by Internet search engines, undermines the paid reading
model and has been the primary impediment to the greater development of China’s online literature
industry. In addition, although our licensing contracts with writers typically require them to provide
us with the exclusive rights to the content they provide for our platform, we cannot assure you that
our writers will not post their literary works on other platforms in violation of their contracts with us.
Our writers are obligated to indemnify us for any losses resulting from violations of their obligations
under the licensing contracts with us. However, we cannot assure you that we will be able to recover
such losses from them. If our third-party distribution partners distribute any content on their platforms
that violates our contractual arrangements, it may damage our interests and have an adverse impact
on the results of our operations. In particular, if our third-party distribution partners display any
pirated content of our literary works, our readers may opt to such pirated content instead of paying
for our literary works, and our paying ratio will accordingly be negatively impacted due to the
distribution of such pirated content.

We rely on a combination of copyright, trademark, patent, trade secret laws and restrictions on
disclosure as well as non-competition, confidentiality and license contracts with our employees,
editors, writers, users, business partners or others to protect our intellectual property rights and to
meet the obligations we owe to third parties from whom we license intellectual property rights.
Nevertheless, these afford only limited protection and it can be difficult and expensive to police
unauthorized use of intellectual property that we own or license. We have taken, and will continue to
take, a variety of actions to combat piracy. However, we cannot be certain that the steps we have taken
will prevent misappropriation of our intellectual properties, particularly in countries where the laws
may not protect our property rights as fully as in more developed countries. Unauthorized use of our
intellectual property by third parties, and the expenses incurred in protecting our intellectual property
rights, may materially and adversely affect our business.

Intellectual property rights historically have not been enforced in the PRC as vigorously as in
certain developed countries such as the United States, and intellectual property theft is a serious risk
for companies operating in the PRC. Moreover, we may enforce our intellectual property rights
through litigation, which could result in substantial costs, divert the attention and resources of our
management personnel and disrupt our business. The validity and scope of any claims relating to our
copyrights or other intellectual property may involve complex legal and factual questions and analyses
and, as a result, the outcome may be highly uncertain. Failure to protect our intellectual property
rights could have a material adverse effect on our business, financial condition and results of
operations as well as severely harm our competitive position.

We and our writers have been, and may continue to be, subject to intellectual property
infringement claims which could cause us to be less competitive, or misappropriation claims by
third parties which may force us to incur substantial legal expenses and, if determined adversely
against us or our writers, may materially affect our business.

We have been involved in litigation based on allegations of infringement of third-party copyright
and other rights, such as online distribution rights, due to the content available on our platform. For
lawsuits against us that we did not win, we were ordered by various PRC courts to pay immaterial
amounts of damages in 2014, 2015, 2016 and the first half of 2017.
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Although we have adopted internal procedures to screen, monitor and remove the content
displayed on our platform to comply with third-party intellectual property rights and PRC laws and
regulations, we may not be able to identify and remove all potentially infringing content in a timely
manner due to the large amount of literary content uploaded by our writers and users each day.
Accordingly, we may, from time to time, be exposed to intellectual property rights infringement or
misappropriation claims by third parties, including competing online literature platforms, relating to
the literary content posted on our online platform or produced in physical book form. We may also be
exposed to other claims by third-party content cooperation partners relating to our content cooperative
relationships. As a publicly listed company, we may be exposed to increased risk of litigation. In
particular, some literary works posted on certain of our literature websites prior to our acquisition of
the operators of such websites may infringe the copyrights or other intellectual property rights of third
parties. We cannot assure you that there will not be any intellectual property rights infringement,
misappropriation or other claims by any third parties in the future. In addition, our writers could post
content to our platform that violates others’ intellectual property rights, including third-party
contractual rights in situations where, without our knowledge, a writer had signed an agreement to
provide content to another online literature platform on an exclusive basis but posts such content on
our platform. Although we require our writers to represent that they have the right to their content
before posting it on our platform and require writers with whom we sign licensing contracts to
indemnify us against any violations by the writers of their contractual obligations, we cannot assure
you that intellectual property right infringements or misappropriation claims resulting from our
writers’ violations of their contractual obligations to us will not occur. Moreover, despite
indemnification arrangements with our writers, they may not have the financial resources to fulfill
their indemnity obligations to us under any such infringement or misappropriation claim.

Defending against any of these current or future claims could be both costly and time-consuming,
and could significantly divert the efforts and resources of our management and other personnel. An
adverse determination in any such litigation or proceedings to which we may become a party could
subject us to significant liability to third parties, require us to seek licenses from third parties, pay
ongoing royalties, or subject us to injunctions prohibiting the distribution and marketing of the
relevant literary content. To the extent that licenses are not available to us on commercially reasonable
terms or at all, we may be required to expend considerable time and resources sourcing alternative
content, if any, or we may be forced to delay or suspend the sale and distribution of the relevant
literary content. Furthermore, any charge against us or our writers for copyright infringement may also
affect our ability to monetize the corresponding online literary content to the full extent and damage
our reputation as a source of high quality content to our content adaptation partners. Protracted
litigation or adverse publicity could also result in our users or potential users deferring, reducing or
cancelling their purchase of our premium literary content. In addition, we may be subject to
administrative actions brought by the National Copyright Administration of the PRC or its local
branches for alleged copyright infringement. As a result of such claims, litigations and administrative
actions, our business, brand image and reputation could be materially and adversely affected.

If we are no longer able to benefit from the synergy of our business cooperation with Tencent,
our business may be adversely affected.

Our ultimate controlling shareholder and strategic partner, Tencent, is one of the largest Internet
companies in the world. Our business has benefited significantly from Tencent’s brand name and
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strong market position in China. In addition, we have benefited from distributing our content through
our self-operated channels on Tencent products, which provides Tencent’s large number of users with
access to our literary content. We also cooperate with Tencent in a number of other areas, including
content adaptation, promotion services, IT services and payment services. See the section headed
“Relationship with our Controlling Shareholders” in this document. However, we cannot assure you
that we will continue to maintain our cooperative relationships with the Retained Tencent Group in the
future. To the extent we cannot maintain our cooperative relationships with the Retained Tencent
Group at reasonable prices or at all, we will need to source other business partners to provide services
such as distribution channels, content adaptation cooperation, promotion services, as well as IT and
payment services, which could result in material and adverse effects to our business and results of
operations.

We have distributed and expect to continue to distribute our content through our self-operated
channels on Tencent products. If any of these channels fails or is unwilling to cooperate with us
on reasonable terms, or if Tencent’s market position, brand recognition or financial condition
experiences any negative development, our online reading revenues may be adversely affected.

Our business has benefited significantly from Tencent’s brand name and strong market position
in China. In addition, we are uniquely positioned with access to a host of popular Tencent products,
including Mobile QQ, QQ Browser, Tencent News and Weixin Reading, which provide Tencent’s large
number of users with access to our literary content. In the six months ended June 30, 2017, the average
MAUs of our self-operated channels on Tencent products were 103.5 million. We have cooperated with
Tencent in a number of other areas, including content adaptation, promotion services, IT services and
payment services, and entered into business cooperation agreements with the Retained Tencent Group
with respect to the distribution of our content on Tencent products, and we share revenues with them
according to the terms and conditions of these agreements. See the section headed “Business —
Distribution Platforms — Our Self-operated Channels on Tencent Products” in this document for
further details. We are of the view that we do not and will not significantly rely on the Retained
Tencent Group as a result of these transactions. Please refer to the section headed “Relationship with
our Controlling Shareholders — Independence from our Controlling Shareholders — Operational
Independence” in this document for further details.

However, we cannot assure you that we will continue to maintain our cooperative relationships
with the Retained Tencent Group at reasonable prices or at all in the future. In such event, we are
unable to continue our access to Tencent products in the same manner as we currently do and will need
to source other business partners to provide services such as distribution channels, content adaptation,
cooperation, promotion services as well as IT and payment services, which could result in material and
adverse effects to our business, financial conditions and results of operations.

Any negative development in Tencent’s market position, brand recognition or financial condition
may materially and adversely affect our marketing efforts and the strength of our brand.

We have benefited significantly and expect to continue to benefit significantly from Tencent’s
strong brand recognition and broad user base, which provide us credibility and a broad marketing
reach. If Tencent loses its market position, the effectiveness of our marketing efforts through our
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association with Tencent may be materially and adversely affected. In addition, any negative publicity
associated with Tencent or any negative development with respect to Tencent’s market position,
financial condition, or compliance with legal or regulatory requirements in China, will likely have an
adverse impact on the effectiveness of our marketing efforts, as well as our reputation and brand.

Although we generated a net profit for the year of 2016, we incurred net losses in both 2014 and
2015, and we may not be able to achieve profitability in the future.

We experienced net losses of RMB21.1 million and RMB354.2 million in 2014 and 2015,
respectively. Although we have generated a net profit in 2016, we cannot assure you that we will be
able to continue to generate profits in the future. Our ability to achieve profitability is affected by
various factors, many of which are beyond our control. For example, our revenues and profitability
depend on the continuous development of the online literature industry in China, our users’ spending
on online literary works as well as our strategies to monetize our popular content. We cannot assure
you that online paid reading will become more widely accepted in China or that the users will increase
their spending on online literary works. Content-related costs have historically accounted for the
majority of our cost of revenues. Due to the increasing competition for popular literary works, we
expect our content-related costs to increase on an absolute basis. See the paragraph headed “— Risks
Relating To Our Business and Industry — If we fail to control our content-related costs, lack popular
literary content that can be monetized, fail to acquire various forms of copyrights of such literary
content for monetization, or fail to attract and retain writers or maintain the business relationships
with the key writers, our business, financial results and profitability will be materially and adversely
affected” in this section.

If we cannot successfully offset our increased costs and expenses with an increase in revenues,
our margins, financial condition and results of operations could be materially and adversely affected.
We may incur losses in the future due to our continued and increased investments in content,
technology, marketing, human resources and other aspects of our operations. We may also incur losses
in the future due to changes in the macroeconomic and regulatory environment, competitive dynamics
and our inability to respond to these changes in a timely and effective manner.

We had net current liabilities as of December 31, 2014 and 2015.

We had net current liabilities of RMB27.4 million and RMB204.9 million as of December 31,
2014 and 2015, respectively. See the section headed “Financial Information — Discussion of Certain
Key Balance Sheet Items” in this document for more details. Although we recorded net current assets
as of December 31, 2016 and June 30, 2017, we cannot assure you that we will be able to maintain
our liquidity and continue to record net current assets. We may have net current liabilities again in the
future, the occurrence of which could have an adverse impact on our financial condition and results
of operation.

We have experienced rapid growth in the past, but our limited operating history as a combined
entity between China Literature Limited and Cloudary makes it difficult to evaluate our business
and growth prospects. We may not be able to manage our growth effectively or achieve similar
growth prospects in the future.

We have experienced rapid growth since we commenced our online literature business. We
acquired Cloudary in December 2014, the purpose of which was to acquire its literary content, its
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several literary websites, and create a leading market position in the online literature market in China
with the largest user base, deepest writer pool, most comprehensive content library and strongest
monetization capability. However, some of the benefits that we expect to achieve from the acquisition
may not be achieved or, if achieved, may not be achieved in the time frame in which we expected.
Whether these anticipated benefits are realized depends on future events and circumstances, some of
which are beyond our control. We expect our growth trend to continue as we expand our user base,
develop our content library and explore new market opportunities. To this end, we need to
continuously enhance and upgrade our infrastructure and technology, improve our operational and
financial systems, procedures and controls, and expand, train and manage our growing employee base.
In addition, we must maintain and expand our relationships with writers, users, content distribution
partners, content adaptation partners and other third parties. However, due to our limited operating
history as a combined company, we may not be able to manage our expansion effectively because our
current infrastructure, systems, procedures and controls will be adequate to support our expanding
operations and our historical growth rate may not be indicative of our future performance. We cannot
assure you that we will grow at the same rate as we had in the past.

Our strategy of making strategic acquisitions and investments may fail and may result in
material and adverse impact to our financial condition and results of operations.

As part of our business growth strategy, we have completed several acquisitions in recent years
and may in the future acquire businesses or platforms that we believe can expand and strengthen our
content sourcing, distribution and monetization, as well as our technological capacities. Our ability to
implement our acquisition strategy will depend on our ability to identify suitable targets, our ability
to reach agreements with them on commercially reasonable terms and the availability of financing to
complete acquisitions, as well as our ability to obtain any required shareholder or government
approvals. Our strategic acquisitions and investments could subject us to uncertainties and risks,
including:

° high acquisition and financing costs;

° potential ongoing financial obligations and unforeseen or hidden liabilities;

° potential loss of key business relationships and the reputations of the businesses we
acquire;

° failure to achieve our intended objectives, benefits or revenue-enhancing opportunities;

° uncertainty of entering into markets in which we have limited or no experience and in
which competitors have stronger market positions;

° costs associated with, and difficulties in, integrating acquired businesses and managing a
larger business;

° potentially significant goodwill impairment charges;
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° potential claims or litigation regarding our board’s exercise of its duty of care and other
duties required under applicable law in connection with any of our significant acquisitions
or investments approved by the board;

° diversion of our resources and management attention;

° potential contingent liabilities in connection with our commercial arrangement agreed with
the existing shareholders of certain acquired companies, such as our undertakings to
acquire the remaining equity interests held by certain existing shareholders at an agreed
price or exchange ratio within an agreed time period and any associated legal proceedings.
We cannot assure you that Ms. Zhang Baohua, the minority shareholder of Tianjin Under
Banyan, will not commence any other legal proceedings with respect to the agreement
entered into with her relating to Tianjin Under Banyan, or that any such proceedings will
not involve a claim for a material amount of damages or remedies other than damages,
irrespective of the merits of the underlying claim made by her. For detailed discussion, see
the section headed “History, Reorganization and Corporate Structure — Tianjin Under
Banyan Information Technology Co., Ltd.” in this document;

° credit risk arising from our investments in redeemable shares of associates and changes in
fair value of such investments. For detailed discussion on the valuation of our investments
in redeemable shares of associates, see the section headed “Financial Information —
Discussion of Certain Key Balance Sheet Items — Investments in Redeemable Shares of
Associates” in this document; and

° credit risk arising from our trade receivables at the end of each reporting period mainly due
from certain telecommunication operators and content distribution partners in mainland
China.

Our failure to address these uncertainties and risks may have a material adverse effect on our
liquidity, financial condition and results of operations. In addition, we establish strategic alliances
with various third parties to further our business purposes from time to time. Strategic alliances with
third parties could subject us to a number of risks, including risks associated with sharing proprietary
information, non-performance by the counter-party, and an increase in expenses incurred in
establishing new strategic alliances, any of which may materially and adversely affect our business
and results of operations.

Change in business prospects of acquisitions may result in goodwill impairment and impairment
of our other intangible assets acquired in a business combination, which could negatively affect
our reported results of operations.

We record acquisition goodwill, investments in affiliate companies and acquired intangible
assets on our balance sheet in connection with such acquisitions and investments. In December 2014,
we acquired Cloudary. We paid a consideration of RMB4.5 billion for the acquisition, and goodwill
of approximately RMB3.7 billion arose from the acquisition, which was attributable to the acquired
market shares and economies of scale expected to be derived from combining Cloudary with our
operations. Goodwill accounted for over 40% of our total assets during the Track Record Period. We
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are required to review our acquisition goodwill for impairment at least annually and review our
investments in affiliate companies and acquired intangible assets for impairment when events or
changes in circumstances indicate that the carrying value may not be recoverable, including a decline
in company value and a slowdown in our industry. If the carrying value of our acquisition goodwill,
investments in affiliate companies or acquired intangible assets are determined to be impaired, we
would be required to write down the carrying value or record charges to earnings in our financial
statements during the period in which our acquisition goodwill, investments in affiliate companies or
acquired intangible assets is determined to be impaired, which would materially and adversely affect
our results of operations. For detailed discussion on the relevant impairment testing and sensitivity
analysis performed for goodwill and other intangible assets, see the sections headed “Financial
Information — Critical Accounting Policies and Estimate — Intangible Assets” and “— Discussion of
Certain Key Balance Sheet Items — Intangible Assets” in this document.

We may grant additional share-based awards pursuant to the RSU Plan, which may result in
increased share-based compensation expenses and dilution to the shareholding of existing
shareholders.

We have adopted the RSU Plan for the purpose of granting share-based compensation awards to
employees, directors and consultants to incentivize their performance and align their interests with
ours. We have incurred share-based compensation expenses of RMB6.6 million, RMB131.8 million,
RMB78.0 million and RMB52.6 million for the years ended December 31, 2014, 2015 and 2016 and
for the six months ended June 30, 2017, respectively, and we may grant additional share-based awards
pursuant to the RSU Plan. Any additional grant of share-based awards by us pursuant to the RSU Plan
may further increase our share-based compensation expenses, and may dilute existing shareholders’
shareholding should any additional number of Shares be issued.

Tencent, our ultimate controlling shareholder, has had and will continue to have effective control
over the outcome of shareholder actions in our company. The interests of Tencent may not be
aligned with the interests of our other shareholders.

Tencent will continue to be our ultimate controlling shareholder immediately after the
completion of the Global Offering. Tencent’s voting power gives it the power to control certain actions
that require shareholder approval under Cayman Islands law, our Memorandum and Articles of
Association and HKIAC requirements, including approval of mergers and other business
combinations, changes to our Memorandum and Articles of Association, the number of shares
available for issuance under any share incentive plans, and the issuance of significant amounts of our
ordinary shares in private placements.

Tencent’s voting control may cause transactions to occur that might not be beneficial to you as
a holder of the Shares and may prevent transactions that would be beneficial to you. For example,
Tencent’s voting control may prevent a transaction involving a change of control of us, including
transactions in which you as a holder of the Shares might otherwise receive a premium for your
securities over the then-current market price. In addition, Tencent is not prohibited from selling the
controlling interest in us to a third party and may do so without your approval and without providing
for a purchase of your Shares. If Tencent is acquired or otherwise undergoes a change of control, any
acquirer or successor will be entitled to exercise the voting control and contractual rights of Tencent,
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and may do so in a manner that could vary significantly from that of Tencent. In addition, the
significant concentration of share ownership may adversely affect the trading price of the shares due
to investors’ perception that conflict of interest may exist or arise. See the paragraph headed “—Risks
Relating To Our Business and Industry—We may have conflict of interest with Tencent and, because
of Tencent’s controlling ownership interest in our Company, we may not be able to resolve such

conflict on terms favorable to us” in this section.

We may have conflict of interest with Tencent and, because of Tencent’s controlling ownership
interest in our Company, we may not be able to resolve such conflict on terms favorable to us.

Conflict of interest may arise between Tencent and us in a number of areas relating to our
ongoing relationships. Potential conflicts of interest that we have identified mainly include the
following:

° Agreements with the Retained Tencent Group. We have entered into various framework
agreements with Tencent Computer (for itself and other members of the Retained Tencent
Group) governing the transactions between us and the Retained Tencent Group, which
include but are not limited to, distribution of our literary works through the Retained
Tencent Group’s products and intellectual property cooperation with the Retained Tencent
Group. See the section headed “Connected Transactions” in this document for further
details of these framework agreements. Tencent may use its control over us to prevent us
from bringing a legal claim against Tencent in the event of a contractual breach,
notwithstanding our contractual rights under the agreements and any other agreement we
may enter into with the Retained Tencent Group from time to time.

° Allocation of business opportunities. There may arise business opportunities in the future
that both we and Tencent are interested in and which may complement the respective
businesses. Due to the controlling interest of Tencent and its leading market position and
brand in China, Tencent may decide to take up such opportunities itself, which would
prevent us from taking advantage of those opportunities.

° Employee recruiting and retention. Because both Tencent and we are operating in the
Internet industry in China, we may compete with Tencent in the hiring of employees.

° Sale of shares in our Company. Tencent may decide to (through THL A13, Tencent
Growthfund and/or Qinghai Lake) sell all or a portion of the Shares that it holds to a third
party, including to one of our competitors, thereby giving that third party substantial
influence over our business and our affairs. Such a sale could be contrary to the interests
of our employees or our other Shareholders.

° Developing business relationships with Tencent’s competitors. So long as Tencent remains
our controlling shareholder, we may be limited in our ability to do business with its
competitors. This may limit our ability to market our services for the best interests of our
Company and our other Shareholders.
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° Our Directors and employees may have conflicts of interest. Our Directors Mr. James
Gordon Mitchell, Mr. Lin Haifeng and Ms. Li Ming are also employees of Tencent. These
relationships could create, or appear to create, conflicts of interest when these persons are
faced with decisions with potentially different implications for Tencent and us.

Although the Company will become a stand-alone public company, we expect to operate, for as
long as Tencent is our ultimate Controlling Shareholder, as an affiliate of Tencent. Tencent may from
time to time make strategic decisions that it believes are in the best interests of its business as a whole.
These decisions may be different from the decisions that we would have made on our own. Tencent’s
decisions with respect to us or our business may be resolved in ways that favor Tencent and therefore
the Tencent Shareholders, which may not coincide with our interests and the interests of our other
Shareholders. After we become a stand-alone public company, we will have an audit committee,
consisting of independent non-executive Directors, to review and approve all proposed connected
transactions as defined in the Listing Rules, including any transactions between us and the Retained
Tencent Group. However, we may not be able to resolve all potential conflicts, and even if we do so,
the resolution may be less favorable to us than if we were dealing with a non-controlling shareholder.
For further details as to how we address such conflicts, see the section headed “Relationship with our
Controlling Shareholders — Independence from our Controlling Shareholders — Management
Independence” in this document.

We depend on numerous service providers to provide services that are critical to our business,
which exposes us to various risks that may materially and adversely affect our reputation,
business, financial condition and results of operations.

We currently use numerous third-party or affiliated service providers to provide services that are
critical to our businesses. We have engaged third-party or affiliated service providers, including
Tencent, to provide online payment, content distribution, data support and other services. If any of
these service providers breaches its obligations under the contractual arrangements to provide such
service to our platform, or refuses to renew these service agreements on terms acceptable to us, or at
all, we may not be able to find a suitable alternative service provider. Similarly, any failure of or
significant quality deterioration in such service provider’s service platform or system could materially
and adversely affect user perception of our platform and may also result in users reducing visits or
cancelling their purchase of our premium literary content. In addition, our platform relies on these
service providers’ customer service representatives to serve our users. If any such service provider
fails to address customer service requests properly and in a timely manner, our users may be unable
to access our content or may attribute any unpleasant experience with their customer service to us. As
a result, our reputation, business, financial condition and results of operations could be materially and
adversely affected.

Our business, financial condition, results of operations and cash flows may be materially and
adversely affected if we are unable to efficiently manage our inventory and other risks with
respect to our physical books business.

We must anticipate the marketability of our physical books before selling them. Due to the sales
model that is generally adopted in the publishing business in China, we face risks associated with
having a relatively long selling and collection cycle for our physical books that requires us to make
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significant resource commitments prior to realizing revenues. We deliver the books substantially on
consignment basis and only receive payments from the bookstores and wholesalers based on sales
orders confirmed by both parties. Therefore, our selling and collection cycle is subject to many risks
and delays over which we have little or no control, including users’ preferences and the
creditworthiness of the bookstores or wholesalers. In addition, under this business model, we also
incur increased inventory risks if the bookstores and wholesalers are unable to sell our books in a
timely manner or return unsold publications to us. If we are unable to correctly predict demand for
our books, we will be responsible for covering the cost of the books that we are unable to sell, and
our financial condition, results of operations and cash flows would be adversely affected.

We rely on the publishing licenses of third-party publishers for our physical books. If such
third-party publishers cease to cooperate with us on commercially acceptable terms or at all, or
if the PRC regulatory authorities find such cooperation arrangements to be in violation of PRC
laws and regulations governing the publishing industry, our physical books business will be
materially and adversely affected.

Under relevant PRC laws and regulations, only entities with a valid publishing license granted
by the GAPPRFT are permitted to publish books or other publications in printed form in China. The
GAPPRFT ensures compliance with such laws and regulations through granting International Standard
Book Numbers, or ISBNs, which are necessary for printing books in China, exclusively to those
publishers that own publishing licenses. Such publishers are not allowed to sell or otherwise transfer
their ISBNs to any third parties. We have contracted with several qualified state-owned publishers to
assist us in this aspect of the publishing process. Under these agreements, the state-owned publishers
are responsible for reviewing, editing and applying for the necessary ISBNs for the books or other
literary content submitted by us. As advised by our PRC Legal Advisor, our existing cooperation
arrangement with state-owned publishers does not violate the mandatory provisions of relevant PRC
laws and regulations. If any of such publishers cease to cooperate with us on commercially acceptable
terms or at all, and we are not able to find a suitable alternative partner in a timely manner, we may
lose significant business and our physical books business will be materially and adversely affected.

Our cooperation arrangements with the state-owned publishers also may be impacted by the
internal management and financial condition of such publishers. Due to the uncertainties in the
interpretation and enforcement of PRC laws and regulations, we cannot assure you that the PRC
regulatory authorities will find such cooperation arrangements to be in compliance with PRC laws and
regulations governing the physical book publishing industry. To the extent the PRC regulatory
authorities find the cooperation arrangements with the state-owned publishers illegal, we may be
required to suspend or cease our current physical books business or may be subject to other penalties
such as fines, which could amount to five to ten times the illegal gain. As a result, our revenues,
business and results of operations would be materially and adversely affected.

Failure to protect confidential information of our online users and our network against security
breaches, any actual or perceived failure by us or third parties to comply with applicable data
protection laws and regulations or privacy policies could substantially harm our business,
financial condition and results of operations.

Our platform collects, stores and processes certain personal and other sensitive data from our
users. Our security measures may be breached due to employee error, malfeasance, system errors or
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vulnerabilities, or otherwise. Outside parties may also attempt to fraudulently induce employees or
users to disclose sensitive information in order to gain access to our data or our users’ data. While we
have taken steps to protect the confidential information that we have access to, our security measures
could be breached. Because techniques used to sabotage or obtain unauthorized access to systems
change frequently and generally are not recognized until they are launched against a target, we may
be unable to anticipate these techniques or to implement adequate preventative measures. Any
accidental or willful security breaches or other unauthorized access to our platform could cause
confidential user information to be stolen and used for unlawful purposes. Security breaches or
unauthorized access to confidential information could also expose us to liabilities related to the loss
of the information, time-consuming and expensive litigation and negative publicity. If security
measures are breached because of third-party action, employee error, malfeasance or otherwise, or if
design flaws in our technology infrastructure are exposed and exploited, our reputation and brands
could be severely damaged and we could incur significant liability, and our business, financial
condition and results of operations could be adversely affected.

Failure to handle the challenges faced by us in relation to the collection, management and
analysis of user data may affect our ability to successfully execute our user-centric strategy and
may materially and adversely affect our business operations.

We encourage users to register on our platform by filling out straightforward questionnaires
through which we collect users’ personal data. However, users may have concerns on the privacy of
their personal information and may not be willing to provide real user data or even may not provide
any user data to us at all. Concerns about the security of user data could also lead to a decline in
general internet usage, which could lead to lower user traffic on our platform and could have an
adverse effect on our business, financial condition and results of operations.

In addition, we store and manage our users’ personal data on our platform which may potentially
make us more vulnerable to cyber-attacks, computer viruses, physical or electronic break-ins or
similar disruptions. We also develop our automated content recommendation algorithms to study the
behaviors and profiles of our users and we rely on our analysis of user data to develop tailored content
curation and recommendation and to enhance our users’ reading experience. However, we cannot
assure you that our automated algorithms can remain to be advanced as technology continues to evolve
or be capable to accurately analyze of users’ preferences and appetites towards literary content, and
thus we may not be able to provide tailored content curation and recommendation to meet our users’
needs. For user data generated from our self-operated channels on Tencent products, we have access
to but not ownership of such data. We cannot assure you that we will be able to continuously collect
and retain sufficient user data, or improve our data technologies to satisfy our operating needs. Failure
to do so will materially and adversely affect our business and results of operations.

The proper functioning of our mobile apps and websites is essential to our online literature
business and any failure to maintain the satisfactory performance, cyber-security incidents,
including data security breaches or viruses, will materially and adversely affect our business,
reputation, financial condition and results of operations.

Our ability to provide users with a high quality online reading experience depends on the
continuous and reliable operation of our systems and proper functioning of our mobile apps and
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websites. Failure to do so may significantly impair user experience on our mobile apps and websites
and decrease the overall effectiveness of our platform to both writers and readers. Disruptions, failures
or unscheduled service interruptions could hurt our reputation and cause our writers and readers to
switch to our competitors’ platforms. Our systems are vulnerable to damage or interruption as a result
of fires, floods, earthquakes, power losses, telecommunications failures, undetected errors in software,
computer viruses, hacking and other attempts to harm our systems. In addition, we rely on servers,
data centers and other network facilities provided by other parties, and the limited availability of
service providers with sufficient capacity to house additional network facilities and broadband
capacity in China may lead to higher costs or limit our ability to offer certain services or expand our
business. If we experience frequent or persistent service disruptions, whether caused by failures of our
own systems or those of service providers, our users’ experience may be negatively affected, which
in turn, may have a material and adverse effect on our reputation. We cannot assure you that we will

be successful in minimizing the frequency or duration of service interruptions.

If we fail to successfully adapt our mobile apps and websites to user requirements or emerging
industry standards, our business, prospects and financial results may be materially and
adversely affected.

In recent years, mobile devices, such as mobile phones, tablets, wearable devices and other
Internet-enabled mobile devices, are used increasingly in China and in overseas markets and have
surpassed personal computers as the primary means to access the Internet in the key Chinese markets
in which we operate, and we expect this trend to continue while 4G and more advanced mobile
communications technologies are broadly implemented. As we make our services available across a
variety of mobile operating systems and devices, we are dependent on the interoperability of our
services with popular mobile devices and mobile operating systems that we do not control, such as
Android and iOS. Any changes in such mobile operating systems or devices that degrade the
functionality of our services or give preferential treatment to competitive services could adversely
affect usage of our services. Further, if the number of platforms for which we develop our services
increases, which is typically seen in a dynamic and fragmented mobile services market such as China,
it will result in an increase in our costs and expenses. In order to deliver high quality services, it is
important that our services work well across a range of mobile operating systems, networks, mobile
devices and standards that we do not control. For our business to be successful, we will need to design,
develop, promote and operate new products that will be compatible and popular with such devices.
Despite the agreements or arrangements we have entered into with the mobile devices manufacturers,
we may encounter difficulties with the installation of such new products for those mobile devices, and
such products may not function smoothly. As new devices are released or updated, we may encounter
problems in developing and upgrading our products for use on mobile devices and we may need to
devote significant resources to the creation, support and maintenance of such products for mobile

devices, and we may not be successful in doing so.
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Our online literature business depends heavily on the market recognition and reputation of our
brands, and any harm to our brands or failure to maintain and enhance our brand recognition
may materially and adversely affect our business, financial condition and results of operations.

We believe that the market recognition and reputation of our brands such as QQ Reading and
gidian.com have significantly contributed to the success of our business. Maintaining and enhancing
the recognition and reputation of our brands are critical to our success and ability to compete. Many
factors, some of which are beyond our control, are important to maintaining and enhancing our brands
and may negatively impact our brands and reputation if not properly managed, such as:

° our ability to maintain a convenient and reliable user experience as user preferences evolve
and as we expand into new service categories;

° our ability to increase brand awareness among existing and potential writers and readers
through various means of marketing and promotional activities;

° our ability to adopt new technologies or adapt our platform and our systems to user
requirements or emerging industry standards; and

° our ability to effectively control the quality of third-party platforms.

If we are unable to maintain our reputation, further enhance our brand recognition and increase
positive awareness of our mobile apps and websites, our results of operations may be materially and
adversely affected.

If we lose the services of any of our key executive officers, senior management, or are unable to
retain, recruit and hire experienced staff, our ability to effectively manage and execute our
operations and meet our strategic objectives could be harmed.

Our future success depends on the continued service of our key executive officers and other key
employees. We benefit from the leadership of a strong management team with proven vision, rich
professional work experience, and extensive knowledge of China’s online literature market, as well as
Internet platform operations. We also rely on a number of key editorial and technology staff for the
development and operation of our business. In addition, we will need to continue attracting and
retaining skilled and experienced staff for our businesses to maintain our competitiveness.

If one or more of our key personnel are unable or unwilling to continue in their present positions,
we may not be able to replace them easily or at all and may incur additional expenses to recruit and
train new personnel, our business could be severely disrupted, and our business, financial condition
and results of operations could be materially and adversely affected. In addition, if any of our
executive officers or key employees joins a competitor or forms a competing company, we may lose
know-how, trade secrets, suppliers and customers. Substantially all of our employees, including each
of our executive officers and key employees, have entered into employment agreements with us, which
contains customary non-compete provisions. Although non-compete provisions are generally
enforceable under PRC laws, PRC legal practice regarding the enforceability of such provisions is not
as well-developed as in countries such as the United States. Thus, if we need to enforce our rights
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under the non-compete provisions, we cannot assure you that a PRC court would enforce such
provisions. If we lose the services of any of our key executive officers, senior management, or are
unable to retain, recruit and hire experienced staff, our ability to effectively manage and execute our
operations and meet our strategic objectives could be harmed.

Our business and growth could suffer if we are unable to hire and retain a sustainable editorial
team.

We rely on our experienced and passionate editorial team, which plays a critical role in
cultivating writers, nurturing content creation, channeling and processing user feedback, and curating
literary titles to users. As of June 30, 2017, we had approximately 340 professional editors. Since the
demand and competition for talent is intense in our industry, particularly for editors, we may need to
offer higher compensation and other benefits in order to attract and retain a substantial editorial team
in the future, which could increase our compensation expenses. We cannot assure you that we will be
able to attract or retain editors sufficient to support our business and our business and growth could
suffer if we fail to do so.

We may face challenges in expanding our international and cross border operations.

After years of development, Chinese online literature, especially fantasy novels featuring martial
arts and magical powers, has gained popularity among foreign readers, who are fascinated by the
charm and cultural elements concealed within the unique works. To follow the trend of globalization
of Chinese online literature, we plan to continue expanding our operations into global markets.
However, we will face risks associated with expanding into markets in which we have limited or no
experience and in which our company may be less well-known. We may be unable to attract a
sufficient number of users and other participants, fail to anticipate competitive conditions or face
difficulties in operating effectively in these new markets. The expansion of our international and cross
border business will also expose us to risks inherent in transacting business globally, including:

° inability to provide high-quality translation of Chinese literary works due to language,
cultural differences, lack of capable translators and other factors;

° increased costs to protect intellectual property and personal data security;

° increased and conflicting regulatory compliance requirements;

° challenges and increased expenses associated with staffing and managing international and
cross border operations and managing an organization spread over various jurisdictions;

° inability to recruit international talent and challenges in replicating or adapting our
company policies and procedures to operating environments different than that of China;

° exchange rate fluctuations; and
° political instability and general economic or political conditions in particular countries or
regions.
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As we expand further into new regions and markets, these risks could intensify. One or more of
these factors could adversely impact our international and cross border operations. Accordingly, any
efforts we make to expand our international and cross border operations may not be successful.

We may need additional capital, and we may be unable to obtain such capital in a timely manner
or on acceptable terms, or at all. Furthermore, our future capital needs may require us to sell
additional equity or debt securities that may dilute our shareholders or introduce covenants that
may restrict our operations or our ability to pay dividends.

To grow our business and remain competitive, we may require additional capital from time to
time for our daily operation. Our ability to obtain additional capital is subject to a variety of
uncertainties, including:

° our market position and competitiveness in the online literature industry;
° our future profitability, overall financial condition, results of operations and cash flows;

° general market conditions for capital raising activities by online literature and other
Internet companies in China; and

° economic, political and other conditions in China and internationally.

We may be unable to obtain additional capital in a timely manner or on acceptable terms or at
all. In addition, our future capital needs and other business reasons could require us to sell additional
equity or debt securities or obtain a credit facility. The sale of additional equity or equity-linked
securities could dilute our shareholders. The incurrence of indebtedness would result in increased debt
service obligations and could result in operating and financing covenants that would restrict our
operations or our ability to pay dividends to our shareholders.

Given our market leadership position in the online literature industry, failure to fulfill our social
responsibilities may damage our reputation and brand, which could result in material and
adverse impact to our financial condition and results of operations.

With our market leadership position and the associated brand value, the professional editors and
strong intellectual property management capabilities, we have attracted a large reader base, as well as
a deep and talented pool of writers. Given that we have gained considerable influence in the online
literature industry, we and our platform are subject to increased scrutiny from a social responsibility
perspective. We have long been endeavoring to promote the healthy development of the online
literature industry, and efforts are being made to make our platform exert a positive community
influence. If we fail to fulfill our social responsibilities as the market leader in the online literature
industry in China, our reputation and brands could be severely damaged and our business, financial
condition and results of operations could be adversely affected.

Failure to pay the social insurance premium and housing provident funds for and on behalf of
our employees in accordance with the Labor Contract Law or comply with other regulations of
the PRC may have an adverse impact on our financial conditions and results of operation.

According to applicable PRC laws and regulations, employers must open social insurance
registration accounts and housing provident fund accounts and pay social insurance premium and
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housing provident funds for employees. During the Track Record Period, some of our subsidiaries or
Consolidated Affiliated Entities engaged third-party human resources agencies to pay social insurance
premium and housing provident funds for some of their employees. As advised by our PRC Legal
Advisor, PRC laws and regulations do not prohibit employers from paying social insurance premium
and housing provident funds for employees through an agency. As of the Latest Practicable Date, none
of these subsidiaries or Consolidated Affiliated Entities had received any administrative penalty or
labor arbitration application from employees for its agency arrangement with third-party human
resources agencies. Under the agreements entered into between the third-party human resources
agencies and our relevant subsidiaries or Consolidated Affiliated Entities, the third-party human
resources agencies have the obligations to pay social insurance premium and housing provident funds
for our relevant employees. However, if the human resource agencies fail to pay the social insurance
premium or housing fund contributions for and behalf of our employees as required under applicable
PRC laws and regulations, we may be subject to penalties imposed by the local social insurance
authorities and the local housing provident fund management centers for failing to discharge our
obligations in relation to payment of social insurance and housing provident funds as an employer.

According to the Interim Provisions on Labor Dispatch promulgated by the Ministry of Human
Resources and Social Security on January 24, 2014 (the “Labor Dispatch Provisions”), the number
of dispatched employees engaged by any company may not exceed 10% of the total number of its
employees, including both directly hired employees and dispatched employees. The Labor Dispatch
Provisions further requires any employer who is not in compliance with such requirements to reduce
the ratio of dispatched employees to below 10% by March 1, 2016. As of the Latest Practicable Date,
we had rectified the non-compliance. However, if we are found not to have rectified such
non-compliance within the specified time limit, we may be subject to a fine of RMB 5,000-10,000 per
dispatched employee.

RISKS RELATING TO OUR CONTRACTUAL ARRANGEMENTS

If the PRC government finds that the agreements that establish the structure for operating our
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 Consolidated Affiliated Entities.

Current PRC laws and regulations impose certain restrictions and prohibitions on foreign
ownership of companies that engage in the Internet and other related businesses, such as the provision
of Internet information.

We are a company incorporated under the laws of the Cayman Islands, and Shanghai Shengting
and Shanghai Yuechao, two of our PRC subsidiaries, are considered foreign-invested enterprises. To
comply with PRC laws and regulations, we conduct substantially all of our business in China through
our Consolidated Affiliated Entities based on the Contractual Arrangements, which enable us to (i)
have the power to direct the activities that most significantly affect the economic performance of the
PRC Holdcos; (ii) receive substantially all of the economic benefits from the PRC Holdcos in
consideration for the services provided by the WFOEs, respectively; and (iii) have an exclusive option
to purchase all or part of the equity interests in the PRC Holdcos when and to the extent permitted
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by PRC law, or request any existing shareholder of the PRC Holdcos to transfer any or part of the
equity interest in the PRC Holdcos to another PRC person or entity designated by us at any time at
our discretion. Because of these contractual arrangements, we are the primary beneficiary of the PRC
Holdcos and hence treat each of the PRC Holdcos as our Consolidated Affiliated Entities, and
consolidate their and their respective subsidiaries’ results of operations into ours. Our Consolidated
Affiliated Entities hold the licences, approvals and key assets that are essential for our business
operations.

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,
Shanghai Hongwen, Shanghai Yuewen or any of their respective subsidiaries are in violation of PRC
laws or regulations or lack the necessary permits or licenses to operate our business, the relevant PRC
regulatory authorities, including the MOFCOM, MIIT, MOC and GAPPRFT, would have broad
discretion in dealing with such violations or failures, including, without limitation:

o revoking our business and operating licenses;
° discontinuing or restricting our operations;
° imposing fines or confiscating any of our income that they deem to have been obtained

through illegal operations;

° imposing conditions or requirements with which we or our PRC subsidiaries and
Consolidated Affiliated Entities may not be able to comply;

° requiring us or our PRC subsidiaries and Consolidated Affiliated Entities to restructure the
relevant ownership structure or operations;

° restricting or prohibiting our use of the proceeds from the initial public offering or other
of our financing activities to finance the business and operations of our Consolidated
Affiliated Entities and their respective subsidiaries; or

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

Any of these 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 what impact the PRC government actions would have on us and on our ability to
consolidate the financial results of any of our Consolidated Affiliated Entities in our consolidated
financial statements, if the PRC governmental authorities find our legal structure and contractual
arrangements to be in violation of PRC laws, rules and regulations. If any of these penalties results
in our inability to direct the activities of Shanghai Hongwen or Shanghai Yuewen that most
significantly impact their economic performance and/or our failure to receive the economic benefits
from Shanghai Hongwen or Shanghai Yuewen, we may not be able to consolidate Shanghai Hongwen
or Shanghai Yuewen into our consolidated financial statements in accordance with IFRS.
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Our contractual arrangements may not be as effective in providing operational control as direct
ownership. Our PRC Holdcos or their shareholders may fail to perform their obligations under
our contractual arrangements.

Due to the PRC restrictions or prohibitions on foreign ownership of Internet and other related
businesses in China, we operate a portion of our business in China through our Consolidated Affiliated
Entities, in which we have no ownership interest. We rely on a series of contractual arrangements with
our Consolidated Affiliated Entities and their shareholders to control and operate their business. These
contractual arrangements are intended to provide us with effective control over our Consolidated
Affiliated Entities and allow us to obtain economic benefits from them. See the section headed

“Contractual Arrangements” in this document for more details about these contractual arrangements.

Although we have been advised by our PRC Legal Advisor, that our contractual arrangements
with Shanghai Hongwen and Shanghai Yuewen constitute valid and binding obligations enforceable
against each party of such agreements in accordance with their terms, these contractual arrangements
may not be as effective in providing control over Shanghai Hongwen and Shanghai Yuewen as direct
ownership. If our PRC Holdcos or their shareholders fail to perform their respective obligations under
the contractual arrangements, we may incur substantial costs and expend substantial resources to
enforce our rights. All of these contractual arrangements are governed by and interpreted in
accordance with PRC laws, and disputes arising from these contractual arrangements will be resolved
through arbitration or litigation in China. However, the legal system in China is not as developed as
in other jurisdictions, such as the United States. There are very few precedents and little official
guidance as to how contractual arrangements in the context of a variable interest entity should be
interpreted or enforced under PRC law. There remain significant uncertainties regarding the outcome
of arbitration or litigation. These uncertainties could limit our ability to enforce these contractual
arrangements. In the event we are unable to enforce these contractual arrangements or we experience
significant delays or other obstacles in the process of enforcing these contractual arrangements, we
may not be able to exert effective control over our affiliated entities and may lose control over the
assets owned by our Consolidated Affiliated Entities. As a result, we may be unable to consolidate our
Shanghai Hongwen and Shanghai Yuewen in our consolidated financial statements, our ability to

conduct our business may be negatively affected.

We may lose the ability to use and enjoy assets held by our PRC Holdcos that are material to our
business operations if our PRC Holdcos declare bankruptcy or become subject to a dissolution
or liquidation proceeding.

We do not have priority pledges and liens against the assets of our Consolidated Affiliated
Entities. If Shanghai Hongwen or Shanghai Yuewen undergoes an involuntary liquidation proceeding,
third-party creditors may claim rights to some or all of its assets and we may not have priority against
such third-party creditors on the assets of our Consolidated Affiliated Entities. If our Consolidated
Affiliated Entities liquidate, we may take part in the liquidation procedures as a general creditor under
the PRC Enterprise Bankruptcy Law and recover any outstanding liabilities owed by Shanghai
Hongwen to Shanghai Shengting or by Shanghai Yuewen to Shanghai Yuechao under the applicable
service agreement.
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If the shareholders of our PRC Holdcos were to attempt to voluntarily liquidate our Consolidated
Affiliated Entities without obtaining our prior consent, we could effectively prevent such unauthorized
voluntary liquidation by exercising our right to request the shareholders of our Consolidated Affiliated
Entities to transfer all of their respective equity ownership interests to a PRC entity or individual
designated by us in accordance with the option agreement with the shareholders of our Consolidated
Affiliated Entities. In addition, under the VIE agreements signed by Shanghai Shengting, Shanghai
Hongwen and its shareholders, the shareholders of Shanghai Hongwen do not have the right to issue
dividends to themselves or otherwise distribute the retained earnings or other assets of Shanghai
Hongwen without our consent. Similarly, the shareholders of Shanghai Yuewen do not have the right
to issue dividends to themselves or otherwise distribute the retained earnings or other assets of
Shanghai Yuewen without our consent. In the event that the shareholders of our PRC Holdcos initiate
a voluntary liquidation proceeding without our authorization or attempts to distribute the retained
earnings or assets of our PRC Holdcos without our prior consent, we may need to resort to legal
proceedings to enforce the terms of the contractual arrangements. Any such legal proceeding may be
costly and may divert our management’s time and attention away from the operation of our business,
and the outcome of such legal proceeding will be uncertain.

The ultimate shareholders of our PRC Holdcos may have conflicts of interest with us, which may
materially and adversely affect our business.

We have designated individuals who are PRC nationals to be the ultimate shareholders of
Shanghai Hongwen and Shanghai Yuewen. These individuals may have conflicts of interest with us.
Each of Shanghai Hongwen and Shanghai Yuewen is approximately 65.38% owned by Litong, which
is beneficially owned by Tencent’s employees, and 34.62% owned by Ningbo Meishan Yuebao, which
is beneficially owned by certain members of our management team, including Mr. Wu Wenhui, Mr.
Shang Xuesong, Mr. Lin Tingfeng, Mr. Hou Qingchen and Mr. Luo Li. Conflicts of interest may arise
between the roles of Mr. Wu Wenhui, Mr. Shang Xuesong, Mr. Lin Tingfeng, Mr. Hou Qingchen, and
Mr. Luo Li as ultimate shareholders, directors and/or officers of our Company and as ultimate
shareholders, directors and/or officers of our PRC Holdcos. We rely on these individuals to abide by
the laws of the Cayman Islands which impose fiduciary duties upon directors and officers of our
company. Such duties include the duty to act bona fide in what they consider to be in the best interest
of our company as a whole and not to place themselves in a position in which there is a conflict
between their duties to our company and their personal interests. On the other hand, PRC laws also
provide that a director or a management officer owes a loyalty and fiduciary duty to the company he
or she directs or manages. We cannot assure you that when conflicts arise, ultimate shareholders of
our PRC Holdcos will act in the best interest of our company or that conflicts will be resolved in our
favor. These individuals may breach or cause the PRC Holdcos to breach the existing contractual
arrangements. If we cannot resolve any conflicts of interest or disputes between us and these
shareholders, we would have to rely on legal proceedings, which may be expensive, time-consuming
and disruptive to our operations. There is also substantial uncertainty as to the outcome of any such
legal proceedings.

If we exercise the option to acquire equity ownership and assets of our PRC Holdcos the
ownership or asset transfer may subject us to certain limitations and substantial costs.

Pursuant to the contractual arrangements, Shanghai Shengting or its designated person(s) has the
exclusive right to purchase all or any part of the equity interests in Shanghai Hongwen from its
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shareholders at the maximum amount of RMB12.1 million, which is equal to the loan granted by
Shanghai Shengting to Shanghai Hongwen. Similarly, Shanghai Yuechao or its designated person(s)
has the exclusive right to purchase all or any part of the equity interests in Shanghai Yuewen from its
shareholders at the maximum amount of RMB10.4 million, which is equal to the loan granted by
Shanghai Yuechao to Shanghai Yuewen.

The equity transfer may be subject to the approvals from and filings with the MOFCOM, the
MIIT, the SAIC and/or their local competent branches. In addition, the equity transfer price may be
subject to review and tax adjustment by the relevant tax authority. The shareholders of our PRC
Holdcos will pay the equity transfer price they receive to Shanghai Shengting and Shanghai Yuechao
under the contractual arrangements. The amount to be received by Shanghai Shengting and Shanghai
Yuechao may also be subject to enterprise income tax. Such tax amounts could be substantial.

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

Background of the Draft Foreign Investment Law

The MOFCOM published the Draft Foreign Investment Law 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. The Draft
Foreign Investment Law embodies an expected PRC regulatory trend to rationalize its foreign
investment regulatory regime in line with prevailing international practice and the legislative efforts
to unify the corporate legal requirements for both foreign and domestic investments. While the
MOFCOM solicited comments on this draft in early 2015, substantial uncertainties exist with respect
to its enactment timetable, interpretation and implementation. The Draft Foreign Investment Law, 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 Draft Foreign Investment Law expands the definition of foreign
investment and introduces the principle of “actual control” in determining whether a company is
considered a foreign invested enterprise or a foreign invested entity or “FIE”. The Draft Foreign
Investment Law 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 organizations. Domestic enterprises 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 voting rights or other similar rights of the subject entity; (ii) holding,
directly or indirectly, less than 50% of the voting rights of the subject entity but having the power to
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secure at least 50% of the seats 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. Once an entity is determined to be a FIE, it will be subject to the
foreign investment restrictions or prohibitions set forth in a Catalog of Special Administrative
Measures, which is classified into the Catalog of Prohibitions and the Catalog 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 Catalog of Prohibitions. However, unless the underlying business of the FIE falls
within the Catalog of Restrictions or Catalog 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 Draft Foreign Investment Law on VIE

The VIE structure has been adopted by many PRC-based companies, including us, to obtain
necessary licenses and permits in the industries that are currently subject to foreign investment
restrictions in China. Under the Draft Foreign Investment Law, variable interest entities 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 Catalog of Restrictions or Catalog 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 variable interest entities will be treated as FIEs and any operation in the
industry category on the Catalog of Restrictions or Catalog of Prohibitions without market entry
clearance may be considered as illegal.

In addition, the Draft Foreign Investment Law 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 online literature industry, in
which our Consolidated Affiliated Entities operate, will be subject to the foreign investment
restrictions or prohibitions set forth in the “catalog of special administrative measures” to be issued.

Potential Consequences for our Group

Our Company is under the indirect control of Tencent. To the best of our knowledge, Tencent was
indirectly held as to approximately 33.17% by Naspers Limited, being the single largest shareholder
of Tencent as of the Latest Practicable Date. Naspers Limited is a public company listed on the London
Stock Exchange and the Johannesburg Stock Exchange which was, according to the integrated annual
report of Naspers Limited for the year ended March 31, 2017, held as to approximately 13.97% by
Public Investment Corporation of South Africa as of March 31, 2017. The remaining 86.03% was held
by the other shareholders whose information was not available in the integrated annual report. In view
of the shareholding structure of Tencent (to the best of our knowledge), we may not be able to fall
clearly within the definition of “control” under the Draft Foreign Investment Law in its current form.
It is therefore uncertain that we could demonstrate that we are “controlled” by PRC entities and/or
citizens if the Draft Foreign Investment Law is enacted in its current form.
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Furthermore, if the enacted version of the Draft Foreign Investment Law and the final “catalog
of special administrative measures” mandate further actions, such as the MOFCOM market entry
clearance, to be completed by companies with an existing VIE structure like us, we would face

uncertainties as to whether such clearance can be timely obtained, or at all.

Our Contractual Arrangements, in the worst case scenario, may be regarded as invalid and
illegal. As a result, we will not be able to operate our online literature business through the
Contractual Arrangements and will lose our rights to receive the economic benefits from our
Consolidated Affiliated Entities, such that the financial results of these entities would no longer be
consolidated into our financial results and we will have to derecognize their assets and liabilities
according to the relevant accounting standards. In such case, the Stock Exchange may also consider

us to be no longer suitable for listing on the Stock Exchange and delist our Shares.

For further details of the Draft Foreign Investment Law and the “catalog of special
administrative measures” and its potential impact on us, see the section headed “Contractual

Arrangements — Development in the PRC Legislation on Foreign Investment” in this document.

Our contractual arrangements may be subject to scrutiny by the PRC tax authorities, and a
finding that we owe additional taxes could substantially reduce our consolidated net income and
the value of your investment.

Under PRC laws and regulations, arrangements and transactions among related parties may be
subject to audit or challenge by the PRC tax authorities. We could face material and adverse tax
consequences if the PRC tax authorities determine that the contractual arrangements among our PRC
subsidiaries and our Consolidated Affiliated Entities do not represent an arms-length price and adjust
our Consolidated Affiliated Entities’ income in the form of a transfer pricing adjustment. A transfer
pricing adjustment could, among other things, result in a reduction, for PRC tax purposes, of expense
deductions recorded by our Consolidated Affiliated Entities, which could in turn increase their tax
liabilities. In addition, the PRC tax authorities may impose late payment fees and other penalties to
our PRC variable interest entities for under-paid taxes. Our results of operations may be materially and
adversely affected if our tax liabilities increase or if we are found to be subject to late payment fees

or other penalties.

RISKS RELATING TO DOING BUSINESS IN THE PRC

Uncertainties in the interpretation and enforcement of PRC laws and regulations could limit the
legal protections available to you and us.

The PRC legal system is based on written statutes. Unlike common law systems, it is a system
in which legal cases have limited value as precedents. In the late 1970s, the PRC government began
to promulgate a comprehensive system of laws and regulations governing economic matters in general.
The overall effect of legislation over the past three decades has significantly increased the protections
afforded to various forms of foreign or private-sector investment in China. Our PRC subsidiaries and
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Consolidated Affiliated Entities are subject to various PRC laws and regulations generally applicable
to companies in China. However, since these laws and regulations are relatively new and the PRC legal
system continues to rapidly evolve, the interpretations of many laws, regulations and rules are not

always uniform and enforcement of these laws, regulations and rules involve uncertainties.

From time to time, we may have to resort to administrative and court proceedings to enforce our
legal rights. However, since PRC administrative and court authorities have significant discretion in
interpreting and implementing statutory and contractual terms, it may be more difficult to evaluate the
outcome of administrative and court proceedings and the level of legal protection we enjoy than in
more developed legal systems. Furthermore, the PRC legal system is based in part on government
policies and internal rules (some of which are not published in a timely manner or at all) that may have
retroactive effect. As a result, we may not be aware of our violation of these policies and rules until
sometime after the violation. Such uncertainties, including uncertainty over the scope and effect of our
contractual, property (including intellectual property) and procedural rights, and any failure to
respond to changes in the regulatory environment in China could materially and adversely affect our

business and impede our ability to continue our operations.

The successful operations of our business and our growth depend upon the Internet

infrastructure and telecommunication networks in China.

Almost all access to the Internet in China is maintained through state-owned telecommunication
operators under the administrative control and regulatory supervision of the MIIT. Moreover, we
primarily rely on a limited number of telecommunication service providers to provide us with data
communications capacity through local telecommunications lines. We have limited access to
alternative networks or services in the event of disruptions, failures or other problems with China’s
Internet infrastructure or telecommunications networks provided by telecommunication service
providers. Internet traffic in China has experienced significant growth during the past few years.
Effective bandwidth and server storage at Internet data centers in large cities such as Beijing are
scarce. With the expansion of our business, we may be required to upgrade our technology and
infrastructure to keep up with the increasing traffic on our mobile apps and websites. We cannot assure
you that the Internet infrastructure and telecommunications networks in China will be able to support
the demands associated with the continued growth in Internet usage. If we were unable to increase our
online content and service delivering capacity accordingly, we may not be able to continuously grow
our Internet traffic and the adoption of our products and services may be hindered, which could

adversely impact our business and our share price.

In addition, we have no control over the costs of the services provided by telecommunication
service providers. If the prices we pay for telecommunications and Internet services rise significantly,
our results of operations may be materially and adversely affected. Furthermore, if Internet access fees
or other charges to Internet users increase, users may be discouraged or prevented from accessing the
Internet and thus cause the growth of Internet users to decelerate. Such deceleration may adversely
affect our ability to continue to expand our user base, which in turn could adversely affect the
operation of our business and our growth.
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PRC economic, political and social conditions as well as government policies could adversely
affect our business and prospects.

Substantially all of our operations are located in China. Accordingly, our business, prospects,
financial condition and results of operations may be influenced to a significant degree by political,
economic and social conditions in China generally and by continued economic growth in China as a
whole.

The Chinese economy differs from the economies of most developed countries in many respects,
including the amount of government involvement, level of development, growth rate, control of
foreign exchange and allocation of resources. Although the Chinese government has implemented
measures emphasizing the utilization of market forces for economic reform, the reduction of state
ownership of productive assets and the establishment of improved corporate governance in business
enterprises, a substantial portion of productive assets in China is still owned by the government. In
addition, the Chinese government continues to play a significant role in regulating industry
development by imposing industrial policies. The Chinese government also exercises significant
control over China’s economic growth through allocating resources, controlling payment of foreign
currency-denominated obligations, setting monetary policy, and providing preferential treatment to
particular industries or companies.

While the Chinese economy has experienced significant growth over the past decades, growth
has been uneven, both geographically and among various sectors of the economy. The Chinese
government has implemented various measures to encourage economic growth and guide the
allocation of resources. Some of these measures may benefit the overall Chinese economy, but may
have a negative effect on us. For example, our financial condition and results of operations may be
adversely affected by government control over capital investments or changes in tax regulations. In
addition, in the past the Chinese government has implemented certain measures, including interest rate
increases, to control the pace of economic growth. These measures may cause decreased economic
activity in China, and since 2012, the Chinese economy has slowed down. Any prolonged slowdown
in the Chinese economy may reduce the demand for our services and materially and adversely affect
our business and results of operations.

The PRC legal system embodies uncertainties which could limit the legal protections available to
us.

The PRC legal system is based on written statutes and prior court decisions have limited value
as precedents. Since these laws and regulations are relatively new and the PRC legal system continues
to rapidly evolve, the interpretations of many laws, regulations and rules are not always uniform and
enforcement of these laws, regulations and rules involves uncertainties.

In particular, PRC laws and regulations concerning the online literature industry are developing
and evolving. Although we have taken measures to comply with the laws and regulations that are
applicable to our business operations and avoid conducting any non-compliant activities under the
applicable laws and regulations, the PRC governmental authorities may promulgate new laws and
regulations regulating the online literature industry in the future. We cannot assure you that our
practice would not be deemed to violate any new PRC laws or regulations relating to online reading.
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Moreover, developments in the online literature industry may lead to changes in PRC laws, regulations
and policies or in the interpretation and application of existing laws, regulations and policies that may
limit or restrict online reading marketplaces like us, which could materially and adversely affect our
business and operations.

From time to time, we may have to resort to administrative and court proceedings to enforce our
legal rights. However, since PRC administrative and court authorities have significant discretion in
interpreting and implementing statutory and contractual terms, it may be more difficult to evaluate the
outcome of administrative and court proceedings and the level of legal protection we enjoy than in
more developed legal systems. Furthermore, the PRC legal system is based in part on government
policies and internal rules (some of which are not published in a timely manner or at all) that may have
retroactive effect. As a result, we may not be aware of our violation of these policies and rules until
sometime after the violation. Such uncertainties, including uncertainty over the scope and effect of our
contractual, property (including intellectual property) and procedural rights, could materially and
adversely affect our business and impede our ability to continue our operations.

The M&A Rules and certain other PRC regulations establish complex procedures for some
acquisitions of Chinese companies by foreign investors, which could make it more difficult for
us to pursue growth through acquisitions in China.

The Regulations on Mergers and Acquisitions of Domestic Companies by Foreign Investors, or
the M&A Rules, adopted by six PRC regulatory agencies in 2006 and amended in 2009, and some other
regulations and rules concerning mergers and acquisitions established additional procedures and
requirements that could make merger and acquisition activities by foreign investors more time
consuming and complex, including requirements in some instances that the MOFCOM be notified in
advance of any change-of-control transaction in which a foreign investor takes control of a PRC
domestic enterprise. Moreover, the Anti-Monopoly Law requires that the MOFCOM shall be notified
in advance of any concentration of undertaking if certain thresholds are triggered. In addition, the
security review rules issued by the MOFCOM that became effective in September 2011 specify that
mergers and acquisitions by foreign investors that raise “national defense and security” concerns and
mergers and acquisitions through which foreign investors may acquire de facto control over domestic
enterprises that raise “national security” concerns are subject to strict review by the MOFCOM, and
the rules prohibit any activities attempting to bypass a security review, including by structuring the
transaction through a proxy or contractual control arrangement. In the future, we may grow our
business by acquiring complementary businesses. Complying with the requirements of the
above-mentioned regulations and other relevant rules to complete such transactions could be time
consuming, and any required approval processes, including obtaining approval from the MOFCOM or
its local counterparts may delay or inhibit our ability to complete such transactions, which could affect
our ability to expand our business or maintain our market share.

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

material adverse effect on our results of operations and the value of your investment.

Under the PRC Enterprise Income Tax Law and its implementation rules, an enterprise
established outside of the PRC with a “de facto management body” within the PRC is considered a
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resident enterprise and will be subject to the enterprise income tax on its global income at the rate of
25%. The implementation rules define the term “de facto management body” as the body that exercises
full and substantial control over and overall management of the business, productions, personnel,
accounts and properties of an enterprise. In April 2009, the State Administration of Taxation, or SAT,
issued a circular, known as Circular 82, which provides certain specific criteria for determining
whether the “de facto management body” of a PRC-controlled enterprise that is incorporated offshore
is located in China. Although this circular only applies to offshore enterprises controlled by PRC
enterprises or PRC enterprise groups, not those controlled by PRC individuals or foreigners like us,
the criteria set forth in the circular may reflect the SAT’s general position on how the “de facto
management body” test should be applied in determining the tax resident status of all offshore
enterprises. According to Circular 82, an offshore incorporated enterprise controlled by a PRC
enterprise or a PRC enterprise group will be regarded as a PRC tax resident by virtue of having its
“de facto management body” in China and will be subject to PRC enterprise income tax on its global
income only if all of the following conditions are met: (i) the primary location of the day-to-day
operational management is in the PRC; (ii) decisions relating to the enterprise’s financial and human
resource matters are made or are subject to approval by organizations or personnel in the PRC; (iii)
the enterprise’s primary assets, accounting books and records, company seals, and board and
shareholder resolutions, are located or maintained in the PRC; and (iv) at least 50% of voting board
members or senior executives habitually reside in the PRC.

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

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

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. It is difficult to predict how market forces or government policies may impact the
exchange rate between the RMB and the Hong Kong dollar, the U.S. dollar or other currencies in the
future. In addition, the People’s Bank of China regularly intervenes in the foreign exchange market
to limit fluctuations in RMB exchange rates and achieve policy goals.
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The proceeds from the Global Offering will be received in Hong Kong dollars. As a result, any
appreciation of the RMB against the Hong Kong dollar may result in the decrease in the value of our
proceeds from the Global Offering. Conversely, any depreciation of the RMB may adversely affect the
value of, and any dividends payable on, the Shares in foreign currency. In addition, there are limited
instruments available for us to reduce our foreign currency risk exposure at reasonable costs.
Furthermore, we are also currently required to obtain the SAFE’s approval before converting
significant sums of foreign currencies into RMB. All of these factors could materially and adversely
affect our business, financial condition, results of operations and prospects, and could reduce the value
of, and dividends payable on, the Shares in foreign currency terms.

The PRC government’s control of foreign currency conversion 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
and, in certain cases, the remittance of currency out of China. We receive substantially all of our net
revenues in RMB. Under our current corporate structure, our company in the Cayman Islands relies
on dividend payments from our PRC subsidiaries to fund any cash and financing requirements we may
have. Under existing PRC foreign exchange regulations, payments of current account items, such as
profit distributions and trade and service-related foreign exchange transactions, can be made in
foreign currencies without prior approval from State Administration of Foreign Exchange, or SAFE,
by complying with certain procedural requirements. Therefore, our PRC subsidiaries are able to pay
dividends in foreign currencies to us without prior approval from SAFE, subject to the condition that
the remittance of such dividends outside of the PRC complies with certain procedures under PRC
foreign exchange regulation, such as the overseas investment registrations by the beneficial owners of
our company who are PRC residents. However, approval from or registration with appropriate
governmental authorities is required where RMB is to be converted into foreign currency and remitted
out of China to pay capital expenses such as the repayment of loans denominated in foreign currencies.

In light of the flood of capital outflows of China in 2016 due to the weakening of RMB, the PRC
government has imposed more restrictive foreign exchange policies and stepped up scrutiny of major
outbound capital movement. More restrictions and substantial vetting process are put in place by
SAFE to regulate cross-border transactions falling under the capital account. The PRC government
may at its discretion further restrict access to foreign currencies in the future for current account
transactions. If the foreign exchange control system prevents us from obtaining sufficient foreign
currencies to satisfy our foreign currency demands, we may not be able to pay dividends in foreign
currencies to our shareholders.

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

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

On March 30, 2015, the SAFE promulgated the Circular on Reforming the Management
Approach Regarding the Foreign Exchange Capital Settlement of Foreign-Invested Enterprises, or
SAFE Circular 19. SAFE Circular 19 took effect as of June 1, 2015. SAFE Circular 19 launched a
nationwide reform of the administration of the settlement of the foreign exchange capitals of
foreign-invested enterprises and allows foreign-invested enterprises to settle their foreign exchange
capital at their discretion, but continues to prohibit foreign-invested enterprises from using the RMB
fund converted from their foreign exchange capitals for expenditures beyond their business scopes. On
June 9, 2016, the SAFE promulgated the Circular on Reforming and Standardizing the Administrative
Provisions on Capital Account Foreign Exchange, or SAFE Circular 16. SAFE Circular 19 and SAFE
Circular 16 continue 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 securities investment or non-guaranteed bank products),
providing loans to non-affiliated enterprises or constructing or purchasing real estate not for self-use.
SAFE Circular 19 and SAFE Circular 16 may significantly limit our ability to transfer to and use in
China the net proceeds from this offering, which may adversely affect our business, financial
condition and results of operations.

The heightened scrutiny over acquisition transactions by the PRC tax authorities may have a
negative impact on our business operations, our acquisition or restructuring strategy or the value
of your investment in us.

Pursuant to the Notice on Strengthening Administration of Enterprise Income Tax for Share
Transfers by Non-PRC Resident Enterprises, or Circular 698, issued by the SAT, which became
effective retroactively as of January 1, 2008, where a non-resident enterprise investor transfers equity
interests in a PRC resident enterprise indirectly by way of disposing of equity interests in an overseas
holding company, the non-resident enterprise investor, being the transferor, may be subject to PRC
enterprise income tax, if the indirect transfer is considered to be an abusive use of company structure
without reasonable commercial purposes. As a result, gains derived from such indirect transfer may
be subject to PRC withholding tax at the rate of up to 10%. In addition, the PRC resident enterprise
may be required to provide necessary assistance to support the enforcement of Circular 698.

On February 3, 2015, the State Administration of Tax issued a Public Notice Regarding Certain
Corporate Income Tax Matters on Indirect Transfer of Properties by Non-Tax Resident Enterprises, or
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Public Notice 7. Public Notice 7 has introduced a new tax regime that is significantly different from
that under Circular 698. Public Notice 7 extends its tax jurisdiction to not only indirect transfers set
forth under Circular 698 but also transactions involving transfer of other taxable assets, through the
offshore transfer of a foreign intermediate holding company. In addition, Public Notice 7 provides
clearer criteria than Circular 698 on how to assess reasonable commercial purposes and has introduced
safe harbors for internal group restructurings and the purchase and sale of equity through a public
securities market. Public Notice 7 also brings challenges to both the foreign transferor and transferee
(or other person who is obligated to pay for the transfer) of the taxable assets. Where a non-resident
enterprise conducts an “indirect transfer” by transferring the taxable assets indirectly by disposing of
the equity interests of an overseas holding company, the non-resident enterprise being the transferor,
or the transferee, or the PRC entity which directly owned the taxable assets may report to the relevant
tax authority such indirect transfer. Using a “substance over form” principle, the PRC tax authority
may re-characterize such indirect transfer as a direct transfer of the equity interests in the PRC tax
resident enterprise and other properties in China. As a result, gains derived from such indirect transfer
may be subject to PRC enterprise income tax, and the transferee or other person who is obligated to
pay for the transfer is obligated to withhold the applicable taxes, currently at a rate of up to 10% for
the transfer of equity interests in a PRC resident enterprise. Both the transferor and the transferee may
be subject to penalties under PRC tax laws if the transferee fails to withhold the taxes and the
transferor fails to pay the taxes.

We face uncertainties with respect to the reporting and consequences of private equity financing
transactions, share exchange or other transactions involving the transfer of shares in our company by
investors that are non-PRC resident enterprises, or sale or purchase of shares in other non-PRC
resident companies or other taxable assets by us. Our company and other non-resident enterprises of
ours may be subject to filing or tax obligations if our company and other non-resident enterprises of
ours are transferors in such transactions, and may be subject to withholding obligations if our company
and other non-resident enterprises of ours are transferees in such transactions, under Circular 698 and
Public Notice 7. For the transfer of shares in our company by investors that are non-PRC resident
enterprises, our PRC subsidiaries may be requested to assist in the filing under Circular 698 and Public
Notice 7. As a result, we may be required to expend valuable resources to comply with Circular 698
and Public Notice 7 or to request the relevant transferors from whom we purchase taxable assets to
comply with these circulars, or to establish that our company and other non-resident enterprises of
ours should not be taxed under these circulars. The PRC tax authorities have the discretion under
Circular 698 and Public Notice 7 to make adjustments to the taxable capital gains based on the
difference between the fair value of the taxable assets transferred and the cost of investment. If the
PRC tax authorities make adjustments to the taxable income of the transactions under Circular 698 and
Public Notice 7, our income tax costs associated with such transactions will be increased, which may
have an adverse effect on our financial condition and results of operations. We have made acquisitions
in the past and may conduct additional acquisitions in the future. We cannot assure you that the PRC
tax authorities will not, at their discretion, adjust any capital gains and impose tax return filing
obligations on us or require us to provide assistance to them for the investigation of any transactions
we were involved in. Heightened scrutiny over acquisition transactions by the PRC tax authorities may
have a negative impact on potential acquisitions we may pursue in the future.

Failure to obtain any preferential tax treatments or the discontinuation, reduction or delay of
any of the preferential tax treatments that may be available to us in the future could materially
and adversely affect our business, financial condition and results of operations.

We have been granted certain governmental subsidies and tax preferences. Enterprises that
qualify as “high and new technology enterprises” are entitled to a preferential rate of 15% for three
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years. Beijing Hongxiu, Wangwen Xinyue and Shanghai Xuanting were certified as “high and new
technology enterprises” in 2014, and their certificates have been renewed and will expire on October
21, 2017, July 23, 2018 and November 23, 2019, respectively. We have already submitted an
application to renew the certificate of Beijing Hongxiu. Shanghai Yuewen enjoyed enterprise income
tax exemption for 2015, and enjoyed or will enjoy a preferential tax rate of 12.5% for each of the years
ended December 31, 2016, 2017 and 2018. See the section headed “Financial Information —
Description of Major Components of Our Results of Operations — Our Company — Taxation” in this
document. Nevertheless, the preferential tax rates enjoyed by certain of our Consolidated Affiliated
Entities are non-recurring in nature, and the government agencies may decide to reduce, eliminate or
cancel such subsidies and tax preferences at any time. We cannot assure you of the continued
availability of the government subsidies and tax preferences currently enjoyed by us. The
discontinuation, reduction or delay of these governmental subsidies and preferential tax treatment
could adversely affect our financial condition and results of operations.

We may be subject to penalties, including restriction on our ability to inject capital into our PRC
subsidiaries and our PRC subsidiaries’ ability to distribute profits to us, if our PRC resident
shareholders or beneficial owners fail to comply with relevant PRC foreign exchange regulations.

The SAFE has promulgated several regulations that require PRC residents and PRC corporate
entities to register with and obtain approval from local branches of the SAFE in connection with their
direct or indirect offshore investment activities. The Circular on Relevant Issues Relating to Domestic
Resident’s Investment and Financing and Roundtrip Investment through Special Purpose Vehicles, or
SAFE Circular 37, was promulgated by the SAFE in July 2014 that requires PRC residents or entities
to register with SAFE or its local branch in connection with their establishment or control of an
offshore entity established for the purpose of overseas investment or financing. These regulations
apply to our shareholders who are PRC residents and may apply to any offshore acquisitions that we
make in the future.

Under these foreign exchange regulations, PRC residents who make, or have previously made,
prior to the implementation of these foreign exchange regulations, direct or indirect investments in
offshore companies are required to register those investments. In addition, any PRC resident who is
a direct or indirect shareholder of an offshore company is required to update the previously filed
registration with the local branch of the SAFE, with respect to that offshore company, to reflect any
material change involving its round-trip investment, capital variation, such as an increase or decrease
in capital, transfer or swap of shares, merger or division. If any PRC shareholder fails to make the
required registration or update the previously filed registration, the PRC subsidiary of that offshore
parent company may be restricted from distributing their profits and the proceeds from any reduction
in capital, share transfer or liquidation to their offshore parent company, and the offshore parent
company may also be restricted from injecting additional capital into its PRC subsidiary. Moreover,
failure to comply with the various foreign exchange registration requirements described above could
result in liability under PRC laws for evasion of applicable foreign exchange restrictions, including
(i) the requirement by the SAFE to return the foreign exchange remitted overseas or into PRC within
a period of time specified by the SAFE, with a fine of up to 30% of the total amount of foreign
exchange remitted overseas or into PRC and deemed to have been evasive or illegal and (ii) in
circumstances involving serious violations, a fine of no less than 30% of and up to the total amount
of remitted foreign exchange deemed evasive or illegal.

74 —
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We have requested PRC residents holding direct or indirect interest in our Company to our
knowledge to make the necessary applications, filings and amendments as required by applicable
foreign exchange regulations. Due to a lack of detailed implementation rules of the registration
requirements, some individual Shareholders of our Company who are PRC citizens applied for their
remedial registration with the competent local branches of the SAFE. We are committed to complying
with and to ensuring that our Shareholders who are subject to the regulations will comply with the
relevant SAFE rules and regulations. However, due to the inherent uncertainty in the implementation
of the regulatory requirements by PRC authorities, such registration might not be always practically
available in all circumstances as prescribed in those regulations. In addition, we may not always be
able to compel them to comply with SAFE Circular 37 or other related regulations. We cannot assure
you that the SAFE or its local branches will release explicit requirements or interpret the relevant PRC
laws and regulations otherwise. Failure by any such Shareholders to comply with SAFE Circular 37
or other related regulations could subject us to fines or legal sanctions, restrict our investment
activities in the PRC and overseas or cross-border investment activities, limit our subsidiaries’ ability
to make distributions, pay dividends or other payments to us or affect our ownership structure, which
could adversely affect our business and prospects. As of the Latest Practicable Date, our individual
Shareholders who are PRC citizens have completed their registration under the SAFE Circular 37.

As there is uncertainty concerning the reconciliation of these foreign exchange regulations with
other approval requirements, it is unclear how these regulations, and any future regulation concerning
offshore or cross-border transactions, will be interpreted, amended and implemented by the relevant
governmental authorities. We cannot predict how these regulations will affect our business operations
or future strategy. For example, we may be subject to a more stringent review and approval process
with respect to our foreign exchange activities, such as remittance of dividends and
foreign-currency-denominated borrowings, which may adversely affect our results of operations and
financial condition. In addition, if we decide to acquire a PRC domestic company, we cannot assure
you that we or the owners of such company, as the case may be, will be able to obtain the necessary
approvals or complete the necessary filings and registrations required by the foreign exchange
regulations. This may restrict our ability to implement our acquisition strategy and could adversely
affect our business and prospects.

Failure to comply with PRC regulations regarding the registration requirements for employee
share ownership plans or share option plans may subject the PRC plan participants or us to fines
and other legal or administrative sanctions.

In February 2012, SAFE promulgated the Notices on Issues Concerning the Foreign Exchange
Administration for Domestic Individuals Participating in Stock Incentive Plans of Overseas
Publicly-Listed Companies, or SAFE Circular 7, replacing the previous rules issued by SAFE in
March 2007. Under the SAFE Circular 7 and other relevant rules and regulations, PRC residents who
participate in a stock incentive plan in an overseas publicly-listed company are required to register
with SAFE or its local branches and complete certain other procedures. Participants of a stock
incentive plan who are PRC residents must retain a qualified PRC agent, which could be a PRC
subsidiary of the overseas publicly listed company or another qualified institution selected by the PRC
subsidiary, to conduct the SAFE registration and other procedures with respect to the stock incentive
plan on behalf of its participants. The participants must also retain an overseas entrusted institution
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to handle matters in connection with their exercise of stock options, the purchase and sale of
corresponding stocks or interests and fund transfers. In addition, the PRC agent is required to amend
the SAFE registration with respect to the stock incentive plan if there is any material change to the
stock incentive plan, the PRC agent or the overseas entrusted institution or other material changes.
Also, SAFE Circular 37 stipulates that PRC residents who participate in a share incentive plan of an
overseas non-publicly-listed special purpose company may register with SAFE or its local branches
before they exercise the share options. We and our PRC employees who have been granted share
options and restricted shares will be subject to these regulations upon the completion of this offering.
Failure of our PRC share option holders or restricted shareholders to complete their SAFE
registrations may subject these PRC residents to fines of up to RMB300,000 for entities and up to
RMB50,000 for individuals, and legal sanctions and may also limit our ability to contribute additional
capital into our PRC subsidiary, limit our PRC subsidiary’s ability to distribute dividends to us, or
otherwise materially adversely affect our business.

The SAT has also issued relevant rules and regulations concerning employee share incentives.
Under these rules and regulations, our employees working in the PRC will be subject to PRC
individual income tax upon exercise of the share options or grant of the restricted shares. Our PRC
subsidiaries have obligations to file documents with respect to the granted share options or restricted
shares with relevant tax authorities and to withhold individual income taxes for their employees upon
exercise of the share options or grant of the restricted shares. If our employees fail to pay or we fail
to withhold their individual income taxes according to relevant rules and regulations, we may face
sanctions imposed by the competent governmental authorities.

Certain judgments obtained against us by our shareholders may not be enforceable.

We are an exempted company incorporated in the Cayman Islands and substantially all of our
assets are located in China and substantially all of our current operations are conducted in China as
well. In addition, a majority of our current directors and officers are nationals and residents of China
and substantially all of the assets of these persons are located in China. As a result, it may be difficult
or impossible for you to effect service of process within Hong Kong upon us or these persons, or to
bring an action in Hong Kong against us or against these individuals in the event that you believe that
your rights have been infringed under the applicable securities laws or otherwise. In addition, because
there are no clear statutory and judicial interpretations or guidance on a PRC court’s jurisdiction over
cases brought under foreign securities laws, it may be difficult for you to bring an original action
against us or our PRC resident officers and directors in a PRC court based on the liability provisions
of non-PRC securities laws. Even if you are successful in bringing an action of this kind, the laws of
the Cayman Islands and of China may render you unable to enforce a judgment against our assets or
the assets of our directors and officers.

We may be subject to regulatory activity under the PRC Anti-Monopoly Law

Pursuant to the PRC Anti-Monopoly Law, which was adopted by the SCNPC on August 30, 2007
and became effective on August 1, 2008 (the “AML”), and relevant regulations, we may be deemed
to have a dominant market position in the relevant market by the relevant PRC regulatory authorities
even though our market share in terms of online reading revenue generated by us in the online
literature market was 43.2% in 2016, which was below the 50% threshold for being deemed to possess
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a dominant market position under the relevant laws and regulations in the PRC. As advised by our PRC
Legal Advisor and pursuant to the AML and relevant regulations, in addition to market share, the PRC
regulatory authority will consider other factors, such as the competitive landscape of the relevant
market, the financial and technical conditions of the business operator and its capacity to control the
sales markets or the raw material procurement market, when evaluating whether a business operator
possesses a dominant market position. If we are deemed to have a dominant market position and the
relevant PRC regulatory authority establishes that we have abused such dominant market position, the
PRC regulatory authority may, at its discretion, confiscate any illegal gains and impose a fine of 1%
to 10% of our revenues arising from the preceding financial year, which may have a material adverse
effect on our business operations, financial results and profitability.

In addition, pursuant to the AML and the relevant regulations, when a concentration of
undertakings occurs and reaches statutory thresholds, the undertakings concerned shall file a prior
notification with the MOFCOM. Without the clearance of prior notification from the MOFCOM, no
concentration of undertakings shall be implemented and effected. If such prior notification is not
obtained, the MOFCOM may order the concentration to cease its operations, dispose of shares or
assets, transfer the business of the concentration within a time limit, take any other necessary
measures to restore the situation as it was before the concentration, and may impose a fine of up to
RMB500,000. Failure to comply with the requirements of the AML and the relevant regulations could
make our future acquisitions time consuming, complex and difficult to complete, which may have a
material adverse effect on our business operations, financial results and profitability.

RISKS RELATING TO THE GLOBAL OFFERING

There has been no prior public market for the Shares and the liquidity and market price of our
Shares may be volatile.

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

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

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

operating performance.

You will incur immediate and substantial dilution and may experience further dilution in the

future.

As the Offer Price of our Shares is higher than the net tangible book value per Share of our
Shares immediately prior to the Global Offering, purchasers of our Shares in the Global Offering will
experience an immediate dilution. If we issue additional Shares in the future, purchasers of our Shares

in the Global Offering may experience further dilution in their shareholding percentage.

The actual or perceived sale or availability for sale of substantial amounts of our Shares,
especially by our Directors, executive officers and Controlling Shareholders, could adversely
affect the market price of our Shares.

Future sales of a substantial number of our Shares, especially by our Directors, executive officers
and Controlling Shareholders, or the perception or anticipation of such sales, could negatively impact
the market price of our Shares in Hong Kong and our ability to raise equity capital in the future at a

time and price that we deem appropriate.

The Shares held by our Controlling Shareholders are subject to certain lock-up periods. For
further details, see the section headed “Underwriting — Underwriting Arrangements and Expenses” in
this document. While we currently are not aware of any intention of such persons to dispose of
significant amounts of their Shares after the expiry of the lock-up periods, we cannot assure you that
they will not dispose of any Shares they may own now or in the future.

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

This document, particularly the sections headed “Business” and “Industry Overview,” contains
information and statistics relating to the online literature market. Such information and statistics have
been derived from a third-party report commissioned by us and publicly available sources. We believe
that the sources of the information are appropriate sources for such information, and we have taken
reasonable care in extracting and reproducing such information. However, we cannot guarantee the
quality or reliability of such source materials. The information has not been independently verified by
us, the Joint Global Coordinators, the Joint Sponsors, the Joint Bookrunners, the Joint Lead Managers,
the Underwriters or any other party involved in the Global Offering, and no representation is given
as to its accuracy. Collection methods of such information may be flawed or ineffective, or there may
be discrepancies between published information and market practice, which may result in the statistics
included in this document being inaccurate or not comparable to statistics produced for other
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economies. You should therefore not place undue reliance on such information. In addition, we cannot
assure you that such information is stated or compiled on the same basis or with the same degree of
accuracy as similar statistics presented elsewhere. You should consider carefully the importance

placed on such information or statistics.

You should read the entire document carefully and should not rely on any information contained

in press articles or other media regarding us and the Global Offering.

We strongly caution you not to rely on any information contained in press articles or other media
regarding us and the Global Offering. Prior to the publication of this document, there has been press
and media coverage regarding us and the Global Offering. Such press and media coverage may include
references to certain information that does not appear in this document, including certain operating
and financial information and projections, valuations and other information. We have not authorized
the disclosure of any such information in the press or media and do not accept any responsibility for
any such press or media coverage or the accuracy or completeness of any such information or
publication. We make no representation as to the appropriateness, accuracy, completeness or
reliability of any such information or publication. To the extent that any such information is
inconsistent or conflicts with the information contained in this document, we disclaim responsibility

for it and you should not rely on such information.



WAIVERS FROM COMPLIANCE WITH THE LISTING RULES

In preparation for the Listing, we have sought the following waivers from strict compliance with
the relevant provisions of the Listing Rules:

WAIVER IN RESPECT OF MANAGEMENT PRESENCE IN HONG KONG

Pursuant to Rule 8.12 of the Listing Rules, an issuer must have sufficient management presence
in Hong Kong. This normally means that at least two of its executive directors must be ordinarily
resident in Hong Kong.

We do not have sufficient management presence in Hong Kong for the purposes of satisfying the
requirements under Rule 8.12 of the Listing Rules. The Group’s management, business operations and
assets are primarily based outside Hong Kong. The principal management headquarters and senior
management of the Group are primarily based in China. The Directors consider that the appointment
of executive Directors who will be ordinarily resident in Hong Kong would not be beneficial to, or
appropriate for, the Group and therefore would not be in the best interests of the Company and the
Shareholders as a whole. Accordingly, we have applied to the Stock Exchange for, and the Stock
Exchange has granted, a waiver from strict compliance with the requirements under Rule 8.12 of the
Listing Rules. We will ensure that there is an effective channel of communication between us and the

Stock Exchange by way of the following arrangements:

(a) Pursuant to Rule 3.05 of the Listing Rules, we have appointed and will continue to maintain
two authorised representatives, as well as their alternate representative, to be the principal
communication channel at all times between the Stock Exchange and the Company. Each
of our authorized representatives will be readily contactable by the Stock Exchange by
telephone, facsimile and/or email to promptly deal with enquiries from the Stock Exchange.
Both of our authorized representatives are authorized to communicate on the Company’s
behalf with the Stock Exchange. At present, our two authorised representatives are Mr.
Liang Xiaodong, the Group’s co-chief executive officer, and Ms. Lai Siu Kuen, a senior
manager of the Listing Services Department of TMF Hong Kong Limited. Their alternate
is currently Mr. Zhao Jincheng, the joint company secretary. See the section headed
“Directors and Senior Management” in this document for more information about our

authorised representatives.

(b) We will implement a policy to provide the up-to-date contact details of each Director (such
as office phone numbers, mobile phone numbers, fax numbers, and email addresses) to the
authorised representatives and to the Stock Exchange. This will ensure that the authorised
representatives, their alternate, and the Stock Exchange will have the means to contact any
of the Directors promptly as and when required, including when the Directors are

travelling.

(c) All Directors who are not ordinarily resident in Hong Kong have valid travel documents to
visit Hong Kong and will be able to come to Hong Kong to meet with the Stock Exchange
within a reasonable period of time when required.
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(d)

(e)

We have retained the services of Guotai Junan Capital Limited as compliance advisor (the
“Compliance Advisor”), in accordance with Rule 3A.19 of the Listing Rules. The
Compliance Advisor will serve as an additional channel of communication with the Stock
Exchange in addition to the authorized representatives of the Company. The Compliance
Advisor will provide us with professional advice on ongoing compliance with the Listing
Rules. We will ensure that the Compliance Advisor has prompt access to our authorized
representatives and Directors. In turn, they will provide to the Compliance Advisor such
information and assistance as the Compliance Advisor may need or may reasonably request
in connection with the performance of the Compliance Advisor’s duties. The Compliance
Advisor will also provide advice to us when consulted by us in compliance with Rule 3A.23
of the Listing Rules.

Meetings between the Stock Exchange and the Directors could be arranged through the
authorized representatives or the Compliance Advisor, or directly with the Directors within
a reasonable time frame. We will inform the Stock Exchange as soon as practicable in
respect of any change in the authorized representatives, the Directors, and/or the
Compliance Advisor in accordance with the Listing Rules.

WAIVER IN RESPECT OF JOINT COMPANY SECRETARIES

Pursuant to Rules 3.28 and 8.17 of the Listing Rules, the company secretary must be an

individual who, by virtue of their academic or professional qualifications or relevant experience, is,

in the opinion of the Stock Exchange, capable of discharging the functions of a company secretary.

Pursuant to Rule 3.28 Note 1 of the Listing Rules, the Stock Exchange considers the following

academic or professional qualifications to be acceptable:

(a)

(b)

(c)

a Member of The Hong Kong Institute of Chartered Secretaries;

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

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

Pursuant to Rule 3.28 Note 2 of the Listing Rules, in assessing “relevant experience”, the Stock

Exchange will consider the individual’s:

(a)

(b)

length of employment with the issuer and other issuers and the roles they played;

familiarity with the Listing Rules and other relevant law and regulations including the
Securities and Futures Ordinance, Companies Ordinance, Companies (Winding Up and
Miscellaneous Provisions) Ordinance, and the Takeovers Code;
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(c) relevant training taken and/or to be taken in addition to the minimum requirement under
Rule 3.29 of the Listing Rules; and

(d) professional qualifications in other jurisdictions.

The Company appointed Mr. Zhao Jincheng (“Mr. Zhao) and Ms. Lai Siu Kuen of TMF Hong
Kong Limited (“Ms. Lai”) as joint company secretaries of the Company on June 29, 2017. See the
section headed “Directors and Senior Management” in this document for further information regarding
the qualifications of Mr. Zhao and Ms. Lai.

Ms. Lai is a member of both the Institute of Chartered Secretaries & Administrators in the United
Kingdom and The Hong Kong Institute of Chartered Secretaries, and therefore meets the qualification
requirements under Rule 3.28 Note 1 of the Listing Rules and is in compliance with Rule 8.17 of the
Listing Rules.

Accordingly, whilst Mr. Zhao does not possess the formal qualifications required of a company
secretary under Rule 3.28 of the Listing Rules, based on the above reasons, we, on behalf of the
Company, hereby apply for a waiver from strict compliance with the requirements under Rules 3.28
and 8.17 of the Listing Rules such that Mr. Zhao may be appointed as a joint company secretary of
the Company on the basis of the proposed arrangements below.

The waiver was granted for a three-year period on the condition that Ms. Lai, as a joint company
secretary of the Company, will work closely with, and provide assistance to, Mr. Zhao in the discharge
of his duties as a joint company secretary for an initial period of three years from the date of the
Listing. Ms. Lai is a suitably qualified person to render assistance to Mr. Zhao so as to enable him
to acquire the “relevant experience” as is required of a company secretary under Rule 3.28 of the
Listing Rules. In addition, Mr. Zhao 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. The Company will further ensure that Mr. Zhao 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 Stock Exchange.

At the end of the three-year period, the qualifications and experience of Mr. Zhao and the need
for on-going assistance from Ms. Lai will be evaluated by the Company. The Company will liaise with
the Stock Exchange to enable it to assess whether, having benefited from the assistance of Ms. Lai for
the preceding three years, Mr. Zhao has acquired the skills necessary to carry out the duties of a
company secretary and the relevant experience (within the meaning of Rule 3.28 Note 2) so that a
further partial waiver will not be necessary.

WAIVERS IN RESPECT OF CONTINUING CONNECTED TRANSACTIONS

We have entered into, and are expected to continue, certain transactions that will constitute
non-exempt continuing connected transactions of our Company under the Listing Rules upon Listing.
Accordingly, we have applied to the Stock Exchange for, and the Stock Exchange has granted, waivers
from strict compliance with (i) the announcement, circular and independent shareholders’ approval
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requirements, (ii) the annual cap requirement, and (iii) the requirement of limiting the term of the
continuing connected transactions set out in Chapter 14A of the Listing Rules for such continuing
connected transactions. For further details in this respect, see the section headed “Connected

Transactions” in this document.

WAIVER IN RESPECT OF THE CLAWBACK MECHANISM UNDER PARAGRAPH 4.2 OF
PRACTICE NOTE 18 OF THE LISTING RULES

We have applied to the Stock Exchange for, and the Stock Exchange has granted, a waiver from
strict compliance with Paragraph 4.2 of Practice Note 18 of the Listing Rules such that, in the event
of over-applications in the Hong Kong Public Offering, the Joint Global Coordinators will apply an
alternative clawback mechanism following the closing of the application lists. For further information,
see the section headed “Structure of the Global Offering — The Hong Kong Public Offering —
Reallocation and clawback” in this document.

PERMISSION FOR ALLOCATION OF SHARES TO DIRECTORS AND/OR THEIR CLOSE
ASSOCIATES

The Qualifying Tencent Shareholders who are entitled to participate in the Preferential Offering
include certain Directors and/or their close associates. In the absence of a prior written consent from
the Stock Exchange, participation by the Directors and/or their close associates who are Qualifying
Tencent Shareholders in the Preferential Offering would be prohibited by paragraph 5(2) of Appendix
6 to the Listing Rules which restricts share allocations to directors of the listing applicant or their
close associates, whether in their own names or through nominees, unless the conditions set out in
Rule 10.03 of the Listing Rules are fulfilled.

Rule 10.03 of the Listing Rules provides that directors of the listing applicant and their close
associates may only subscribe for or purchase securities for which listing is sought which are being
marketed by or on behalf of a new applicant if (a) no securities are offered to them on a preferential
basis and no preferential treatment is given to them in the allocation of securities and (b) the minimum
prescribed percentage of the public shareholders required by Rule 8.08(1) of the Listing Rules is
achieved. The Reserved Shares offered to the Directors and/or their close associates who are
Qualifying Tencent Shareholders are to be offered on a preferential basis pursuant to the Preferential
Offering and therefore the condition set out in Rule 10.03(1) of the Listing Rules is not fulfilled.
However, the Directors and/or their close associates who are eligible to participate in the Preferential
Offering will be participating in their capacity as Qualifying Tencent Shareholders (rather than in their
capacity as Directors or the close associates of Directors), on the same terms as all other Qualifying
Shareholders, and no preferential treatment will be given to them in the allocation of the Reserved
Shares under the Preferential Offering as compared to any other Qualifying Tencent Shareholders.

In view of the above, the Company has sought the Stock Exchange’s consent for, and the Stock
Exchange has consented to, the inclusion of the Directors and/or their close associates in the
Preferential Offering notwithstanding the requirements under paragraph 5(2) of Appendix 6 to the
Listing Rules and the requirements under Rule 10.03 of the Listing Rules, subject to the conditions
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that (a) no preferential treatment will be given to the Directors and/or their close associates who are
Qualifying Tencent Shareholders in the allocation of the Reserved Shares under the Preferential
Offering, and (b) the minimum public float requirement under Rule 8.08(1) of the Listing Rules will
be complied with.

No waiver application from strict compliance with Rule 10.04 (i.e. restrictions on existing
shareholders’ purchase and subscription) of the Listing Rules has been made. To the best of our
knowledge and information, a close associate of TB Partners is also a shareholder of Tencent.
However, TB Partners has confirmed that the close associate shall not participate in the Preferential
Offering. Save for the above, the Company is not aware that any of its Shareholders or their close
associates are also Tencent Shareholders, and is not aware that any such person will participate in the
Preferential Offering. No waiver from strict compliance with Rule 10.04 is therefore required in view
of the Preferential Offering.
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS DOCUMENT

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

GLOBAL OFFERING

This document is published solely in connection with the Hong Kong Public Offering and the
Preferential Offering, which form part of the Global Offering. For applicants under the Hong Kong
Public Offering and for the Qualifying Tencent Shareholders under the Preferential Offering, this
document and the Application Forms contain the terms and conditions of the Hong Kong Public
Offering and the Preferential Offering.

The Hong Kong Offer Shares and the Reserved Shares are offered solely on the basis of the
information contained and representations made in this document 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
document and the relevant Application Forms, and any information or representation not contained
herein and therein must not be relied upon as having been authorised by our Company, the Joint
Sponsors, the Joint Global Coordinators, the Joint Bookrunners, the Joint Lead Managers and any of
the Underwriters, any of their respective directors, agents, employees or advisors or any other party
involved in the Global Offering.

The Listing is sponsored by the Joint Sponsors and the Global Offering is managed by the Joint
Global Coordinators. 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 among the Joint
Global Coordinators, the Selling Shareholders and our Company on the Price Determination Date. The
International Offering is expected to be fully underwritten by the International Underwriters subject
to the terms and conditions of the International Underwriting Agreement, which is expected to be
entered into on or about the Price Determination Date.

The Offer Price is expected to be fixed among the Joint Global Coordinators, the Selling
Shareholders and our Company on the Price Determination Date. The Price Determination Date is
expected to be on or around October 31, 2017 and, in any event, not later than November 7, 2017
unless otherwise determined among the Joint Global Coordinators (for themselves and on behalf of the
Underwriters), the Selling Shareholders and our Company. If, for whatever reason, the Offer Price is
not agreed among the Joint Global Coordinators, the Selling Shareholders and our Company on or
before November 7, 2017, the Global Offering will not become unconditional and will lapse
immediately.
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See the section headed “Underwriting” in this document for further information about the

Underwriters and the underwriting arrangements.

PROCEDURES FOR APPLICATION FOR HONG KONG OFFER SHARES AND THE
RESERVED SHARES

The application procedures for the Hong Kong Offer Shares and the Reserved Shares are set forth
in the section headed “How to Apply for Hong Kong Offer Shares and Reserved Shares” in this

document and on the relevant Application Forms.

STRUCTURE AND CONDITIONS OF THE GLOBAL OFFERING

Details of the structure of the Global Offering, including its conditions, are set forth in the

section headed “Structure of the Global Offering” in this document.

SELLING RESTRICTIONS ON OFFERS AND SALE OF SHARES

Each person acquiring the Offer Shares (including the Reserved Shares) 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 document and on the relevant Application Forms.

No action has been taken to permit a public offering of the Offer Shares in any jurisdiction other
than in Hong Kong, or the distribution of this document and/or the Application Forms in any
jurisdiction other than Hong Kong. Accordingly, this document 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 document and the offering and sale of the Offer Shares in other
jurisdictions are subject to restrictions and may not be made except as permitted under the applicable
securities laws of such jurisdictions pursuant to registration with or authorisation by the relevant

securities regulatory authorities or an exemption therefrom.

British Virgin Islands

As advised by the legal advisor as to the British Virgin Islands laws, there are no specific laws
or regulations in the British Virgin Islands in connection with the offer of the Reserved Shares by the
Company to Qualifying Tencent Shareholders incorporated or registered in the British Virgin Islands.

Therefore, the Preferential Offering will be extended to Qualifying Tencent Shareholders incorporated
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or registered in the British Virgin Islands. No Shares may be offered to the public in the British Virgin
Islands for purchase or subscription except under circumstances that will result in compliance with the
rules concerning offering of such securities in the British Virgin Islands and with the laws of the

British Virgin Islands.

Macau

The Company intends to extend the Preferential Offering to Qualifying Tencent Shareholders in
Macau. The Preferential Offering does not, and is not intended to, constitute a Macau offer within the
meaning of the Macau Financial System Act. This prospectus, the application form and any other
related document or material in connection with the Preferential Offering, or invitation for
subscription or purchase, have not been, and will not be, registered or subject to any approval in
Macau and may not be circulated or distributed, nor may the Reserved Shares be offered or sold, or
be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to any
persons in Macau other than to Qualifying Tencent Shareholders, for subscription in Hong Kong.

APPLICATION FOR LISTING ON THE STOCK EXCHANGE

We have applied to the listing committee of the 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 on
the basis that, among other things, we satisfy the market capitalization/revenue test under Rule 8.05(3)
of the Listing Rules with reference to (i) our revenue for the year ended December 31, 2016, being
RMB2.56 billion (equivalent to approximately HK$3.03 billion), which is over HK$500 million, and
(ii) our expected market capitalization at the time of Listing, which, based on the low-end of the
indicative Offer Price range, exceeds HK$4 billion.

Dealings in the Shares on the Stock Exchange are expected to commence on November &, 2017.
No part of our Shares or loan capital is listed on or dealt in on any other stock exchange and no such
listing or permission to list is being or proposed to be sought. All the Offer Shares will be registered
on the Hong Kong Share Registrar of our Company in order to enable them to be traded on the Stock
Exchange.

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

OVER-ALLOTMENT OPTION AND STABILIZATION

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 document. Assuming that the
Over-allotment Option is exercised in full, the Over-allotment Option Grantors may be required to sell
up to an aggregate of 22,705,600 Shares.
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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 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 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 advisor for details of those settlement
arrangements and how such arrangements will affect their rights and interests.

SHARE REGISTRAR AND STAMP DUTY

Our principal register of members will be maintained in the Cayman Islands by our principal
registrar, Maples Fund Services (Cayman) Limited, in the Cayman Islands, and our Hong Kong
register will be maintained by the Hong Kong Share Registrar in Hong Kong.

All Offer Shares issued pursuant to applications made in the Hong Kong Public Offering and the
International Offering will be registered on the Hong Kong register of members of our Company in
Hong Kong. Dealings in the Shares registered in our Hong Kong register of members will be subject
to Hong Kong stamp duty. The current and valorem rate of Hong Kong stamp duty of 0.1% on the
higher of the consideration for or the market value of the Shares and it is charged to the purchaser on
every purchase and to the seller on ever sale of the Shares. In other words, a total of 0.2% is currently
payable on a typical sale and purchase transaction of the Shares. For further details of Hong Kong
stamp duty, please seek professional tax advice.

PROFESSIONAL TAX ADVICE RECOMMENDED

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

EXCHANGE RATE CONVERSION

Solely for convenience purposes, this document includes translations among certain amounts
denominated in Renminbi, Hong Kong dollars and U.S. dollars. No representation is made that the
Renminbi amounts could actually be converted into another currency at the rates indicated, or at all.
Unless otherwise indicated, (i) the translation between Renminbi and Hong Kong dollars was made at
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the rate of RMBO0.8437 to HK$1.00, the exchange rate prevailing on October 13, 2017 published by
the PBOC for foreign exchange transactions, (ii) the translations between U.S. dollars and Hong Kong
dollars were made at the rate of HK$7.8073 to US$1.00, being the noon buying rate as set forth in the
H.10 statistical release of the United States Federal Reserve Board on October 13, 2017, and (iii) the
translation between U.S. dollars and Renminbi were made at the rate of RMB6.5785 to US$1.00, being
the noon buying rate as set forth in the H.10 statistical release of the United States Federal Reserve
Board on October 13, 2017.

TRANSLATION

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

in their respective original languages shall prevail.

ROUNDING

Any discrepancies in any table in this document between total and sum of amounts listed therein

are due to rounding.
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This section contains certain information, statistics and data which are derived from a
commissioned report from Frost & Sullivan, an Independent Third Party (the “Frost & Sullivan
report”). The information from official government publications, industry sources and the Frost &
Sullivan report may not be consistent with information available from other sources within or
outside the PRC and Hong Kong. We believe that the sources of the information in this section are
appropriate sources for such information and have taken reasonable care in extracting and
reproducing such information. We have no reason to believe that such information is false or
misleading or that any fact has been omitted that would render such information false or
misleading in any material respect. However, neither we nor any other party involved in the Global
Offering have independently verified such information, and neither we nor any other party involved
in the Global Offering are giving any representation as to the accuracy or completeness of such
information. As such, investors are cautioned not to place any undue reliance on the information,
including statistics and estimates, set forth in this section or similar information included
elsewhere in this document. For a discussion of risks relating to our industries, see the section

headed “Risk Factors — Risks Relating to Our Business and Industry” in this document.

SOURCES OF THE INDUSTRY INFORMATION

We engaged Frost & Sullivan, an independent market research consultant, to conduct an analysis
of, and to prepare a report on, the online literature market in China for use in this document. Founded
in 1961, Frost & Sullivan provides industry research and strategic market insights, as well as growth
consulting and corporate training. The information from Frost & Sullivan disclosed in the document
is extracted from the Frost & Sullivan report, a report commissioned by us for a fee of RMB600K, and
is disclosed with the consent of Frost & Sullivan. Frost & Sullivan has conducted detailed primary
research, which involved discussions with certain leading industry participants and conducting
interviews with relevant parties. Frost & Sullivan has also conducted secondary research which
involved reviewing company reports, independent research reports and data based on its own research
database. Frost & Sullivan also conducted a consumer survey in China in the first quarter of 2017 (the
“Survey”) to gather data for the Frost & Sullivan report. For the consumer survey conducted, Frost
& Sullivan surveyed a pool of 200,000 online literature users based on the demographics of online
literature users (45% female and 55% male), covering 225 major tier one, tier two, tier three, and tier
four cities in China. The purpose of this consumer survey is to further study online literature users’

essential characteristics, reading habits and other features.

In compiling and preparing the Frost & Sullivan report, Frost & Sullivan made the following

assumptions:
° China’s social, economic and political environment is likely to remain stable in the forecast
period;

° related industry key drivers are likely to drive the market in the forecast period; and
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° when compiling data for our Company, Frost & Sullivan included jjwxc.net, an online
literature platform operated by a joint venture in which the Company holds a 50% equity
interest, as part of our Company, because as advised by Frost & Sullivan, (i) when
compiling information, statistics and data in relation to market participants for the analysis
of the relevant industry, it is a customary practice to include the information and data of
an entity as part of another company that holds substantial equity interests in such entity,
and (ii) if it were not included as part of the Company, it would be entirely excluded as a

corporate market participant for the purpose of industry analysis.

Frost & Sullivan’s projections are made based on various market determinants and the respective
coefficients assigned to a market determinant which indicate their relative importance. The market
determinants represent both subjective assumptions and objective factors. Therefore, the projected

data may not be consistent with the market data.

Except as otherwise noted, all of the data and forecasts contained in this section are derived from
the Frost & Sullivan report. Our Directors confirm that after taking reasonable care, there is no
material adverse change in the overall market information since the date of the Frost & Sullivan report

that would materially qualify, contradict or have an impact on such information.

ONLINE LITERATURE MARKET IN CHINA

Overview and Outlook of China’s Literature Market

China’s literature market currently comprises three sectors: online literature, e-books, and
physical books (of a literary nature). Online literature is defined as literary works originally created
for general public interest and distributed over the Internet. E-books refer to digital versions of
physical books of a literary nature. The key difference between online literature and e-books is that
online literature works are originally created on and initially distributed through online literature
platforms, typically in serial manner, while e-books are considered as one of the subsequent carrying
forms of licensed literature content and are published only after they are completed. The size of the
literature market in China, measured by revenue, grew from RMB29.7 billion in 2013 to RMB40.3
billion in 2016, representing a CAGR of 10.7%, and is expected to further increase to RMB59.1 billion
in 2020, representing a CAGR of 10.1% from 2016.

Within China’s literature market, online literature has grown the fastest, at a CAGR of 44.9%
from 2013 to 2016, and is projected to continue to grow at a CAGR of 30.9% from 2016 to 2020. In
2016, the size of online literature market in China was RMB4.6 billion, representing 11.4% of the total
literature market in China, and such percentage is expected to grow to 22.7% in 2020.

For the online literature market as defined in the Frost & Sullivan report, revenues are
“narrowly” defined as primarily generated from online reading activities by readers through purchase
of online premium content via three main methods: pay-per-chapter, monthly subscription packages,
and other bundled packages. The following chart illustrates the historical and projected online
literature market size in China as measured by revenue.
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China’s online literature market size (2013-2020E)

[ 13,408 |

2013 2014 2015 2016 2017E 2018E 2019E 2020E

Source: Frost & Sullivan report
Note: The size of online literature market is measured by revenue from online paid reading through purchase of online paid
premium content by readers.

Drivers of Online Literature Market Growth in China

Online literature enjoys significant creative freedom and is increasingly preferred by Chinese
readers who are looking for depth and diversity in literary content. Unlike traditional literature, which
is typically classic or contemporary novels by well-known authors, online literature is more diverse
and caters to broad content demands of Chinese readers. Online literature includes genres such as
fantasy, wuxia, science fiction, mystery, romance and cosmopolitan, as well as a wide spectrum of
other refined literary interests.

With the increasing Internet penetration particularly on mobile, which reached 52.9% and 50.3%
respectively in 2016, online literary works have become easily accessible to internet users on their PC
and mobile devices. In particular, due to the convenience of reading on mobile devices and the
engaging nature of literature content, reading through mobile apps has become an increasingly popular
way of content consumption among mobile users to take advantage of their fragmented free time.
According to the Survey, 25.2% of the survey respondents ranked online literature reading as one of
the top activities in terms of daily time spent on mobile devices. The large growing reader base,
together with the increasing user engagement level, will continue to boost the growth of online
literature market in China.

In addition, the environment for intellectual property protection in China has significantly
improved in recent years. The existence of pirated online literature content has led to an estimated loss
in revenue of RMB11.4 billion in 2016, which is more than double the size of the online literature
market revenue in 2016. With increasing focus on intellectual property protection and effective
anti-piracy efforts undertaken by governmental agencies and industry players, China’s anti-piracy

— 101 —



INDUSTRY OVERVIEW

environment has been steadily improving. In the meantime, readers’ willingness to pay for premium
online literature content has increased significantly in recent years. Out of the survey respondents who
have read online literary content in the first quarter of 2017, 43.8% indicated that they were willing
to pay for copyrighted content online. The paying ratio of online reading (in terms of the number of
paying users of online literary content as a percentage of all DAUs on online literature platforms in
a period) on PC platform and mobile platform increased from 1.3% and 3.3% in 2013 to 2.0% and
7.0% in 2016, respectively, and is expected to further increase to 4.8% and 14.5% in 2020,
respectively.

Evolution of Online Literature Creation and Style

Online literature in China has evolved over the past two decades through the following stages:

° Late 1990’s to early 2000’s (the early era). During this period, the prevailing storylines and
genres of online literature were limited, and did not deviate significantly from those of
traditional publications. Leading online literature platforms during this time were literary
websites, including rongshuxia.com and hongxiu.com. These websites nurtured the
pioneering and influential online writers in China, many of whom maintained their
bestselling status until this day. However, the writers during this era were predominantly
amateurs, creating literary works on a part-time basis, and there was no clear
commercialization model for online literature by websites. As Internet access was a rare
commodity for average Chinese consumers during this period, most Chinese readers were
only able to view the original online literature content created during this period in

paperback form.

° Early 2000’s to 2010 (the emergence of paid reading). Online literature growth began to
accelerate and diverge from traditional publishing in the early 2000’s. The most popular
genres of online literature during this time were fantasy and romance. A number of online
literature platforms publishing original literary works emerged, led by gidian.com,
Jjjwxc.com, and hongxiu.com. These were all acquired by Cloudary in 2009. Qidian.com,
which was launched in 2002, pioneered the paid online reading model, and set the operating
norm for online distribution of copyrighted online literary works in China for other players
in the market. Compared with the earlier era, online literature writers during this era were
increasingly professional and devoting themselves full-time to online literature creation as
they started to generate meaningful revenue from their writings.

° 2010 to present (growing shift toward mobile). Online literature became increasingly
mobile-centric as mobile Internet penetration in China rose. Owing to the convenience of
mobile reading and enhanced features of mobile apps including interactive community
tools, the mobile era witnessed growing user stickiness and engagement on online literature
platforms. Today, online literature in China spans over 200 genres, far surpassing the scope
of traditional publications. Further consolidation of the industry through the merger of
Cloudary and the literature business of Tencent created our Company. The combined
company had 48.4% of total users as measured by monthly average mobile DAUs in 2016.
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Online Literary Works in China

Over the past two decades, the library of online literary titles has reached immense scale and
continues to grow on a daily basis. As of December 31, 2016, the total number of online literary works
reached 11.6 million, and is expected to reach 22.4 million in 2020, growing at a CAGR of 17.8%. In
2016, 1.9 million new online literary titles were created, and the number is expected to increase to 3.2
million in 2020, representing a CAGR of 13.7%.

Online literature spans a wide variety of genres. New and niche literary categories are emerging
rapidly to meet the changing demand for content consumption and subsequently serve as high quality
original source material for content adaptation partners. As the content library of major online
literature platforms surged during the mobile era, it is crucial for online literature apps to develop
tailored content curation and recommendation functionalities to help users discover content and
recommend the right content to the right readers. Compared with the previous era, leading industry
players in the mobile era are increasingly adept at understanding the interests of their readers and
effectively tailoring content curation, which entails constant improvement of their content

recommendation algorithms and associated data analytic capabilities.

The top five online literature companies in China in 2016, as ranked by total number of available
literary works on their platforms were our Company, Chinese All Digital Publishing Group, iReader,
Baidu Literature, and Alibaba Literature, each with a share of total works (in terms of the number of
online literary works available on the respective platforms as a percentage of the total number of
literary works in China) of 72.0%, 27.5%, 5.2%, 3.4%, and 1.7%, respectively. Depending on the term
of contracts between writers and online literature platforms, writers can publish their works
exclusively or non-exclusively through one or more online literature platforms. In the case of
non-exclusive distribution, such works published would be double counted when calculating market

share of different online literature companies.

Online Literature Users in China

The number of online literature readers in China totaled 333.2 million as of December 31, 2016,
of which 303.8 million read on mobile devices. The total is expected to reach 421.4 million by
December 31, 2020, of which 408.8 million will be on mobile. Online literature users comprise those
who read on either PC or mobile platforms and those who read on both. Amongst these three groups,

the size of mobile-only readers is currently the largest and is also expected to grow the fastest.
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The following chart illustrates the online literature reader base in China from 2013 to 2016, as
well as a forecast from 2017 to 2020.

Online literature user size (2013-2020E)

F————  2016-2020E CAGR: 6.0%9 —————]

(Millions)

421.4

409.2

2013 2014 2015 2016 2017E 2018E 2019E 2020E

Source: Frost & Sullivan report
Note: The number of online literature users refers to the total number of unique visitors who have paid at least one visit

to an online literature platform in China via either PC or mobile devices in the specified year.

Online literature readers in China are active, engaged, and typically younger than the average
Internet user. According to the Survey, the majority of China’s online literature readers spent over one
hour reading online literature per day, and the majority of China’s online literature readers accessed
online literature content three or more times per week. According to the Survey, 70.7% of China’s
online literature readers were below the age of 30, 20.7% were between the age of 30 and 39, and 8.6%
were of or above the age of 40. Among the online literature readers that participated in the Frost &
Sullivan Survey, 10.3% of them have been reading online literature works for less than one year,
22.3% have been reading online literature works for one to three years, while over 60% have been
reading online literature works for more than three years.

Online Literature Writers in China

As of December 31, 2016, there were an estimated 6.0 million writers of original online literature
in China. This is expected to reach approximately 8.5 million as of December 31, 2020, representing
a CAGR of 9.2%.

The top five online literature companies in China in 2016, as ranked by total number of writers
who had published online literary works on the respective platforms as of December 31, 2016, were
our Company, Chinese All Digital Publishing Group, iReader, Baidu Literature, and Alibaba
Literature, each with a share of total writers (in terms of the number of writers on the respective
platforms as a percentage of the total number of online literature writers in China) of 88.3%, 41.6%
33.3%, 8.3%, and 5.0% respectively.
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The following are key attractions of online literature to writers in China, as compared with that
of physical books.

Flexible and Appealing Operating Model

A majority of online literature writers in China were online literature readers. The barrier to
entry for one to become an online literature writer in China is generally lower than that for one to
become an offline published writer. Novice writers and other literature enthusiasts can typically create
and distribute their original literary works simply by registering with an online literature platform. A
key reason for those lower entry barriers is the serial nature of online literary content, which allows
writers to distribute content as they write (typically by chapter) and receive real time feedback from
readers. Online literature writers are primarily attracted by the significant monetization potential
created by the growing online literature scale of readership and content adaptation opportunities, as
well as by the flexible serial publishing format.

Greater Commercial Potential

The most successful online literature writers in China can enjoy great recognition and higher
income than traditionally-published writers. Of the top ten bestselling writers in China in 2016, six
were online literature writers. In 2016, the average income of the top ten online literature writers from
online literature was RMB32.3 million, almost twice as much as that of offline publication writers, at
RMB17.3 million.

In addition to royalties from paying online readers, popular online literature writers also derive
income from a variety of content adaptation opportunities, as well as from marketing campaigns due
to their recognition amongst online literature readers. Online literature platforms typically sign
contracts with selected writers either by title TEEE4)) or by writer (fE#& & %)), which set out the
agreed arrangements on revenue sharing and exclusivity of content distribution. Based on the agreed
sharing terms in the contracts, revenues generated from online reading, copyright licensing or content
adaptation are shared with the writers. The revenue sharing percentage is negotiated on a case-by-case
basis, and may vary significantly among different writers.

Industry Ranking and Competitive Positioning of Our Company

Based on the Frost & Sullivan report, the following are key areas of competition amongst China’s
online literature platforms:

° the scope and quality of online literary library

° the capability to attract, retain and promote a large number of writers;
° the size and stickiness of reader base;

° the expertise of the editorial staff; and

° the user experience on the respection mobile apps or website.
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The top five online literature companies in China as measured by average mobile DAUs in 2016
are our Company, iReader, Alibaba Literature, Chinese All Digital Publishing Group and Baidu
Literature. Mobile DAUs refer to users who read online literary content on mobile platforms in a given
day. These five companies had share of total users (in terms of mobile DAUs of the respective
companies as a percentage of total mobile DAUs of China’s online literature market) of 48.4%, 25.0%,
2.3%, 2.0%, and 0.8%, respectively. From a mobile product perspective, the top five mobile products
in China as measured by monthly average DAUs in 2016 are QQ Reading, iReader, Qidian Reading,
Migu Reading and Shugqi Literature, with share of total users (in terms of DAUs of the respective
mobile products as a percentage of total mobile DAUs of China’s online literature market) of 27.9%,
24.7%, 8.7%, 71.4%, and 4.8%, respectively.

The top five online literature companies in China as measured by average PC DAUs in 2016 are
our Company, Baidu Literature, Chinese All Digital Publishing Group, Alibaba Literature and
iReader. PC DAUs refers to users who read online literary content on PC platforms in a given day.
These five companies had share of total users (in terms of total PC DAUs of the respective companies
as a percentage of total PC DAUs of China online literature market) of 46.5%, 18.1%, 13.5%, 1.5%,
and 1.1%, respectively. From a website product perspective, the top five websites in China as
measured by monthly average DAUs in 2016 are gidian.com, jjwxc.net, yunqi.qq.com, 17k.com and
zongheng.com, with share of total users (in terms of DAUs of the respective websites as a percentage
of total PC DAUs of China online literature market) of 18.3%, 7.9%, 6.5%, 4.5%, and 3.4%,
respectively.

The top five mobile online literature products in China as measured by average daily time spent
per DAU in the first quarter of 2017 are QQ Reading, Qidian Reading, iReader, Migu Reading and
Sogou Reading. The top five online literature websites in China as measured by average daily time
spent per DAU in the first quarter of 2017 are gidian.com, yunqi.qq.com, zongheng.com, jjwxc.net and
tadu.com.

In 2016, the top five online literature companies in terms of online reading revenues generated
are: our Company, iReader, ChineseAll, Baidu Literature and Alibaba Literature, with a market share
(in terms of online reading revenue of each company as a percentage of total online literature market
size) of 43.2%, 14.9%, 6.6%, 1.8%,1.4%, respectively.

The top five private physical book companies in terms of nominal gross billing (as measured by
suggested retail prices of the books multiplied by the number of books sold respectively) in 2016 are
CITIC Publishing Group, China South Booky Culture Media Co., Ltd., Beijing Motie Book Co., Ltd.,
Thinkingdom Media Group Ltd. and Dolphin Media Co., Ltd., with implied market share (in terms of
nominal gross billing of the respective book companies as a percentage of total nominal gross billing
of China physical book publishing industry) of 2.13%, 1.62%, 1.36%, 1.35%, and 0.87%, respectively.
Our affiliated companies, Tianjin Huawen Tianxia Book and Tianjin Zhongzhi Bowen Book, have
implied market share of 0.29% and 0.45%, respectively.

According to the Frost & Sullivan report, our leading position in the relevant markets is mainly
attributable to our advantages of having well-established brand value, premium and largely exclusive
library content and strong intellectual property management capabilities, as well as our ability to
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attract a deep and talented writer pool and a vast and sticky user base. Our mobile products have
established our overall leading position in the mobile literature market. However, there is considerable
market competition from other mobile literature reading apps and platforms, some of which feature

predominantly pirated content.

MONETIZATION OPPORTUNITIES OF CHINA’S ONLINE LITERATURE CONTENT

Key Monetization Drivers of Online Literature Content in China

The mobile era of online literature has witnessed tremendous increase in the monetization
formats and commercial potential of online literature content. The following are key monetization

drivers of online literature content in China.

° Rising living and consumption standards result in consumers demanding high quality
content. The cumulative effect of decades of rising disposable income and living standards
has caused seismic changes in general consumption patterns in China. Chinese consumers
are increasingly focused on the quality of goods they purchase, and are channeling more of
their spending power towards high quality content consumption. Based on the Survey,
44.2% of respondents indicated that product quality, rather than star cast, promotion or
other factors, is the most important factor when consuming entertainment products. Popular
online literary works, endorsed by millions of readers, are becoming the content of choice
for entertainment industries. According to the Survey, more than 64.0% of online literature
users have played online games adapted from online literary titles, and 50.0% of the
respondents indicated that they were willing to pay for online games adapted from online
literary titles that they had read.

° Younger audiences demanding more engaging content formats. The mainstream consumers
of cultural products, including literary content, have gradually shifted to the demographics
born in the 1980s and later. Younger Chinese readers have greater demand for engaging
content in rich media formats than older readers, and are more receptive to the trendy
storylines and diversified genres of online literature, as well as other entertainment
products adapted from online literature.

° Accelerated development of entertainment industries. China has witnessed a number of
entertainment industries experiencing rapid growth in recent years. Markets such as films,
TV and web series, online games and animations experienced significant expansion and
have significantly stimulated the demand for high quality upstream original content
sources, resulting in the increase in the market price of intellectual property. The
prevalence of mobile Internet has also generally propelled large Internet platforms to seek
additional content offerings in order to capture a greater portion of the fragmented user time
of Chinese Internet users. Among the various entertainment industries, the online video
portal has become the premier destination for audio-visual entertainment to Chinese
consumers. The prevalence of Internet TV as the channel for daily entertainment product
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consumption has significantly contributed to the rising monetization potential of online
literary titles, which have become the leading source of original materials for TV and web
series adaptation in China. The content licensing fee for web broadcasting of adapted TV

series has been increasing significantly, as illustrated by the following diagram.

Licensing fee per episode for web broadcasting of hit adapted TV series (2012-2017Q1)

(RMB in thousands
per episode)

12,000 +
9,000 A
6,000 A
3,000 A

- 2012 2015 2016 2017Q1

Legend of Zhenhuan The Empress of China Legend of Miyue Fighter of the Destiny
(B (PRI (EHED (#RF)
° Content adaptation companies, such as film studios, TV and web series production

companies, online game production companies and animation production companies, are
increasingly reliant on literary works as source materials. In 2016, in China, 36% of the
top 50 domestic films released in terms of box office, 28% of the top 50 domestic TV series
aired in terms of viewership, 52% of the top 50 domestic web series aired in terms of
viewership, 20% of the top 50 domestic online games published in terms of download
volume and 16% of the top 50 domestic animation works released in terms of Internet
viewership were adapted from literary works. With the rise of online literature,
entertainment media are increasingly turning to original online literature for source
materials, primarily due to the existing viewer base and societal influence of such online
literary titles prior to adaptation. Furthermore, the serial nature of online literary titles
creates a natural affinity for adaptation into engaging and episodic TV and web series or

animation products.

Tremendous Room for Improvement in Copyright Licensing and Derivative Entertainment Product

Development in China

Compared with developed countries, such as the U.S., the industry for copyright licensing in
China is still at an early stage of development and there is tremendous potential for improvement and

growth.
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The following table demonstrates the gap between the level of intellectual property market
development between the U.S. and China by comparing the film industry and examples of successful

adaptations.

Top 50 Films as Ranked by
Total Box Office in 2016

Produced in the U.S. Produced in China
Total domestic box office of films adapted from
literary/comics works in 2016..........coeveeiiiiineenrnnnnn... US$3.8 billion US$1.1 billion
Percentage of total domestic box office of the top 50
domestic films ......coooiiiiiiiiiii 45.6% 33.8%
Blockbuster literature / animation copyrights
Produced in the U.S. Produced in China
EXample...oooiiiiiii Harry Potter Candle in the Tomb
(R HE)
Adaptation fOrmats..........coevuuviuniiiniiiiiie e Offline publishing,  Offline publishing,
films, DVD and TV series,
cable TV broadcast animation, online
licensing, online games, films
games, theme parks,
other derivative
products
Aggregate commercial value of adaptations ................ Over US$7 billion Over US$400

million

Source: Frost & Sullivan report

In the U.S., the adaptation rights for various derivative products are more often bundled and
sub-licensed to one production conglomerate with significant capital and rich experience to ensure
uniformity of style and quality across the various adapted works from the same literary source. In
addition, the types of derivative entertainment products are diverse, extending into merchandizing and

theme parks.

In China, adaptation rights are typically sub-licensed to a fragmented group of small scale
entertainment production companies. The pricing system for intellectual property is relatively
under-developed, and the general quality of adapted works is still sub-optimal as compared with the
standard in the U.S. Furthermore, the scope of derivative entertainment products is relatively limited

in China, including primarily films, TV and web series, online games and animation products. Such
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lack of sophistication indicates huge room of improvement and potential growth ahead for the
development of the intellectual property industry in China, which could unleash enormous market

value for content adaptation.
Major Online Literature Content Adaptation Channels

With the increasing demand for content consumption from Chinese audiences, China’s films,
television and web series, online games, animations and other entertainment industries have
experienced rapid growth in recent years. The following charts set forth the market size of the various

entertainment industries, and corresponding growth rate from 2016 to 2020.
Entertainment industry market size (2013-2020E)

(RMB in billions)

|— 2016 —2020E CAGR: 14.3% —{

802.8

= Animations
2016 -2020E CAGR: 12.2%

708.3

mFilms
2016 -2020E CAGR: 20.2%

= Web series
2016 -2020E CAGR: 25.1%

TV series
2016 -2020E CAGR: 9.5%

PATRY u Online games

165.6 2016 -2020E CAGR: 15.5%

2013 2014 2015 2016 2017E 2018E 2019E 2020E

Source: Frost & Sullivan report
Notes:

(1)  The animation market size includes the revenues from sales of animation works by producers or publishers of animation

works as well as sub-licensing revenue and advertising revenue obtained from animation platforms.
(2)  The film market size includes the box office revenues generated by cinemas across China.

3) The web series market size includes the revenues from sales of web series released on PC and mobile platforms, including

sub-licensing revenue, advertising revenue and income from paid users.

(4)  The TV series market size includes the revenues from TV series that mainly rely on television platform as the main

distribution channel, including sub-licensing revenue and advertising revenue.

(5) The online game market size includes the revenues from sales of games on PC and mobile devices, and other income

including advertising revenue and revenue from in-game value-added service.
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When online literary content is adapted into other commercial media products, the content
adaptation partners, usually the producers or distributors of the adapted products, will need to obtain
the adaptation rights from the intellectual property owners, typically online literature platforms, by
paying an upfront licensing fee, or entering into a revenue or profit sharing arrangement, or the
combination of the two. In some cases, online literature platforms may also enter into various
co-development or co-investment arrangements for greater financial or operational involvement in the
adaptation of certain intellectual property, and China Literature Limited has been a pioneer in
exploring these new revenue models of intellectual property operations. The terms of revenue or profit
sharing are negotiated on a case-by-case basis and are tailored considering the complexity of revenue
models, quality and popularity of the underlying literature works, as well as the quality of the final
products.

Due to the complex revenue models of content adaptation, varied commercial value of every
single online literary work, and different revenue sharing agreements between writers and online
literature platforms, it is difficult to derive an explicit market share in terms of revenue of online
literature from content adaptation in the PRC entertainment market. However, among the top 50
domestic films, TV series, online games, web series and animations (in terms of box office, ratings,
downloads, internet viewership and internet viewership, respectively) in 2016, the percentage adapted
from online literary works were 12%, 14%, 8%, 38%, and 10%, respectively.

In recent years, the specific monetization models of original online literary content have
increasingly diversified. In addition to fixed licensing fees, copyright-holders of the original online
literary content are increasingly sharing in the monetary upside of the derivative entertainment
products, such as a portion of box office and distribution revenues. Furthermore, literary content
copyright-holders are increasingly forming joint ventures and other co-development partnerships with
content adaptation companies in order to gain more operating control during the adaptation process.

Our Competitive Positioning with regards to Content Adaptation of Online Literature

Key competitive factors among copyright-holders include writer pool, size of high quality
original online literature reserve, size and stickiness of user base, expertise in systematically
identifying and promoting popular literary franchises, and sophisticated understanding of content
adaptation operations.

In 2016, our Company was ranked first in terms of share of online literary titles that were adapted
into major domestic entertainment products, including:

° top 20 domestic adapted films in terms of box office, with a share of 65%;
° top 20 domestic adapted TV series in terms of ratings, with a share of 75%;
° top 20 domestic adapted web series in terms of viewership, with a share of 70%;

° top 20 domestic adapted online games in terms of cumulative download, with a share of
75%: and

° top 20 domestic adapted animated works in terms of search ranking on Baidu, with a share
of 80%.
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Based on the Frost & Sullivan report, with our leadership position in China’s online literature
industry, we are able to engage a large pool of talented writers and secure a deep reservoir of online
literary works in the early stage of reader recognition at lower cost levels, while consistently
generating high-quality content. Having accumulated extensive experience in intellectual property
management, we are well positioned to expand more actively into the wider pan-entertainment market

and tap its growth by cooperating with various industry players.

Overall intellectual property management and operation, as well as the pricing mechanism for
source literary content licensing, are still in early stage of development in China. Such operation and
mechanism lack the comprehensiveness and sophistication found in overseas developed markets,
particularly in long term strategic intellectual property development and full-cycle commercial value
exploitation. However, the market for intellectual property monetization in China is expected to
witness significant growth as industry players accumulate more experience and draw knowledge from

their more seasoned overseas counterparts.
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OVERVIEW

Tencent started its online reading business in 2004 with the launch of book.qq.com. Through a
series of internal reorganizations, our Company was incorporated as an exempted company with
limited liability in the Cayman Islands on April 22, 2013 as the holding company of our current
businesses, which mainly comprise (i) online reading, (ii) intellectual property operations, and (iii)

physical book business.

In December 2014, we acquired Cloudary and obtained control of various online literature
businesses controlled and operated by Cloudary and its subsidiaries and consolidated affiliated
entities, including gidian.com, which was launched in 2002 and is widely regarded as a pioneer of the

online literature market in China.

Following the completion of the Spin-off, our business will be separate and independent from the

businesses of the Retained Tencent Group.

KEY MILESTONES

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

Year Event

2002 i Qidian.com, a pioneer of the online literature market, was established
2004 .o Book.qq.com, the predecessor of QQ Reading, was launched

2009 ooiiiiii Qidian.com was acquired by Cloudary

2013 oo Our Company was incorporated as an exempted company with limited

liability in the Cayman Islands

2014 oo We acquired Cloudary and the underlying businesses

2

2015 o We unveiled our “Nationwide Reading Strategy” (4= M7 ¥k #%) and
launched the latest generation of the QQ Reading product with a new suite
of content and functionalities

2016 oo We jointly launched the China Original Literature Billboard with Forbes
Magazine, which has become a reputable ranking for online literature titles,
writers and adapted entertainment products in China
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OUR MAJOR SUBSIDIARIES AND OPERATING ENTITIES

The principal business activities and date of establishment and commencement of business of
each member of our Group that made a material contribution to our results of operations during the

Track Record Period are shown below:

Date of establishment

and commencement

Name of company Principal business activities of business

Shanghai Yuewen ..................... Internet publication April 2, 2014
Shanghai Hongwen................... Internet publication October 22, 2008
Shanghai Xuanting .................. Internet publication, Internet cultural August 26, 2004

business and online games business

Beijing Hongxiu ..........cc..co..ee. Internet publication March 20, 2006
Xiaoxiang College .......c.......... Internet publication June 8, 2010
Tianjin Zhongzhi Bowen Book. Physical book business March 1, 2010
Tianjin Huawen Tianxia Book.. Physical book business June 23, 2009

MAJOR SHAREHOLDING CHANGES OF OUR COMPANY

Our Company was incorporated as an exempted company with limited liability in the Cayman
Islands on April 22, 2013 with an authorized share capital of US$5,500 divided into 55,000,000 shares
with a par value of US$0.0001 each.

See the paragraph headed “— Pre-IPO Investments” in this section for subsequent shareholding

changes in connection with completion of the relevant pre-IPO investments.

SPIN-OFF

Having considered, among other things, that our online literature business has grown to a
sufficient size that warrants a separate listing on the Stock Exchange, Tencent submitted a spin-off
proposal to the Stock Exchange pursuant to Practice Notice 15 of the Listing Rules. The Stock
Exchange has confirmed that Tencent may proceed with the Spin-off as proposed. Our Company will
comply with the requirements under Practice Note 15 and the applicable requirements of the Listing

Rules regarding the Spin-off.
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Tencent considers that the Spin-off is in the interests of the Tencent Group and the Tencent
Shareholders taken as a whole for the following reasons:

1. the Spin-off substantively separates the online literature business from the other businesses
of Tencent, thereby enabling investors and financiers to appraise the strategies, risks and
returns of the respective businesses of the Retained Tencent Group and our Group
separately and to make their investment decisions accordingly;

2. the Spin-off will enhance our Group’s profile amongst our readers, writers and other
business partners (including content adaptation partners) and enhance our ability to recruit
talents;

3. the Spin-off could better reflect the value of our Group on our own merits and increase our
operational and financial transparency through which investors would be able to appraise
and assess performance and potential of our Group separately and distinctly from those of
the Retained Tencent Group;

4.  as a separate listed entity, our Company will have our own separate management structure
focusing on the online literature business while the management of Tencent will be able to
focus on the businesses of the Retained Tencent Group;

5. the Spin-off will provide a separate fund raising platform for our Company thereby
enabling us to raise the capital required to finance future expansion without reliance on
Tencent; and

6. as our Company is expected to remain as a subsidiary of Tencent upon completion of the
Spin-off, Tencent will continue to benefit from any potential upside in the online literature
business through consolidation of our Group’s accounts and receipt of dividend
distributions of our Company.

In accordance with the requirements of Practice Note 15 of the Listing Rules, Tencent will give
due regard to the interests of the Tencent Shareholders by providing Qualifying Tencent Shareholders
with an assured entitlement to the Shares by way of the Preferential Offering. Details of the
Preferential Offering are described in the section headed “Structure of the Global Offering — The
Preferential Offering” in this document.

ACQUISITION OF CLOUDARY

In November 2014, Luxun, Laoshe, TB Partners and Qinghai Lake acquired rights to the
shareholdings in Cloudary. On November 6, 2014, our Company entered into certain agreements with
Luxun, Laoshe, TB Partners and Qinghai Lake, pursuant to which our Company obtained call options
in respect of shares in Cloudary. Our Company exercised the call options on December 25, 2014 and
acquired the entire share capital of Cloudary on December 26, 2014. The consideration of such
acquisition amounted to approximately US$729.58 million, and was funded by way of issue of
286,131,738 ordinary shares and 5,701,541 ordinary shares to Laoshe, Luxun, Qinghai Lake and TB
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Partners on November 6, 2014 and December 26, 2014, respectively. The consideration was
determined based on arms’ length negotiation among the parties and the value of the Cloudary’s
underlying businesses and was fully settled on December 26, 2014. This acquisition was undertaken
so as to further expand our online reading businesses.

The Directors confirm that the acquisition of Cloudary has been properly and legally completed.

Cloudary filed applications for the initial public offering and listing of its shares on the New
York Stock Exchange (“NYSE”) in May 2011 and in February 2012, respectively. Due to market
conditions, Cloudary withdrew its listing application from NYSE in July 2013.

CORPORATE REORGANIZATION

In preparation for the Global Offering and in order to streamline our corporate structure, we
underwent the following reorganization (the “Reorganization”):

1. Reorganization within our Consolidated Affiliated Entities

On April 25, 2017, Mr. Wu Wenhui (% 3CH), Mr. Shang Xuesong (F%:#4), Mr. Lin Tingfeng
(PREE$%), Mr. Hou Qingchen (%)) and Mr. Luo Li (%#37) established Ningbo Meishan Yuebao,
holding 83.88%, 5.37%, 5.37%, 2.69% and 2.69% of equity interests in Ningbo Meishan Yuebao,
respectively.

On April 26, 2017, Ms. Huang Qiuhua (%K #) and Ms. Li Huimin (Z2£f{) entered into an
equity transfer agreement with Litong, Ningbo Meishan Yuebao and Shanghai Hongwen, pursuant to
which each of Ms. Huang Qiuhua and Ms. Li Huimin agreed to: (i) transfer a 32.69% equity interest
in Shanghai Hongwen to Litong for a consideration of approximately RMB3.97 million; and (ii)
transfer a 17.31% equity interest in Shanghai Hongwen to Ningbo Meishan Yuebao for a consideration
of approximately RMB2.10 million. The equity interest transfers were completed on May 8, 2017.

On April 26, 2017, Mr. Pan Chunyu (# % ) entered into an equity transfer agreement with
Litong, Ningbo Meishan Yuebao and Shanghai Yuewen, pursuant to which Mr. Pan Chunyu agreed to:
(i) transfer a 10.38% equity interest in Shanghai Yuewen to Litong for a consideration of
approximately RMB1.13 million; and (ii) transfer a 34.62% equity interest in Shanghai Yuewen to
Ningbo Meishan Yuebao for a consideration of approximately RMB3.78 million. The equity interest
transfers were completed on May 8, 2017.

On May 8, 2017, Mr. Luo Li (#£37) entered into an equity transfer agreement with Shanghai
Yuewen, pursuant to which Mr. Luo Li agreed to transfer the entire equity interest in Shanghai Qiwen
to Shanghai Yuewen for a consideration of approximately RMB10.2 million. The equity interest
transfer was completed on May 19, 2017.

Our PRC Legal Advisor has further confirmed that all relevant approvals in relation to the equity
transfers as described above have been obtained and the procedures involved have been carried out in
accordance with the PRC laws and regulations. Our PRC Legal Advisor has further confirmed that the
equity transfers as described above have been properly and legally completed.
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2.

Entry into Contractual Arrangements to replace the pre-existing contractual arrangements

On June 26, 2017 and June 27, 2017, the Contractual Arrangements were entered into to replace

the pre-existing contractual arrangements in place before the reorganization. See the section headed

“Contractual Arrangements” in this document for further details of the Contractual Arrangements.

PRE-IPO INVESTMENTS

1.

Overview

Our Company underwent the following rounds of Pre-IPO Investments:

(a)

(b)

(c)

Round 1. On November 26, 2013, (i) THL A13, the then sole shareholder of our Company,
agreed to subscribe for a total of 43,000,000 Series A-1-1 Preference Shares for a cash
consideration of US$4.83 million; and (ii) Tencent Growthfund agreed to subscribe for a
total of 12,000,000 Series A-1-2 Preference Shares (which were subsequently converted
into ordinary shares on November 6, 2014) for a cash consideration of US$1.60 million.
The consideration was determined based on the initial capital need of our Company having
considered the status of our business at that time and the relatively early stage of
development of our Company. The allotment of Series A-1-1 Preference Shares and Series
A-1-2 Preference Shares was completed on November 26, 2013.

Round 2. On September 11, 2014, our Company entered into a subscription agreement
(subsequently amended by an amendment agreement dated November 6, 2014) with, among
others, THL A13, TB Management II Ltd. (subsequently assigned to Deal Plus pursuant to
an amendment agreement dated November 6, 2014) and the Managing Shareholders
(together the “Round 2 Investors”), pursuant to which the Round 2 Investors agreed to
subscribe for a total of 319,999,999 ordinary shares for an aggregate consideration with a
value of approximately US$64.74 million. The consideration comprises cash and other
contributions made by the Round 2 Investors and was determined based on arms’ length
negotiations between the Round 2 Investors having considered the status of our business at
that time and the relatively early stage of development of our Company. The allotment of
the ordinary shares was completed on November 6, 2014.

Round 3. On November 6, 2014, our Company entered into a share subscription agreement
with, among others, Luxun, Laoshe and TB Partners (together the “Round 3 Investors”)
pursuant to which the Round 3 Investors agreed to subscribe for a total of 123,320,817
ordinary shares for a total consideration of approximately US$308.3 million. On the same
date, upon application by Qinghai Lake, our Company issued and allotted 162,810,921
ordinary shares for a total consideration of approximately US$407.0 million. The allotment
of the ordinary shares was completed on November 6, 2014. The consideration formed the
consideration of acquisition of Cloudary and was determined based on arm’s length
negotiations between the parties and the value of Cloudary’s underlying businesses. For

1)

further details, see the paragraph headed “Acquisition of Cloudary” above.
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(d) Round 4. On December 19, 2014, Laoshe, Luxun, Qinghai Lake and TB Partners (together
the “Round 4 Investors”) agreed to subscribe for a total of 5,701,541 ordinary shares for
a total consideration of US$14.3 million. The consideration comprises and was determined
based on the cash contributed by and the historical costs incurred by the Round 4 Investors
in connection with the acquisition of Cloudary. The allotment of the ordinary shares was

completed on December 23, 2014.

(e) Round 5. On February 5, 2016, our Company, entered into a share subscription agreement
with Qinghai Lake and TB Partners (together the “Round 5 Investors”), pursuant to which
the Round 5 Investors agreed to subscribe for a total of 33,010,341 ordinary shares for a
total consideration of US$100,000,000 in cash. The allotment of the ordinary shares was
completed on February 16, 2016. The consideration was determined based on arm’s length
negotiations between our Company and the Round 5 Investors after taking into
consideration the timing of the investments and the status of our business and operating

entities at that point of time.

(f) Round 6. On January 16, 2017, our Company entered into a share subscription agreement
with TB Partners, Qinghai Lake and Luxun (together the “Round 6 Investors”), pursuant
to which the Round 6 Investors agreed to subscribe for a total of 30,201,818 ordinary shares
for a total consideration of US$100,000,000 in cash. The allotment of the ordinary shares
was completed on January 16, 2017. The consideration was determined based on arm’s
length negotiations between our Company and the Pre-IPO Investors after taking into
consideration the timing of the investments and the status of our business and operating

entities at that point of time.

On November 6, 2014, the Series A-1-1 Preferred Shares and Series A-1-2 Preferred Shares were

converted into ordinary shares on a 1:1 basis.
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The table below is a summary of the shareholding structure of our Company as at the date of this

document and immediately prior to the completion of the Global Offering:

Shareholding in
our Company as
at the date of this
document and
immediately
prior to the

completion of the

Shareholders Shares Global Offering
THL A L3 oo e 246,600,000 32.01%
Tencent Growthfund ..ot 8,400,000 1.09%
Grand Profits Worldwide Limited " ...............cccocooiiiiiii 27,100,626 3.52%
Rise Dragon Investment Limited® ...............ccooiiiiiiiiiiieen. 13,550,313 1.76%
Grand Profits Asia Limited® ..............cooiiiiiiiiii e 13,550,313 1.76%
Jun Chang Limited™ ...t 6,775,156 0.88%
Billion Excel Limited™ ... ....cooiiiiiiiiiiie e 6,775,156 0.88%
DAl PIUS ..ot 45,000,000 5.84%
QIn@hai LaKe ....ccooeiiiieiiieieeee e 222,305,634 28.85%
B S 221 451 1< o TP 45,882,331 5.96%
XU Lo 49,713,624 6.45%
LAOSHE <. 44,392 285 5.76%
Peak Income @ i 36,409,091 4.73%
Link Apex ) e 4,000,000 0.52%
TOTAL ..o e 770,454,529 100.00%
Notes:

(1) Grand Profits Worldwide Limited is wholly-owned by Mr. Wu Wenhui (5 3CH).

(2)  Rise Dragon Investment Limited is wholly-owned by Mr. Shang Xuesong (Hi£:#4), who is a member of our senior

management.
(3)  Grand Profits Asia Limited is wholly-owned by Mr. Lin Tingfeng (#£#%), who is a member of our senior management.
(4)  Jun Chang Limited is wholly-owned by Mr. Hou Qingchen (%)), who is our employee.
(5)  Billion Excel Limited is wholly-owned by Mr. Luo Li (#37), who is our employee.

(6)  Link Apex and Peak Income are entities holding the Shares issued pursuant to the RSU Plan on trust for and on behalf
of the grantees or the Company (as the case may be). See the section headed “Statutory and General Information — D.

RSU Plan” in Appendix IV to this document.

— 119 —



HISTORY, REORGANIZATION AND CORPORATE STRUCTURE

2. Principal terms of the Pre-IPO Investments

The below table summarizes the principal terms of the Pre-IPO Investments:

Round 1 Round 2 Round 3 Round 4 Round 5 Round 6

Cost per share paid ~ US$0.1123 (per US$0.2023 US$2.50  US$2.50°)  US$3.0294  US$3.3111
by the investors.. Series A-1-1
Preference Share)

US$0.1333 (per
Series A-1-2
Preference Share)

Date on which November 26, November 6, November 6, December 23, February 16,  January 16,
investment was 2013 2014 2014 2014 2016 2017
fully settled .......

Discount to the 98.3% 96.9% 62.1% 62.1% 54.1% 49.8%
Offer Price'”...... (per Series A-1-1
Preference Share)
98.0%

(per Series A-1-2
Preference Share)

Use of Proceeds The proceeds served as the general working capital of our Group and were utilized for the
from the Pre-IPO development and operation of the businesses of our Group.
Investments ........

Lock-up..ccccevvvveennnn. The Shares held by the Managing Shareholders are subject to a lock-up period of 6 months after

an initial public offering and shall not be transferred without the prior written consent of THL
A13, Tencent Growthfund, Qinghai Lake, Luxun, Laoshe, Deal Plus and TB Partners.

Strategic benefits At the time of the Pre-IPO Investments, our Directors were of the view that our Company could
of the Pre-IPO  benefit from the Pre-IPO Investors’ commitment to our Company as their investment demonstrates
Investors brought their confidence in the operations of our Group and serves as an endorsement of our Company’s
to our Company.. performance, strength and prospects.

Notes:
(1)  Assuming the Offer Price is fixed at HK$51.50, being the mid-point of the indicative Offer Price range.

(2)  The cost paid by the Round 2 Investors represents the cash paid by and other contributions made by the Round 2

Investors.

(3)  The cost paid by Round 4 Investors comprises the cash paid by and the historical costs relating to the acquisition of

Cloudary and its subsidiaries incurred by the Round 4 Investors.
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Besides the above, our Company and Goldman Sachs Investments Holdings (Asia) Limited
entered into a bond exchange agreement on April 30, 2015, pursuant to which our Company issued
certain unsecured convertible bonds in the aggregate principal amount of US$74,984,462. On June 6,
2016, these convertible bonds were redeemed in full for the same principal amount and the related
special rights were terminated.

3. Rights of the Pre-IPO Investors

In addition to the terms described above, the Pre-IPO Shareholders’ Agreement was entered into
among our Company, THL A13, Tencent Growthfund, Qinghai Lake, Luxun, Laoshe, Deal Plus, TB
Partners and members of key management relating to, inter alia, the operation and management of our
Company. Pursuant to the Pre-IPO Shareholders’ Agreement, the Pre-IPO Investors were granted
certain special rights in relation to our Company. The Pre-IPO Shareholders” Agreement and such
special rights are expected to terminate prior to the Listing in accordance with the terms of the
Pre-IPO Shareholders’ Agreement.

4. Public Float

THL A13, Qinghai Lake and Tencent Growthfund are wholly-owned subsidiaries of Tencent and
are therefore controlled by Tencent. THL A13, Qinghai Lake and Tencent Growthfund collectively
hold 52.66% of the issued share capital of our Company immediately upon completion of the Global
Offering. As such, Tencent, THL A13, Qinghai Lake and Tencent Growthfund will be a group of
controlling shareholders of our Company upon the Listing. Accordingly, the Shares held by THL A13,
Qinghai Lake and Tencent Growthfund will not be considered as part of the public float.

Deal Plus is owned by THL A13 as to 48.9% and is therefore considered a core connected person
of our Company under the Listing Rules. Accordingly, the Shares held by Deal Plus will not be
considered as part of the public float.

Grand Profits Worldwide Limited is wholly-owned by Mr. Wu Wenhui who is a Director.
Accordingly, the Shares held by Grand Profits Worldwide Limited will not be considered as part of
the public float.

Rise Dragon Investment Limited is wholly-owned by Mr. Shang Xuesong, who is a director of
certain subsidiaries of our Company. Accordingly, Rise Dragon Investment Limited will not be
considered as part of the public float.

Grand Profits Asia Limited is wholly-owned by Mr. Lin Tingfeng, who is the chief executive of
a subsidiary of our Company. Accordingly, the Shares held by Grand Profits Asia Limited will not be
considered as part of the public float.

Billion Excel Limited is wholly-owned by Mr. Luo Li, who is a director of certain subsidiaries
of our Company. Accordingly, the Shares held by Billion Excel Limited will not be considered as part

of the public float.

The Shares held by the other Pre-IPO Investors will be counted towards the public float.
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We consider that the Shares held by TB Partners should be counted towards the public float for
the following reasons with reference to Rule 8.24 of the Listing Rules:

° TB Partners is not a core connected person: TB Partners is not a core connected person of
our Company as (i) TB Partners is managed by Trustbridge and its affiliates (which is
independent to Tencent); and (ii) Tencent’s wholly-owned subsidiary is only a limited
partner in TB Partners and does not exercise or control the exercise of 30% or more of the
voting power of TB Partners and therefore TB Partners is not a close associate of Tencent;

° the Shares held by TB Partners were not financed by a core connected person: By virtue of
Tencent being a Controlling Shareholder, Tencent is regarded as a core connected person of
our Company. Despite the fact that Tencent’s wholly-owned subsidiary is a limited partner
of TB Partners and contributed capital to TB Partners, the Shares held by TB Partners
should not be regarded as having been financed by Tencent or its subsidiary for the
purposes of Rule 8.24(1) of the Listing Rules, given that (i) TB Partners was not established
solely to invest in the Shares and it also invests in other portfolio companies; and (ii)
Tencent’s wholly owned subsidiary, as a limited partner, does not have any influence in the
investment decision-making process of TB Partners; and

° TB Partners is not accustomed to take instructions from a core connected person: Tencent’s
wholly-owned subsidiary is only one of the limited partners in TB Partners and is a passive
investor. As explained above, TB Partners is managed by Trustbridge and its affiliates and
has a diversified portfolio of investment, and it is therefore not accustomed to take any
instructions from Tencent’s subsidiary as a limited partner in relation to the acquisition,
disposal, voting or other disposition of its shareholding in our Company.

5. Information on the Pre-IPO Investors

THL A13 and Qinghai Lake are limited liability companies incorporated under the laws of the
British Virgin Islands as investment vehicles and wholly-owned subsidiaries of Tencent. Tencent
Growthfund is a limited liability company incorporated under the laws of the Cayman Islands as an
investment vehicle and a wholly-owned subsidiary of Tencent. Tencent is a leading provider of
Internet value added services in China, including media, entertainment, payment systems, value-added
services and online advertising services, and its shares have been listed on the Main Board of the
Stock Exchange since 2004 with stock code 700.

Luxun and Laoshe are limited liability companies incorporated under the laws of the Cayman
Islands and are wholly-owned by investment funds managed and advised by The Carlyle Group. The
Carlyle Group is a global alternative asset manager with US$170 billion of assets under management
across 299 investment vehicles as of June 30, 2017. The Carlyle Group invests across four segments
— Corporate Private Equity, Real Assets, Global Market Strategies and Investment Solutions — in
Africa, Asia, Australia, Europe, the Middle East, North America and South America, and has expertise
in various industries, including: aerospace, defense and government services, consumer and retail,
energy, financial services, healthcare, industrial, real estate, technology and business services,
telecommunications and media and transportation. The Carlyle Group employs more than 1,550 people
in 31 offices across six continents.
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Deal Plus is a limited liability company incorporated under the laws of the British Virgin Islands
as an investment vehicle and is owned as to 48.9% by THL A13, 36.1% by TB Partners and 15% by
an Independent Third Party.

TB Partners is a U.S.-dollar denominated Cayman Islands limited partnership fund managed by
Trustbridge Partners and its affiliates. A wholly-owned subsidiary of Tencent is one of the limited
partners of TB Partners. Trustbridge Partners is a leading growth equity investor with offices in
Shanghai, Hong Kong and Boston, focusing on high-quality growth opportunities in China, such as

TMT, consumer and healthcare sectors.

Grand Profits Worldwide Limited is wholly-owned by Mr. Wu Wenhui.

Rise Dragon Investment Limited is wholly-owned by Mr. Shang Xuesong, who is a member of

our senior management.

Grand Profits Asia Limited is wholly-owned by Mr. Lin Tingfeng, who is a member of our senior

management.

Jun Chang Limited is wholly-owned by Mr. Hou Qingchen, who is our employee.

Billion Excel Limited is wholly-owned by Mr. Luo Li, who is our employee.

6. Compliance with Interim Guidance

On the basis that (i) the consideration for the Pre-IPO Investments was settled more than 28 clear
days before the date of our first submission of the listing application form, to the Listing Division of
the Stock Exchange in relation to the Listing and (ii) the special rights granted to the Pre-IPO
Investors will terminate prior to the Listing, the Joint Sponsors have confirmed that the investments
of the Pre-IPO Investors are in compliance with the Interim Guidance on Pre-IPO Investments issued
by the Stock Exchange on October 13, 2010 and as updated in March 2017, the Guidance Letter
HKEx-GL43-12 issued by the Stock Exchange in October 2012 and as updated in July 2013 and March
2017 and the Guidance Letter HKEx-GL44-12 issued by the Stock Exchange in October 2012 and as
updated in March 2017. Based on the documents provided by the Company relating to the Pre-IPO
Investments, the Joint Sponsors confirm that they are not aware of any divestment rights as
contemplated under the Guidance Letter HKEx-GL-43-12 under the terms of the Pre-IPO Investments.
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TIANJIN UNDER BANYAN INFORMATION TECHNOLOGY CO., LTD.

Tianjin Under Banyan is owned by Shanghai Hongwen as to 51% and Ms. Zhang Baohua
(HREHE) as to 49%.

Under an investment agreement (the “IA”) entered into between Shanghai Hongwen, Ms. Zhang
Baohua and another party named therein dated September 29, 2009, among other things, it was agreed
that (i) Shanghai Hongwen was responsible for the listing of Tianjin Under Banyan; (ii) consent from
Ms. Zhang Baohua must be obtained in the event Shanghai Hongwen includes its 51% interest in
Tianjin Under Banyan in any listing or reorganization activities; (iii) Ms. Zhang Baohua reserved the
right to be included in such activities owing to her 49% interest in Tianjin Under Banyan; and (iv)
Shanghai Hongwen guaranteed Ms. Zhang Baohua that the same valuation to be used in such listing
or reorganization will be used for the shares of Tianjin Under Banyan for this subject matter.

As the entity for the purpose of the Listing is our Company, rather than Shanghai Hongwen or
Tianjin Under Banyan, we are of the view that the above requirements do not apply to the present
Listing and the present Listing is therefore not subject to consent from Ms. Zhang Baohua. Our PRC
Legal Advisor has advised us that, on the proper construction of the IA, the likelihood that the PRC
courts would construe the IA to extend to the present Listing and for Ms. Zhang Baohua to have a
successful cause of action directly against us to take part in the Listing using her 49% interest in
Tianjin Under Banyan is remote given that: (a) our Company is not a party to and is therefore not
bound by the IA; (b) the shareholders of our Company are not parties to the IA, while the PRC court
does not have the power to order that the shareholding of Ms. Zhang Baohua be replaced by shares
of our Company as it is a company incorporated in the Cayman Islands; and (c) there is a lack of
operative terms in the IA to execute such tag-along rights (e.g., the form, approach, price and
procedure) relating to the Listing.

On October 19, 2017 we were notified that Ms. Zhang Baohua had filed legal proceedings with
the District Court in Haidian, Beijing, on October 16, 2017 seeking to enforce her rights under the IA.
For further details, please refer to the section headed “Business — Legal Proceedings and

Compliance” in this document.

According to the Regulations on Merger with and Acquisition of Domestic Enterprises by
Foreign Investors (< BH 40 B 4% & # P 3% N A 2E MR 72 ) ) (the “M&A Rules”) jointly issued by the
MOFCOM, the State-owned Assets Supervision and Administration Commission of the State Council,
the SAT, the CSRC, the SAIC and the SAFE on August 8, 2006, effective as of September 8, 2006 and
amended on June 22, 2009, 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 invests such assets to establish a
foreign-invested enterprise. The M&A Rules, among other things, further purport to require that an
offshore special vehicle, or a special purpose vehicle, formed for listing purposes and controlled
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directly or indirectly by PRC companies or individuals, shall obtain the approval of the CSRC prior
to the listing and trading of such special purpose vehicle’s securities on an overseas stock exchange,
especially in the event that the special purpose vehicle acquires shares of or equity interests in the

PRC companies in exchange for the shares of offshore companies.

Our PRC Legal Advisor is of the opinion that prior CSRC approval for this offering is not
required because (i) Shanghai Shengting, Shengyun Information Technology and Yueting Information
Technology (Tianjin) Co., Ltd. (BZf5 B3 1lT (KE#) HBR/AF]) were respectively incorporated as
foreign-invested enterprises without involving acquisition of the equity or assets of a “PRC domestic
company” (as such term is defined under the M&A Rules), (ii) Shanghai Yuechao was incorporated as
a domestic company in February 2013 and became a sino-foreign equity joint venture on August 8,
2014 in compliance with the M&A Rules, such that the M&A Rules are not applicable to it thereafter.
Subsequently, Shanghai Yuechao was redesignated as a wholly foreign-owned enterprise, and (iii)
other than Shanghai Shengting, Shengyun Information Technology and Shanghai Yuechao, all of our
other PRC subsidiaries have been wholly-owned by PRC citizens since their dates of incorporation,
and as such, the M&A Rules are not applicable to them. As a result, we did not seek prior CSRC
approval for this Offering. However, we cannot assure you that the relevant PRC government
authorities, including the CSRC, will reach the same conclusion as our PRC Legal Advisor. If the
CSRC or other relevant PRC government authorities subsequently determine that prior CSRC approval
is required, we may face regulatory actions or other sanctions from the CSRC or other PRC regulatory
authorities. Based on the above, if you engage in market trading or other activities in anticipation of

and prior to settlement and delivery, you do so at the risk that settlement and delivery may not occur.
SAFE REGISTRATION

Pursuant to the Circular of the SAFE on Foreign Exchange Administration of Overseas
Investment, Financing and Round-trip Investments Conducted by Domestic Residents through Special
Purpose Vehicles (B 58 A J& B4 @8 R 5k H 192 7] 55 ANEl & KR P2 35 6 A1 RE &7 35 A B 14 R (%) 4. %60 ) )
(the “SAFE Circular 37”), promulgated by SAFE and which became effective on July 4, 2014, (a) a
PRC resident must register with the local SAFE branch before he or she contributes assets or equity
interests to an overseas special purpose vehicle (the “Overseas SPV”) that is directly established or
indirectly controlled by the PRC resident for the purpose of conducting investment or financing, and
(b) following the initial registration, the PRC resident is also required to register with the local SAFE
branch for any major change, in respect of the Overseas SPV, including, among other things, a change
of Overseas SPV’s PRC resident shareholder(s), the name of the Overseas SPV, terms of operation, or
any increase or reduction of the Overseas SPV’s capital, share transfer or swap, and merger or
division. In the event that a PRC shareholder holding interests in a special purpose vehicle fails to
fulfill the required SAFE registration, the PRC subsidiaries of that special purpose vehicle may be
restricted from making profit distributions to the offshore parent and from carrying out subsequent
cross-border foreign exchange activities, and the special purpose vehicle may be restricted in its
ability to contribute additional capital into its PRC subsidiary. Furthermore, failure to comply with the
various SAFE registration requirements described above could result in liability under PRC law for

evasion of foreign exchange controls.
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Pursuant to the Circular of the SAFE on Further Simplification and Improvement in Foreign
Exchange Administration on Direct Investment (B #E— 2 fifi b A 2i0gE 1 42 85 A1 ME 45 L IBOR 1) 28
H1)) (the “SAFE Circular 13”), promulgated by SAFE and which became effective on June 1, 2015,
the power to accept SAFE registration was delegated from local SAFE to local banks where the assets

or interests in the domestic entity are located.

As advised by our PRC Legal Advisor, our individual Shareholders who are PRC citizens have
completed their registration under the SAFE Circular 37.
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OUR MISSION

Our mission is to create value for writers and to bring literature to people.

COMPANY OVERVIEW

We are a pioneer of China’s online literature market and operate the leading online literature
platform as measured by the scale and quality of our writers, readers and literary content offerings,
according to the Frost & Sullivan report. As of June 30, 2017, we had 6.4 million writers and 9.6
million literary works. In the six months ended June 30, 2017, average MAUs, calculated as the
average of MAUs for each calendar month, on our platform and our self-operated channels on partner
distribution platforms reached 191.8 million, comprising 179.3 million on mobile and 12.5 million on
PC. Since the launch of the gidian.com website in 2002, we have been critical in establishing and
developing the commercial model for online literature in China to drive the growth of the overall
online literature industry. In December 2014, we acquired Cloudary with the intention to acquire its
literary content and its several literary websites, and to create a leading market position in the online
literature market in China with the largest user base, deepest writer pool, most comprehensive content
library and strongest monetization capability. Today, our online literature platform connects major
constituents of the online literature ecosystem, including writers, readers and content adaptation

partners.

Our platform provides our online readers with easy access to our vast and diverse content library
and enables a greater number of writers to create and publish original literary content online. To
ensure the continued engagement of our readers and the activity of our writers, we enable and promote
social interaction and direct engagement amongst our proprietary community of readers and writers.
Additionally, we are able to extend the monetization lifecycle of our content for our writers through
our intellectual property operations by managing and licensing our content for adaptation into other
entertainment formats. As our readers, writers, content, and intellectual property operations are
connected, each of their growth fuels a virtuous cycle that adds to the scalability and strength of our

overall platform.

We operate a multi-layered content distribution network and provide our content directly to the
largest online audience for original online literary works in China. Among our products, our flagship
product, QQ Reading, is a unified mobile content aggregation and distribution platform, while other
branded products on mobile and PC focus more specifically on individual genres and their respective
user followings. Through our strategic partner, Tencent, we have exclusive and direct distribution
access through its portfolio of leading Internet products, including Mobile QQ, QQ Browser, Tencent
News and Weixin Reading. Our cooperation with Tencent allows us to have access to user data
generated from our self-operated channels on Tencent products and enables us to broaden our user
reach given Tencent’s leading position in the PRC Internet industry, as well as the vast user base of
Tencent’s online platforms. Our readers are also highly engaged. During the first quarter of 2017,
users of our flagship QQ Reading app spent an average of 60 minutes a day on the app, ranking first
amongst online reading apps in China according to the Frost & Sullivan report. We also license our
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content to third-party distribution partners such as Baidu, Sogou, JD.com and Xiaomi Duokan for
distribution on their own platforms. These third-party platforms generally do not provide us direct
access to user data, and they share with us a portion of the online reading revenues generated by our
literary content.

Our content library is core to what we do. This vast, proprietary library of literary works
comprises a diverse collection of original content largely available exclusively for our direct
distribution and monetization through online paid reading as well as adaptation into other media
formats often over long contracted periods, typically 20 years or longer. As of June 30, 2017, our
content included 9.2 million original literature works spanning over 200 genres, complemented by
approximately 410,000 works including those sourced from third-party online platforms as well as
digital e-book versions of physical works. In 2016, nine of the top ten most searched online literary
works published in China, as ranked by Baidu, were from content library. In addition to diversity and
quality, our content is often serialized in nature and continuously updated. For the year ended
December 31, 2016 and the six months ended June 30, 2017, writers on our platform updated and
generated a total of approximately 61.5 billion new characters, contributing to approximately 33.6
million new chapters. Our content library provides us with an enduring runway of high quality
intellectual property that lends itself well to copyrighted content franchising. With our proprietary
reader feedback data, we are uniquely equipped to manage the IP adaptation process for our writers
and identify the most suitable IP for adaptations. According to the Frost & Sullivan report, among
online literature-adapted domestic entertainment products, 13 of the top 20 films by box office, 15 of
the top 20 most viewed TV series, 14 of the top 20 most viewed web series, 15 of the top 20 most
downloaded online games and 16 of the top 20 most viewed animations, in each case released in China
in 2016, were based on literary titles developed on our platform.

Since the acquisition of Cloudary in December 2014, we have experienced significant growth.
Our total revenues increased by 59.1% from RMB1.6 billion in 2015 to RMB2.6 billion in 2016 and
increased by 92.5% from RMB999.6 million in the six months ended June 30, 2016 to RMB1.9 billion
in the six months ended June 30, 2017, while our gross profit increased by 81.7% from RMB580.5
million in 2015 to RMBI1.1 billion in 2016, and increased by 135.7% from RMB408.2 million in the
six months ended June 30, 2016 to RMB962.2 million in the six months ended June 30, 2017. We had
a net profit of RMB30.4 million in 2016, compared with a net loss of RMB354.2 million in 2015, and
had a net profit of RMB213.5 million in the six months ended June 30, 2017, compared with a net loss
of RMB2.4 million in the six months ended June 30, 2016. Our goodwill accounted for 58.2%, 58.4%,
52.1% and 44.3% of our total assets as of December 31, 2014, 2015 and 2016 and June 30, 2017,
respectively, and our other intangible assets, which mainly included trademarks and copyrights of
contents, accounted for 18.6%, 17.1%, 13.5% and 10.6% of our total assets as of the same dates,
respectively. See the section headed “Financial Information — Intangible Assets” in this document for
more details. Excluding the impact of share-based compensation, net gain from investee companies,
amortization of intangible assets resulting from acquisitions, net (gain)/loss from convertible bonds,
impairment provision for intangible assets, one-off listing expenses, and tax effects, we had an
adjusted net profit of RMBS&1.1 million in 2016, compared to an adjusted net loss of RMB94.2 million
in 2015, and we had an adjusted net profit of RMB302.8 million in the six months ended June 30,
2017, compared to an adjusted net loss of RMB44.8 million in the six months ended June 30, 2016.
See the sections headed “Financial Information — Consolidated Income Statement” and “Financial
Information — Non-IFRS Measures: Adjusted Operating Profit/(Loss), Adjusted EBITDA and
Adjusted Net Profit/(Loss)” in this document.
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We have entered into a number of transactions with the Retained Tencent Group, including (i)
distribution of our literary works through the online platforms owned by the Retained Tencent Group;
(i1) cooperation in the adaptation of our literary works and/or distribution of products adapted from
these literary works; and (iii) certain other non-exempt continuing connected transactions. In relation
to these transactions, we are of the view that we do not and will not significantly rely on the Retained
Tencent Group. See the section headed ‘“Relationship with our Controlling Shareholders —
Independence from our Controlling Shareholders — Operational Independence” in this document for
further details.

OUR STRENGTHS

We are uniquely situated at the center of China’s online literature ecosystem, connecting writers,
readers, and content adaptation partners. According to the Frost & Sullivan report, among online
literature platforms in China, we ranked first in terms of:

° the number of writers, with 5.3 million writers as of December 31, 2016;

° the scale of our content library, with 8.4 million literary titles, including 8.0 million
original titles, spanning over 200 genres as of December 31, 2016;

° the size of our user base, with total MAUs of our products and of our self-operated channels
on Tencent products reaching 175.3 million in December 2016;

° user engagement, with users on our QQ Reading mobile app spending an average of one
hour per day on our app in the first quarter of 2017; and

° the track record of our content library adaptation, with 13 of the top 20 box office grossing
films, 15 of the top 20 most viewed TV series, 14 of the top 20 most viewed web series,
15 of the top 20 most downloaded online games and 16 of the top 20 most viewed animation
works, in each case among domestic online literature-adapted entertainment products
released in 2016 in China, based on online literary titles developed on our platform.

We believe the following strengths contribute to our leading position and success:

Innovative Pioneer

We have established our market leadership through creating a new commercial market and
continuous innovation. In 2002, the gidian.com website was launched to enable writers and readers to
interact more immediately and intimately than was possible offline. Since then, we have defined the
operating standards and best practices for this emerging market, pioneering the online paid reading
model, creating comprehensive benefit packages and promotional systems for writers,
institutionalizing intellectual property ownership, and developing content adaptation opportunities in
multiple entertainment formats. We have also been instrumental in driving the rising popularity of
online literature nationally both directly through marketing campaigns as well as indirectly through
fostering the creation and facilitating the dissemination of popular content.
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Established and Vibrant Community

We have revolutionized literature creation by adding interactivity and engagement to the
historically solitary acts of writing and reading, and so fostered an established and vibrant community
of writers, editors and readers. As part of the creative process, writers interact directly with readers
and our editors. Due to the serialized nature of our content, writers often draw inspiration from
readers’ feedback to help them produce content that is consistent with readers’ preferences. Editors
help ensure that the feedback is incorporated in the most effective and impactful manner. Readers, in
turn, are motivated to participate and contribute using a plethora of community and social network
tools. In June 2017, over 40% of the MAUs of QQ Reading interacted with writers and with each other.

A key pre-condition to the proper functioning of a virtuous feedback loop is the size and vibrancy
of our writer and reader bases. Writers, both established and aspiring, are drawn to our platform by
our editorial staff and services, an immense and highly engaged reader base, as well as the opportunity
to monetize their works. Readers are attracted to our platform by our abundant library catalog, our

high quality new releases, and the breadth of attractive community features.

Deep Pool of Writers and Vast Library of Exclusive Original Content

Popular content is the core attraction for our readers. Our strong content creation model benefits
from a deep pool of writers. As of December 31, 2016, we had 5.3 million writers on our platform,
representing 88.3% of all online literature writers in China. Of the top 50 most popular original online
literature writers in China in 2016, as ranked by Frost & Sullivan, 41 writers had entered into

exclusive publishing relationships with us.

Our writers have helped us create and amass the largest online literature library in China,
comprising 9.6 million titles, of which 9.2 million are original works, spanning over 200 popular and
niche genres as of June 30, 2017. In the six months ended June 30, 2017, an aggregate of 20.1 billion
Chinese characters, one to three of which typically form a Chinese word, and 11.6 million chapters

of literature content were created on our platform.

Our writers and their works cover a wide spectrum of reader interests, ranging from mainstream
genres featured in traditional publishing, to those genres that we believe are under-served in
traditional publishing, such as fantasy and xianxia novels (depicting stories of fairies and mystical
heroes). The depth and vibrancy of our community empowers consistent content innovation across new
genres, such as time travel novels, that align with emerging cultural themes and evolving tastes of

readers, especially younger generation readers who grow up with our platform.

Our content library provides us with an enduring runway of high quality intellectual property that
forms the foundation of our robust online paid reading model and lends itself well to copyrighted

content franchising.
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Extensive Reader Reach and Scale

We have a multi-tiered content distribution network capable of reaching a vast base of Internet
users on a daily basis. In the six months ended June 30, 2017, average MAUs on our products and our

self-operated channels reached 191.8 million MAUSs, of which 179.3 million were on mobile.

Among our products: QQ Reading serves as a content aggregator, and individually branded
mobile apps websites, such as gidian.com and chuangshi.qq.com, nurture customized literature
experiences for our readers. Each of our branded products has its own history, identity, theme and
often its own loyal reader following. We also have unbranded white-label products that are available
through pre-installation on mobile devices manufactured by our partners. Our sophisticated data
analytics capabilities enable us to continuously enhance user experience by studying the behavior and
profile of individual users and their social network friends. We frequently upgrade our content
recommendation algorithm in order to better curate content to attract readers. In the six months ended
June 30, 2017, we had 88.3 million average MAUs on our products, of which 75.8 million were on

mobile.

Our shareholder and strategic partner, Tencent, provides us with exclusive literary content
distribution access to a host of its popular products, including Mobile QQ, QQ Browser, Tencent News
and Weixin Reading. In the six months ended June 30, 2017, the average MAUs of our self-operated
channels on Tencent products were 103.5 million, all of which were on mobile. We have also
established content distribution relationships with leading Internet and telecommunications partners

in China, such as Baidu, Sogou, JD.com and Xiaomi Duokan.

Our user coverage goes beyond online reading, extending into adapted films, TV and web series,
online games, animations and other entertainment formats. Success of the adaptations can fuel interest
in our original literary titles and their associated genres, thus bringing new users to our platform and

enhancing user stickiness.

Robust Editorial Capabilities

As part of our community, we have built a team of seasoned editors who play a critical role in
the proper functioning of our content creation engine. Our editors provide writers with valuable advice
on how to improve the literary and commercial value of their works, in part by synthesizing and
helping incorporate readers’ feedback. At times, our editors help develop new genres to meet the
evolving tastes and preferences of our readers. They also catalog and curate literary titles to foster
customized reading experience. In addition, our editors guide the content adaptation process by

driving content discovery and contributing their in-depth understanding of literary works.

As of June 30, 2017, we had approximately 340 professional editors. We count among our ranks
some of the most renowned editors in China’s online literature industry who have discovered and

promoted many of the most popular writers and original online literary works of our generation.
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Sophisticated Intellectual Property Operations

We have developed an active and sophisticated intellectual property operations business. We
actively manage intellectual property rights associated with our content. We bring significant value to
the content adaptation process with our profound understanding of the online literature industry and
our proprietary readership data. Our active cooperation with content adaptation partners keeps us
abreast of evolving market trends, which enables us to refine the assessment of our content’s
commercial potential. Situated upstream within the entertainment value chain, we provide the best
content resources for cohesive and integrated development of derivative entertainment products in an
otherwise highly fragmented entertainment industry. We have established cooperative relationships

with over 200 content adaptation partners as of June 30, 2017.

We adopt a sophisticated approach in determining our financial and operational involvement in
the content adaptation process. We assess the nature and commercial potential of a literary title and
implement appropriate deal arrangements with content adaptation partners in order to maximize the
title’s reader reach and monetization potential. We seek to carefully manage the timing of development
and release of entertainment products based on the same source material in a successive and coherent

manner, so as to fully benefit from promotional and marketing efforts.

Trailblazing Management Team

We benefit from the leadership of the management team that effectively created the online
literature industry in China. They have responded effectively to industry changes and capitalized on
emerging market opportunities, including our mobile transition. In addition, the team has successfully

sourced, executed and integrated several key acquisitions.

Our executive officers have on average 15 years of relevant industry experience. One of our
co-CEOs, Mr. Wu Wenhui, co-founded our website gidian.com and is widely regarded as the pioneer
of the online literature market in China. Qidian.com was the first online literature website in China
to adopt the paid reading model, which has become a standard practice in China’s online literature
market. In 2016, Mr. Wu was named a Leading Figure of the Chinese Internet Industry at the second
annual Summit of Internet Leaders in China. Mr. Liang Xiaodong, our other co-CEO, has rich
managerial experience in the Internet industry, previously serving as the CEO and CFO of Cloudary,
the literature platform of Shanda Interactive Entertainment Limited. Our President, Mr. Shang
Xuesong, was also one of the co-founders of gidian.com. Mr. Shang has amassed substantial
managerial experiences in high quality original literary content and operational infrastructure of

online literature platforms.
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OUR STRATEGIES

To achieve our mission and further solidify our leadership position, we intend to pursue the
following strategies:

Systematically Attract, Nurture and Promote Writers

Writers are vital to our future growth. We will continue devoting resources towards identifying,
nurturing and promoting promising writers. To strengthen our appeal and relationship with writers, we
build customized cooperative relationships with writers to increase the popularity and monetization
potential of their literary works. We also intend to leverage the expertise and commercial know-how
of our content adaptation partners to systematically promote content from our best-selling writers.

Further Expand Our Mobile Reading Market Share

We will seek to expand our mobile reading market share through better content offerings,
enhanced user experience and broadened distribution channels.

For original content offerings, we will focus on expanding the breadth of our literary genres,
especially our coverage of long-tail and niche literature categories through content segmentation and
cultivation of user reading behaviors and preferences. For e-books, we intend to increase the number
of literary titles available on our platform, including the number of exclusive titles and debut
offerings. We also plan to strengthen our editorial capabilities through enhanced training and
recruitment of literary talent. Further, we intend to pursue selective strategic alliances or acquisitions
to capture emerging opportunities for content library expansion.

We plan to enhance the user experience on our mobile apps through improved functionalities and
services. We intend to enhance our customized and precise literary content recommendation capability
by developing our data analytics and artificial intelligence technology, refining our algorithms and
streamlining our content evaluation processes. We will make our content library easier to search and
navigate for our users by improving content layout and categorization. We also seek to reinforce the
stickiness of our community by introducing more interaction functionalities for readers and writers.

In addition, we plan to broaden our mobile Internet distribution channels in order to reach a
wider user base and fortify our leadership position. For example, we intend to expand our network of
mobile device manufacturer partners in order to broaden our mobile app pre-installation channel. We
will progressively adopt an advanced data-driven approach to our marketing and promotional efforts,
in order to reach our addressable demographics in a more effective and efficient manner.

Unleash the Monetization Potential of our Intellectual Property

We will continue extending our own, and our writers’ intellectual property across non-book
entertainment media formats to reach more users, and to broaden and deepen our revenue streams. We
will actively participate in setting the production, release and promotional timetables of content
adaptations, such as films, TV and web series, online games and animations.
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Where appropriate, we will explore ways to participate more deeply in the entertainment product
development process. We plan to gain greater operational control by leveraging our insights into the
original literary titles, forming joint venture with other participants in the entertainment industry, and
selectively investing our capital in content adaptations. Specifically, (i) for TV and web series, we will
allocate a majority of our capital investments in adapted works and strengthen our cooperation with
internet video platforms, (ii) for films, we will strengthen our cooperation with screenplay and
production studios via capital investments or joint ventures, (iii) for animations, we will continue to
deepen our footprint in the production process of adapted works, and (iv) for our most popular literary
titles, we will focus on franchise development of derivative entertainment products across all major
media formats, as well as on developing serials rather than one-off products.

Promote Intellectual Property Protection in China

Piracy posts a significant challenge to the literature market in China, and the successful tackling
of piracy may give rise to significant content demand for copyrighted literary materials. We intend to
continue our efforts to support intellectual property protection by organizing campaigns together with
government authorities, writers and other industry participants. To promote the healthy development
of the online literature market in China, we will seek to cooperate with leading Internet companies in
China to market our copyrighted and exclusive content offerings and to diminish the distribution
network of pirated materials online.

As part of our content monitoring efforts, we will continue to develop cutting-edge technology
to enhance the efficiency of internal anti-piracy and anti-plagiarism screening.

Selectively Pursue Strategic Alliances, Investments and Acquisitions

As part of our growth strategy, we have formed strategic alliances and partnerships and
completed investments and acquisitions in recent years. We will continue to selectively pursue
strategic alliances, investments and acquisitions that we believe can expand our content creation,
sourcing, distribution and adaptation capabilities and strengthen our technological capabilities. For
example, we plan to capture emerging opportunities for content library expansion through strategic
alliances and acquisitions, such as literary content providers that focus on specific genres and
companies that offer innovative online reading products and solutions to readers. For selected
blockbuster content franchising, we intend to directly invest our capital in content adaptations. We
intend to further strengthen and optimize the adaptation of our literary content by investing in targets
with animation production, screenplay composition and derivative merchandizing capabilities. In
selecting investment targets, we generally consider the following factors: suitability with our strategic
planning, degree of potential synergies, market position, experience of management team, valuation,
historical operating metrics and financial performance.

Expand Our Business Internationally

There is a growing interest in and demand for Chinese-themed literary works from a number of
English-speaking countries and from Southeast Asia. To meet this demand, we intend to launch more
international online literature platforms featuring local language content based on Chinese stories or
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works of Chinese writers, and gradually expand the scope and depth of our international content
offerings. As a first step, we will focus on providing high quality English translations of our Chinese
literary content to international readers. In this regard, we intend to pursue strategic partnerships with
third-party platforms with rich repertoire of English translation works and significant reader base in
order to accelerate our overseas market expansion. In addition, we intend to cooperate with global
publishing, distribution and content adaptation partners to introduce our high quality literature content
in local languages.

OUR ECOSYSTEM AND ITS PARTICIPANTS

We designed and developed our online platform around online literature, its writers and its
readers in China. We have a large and growing library of online literature, and our platform allows us
to manage the entire lifecycle of the content created on our platform as illustrated in the diagram
below. We help writers create relevant and valuable online literary content for consumption by our
large number of online readers. Through the intellectual property operations on our platform, we
manage content for our writers and license our content to content adaptation partners, allowing them
to create audio-visual and interactive adaptations across numerous media formats.

Our Ecosystem

Intellectual Property
Operations

Content
Adaptation
Partners

Interactive ¥ fi"’ T Ada;_)ted
Community Online Entertainment
Reading Products

|

Readers

Our ecosystem has unique value propositions for each of its constituents. Our collective
relationship with them is crucial to the continued strength and value of our overall platform.

° Value Proposition to Writers: We enable our writers to distribute their works to the largest
online audience for original online literary works in China as well as to third-party
platforms who license the content for onward distribution to their own users. Additionally,
we allow writers to monetize their writing through online paid reading and through
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licensing their works to our partners who use the content as source material for various
adaptations. Along with sales and marketing support, we provide our writers with editorial
support and insights into reader preferences based on proprietary data on our platform to
help improve and make their writing more relevant. Our interactive social features allow
our writers to directly interact with their fans to receive feedback and to promote
themselves and their writing.

° Value Proposition to Readers: We provide our readers with access to the largest and most
diverse library of online literary content in China. Our readers are able to access our
content through user-friendly products, on both mobile (app and WAP) and PC. We curate
and recommend content to readers to make our content more accessible and simplify the
content discovery process. The social and interactive tools on our platform differentiate and
enhance the reader experience by adding social elements that enable readers to interact
directly with writers and their peers as part of an engaging community.

° Value Proposition to Content Adaptation Partners: We provide our content adaptation
partners with access to the largest library of original online literary content including many
of the most popular works. Our readers also serve as test audiences for our content
adaptation partners as success on our platform makes a certain work more likely to succeed
in an adapted form. Our intellectual property operations business simplifies and
institutionalizes the process for licensing our writers’ works for adaptations.

As the various constituents on our platform are inexorably connected, our ecosystem enjoys an
overall virtuous cycle that fuels its continued growth and expansion. In the simplest of terms, readers
are attracted to our platform by our content while writers are attracted to our platform by the access
to both the largest online literature reader base, and our content adaptation partners and the
commercial opportunities that they bring. As the number of readers grows, more writers will want to
join our platform. More writers will then lead to the creation of more content for reader consumption
and intellectual property licensing. A larger content library will help drive more collaboration with

adaptation partners and ultimately attract more readers.

Based on the data provided by our readers on our QQ Reading app, in 2015, readers below the
age of 30, between the age of 30 to 39 and of or above the age of 40 accounted for 82.6%, 13.5% and
3.9%, respectively, of the total numbers of readers who provided such data on such app. In 2016, the
percentage of the corresponding age distribution was 78.6%, 15.1% and 6.3%. For the six months
ended June 30, 2017, the percentage of the corresponding age distribution was 79.2%, 14.7% and
6.1%. Based on the data provided by our readers on our gidian.com website, in 2015, readers below
the age of 30 was 78.1%, between the age of 30 to 39 was 15.6% and of or above the age of 40 was
6.3%. In 2016, the percentage of the corresponding age distribution was 73.6%, 19.1% and 7.3%. For
the six months ended June 30, 2017, the percentage of the corresponding age distribution was 72.2%,
19.9% and 7.9%. According to Frost & Sullivan, young generation is more receptive and accustomed
to engaging in the Internet and mobile activities, and is more willing to pay for entertaining
high-quality online activities. As a majority of our readers are below the age of 30, we believe that
they have strong needs in online literature reading and are willing to pay for our high-quality literary
works.
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In December 2014, we acquired Cloudary. Cloudary commenced and developed its online
literature business through a series of acquisitions of operators of online literature platforms in China,
including the operators of gidian.com, jjwxc.net and hongxiu.com. Together with its subsidiaries and
variable interest entities, Cloudary was principally engaged in providing literary works and other
publications offered through PC and mobile distribution and offline publication to a diversified user
base, and licensing the copyrights of its literary works to online game companies, television
producers, movie studios, and traditional offline book publishers in China. The purpose of our
acquisition of Cloudary was to acquire its literary content and its several literary websites, and to
create a leading market position in the online literature market in China with the largest user base,

deepest writer pool, most comprehensive content library and strongest monetization capability.

Cloudary’s online literature community was widely recognized as the leading destination for
online literature in China. According to the public information disclosed by Cloudary with the U.S.
Securities and Exchange Commission in 2011, five of Cloudary’s six original literature websites were
among the top ten most visited Chinese literature websites, based on the amount of user time spent
in 2011. In 2011, Cloudary captured over 72.1% market share in terms of revenues and 57.7% market
share in terms of user time spent in China’s online literature market. The gidian.com operated by
Cloudary was the largest Chinese original literature website with 43.8% of China’s online literature
market in terms of revenues in 2011. Subsequent to 2011 and through 2014, Cloudary had maintained
the leading position in this market.

We paid a consideration of approximately RMB4.5 billion for the acquisition of Cloudary, which
was based on our evaluation of Cloudary’s business taking into consideration of its strengths and
industry position described above and the potential synergies between Cloudary and our business to
be achieved from this acquisition. The consideration was negotiated on an arm’s length basis between
us and Cloudary’s selling shareholders. Goodwill of approximately RMB3.7 billion arose from the
acquisition, which was attributable to the acquired market shares, the strategic market position, as
well as the economies of scale expected to be derived from combining Cloudary with our operations.
After the acquisition of Cloudary, we established our leading position in China’s online literature

market.

Our Content Library

Content Nature

Our online platform primarily focuses on Chinese-language, original literary content. The
content is largely fictional and serialized in nature. This means that after a writer publishes a work
on our platform, he will continue to update it periodically. Serialized works increase engagement by
encouraging readers to routinely come back to follow the development of a story and its characters.

Other works on our online platform include high quality content we source from other online
literary platforms, as well as e-books that we have converted from offline physical books in
collaboration with certain third-party publishers. Our e-books include best-sellers, both domestic and
foreign, as well as classical literature, cultural, historical and self-help books.
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As of June 30, 2017, our content library totaled 9.6 million works, including 9.2 million original
works created by writers on and for our platform, 273 thousand works sourced from third-party online
platforms and 137 thousand e-books. Our vast and expanding titles of more than 200 genres spanning
across our distinctively-themed platform and self-operated channels represent the cumulation of our
literary creation and ensure a broad user reach, and enable us to cater to the increasingly diverse
interests of our large user base whose preferences are distinctive, constantly evolving and increasingly
versatile. We believe that offering tailored and available works for the largest online literature
audience in China is particularly critical to maintain and enhance user loyalty to our platform. As of
June 2017, our flagship product QQ Reading app aggregated approximately 1.3 million literary titles
from our various platform products, which were identified as high quality works by our in-house
editorial team. During the second quarter of 2017, there were approximately 97,800 literary works on
QQ Reading app, which attracted 60 minutes’ reading time or more of their respective readers on
average on a monthly basis. These approximately 97,800 Iliterary works collectively attracted
approximately 117 million readers, on average, during each month of the second quarter of 2017.

Content Genres

We strive to provide our users with the broadest and highest quality original online literary
content. As of June 30, 2017, our library included literary works spanning over 200 genres, including
established genres such as fantasy, wuxia (stories about the adventures of martial arts heroes), science
fiction, mystery, romance and cosmopolitan, as well as emerging genres such as chong sheng liu
(FE A9, fictional stories about protagonists who are reborn and given the opportunity to change their
destinies), hong huang liu (JEFEi, fictional stories of young people travelling through time to
antiquity and their encounters with mystic gods as they become immortal deities), sports and anime.

Content Popularity

Our content library includes some of the most popular works in online literature in China by
some of the most well-known writers. In 2016, nine of the top ten online literary works published in
China with the largest volume of search queries on Baidu’s online search engine were from our content

library.
2016 Top 10 Most Searched Online Literary Works
Ranking Title Our Platform Ranking Title Our Platform
| OO The Great Ruler J 6 Fighter of the J
(K F5) Destiny (X i)
2 e, Perfect World J 7 A Thought Through J
(TEFEMR) Eternity (—& K1)
3 Lord Xue Ying J 8 The Portal of J
LS E) Wonderland
(ZAZFT)
Ao Platinum ( FE T 1%i%) J/ 9 City Life (& i H1H) J/
S Martial Peak J 10 King of the Eternal X
( EC A I ) Night (K&HT)
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Content Creation
Our Writers

Our writers are the primary source of new content on our platform. As of June 30, 2017, we had
over 6.4 million writers on our platform. Unlike traditional offline publishing, our platform allows
writers of all calibers, ranging from amateurs to professionals, to create content, both finished works
as well as works-in-progress, for the largest online literature audiences in China. Moreover, writers
on our platform will often continue to update their published works after initial publication. In 2016
and the six months ended June 30, 2017, our writers created approximately 61.5 billion new
characters, contributing to approximately 33.6 million new chapters.

While our platform is open to writers of all levels, we focus on discovering and cultivating the
literary talent on our platform as the quality of our writers directly impacts the quality of our content
and in turn impacts our users’ experience, engagement and the monetization potential of our content.
To ensure continued access to the best content, we enter into commercial arrangements with high
quality writers. In 2016, 41 of the top 50 most popular original online literature writers in China, as
ranked by Frost & Sullivan based on the volume of internet search queries on Baidu’s online search
engine, had entered into exclusive licensing contracts with us.

To help us identify and track potentially successful writers, we categorize the writers on our
platform into four major tiers using proprietary data, including feedback from our readers as well as
professional judgment of our in-house editorial team. Those tiers are based on a number of criteria,
including but not limited to the commercial quality of a writer’s works, activity levels and fan
followings. We use our tiering system to help determine the nature of our relationship with each of
these writers.

The below table summarizes our writer tiers:

Writer’s Tier Description

Non-Contracted Writer (FEZH/ER)

Entry-level (2R 1EXR) o Aspiring writers who are new to writing online
literary works

Contracted Writer (BHER)

Intermediate-level (% #1E5) o Promising entry-level writers

Phenomenal (K #1EZR) o Writers who have demonstrated strong literary
creativity and commercial potential

Platinum (FZ1EX) ° The best-known online literature writers in China

who have authored multiple best-sellers with huge
fan bases

Based on the tier, influence, potential and potential commercial value of the writer, we vary the
level of promotional support. For exceptional writers, such as our phenomenal and platinum writers,
we promote and recommend their works on our platform to maximize visibility with readers. We also
provide comprehensive external promotional support, including media exposure to raise the profile of
those writers more broadly and to enhance their own brands.
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Additionally, we provide a basic level of financial support for writers through our writer welfare
program as well as targeted cash incentives to incentivize continued content creation and active
engagement amongst our writers. Contracted writers can apply for a basic monthly stipend through our
writer welfare program, if they update their literary content on a regular basis.

Licensing Contractual Arrangement with Writers. We typically license content either by title
(1Edi #7) or by writer ({E#& #J). The former provides us licensing rights to specific works while the
latter to all major works written by the contracted writer during the term of the contract. Sometimes,
our writer contracts also include works written by the writer prior to him signing a contract with us.
Typically, we license content on an exclusive basis. Additionally, the contracted writer is only
permitted to publish the works under contract on our platform during the contractual term.

Contracts by title typically last for 20 years or longer, while contracts by writer are for a period
typically ranging from five to ten years. Our contracts typically provide for either fixed fees for
writers, or revenue-sharing arrangements under which writers receive royalties from online paid
reading revenues as well as from other forms of monetization of their works, such as intellectual
property licensing. For online reading revenue-sharing, we shall typically make the payments for a
certain month to writers prior to the fifteenth business day of the following month according to the
agreements with writers. For other forms of revenue-sharing, we typically make the payments to
writers within three months of the date that the relevant revenue is collected by us. For details on
revenue-sharing arrangements with our sub-licensing content adaptation partners, including the
methods for verifying the revenues from the adapted entertainment products, see the section headed
“Business — Our Ecosystems and Its Participants — Intellectual Property Operations” in this
document.

Our writers are obligated to indemnify us for any losses resulting from violations of their
obligations under the licensing contracts with us.

Each of our contracts with our writers is customized. We decide the scope and structure for each
licensing agreement based on (i) the popularity of the writer, (ii) monetization potential of the content
in terms of online paid reading and (iii) other licensing opportunities for the content. We tend to agree
to more generous commercial terms with higher tier writers or for more popular works in exchange
for longer contract terms. This is important as the serial nature of much of our popular content and
our user behavior mean that the works on our platform tend to have longer commercial lifecycles than
typical literary works.

Our Editors

Our in-house editorial team plays a number of critical roles on our platform. Our editors’ primary
responsibilities are to improve the quality of our writers’ works and to discover new writer talent. Our
editors also manage the distribution of our content. As of June 30, 2017, we had approximately 340
professional full-time editors, including 33 senior editors. Approximately 60% of our senior editors
have at least five years of experience, among whom 30% have at least 10 years of experience. These
senior editors include some of the most renowned editors in China’s online literature industry. These
senior editors have discovered and promoted many of the most popular writers and original online
literary works in China.
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We assign editors to cover our branded products largely by content genre. They review newly
published literary works of a predetermined maturity and analyze the content quality subjectively
based on their own experience and expertise, while referencing user data related to such works, such
as number of times the works was archived, reader volume and the number of likes received from
readers. Once our editors determine that a new writer has potential, they will work with the writer to
improve the quality and relevance of his work for our readers. Depending on a writer’s potential, he
may have either generalist editorial coverage or a dedicated team of editors assigned to him. As part
of the editorial process, our editors will continue to provide their own feedback and suggestions as
well as collect readers’ feedback over time to provide writers with suggestions on the storyline,
language and plot points of their works. To many writers, this is a unique resource enabling them to
enhance the literary and commercial value of their works.

Finally, in addition to their roles in fostering organic content creation on our platform, they also
curate the content published to readers on our platform and lead our third-party content sourcing
efforts to ensure that we have the appropriate breadth of content on our platform.

Third-Party Content Providers

To complement the original literary works created by our writers, we source high quality content
from other online literary platforms. We also source physical book works for e-book conversion and
publication on our platform from several leading offline publishers. We select works suitable for
conversion based on commercial value for our platform. Our offering of e-books is especially
conducive to attracting readers in older age groups who have stronger interest in traditional literature.
To obtain the exclusive e-book publishing rights, including the right to debut the e-book version, we
may agree to devote more promotional resources and offer higher royalties to the copyright owners.

As of June 30, 2017, we had sourced and published approximately 273 thousand and 137
thousand third-party sourced works and e-book works on our platform.

Content Screening and Monitoring

We place strong emphasis on content screening and monitoring to ensure that our literary works
do not contain any obscene or pornographic content or any information that may jeopardize the quality
of our literary works and that the publication and distribution of our literary content fully comply with
the applicable laws and regulations. We require our writers to represent that their content is not
plagiarized from others before posting it on our platform and we require writers with whom we sign
licensing contracts to indemnify us against any violations by the writers of their contractual
obligations. Our online content screening and monitoring procedures include both a proprietary,
automated screening system as well as a set of manual review procedures conducted by a dedicated
team of reviewers, many of whom are also editors on our platform who are familiar with the content.
We regularly communicate with the relevant governmental agencies in China to obtain clear guidance
on the relevant laws and regulations to ensure compliance. Our content monitoring staff is provided
systematic training in the latest compliance know-how, and we closely supervise the screening and
monitoring work performed by our staff. In the event of any allegation raised against us in relation
to distribution of any pornographic or obscene content, we will immediately launch an internal
investigation to verify if the alleged content indeed contains any pornographic or obscene content.
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After the allegation is verified, if the alleged content is from any literary works created by our writers,
we will suspend the publication of the involved literary works and ask the writers to amend the content
to remove the pornographic or obscene content. We will re-publish the amended literary works only
after the pornographic or obscene content is completely removed and the amended literary content has
successfully undergone our content screening and monitoring procedures. In severe cases, we will
completely remove the entire literary works and will no longer publish them. If the alleged content
is made by our readers, we will immediately block or remove the related pornographic or obscene
content and, if necessary, prohibit the involved readers from publishing any content in the future.

Automated Content Screening Process. All user-generated literary content and comments are first
screened by our automated filtering system, which identifies and flags suspicious content for further
action based on a regularly updated repository of keywords, according to the latest laws and
regulations in China. For the earlier chapters of new literary works, the content that passes the
automated content screening process is reviewed by our content monitoring team before it can be
published on our platform. The later chapters of such legitimate literary works are then only subject
to the first stage automated content screening process prior to publication on our platform. However,
such later chapters are still subject to our manual review process, and will be immediately removed
if found to be illegal or pirated at a later stage. All flagged content identified by our first stage
automated content screening process is reviewed and confirmed by content monitoring staff before it
can be published on our platform. Content that has been rejected or removed by our content screening
and monitoring procedures are sent back to the writers, which can be re-submitted after revisions are
made to our satisfaction.

Manual Content Monitoring Process. Content that passes the automated screening process is still
subject to manual review by our content monitoring team. As of June 30, 2017, our dedicated content
monitoring team had over 100 full-time staff members. Our manual screening procedure is
multi-layered, with each piece of content subject to review and cross-review by different monitoring
staff. We occasionally engage third-party consultants with specialized understanding of the Chinese
content regulatory environment to review certain content, if necessary.

If we discover a user who has violated the user agreement, applicable laws and regulations or
infringed any third-party rights, including copyrights, we may terminate such user’s account and block
such user’s future uploads of content to our platform without prior notice. In addition, we promptly
remove the relevant content when we are notified or made aware by copyright owners or learn from
other sources of copyright infringements by users, such as lists of infringing content that the
regulatory authorities publish from time to time. We encourage our users to help us with our content
screening and monitoring efforts by offering generous rewards for tips related to potentially illegal,
disruptive or pirated content on our platform.

Self-evaluation as required by the Trial Method. We are required to comply with the Trial Method
on Evaluation of Social Benefits of Online Literature Publication Service Units (4 #% SCEL il IR 75
B AL 98 g FEAG RUATHEZ) (the “Trial Method™) which took effect on July 1, 2017. As advised by
our PRC Legal Advisor, we understand that the Trial Method requires self-evaluation reports to be
submitted by online literature publication service providers to the local administrative bodies by the
end of January of every calendar year and evaluation of the online literature publication service
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providers by the local government authorities. In accordance with the Trial Method in its current form,
we expect to complete such filing by January 2018. The local government authorities will then submit
their summaries of evaluation results to the GAPPRFT by the end of March of every calendar year.

However, to the best of our knowledge after consultation with our PRC Legal Advisor, the
relevant local government authority has not yet published or launched any implementation measures
relating to the Trial Method. We place strong emphasis on operating our business in compliance with
the applicable legal and regulatory requirements. We will comply with the relevant implementation
measures as and when they become available, and seek legal advice from external legal advisors if the

circumstances require So.

Based on the Trial Method in its current form and our understanding of the Trial Method after
consultation with our PRC Legal Advisor: (i) we currently have no obligation nor have we received
any guidance or instruction from the relevant government authorities to carry out any action for the
purpose of complying with the Trial Method; (ii) we do not anticipate that the implementation of the
Trial Method will have material impact on our business operations since the Trial Method in its current
form only requires enterprises to carry out self-evaluation and file the self-evaluation report with the
relevant government authorities; (iii) given that we are one of the leading industry players in the
online literature market in China, we consider that we will have the capability to comply with the
relevant implementation measures should they become available. For further details of the Trial
Method, see the section headed “Regulations — Regulations Relating to Publication — Restriction on

Internet Publication” in this document.

Intellectual Property Operations

Our content’s value comes from its suitability to be directly consumed by our readers through our
online paid reading services as well as the ability to be sub-licensed as source material for adaptations
by our partners into other entertainment formats, such as films, TV and web series, online games,
animations and physical books. For our sub-licensing arrangements that involve revenue or profit
sharing from adapted entertainment products in the form of online games, our sub-licensing contracts
typically provide that our content adaptation partners shall pay us a certain percentage of the total
revenue derived from end users of the online games on all distribution channels (as verified by our
portals connected with such distribution channels) minus the related distribution costs and relevant
taxes. Sometimes our sub-licensing arrangements for films involve revenue or profit sharing from the
adapted films, in which cases our sub-licensing contracts typically provide that our content adaptation
partners shall pay us a certain percentage of the total box office of the films (as confirmed in writing
by the entertainment distribution companies) minus the film production costs and related promotion
and publishing costs. We shall typically settle the payables from the sub-licensees on a monthly basis
or every three months according to the agreements with content adaptation partners. We sometimes
bundle the adaptation rights for various derivative entertainment products adapted from the same
literary title and charges the sub-licensee a single fee for such bundled rights.

Our writers rely on us to manage the intellectual property sub-licensing of their content given
our scale and relationships with industry leaders in each of films, TV, and game development. In the
past, we have worked with film studios such as Wanda and Enlight Media, TV production companies
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such as Tencent Penguin Pictures, Limon Pictures, iQiyi and New Classic Media, and game developers
such as Giant Interactive Group to create a number of successful adaptations. These adaptations
include Mojin — The Lost Legend (JAWXSEZ=HHE#R) and Chronicles of the Ghostly Tribe
(RWKHE 2 JLEIKIE) in film, Fighter of the Destiny (£ X7t in TV series, animation and online game,
The King’s Avatar (285 F) in animation, School Beauty’s Personal Bodyguard (%A 19 B & /5 F) in
web series, and Xing Chen Bian (EJ%%) and Wo Yu Feng Tian (FXAXE KX) in online games.

In some select cases, we may also choose to develop adaptations ourselves. We have developed
the PC game, Ao Shi Jiu Chong Tian (fitt JLEE X) as well as the animation, Dou Po Cang Qiong
(P8 % %), Additionally, we have begun to develop merchandise based on our popular literary works.
For example, we collaborated with Hobby Max to produce merchandise for The King’s Avatar

(%H&%?) for our online consumers.

Through our intellectual property operations, we sub-licensed 97, 122 and 39 online literary
works for adaptation into other forms of entertainment by third-party partners in 2015, 2016, and the
six months ended June 30, 2017, respectively, and selectively led the production of a number of
animations ourselves. According to the Frost & Sullivan report, among online literature-adapted
domestic entertainment products, 13 of the top 20 films by box office, 15 of the top 20 most viewed
TV series, 14 of the top 20 most viewed web series, 15 of the top 20 most downloaded online games
and 16 of the top 20 most viewed animations, in each case released in China in 2016, were based on
literary works developed on our platform. When compiling the data in the preceding sentence, Frost
& Sullivan included jjwxc.net, an online literature website in which our Company owns a 50% equity
interest, as part of our Company.

The proprietary insights into reader feedback discussed previously are as valuable to adaptations
as they are for online paid reading. Success on our platform in its written form will serve as early
indication of the potential success of a work in its adapted form and our readers are most likely to be
amongst the consumers of these adaptations. This provides us incremental visibility into the likely
success of our content as adaptations. Based on our assessment of the commercial potential of the
content, we take different roles in the sub-licensing process to enhance revenue for us and our writers.
For example, we may sub-license the content directly to third parties or take a greater principal role

in the process.
OUR PRODUCTS

Our products include the top mobile and PC products in China’s online literature market, ranked
by monthly average DAUs in 2016. Our QQ Reading app ranked first in terms of monthly average
DAUs in 2016 and average daily time spent per active user in the first quarter of 2017 among mobile
reading apps in China, in both cases according to the Frost & Sullivan report, while gidian.com ranked
first in terms of monthly average DAUs in 2016 and average daily time spent per active user in first
quarter of 2017 among online literature websites in China. The majority of our active users are on
mobile and our mobile products continue to grow faster than our PC products. In the six months ended
June 30, 2017, we had 179.3 million mobile average MAUs across our app and WAP products, while
PC average MAUs amounted to 12.5 million.
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We have nine major branded products. With the exception of QQ Reading, which provides access
to high quality content across our products, the rest of our products focus on a specific literary genre
respectively and have different reader demographic and writer following. For example, readers and
writers of fantasy may choose chuangshi while those focused on romance novels may visit hongxiu.
We also have unbranded white-label products that are available through pre-installation on mobile
devices manufactured by leading providers, such as Huawei, Oppo, Vivo and Lenovo.

All of our products are available on mobile. Readers typically access our mobile products via a
dedicated app or a mobile-optimized WAP interface that is largely similar in terms of functionality and
appearance to our mobile apps. Our mobile apps are available for user download from the Apple and
Android app stores. We also provide a PC website version for all of our branded products except QQ
Reading, which is a mobile-only app.

The below table provides a detailed overview of our major branded literary products:

Self-owned Branded Literary Products

Name Format(s) Highlights

00 Reading Mobile app ° one-stop shop for high quality content across our
(QOBFE) ... products

qidian.com Mobile app, WAP ° primarily attracts male readers of all age groups
(LB 3CH) .. and website ° all-around leader across all major online

literature genres, and especially well-known for
fantasy, cosmopolitan, xianxia and history novels
° exemplary works include The Grave Robbers’
Chronicles (%%450), Battle Through the
Heaven (P #E E) and The King’s Avatar

(&R T)
gdmm.com Mobile app, WAP ° a sister website to gidian.com focused on female
(REB L E4) and website readers
° well-known for antiquity and fantasy romance
novels

° exemplary works include Feng Qiu Huang

(RUIALEL)
chuangshi.qq.com WAP and website ° focuses on content offering that is most
(RIS . appealing to young male readers
° well-known for cosmopolitan and fantasy genres
° exemplary works include Fighter of the Destiny
FEXiD)
yungqi.qq.com WAP and website ° caters to female readers of all age groups
(EREEFE) ... ° well-known for contemporary romance, fantasy

romance and antiquity romance novels
° exemplary works include Guo Min Lao Gong Dai

Hui Jia (B EEZAERR)
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Name

Format(s)

Highlights

xxsy.net (HZEFL) ..

hongxiu.com

(AL E) oo

readnovel.com

(/DB A

xs8.cn (E1E/DFHM)

Mobile app, WAP
and website

Mobile app, WAP
and website

Mobile app, WAP
and website

Mobile app, WAP
and website

. focuses on antiquity romance novels

° exemplary works include Huang Quan (JAHE) and
Te Gong Huang Fei Chu Qiao Zhuan
(Fr LR A

o primarily attracts white-collar female readers

. well-known for contemporary romance and
family genres

° exemplary works include Lu Cong Jin Ye Bai
(B4 H)

. primarily attracts campus female readers

. well-known for literary works concerning campus
life and contemporary romance

° exemplary works include Ni Hao Xiao Fang Yuan
(PR EF BT B

. primarily attracts young female readers

° well-known for contemporary romance novels

° exemplary works include Qi Nian Gu Chu Ru Bei

(BRI

All of our products are easy-to-use with intuitive user interfaces. The following are screenshots

of our mobile app, WAP and PC website interfaces.

Mobile app

wae kot 4 =i

"EIRTFERAM BTN
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€& mgidian.com =

WAP PC website

Our products are feature-rich and provide our readers with a comprehensive, enjoyable and

unique experiences. While a number of our features are available to all readers who access our
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products, certain functionalities, such as the ability to save literary works to a personal bookshelf or
bookmarking works, require readers to register and sign in on our products. We also allow readers to

sign in with their credentials from other popular Internet platforms such as Weibo, Weixin and QQ.

The functions and features on our products can be grouped into four major categories: reading,
content search and discovery, content curation and recommendation and social and community. Below

is an overview of these functionalities.

Product Functionalities

Reading

Our reading interface is simple and intuitive. Readers can easily adjust the page orientation, line
spacing, font size, background color, and reading mode (night or day), and may download certain
chapters for offline reading. Our mobile apps and WAP interfaces are optimized for mobile device.
Readers on our mobile apps can also copy, annotate, and share passages, as well as look up words and

phrases in an online dictionary.

Below are sample screenshots of a typical reading window, including its various features.
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—BEOHFRE SAPRNBERGR define (dictionary),

search, share and rate
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EREEARE T EEAITIFRRH

=,
WINERN MNP I BTRERT %, adjust brightness,
NEEOANEELBEELE PR font size, font type SeERammA, DENEBIRS—X
and background color B 7 RO RR
—e

. . i, FENEEERTSBICE, £
night reading mode, ENERRETAHN . 2B NESBERN

.
T WIMGER, SHEENEETE—E.

i = automated scrolling KERET. HENOK. ¥, SHHEE
EREFENELD, XEUNREESNE, o
= = E— BROR AT RIS .

MEG LEATERIRE, GENE—R
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If a reader is registered and logged in, he can add works to a personalized bookshelf, share and
recommend works to friends, as well as sync works to the cloud. He can also download certain

chapters for reading offline.
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73RF 0.05%/FF

X (EWM&) FFEiEs: http://novel.hongxiu.com/
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novel.hongxiu.com/a/1142618 (BIEXT) E= -
import works from

HEEAR 0o B F04-01 > cloud-based in-app
bookshelf, import
o o ™ via Wi-Fi and
R % RER import from
Tencent cloud
HIFE HiT 86 FEHK 0 platform
_,,{_ BRI TR
ii;ﬁ—mr fRAEBTME F—WERE A, works available for b
BMMAE, ABR, AET download, -
Android3 complimentary W=ME
e reading and save to
personalized library BE

S - |
®AEHE

Content Search and Discovery

Our works are categorized and tagged based on keywords that allow our readers to easily search
for a specific work. We also help readers discover works sorted by rating, genre, character count,

search popularity, date of latest update, and status of completion.
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The following are screenshots

of sample content search windows.
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The following are screenshots of sample content discovery functions.

BV FEMAET +ERX
AAEHE, GRETER!
(FRER) RZ=H
discover content
O 0 0 O O} ™ [
H58 K @m - exceptional writers,
monthly subscriptions, | #f##
PR classics and completed
- SBRE- works apE
EZXY
iRl TR
various real-time rankings
HEE
=Rey s 2 el E S
r Fi1 1 (28> }“T—,féﬁ
s bt d
WRIEYE MR RE
LK -

* 2015

Bl

1&&219&
e % 1

O =58

2384207
LAl

BEFL

< BERHTEE -

‘e, 2...18

154 —




BUSINESS

Curation and Recommendation

We curate and recommend content to our readers using automated algorithms based on
proprietary analytics as well as the judgment of our editors. The level of curation and recommendation
for a reader depends on the amount of data available on that reader’s reading habits and preferences,
including works read in the past as well as search and browsing history on our products. We are only
able to collect user data and apply our customized content recommendation system on our platform

and our self-operated channels on Tencent products.
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On our mobile apps, we infer the reading genes, or content preferences, for our readers by
analyzing their past reading and browsing behaviors. Users can also set and adjust their reading

preferences. We then curate relevant works that best match their reading genes.

HERNER
EREMNENRREE
B0 E®E10
L IR i R reader
preference
[ By E: ] BB setting
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As readers search for content, we also provide curated and recommended works based on
readers’ past reading history and works liked by other readers with similar preferences.

w 1 & D |

ded
recommence RIBMBIEIRICR (LES) HIFEE:
works based on .

past reading and 1. i 1S %
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EEE BRI BYFiE PRECSa A

opular works read
popurar w iR ..

by other readers
with similar
preferences

[EE2] BP#HEE:

editor’s picks based
on past reading and
browsing behavior

Social and Community

The reading experience on our platform is highly engaging due to the serial nature of much of
our content. We provide tools that enable social interaction amongst our community of readers and
writers across our products to further reinforce the engagement on our platform. These interactions
help strengthen our community by acting as a direct reader and writer acquisition and engagement
tool. These interactions also generate data on reader preferences and behavior that can help our writers

improve the quality of their content.

° Sharing. Our readers can conveniently share a range of information such as profiles of
literary works, specific book passages, writer information, user profile, and user comments
and reactions through some of the most popular social media and messaging platforms in
China such as Weibo, Weixin, QQ, etc. Our readers can also directly log in to our platform
with user accounts of these platforms. Once a user registers on one of our products, their
accounts can be used to log into our other products. This not only increases user
engagement but is also potentially an effective marketing and user acquisition tool for both

our content as well as our platform.
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On the book summary window, readers can share the profile of a particular work on various
social media and messaging platforms; within the reading window, readers can share specific passages

and chapters with their friends.
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Comment and rate. Readers use our feedback tools to share their views with their favorite
writers and other readers. Our comment posting feature allows readers to post their
reactions and thoughts while our rating system allows works to be rated. Readers may also
interact with others through features such as the Like button whereby they can react to

comments left by others. Readers are recognized for the frequency and quality of their

comments.
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Rankings and Rewards. For literary works, our mobile apps publicly feature fan rankings
daily, weekly and monthly, based on the overall amount of monthly tickets, reading time,
click-through rates, rewards and comments received, etc. Works with higher fan rewards
and contributions are ranked higher on the relevant list. Hence, writers would be motivated

to create more quality content in order to be ranked higher.
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° Q&A. The Q&A function on our mobile apps enables readers to seek answers from their
favorite writers. We invite leading writers across a wide range of genres to address
questions from their fans. Through this type of Q&A, readers can post specific questions
for writers to respond by offering the writers a certain amount of incentive in the form of
virtual items.

increase amount of

— s virtualitem  jppemxs SRR,
K rewards to get
more timely ~
WTFUSEHEGTEROEMT, NERB responses ~ MBcfd: 100
ETASRAHN? AEHEHE, B8
%

raise questions and
seek answers in

" audio format using .
‘i ) il virtual items — Rt —

BlE25312ia, 18505317 ARTa

e M- MREFFEMD (KM3|IAF) @

EE2 J
. b wam, wrsmr
100HH
SEESR O
mm tﬂt D] CEEGACICL T 10
; 05-04 22:23 it 13328

@ REEE

— 161 —



BUSINESS

° Red Packets. We recently introduced the Red Packet function which allows readers to send
book credits to their favorite writers and vice versa to show appreciation. Complimentary
red packets are also available while reading literary works and on our Red Packet Square
page.
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In June 2017, over 40% of QQ Reading’s MAUs have engaged in active interactions with our
writers and readers using our interactive features.

Writer Tools and Aids

We provide dedicated PC website and mobile tools to aid writers, such as our user-friendly Writer
Helper PC website and mobile app. Writer Helper provides one-stop services for content creation,
distribution and reader interaction, as well as for reader feedback and writer profile management
across our entire platform. We offer Writer Helper for free to our writers.
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The screenshot below illustrates the key features of Writer Helper PC website.
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The screenshots below illustrate the key features of Writer Helper app.
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DISTRIBUTION PLATFORMS

We operate a multi-layered content distribution network and distribute our content directly to
readers through our products and our self-operated channels on Tencent’s distribution platforms,
notably those on Tencent products. In the six months ended June 30, 2017, the average DAUs,
calculated as the average of monthly average DAUs for each calendar month, and the average MAUs
of our platform and our self-operated channels on Tencent products reached 36.6 million and 191.8
million, respectively. We also provide our content to third-party partners for distribution on their

platforms.
Our Products

In the six months ended June 30, 2017, we had 88.3 million average MAUs on our products, of

which 75.8 million were on mobile.
Our Self-operated Channels on Tencent Products

Our shareholder and strategic partner, Tencent, is one of the largest Internet and media platforms
in the world. We are uniquely positioned with access to a host of popular Tencent products reaching
hundreds of millions of Chinese online readers on a daily basis. We are the literary content provider
for a number of widely-used Tencent mobile apps, including both its social network platforms as well
as news and Internet browser apps. In addition to content, we generally make our reading tools and
functionalities available to readers who access our self-operated channels on Tencent products. Users
of the relevant Tencent products can pay to consume the literary content that we provide directly
through such Tencent products.
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We own all the user data generated from our own platform, and we have access, without
ownership, to related data generated from our self-operated channels on Tencent products. While
Tencent provides us with access to its users through its products, we are principally responsible for
the actual operations and provision of the core services to the readers for the aforementioned
self-operated channels on Tencent’s products. Our back-end technology platform is connected with the
back-end technology platforms of the relevant self-operated channels. This connection allows us to
have real time access to user behavior data generated from users’ activities and content consumption
on these self-operated channels. As our back-end technology platform and the relevant self-operated
channels are connected, we directly control the manner in which content is visually displayed and
categorized to a reader. We design the content curation and recommendation algorithms for our
self-operated channels, and we actively manage the content curation process with our own
technological infrastructure. Tencent provides certain ancillary services to the self-operated channels
that are not directly related to literary content, including IT maintenance, payment support, promotion
and customer service.

For details of our content distribution contracts with Tencent, see the section headed “Connected
Transactions — Non-Exempt Continuing Connected Transactions” in this document. In the six months
ended June 30, 2017, the average MAUs of our self-operated channels on Tencent products was 103.5
million, all of whom were mobile MAUs.

Mobile QQ. Mobile QQ is one of the most widely used mobile communication apps in China. In
the functions tab of Mobile QQ, we are the exclusive provider of content to the Reading channel. The
Mobile QQ Reading channel provides for a similar set of functionalities as QQ Reading. In addition
to the tools available in QQ Reading, the Reading channel of Mobile QQ provides for enhanced social
networking functionalities, such as rankings that feature the activity level of friends on Mobile QQ.

Q0 Browser. QQ Browser is the leading mobile browser in China in terms of monthly active
users, as ranked by the Frost & Sullivan report. QQ Browser features a navigation bar in the center
of the interface, and we exclusively supply the content to the Novels channel located in the navigation
bar.

Tencent News. Tencent News is the leading Internet news media platform in China in terms of
user penetration, as ranked by the Frost & Sullivan report. The main content display interface of
Tencent News is organized into interest-based, location-based, and media format-based channels.
Among the interest-based channels is the Reading channel, for which we are the exclusive supplier of
content. Readers of Tencent News can customize their main content display interface and add Reading
to the default tabs. The Reading channel features separate pages for Bookshelf, Library and search
tools.

Weixin Reading. Weixin Reading is an online literature mobile app that draws upon the social
networking power of Weixin, which is the leading social network and mobile communication app in
China. Wexin Reading is an online literary content distributor and does not own any online literary
works, and therefore does not compete with us. We are the exclusive content provider to Weixin
Reading. A key feature of Weixin Reading is that readers can closely follow the reading activities and
content posted by their friends from Weixin. Weixin Reading has built in enhanced social network tools
such as private messaging and book gifting to drive community engagement.
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Tencent has provided and will continue to provide certain services to us, including the provision
of advertisement solicitation services, promotion services, payment services, cloud services and other
technical service. During the Track Record Period, we were a member of an advertisement solicitation
system operated by Tencent, which provided various types of advertisement solicitation services using
data processing algorithms to control associated costs. Based on our agreement with Tencent, we were
entitled to designate the relevant specifications and materials to produce the solicited advertisements.
Accordingly, we paid the service fees to Tencent in advance, the amount of which was determined, at
our discretion, on a cost-per-click (CPC) or cost-per-time (CPT) basis. With respect to Tencent’s
promotion services to us, we were able to launch, promote and sell our products and services on
certain platforms, including the self-owned platforms of Tencent and/or its affiliates and other
third-party platforms on which Tencent was authorized to operate or conduct relevant promotion
activities. Similarly, Tencent charged us service fees on the basis of CPC, CPT or cost-per-download
(CPD).

In addition, pursuant to our agreements with Tencent with regard to its payment services, readers
were allowed to make online payment for our literary content or services through Tencent’s individual
payment channels on both mobile and PC or directly on Tencent’s payment interface embedded on
certain of our mobile apps and websites agreed by Tencent. Tencent charged us service fees based on
a percentage of the total amount of payment made by readers through Tencent’s payment channels or
interface.

Tencent also serves as an independent service provider in providing cloud-based information
storage space and related technical support services for the various cloud-based systems needed by our
products and services, and has not been involved in any development or operations of our products and
services or is entitled to edit or change any code or data of ours. We pay Tencent the service fees for
its cloud services and other technical services on a monthly basis in the amount equivalent to the costs
incurred by Tencent in providing those services plus a percentage of the costs. Furthermore, during
the Track Record Period, we purchased virtual currencies from Tencent through Tencent’s online
system and used Tencent’s virtual currencies to market and promote our products and services. For
example, we offered limited-time-only prizes in the form of such virtual currencies to certain new
users of our platform to promote user engagement. We were prohibited from selling the virtual
currency to any other online game companies or Internet companies or using the virtual currency to
carry out any promotion activities we planned without the prior approval from Tencent.

With respect to user data we collect from our own platform and the user data generated from our
self-operated channels on Tencent products, we utilize such data for the purpose of our business
operation. For example, we analyze the behaviors and profiles of individual users based on user data
collected, and we accordingly recommend different literary content to them to create a personalized
reading experience. We utilize user data for our internal business purposes and we currently do not
have plans to sell or market such data to third parties.

Third-party Distribution Channels
Readers have access to our content through third-party platforms. We have established content
distribution partnerships with leading Internet and telecommunication companies in China. Our major

third-party distribution partners include Baidu, Sogou, JD.com and Xiaomi Duokan. These third-party
distribution channels complement our platform and self-operated channels, extending our user reach.
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Pursuant to our distribution agreements with third-party distribution channels, they are required
to display to their readers the source of the content that we provide and the relevant logo of our mobile
app or platform. Our literary content is typically displayed on the dedicated online literature channels
of our distribution partners’ online platforms. The terms of our distribution agreements with
third-party distribution channels typically range between one and three years. We generally enter into
longer term content distribution contracts with larger third-party online literature platforms that can
provide greater reader access. In addition to providing content, we also provide the software
development kit for mobile app development to certain smaller third-party distribution partners. We
have a dedicated team to monitor our third-party distribution platforms on an on-going basis. If we
discover any content displayed on their platforms or any conduct of our third-party distribution
platforms violates our agreed arrangements, we will notify the involved third-party distribution
partner and require it to immediately remove the inappropriate content and correct its misconduct. In
addition, we will have periodic meetings with our third-party distribution partners. During the
meetings, we will convey to each other any issues or concerns we may encounter in relation to the
distribution of our literary content on our partners’ platforms in order to ensure that the performance
of our third-party distribution partners are in compliance with our contractual arrangements.

Readers on our third-party distribution partners’ platforms pay such partners directly in order to
access premium literary content. Our partners then share a portion of such online reading revenues
with us pursuant to our distribution agreements. During the Track Record Period, the range of such
revenue sharing was between 20% and 60% of the online reading revenues received by the third-party
distribution partners. Our third-party content distribution partners typically settle payment with us on
a monthly basis or every three months.

Our Monetization Opportunities

Online Reading

Our primary business is paid online reading. We operate a freemium model for our content on
our products as well as on self-operated channels on Tencent products. Typically, we offer the
beginning chapters of a literary work for free and then charge RMBS5 cents per 1,000 Chinese
characters for the rest of the work. We believe the free content attracts readers and encourages them
to visit and explore our content library. The ability to pay for only the parts of the work that a reader
consumes eliminate a reader’s concern that he may not read the whole book, particularly given the
length of some of our works. We also offer monthly subscription packages for approximately between
RMBI10 to RMB18 per month; these packages allow readers unlimited access to a specific sub-set of
our content offerings and provides them with a discount of 20% on purchase of other premium content.
We also provide discounts for purchases of pre-bundled packages. Furthermore, we provide other
value added services such as the aforementioned social interactive features such as Rewards and Red
Packets. Registered readers may pay using credits paid for through a variety of Tencent payment
options, Alipay, UnionPay, electronic bank transfer or mobile top-up cards. We pay payment service
commissions to our online payment service providers, which are typically calculated as a percentage
of the transaction monetary volume handled by such providers. We have increased our usage of the
payment channels of Tencent primarily because of the increasing market popularity and the continued
improvement in the service quality of Tencent’s payment channels.
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The following table summarizes our key operating metrics during the Track Record Period.

For the six months

For the year ended December 31, ended June 30,
2014 2015 2016 2016 2017

Average MAUs on our

platform and self-operated

channels (average of MAUs 117.1 169.9 157.0 191.8

for each calendar month) .... N/A million million million million
Average MPUs on our

platform and self-operated

channels (average of MPUs 3.8 8.3 6.8 11.5

for each calendar month) .... N/A million million million million
Paying ratio™® ................cco.e N/A 3.3% 4.9% 4.4% 6.0%
Online reading revenue per

MPU® i, N/A  RMB205.6 RMB208.5 RMB90.6 RMBI122.8
Note:

(I)  Our operating data for 2014 does not include the operating data of Cloudary, which used a different methodology to track
its operating data and is impractical to conform with those of ours. Therefore, we believe it is inappropriate and
potentially distorting to disclose key operating data for 2014 as it does not facilitate investors’ understanding of our

business performance.
(2)  Paying ratio equals average MPU divided by average MAU for a certain period of time.

(3)  Online reading revenue on our platform and self-operated channels divided by average MPUs.

The increase in average online reading revenue per MPU between 2015 and 2016 and between
the six months ended June 30, 2016 and 2017 is primarily attributable to the improvement of our
content quality, the expansion of our genre scope and the enhancement of our user-friendly online
functionalities. We will continue to adopt this approach to attract users. We will seek to increase our
conversion ratio for paying users and average revenue per user through better content offerings and
enhanced user experience. With the successful execution of such approach, and our increasing
emphasis on mobile platform, we believe we are able to solidify our leadership position in the online
literature industry and our paying ratio will continue to increase along with the expected growth of
paying ratio across China’s online reading industry. According to Frost & Sullivan, the paying ratio
of online literature (in terms of the monthly average of the sum of paying users across all online
literature platforms in China as a percentage of the total active users on such platforms during a
period) is expected to increase from 4.1% in 2016 to 8.3% in 2020. The paying ratios of similar
industries such as online video, online games and online music in 2016 (in terms of the monthly
average of the sum of paying users across all platforms of a specified industry in China as a percentage
of the total active users on such platforms in 2016) were 8.1%, 13.6% and 4.0%, respectively. For
details on our specific strategies, see the section headed “Business — Our Strategies” in this
document. QQ Reading and gidian.com are our most important products. For QO Reading, among its
paying users in 2015, 52.6% were also paying users in 2016, and 27.9% were also paying users in the
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first half of 2017. Among QQ Reading’s paying users in 2016, 37.9% were also paying users in the
first half of 2017. For gidian.com, among its paying users in 2015, 44.9% were also paying users in
2016, and 35.5% were also paying users in the first half of 2017. Among gidian.com’s paying users
in 2016, 42.9% were also paying users in the first half of 2017.

Intellectual Property Operations

Intellectual property operations, where we intermediate the adaptation of our content into other
entertainment products, represent an important and growing revenue stream. Our financial and
operational involvement in subsequent adaptations of our content varies based on our assessment of
potential commercial returns and overall value to our brand reputation. Based on such assessment, we
typically either receive a fixed licensing fee upfront or a combination of a fixed licensing fee and
revenue or profit sharing from the end entertainment products, such as box office receipts, TV
distribution profits and online game revenues. We may also enter into co-investment or
co-development arrangements with content adaptation partners to capture more upside from our
intellectual property development.

Physical Books

We produce a sub-set of our online literary works offline in physical book formats. We operate

two leading private physical book companies in China.

° Tianjin Huawen Tianxia Book that is focused on producing books based on content in the
public domain, including a selection of classics, original and children materials; and

° Tianjin Zhongzhi Bowen Book that is focused on producing physical books based on
content in the public domain, including a selection of classics, social sciences and lifestyle
materials.

Both affiliates are licensed with copyrights to content published on our online platform.

Other Businesses

Leveraging our large and highly engaged user base, we monetize our internet traffic with our
online game operations. We publish games on our platform, including our mobile apps and our
websites. Under a joint operating arrangement, we jointly operate games with game developers and
publishers without paying license fees or incurring significant promotional expenses. We share user
payments with game developers. In addition to online game publishing, we also develop our own
online games adapted from popular literary titles on our platform. We outsource the production for our
online games to third-party contractors. We share a portion of the user payments with the third-party
production companies.

We provide online advertising services whereby we allow advertisers to place advertisements on
particular areas of our websites. Arrangements with advertising agencies, as the intermediaries, are
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structured to permit discretions over the use and sale of the advertising capacity to end advertisers.
We also generate advertising revenues from pay for-click services which enable advertisers’
promotional links to be displayed on particular areas of our platform where the links are relevant to
the subject and content of such areas.

We offer audio-books for our readers through the Ilrts.me website and mobile app, whereby
readers can pay to listen to our premium audio-book content.

INTELLECTUAL PROPERTY

Intellectual property is fundamental to our success and competitiveness. Under the relevant
licensing agreements, we purchase on an exclusive basis the copyright of the content published on our
platform either at fixed prices or pursuant to revenue-sharing arrangements, under which the writer
receives royalties based on sales and other forms of monetization of the writer’s work.
Revenue-sharing is the main method through which we license copyrighted content from our writers,
as we believe this provides greater incentive for continued creative effort. For literary works with
significant commercial potential, we tend to license their copyright at fixed prices in order to
maximum our monetary return. The scope of our license from the writers typically covers general
copyrights, including subsidiary rights, which allows us to sub-license the copyrighted content to our
content adaptation partners for adaptation into other media formats. We license specific copyrights
from the respective writers in less popular literary works, pursuant to which we have rights to publish
or monetize such content in a designated way. The term of our copyright license from writers is
typically for 20 years or longer. We do not own copyright to any content posted on our platform by
entry-level writers with whom we have not entered into licensing contracts.

In terms of adaptation, our license agreements with content adaptation partners allow them to
produce adapted works in a specific manner based on our literary content for a fixed period of time,
which typically ranges between two to ten years. For films and TV or web series, the licensing
agreements generally stipulate the deadline for the commencement of shooting. In terms of online
games, the agreements typically provide for the deadline for beta testing. After the expiration of the
license term, the agreements typically provide that the licensees can no longer make further
adaptations based on our copyrighted materials, or further operate the existing adapted works.

We rely on a combination of patent, copyright, trademark and trade secret laws and restrictions
on disclosure to protect our intellectual property rights. As of the Latest Practicable Date: (i) we had
registered three patents and applied for an additional six patents with the State Intellectual Property
Office of the PRC, registered or applied for a total of 2,880 trademarks with the SAIC, registered eight
works of art with the National Copyright Administration of the PRC, and registered nine major domain
names, including, among others, gidian.com and chuangshi.com; and (ii) had entered into agreements
with the Retained Tencent Group in relation to the transfer of three patent application rights (one of
the subject applications had expired as of the Latest Practicable Date) in the PRC (which we do not
consider to be material to our business) to us. Such transfer was in the process of being completed as
of the Latest Practicable Date, and as advised by our PRC Legal Advisor, there is no legal obstacle
for completing the aforesaid transfer. We will obtain a non-exclusive, perpetual, worldwide and
royalty-free license from our shareholder and strategic partner Tencent to use a host of its intellectual
property rights, including “QQ[#i# ” trademark. As advised by Tencent, the “QQ” element of the
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“QQE” trademark is associated with several of the most successful products ever launched by
Tencent and therefore is one of the most important intellectual properties owned by the Retained
Tencent Group. In accordance with the IP License Framework Agreement referred to in the section
headed “Connected Transactions” in this document, we will have the right to use the trademark on a
royalty-free basis for a perpetual term. We believe that the licensing arrangement does not in anyway
inhibit our operations. See the section headed “Relationship with our Controlling Shareholders” in this
document for details. Save for the trademarks “QQJiL”, “-2. =% ” and “& ” as disclosed in the
section headed “Statutory and General Information — B. Further Information About Our Business —
2. Intellectual Property Rights — (a) Trademarks — (v) Trademarks licensed by Tencent” in Appendix
IV of this document, all intellectual property rights that were owned by the Retained Tencent Group
and material to our operations have already been transferred to us. We require our employees to sign
an employment agreement which prohibits the unauthorized disclosure of our trade secrets,
confidential information and proprietary technologies subject to the terms and conditions of the
employment agreement, and we also require our employees to assign to us any invention related to our
business that they develop during the course of employment.

We devote significant efforts to the promotion of intellectual property awareness in China as well
as the protection of our rights through legal campaigns. We are the driving force behind the Copyright
League campaign in China, which is an industry-wide effort to promote the legal consumption of
copyrighted materials among Chinese consumers. We have also initiated a number of significant legal
challenges in Chinese courts against large Internet platforms that have harbored large quantities of
pirated materials, in many cases resulting in success.

SALES AND MARKETING

For user acquisition, we establish cooperative relationships with content distribution partners
and content adaptation partners primarily through the efforts of our business development team. Our
business development personnel maintain regular contact with our existing and potential partners to
better understand their needs. Our business development team also explores new sales opportunities
through other channels including industry forums and sales visits. We believe that our community base
has grown primarily through word-of-mouth referrals by virtue of the popularity of our literary
content. Our market position benefits significantly from our large user base and our strong brand
recognition throughout China. We market our platform and services mainly through popular search
engines, web navigation portals, and mobile app stores.

For brand image building, we employ a variety of traditional and Internet promotional activities
to build our brand as part of our overall marketing strategy. We focus on building awareness for our
Yue Wen and QQ Reading brands. For example, we co-organize regular large-scale campaigns with
popular media outlets including Hunan TV and Forbes Magazine to raise our brand awareness. We
jointly launched the China Original Literature Billboard Awards with Forbes Magazine, which has
become the authoritative ranking of original online literature in China. In tier-one Chinese cities, we
primarily deploy brand advertisements in subway stations, which witness tremendous amount of
foot-traffic on a daily basis. For small cities in China, our promotional efforts are focused on brand
advertisements placed on Internet TV platforms and social media campaigns. Furthermore, we also
leverage offline promotional events of our popular writers to raise our brand awareness.
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TECHNOLOGY

Automated Content Recommendation Algorithm

A key component of our user-centric strategy is our automated recommendation algorithm which
we have developed and continually enhance. Our sophisticated big data analytics capabilities enable
us to study the behaviors and profiles of individual users. We have a dedicated data analytics team of
engineers within our technology department. We can utilize such user intelligence data to predict
content that the user may have an interest in, associate and understand the relationship of content from
different writers, and facilitate interactions among readers and various elements on our platform. In
order to distribute our literary content in a manner that creates a personalized reading experience for
our users, we invite our users to set and adjust their reading preferences through their registered
accounts. As user’s reading behavior increases, our recommendation becomes more focused and
accurate. The level of curation and recommendation for a reader depends on the amount of data
available on that reader’s reading habits and preferences, including works read in the past as well as
search and browsing history on our products. Through our automated recommendation algorithm, we
can better curate content to attract users. Given the limited screen size of smart mobile devices, our
automated content recommendation algorithm is increasingly crucial to creating a user-friendly
reading environment and the success of our literary platform.

INFRASTRUCTURE

Our network infrastructure is designed to satisfy the requirements of our operations, to support
the growth of our business and to ensure the reliability of our operations as well as the security of
information on our platform. We continue to develop our platform to offer readers an effortless and
seamless reading experience, and at the same time to enhance its reliability and scalability.

Our research and development efforts primarily focus on improving the user-friendliness of our
existing product offerings and designing new products for our users. Our research and development
expenses primarily comprise employee benefits expenses of our research and development personnel.
We incurred RMB23.2 million, RMB112.6 million, RMB187.0 million and RMB130.0 million in
research and development expenses in 2014, 2015, 2016 and the first half of 2017, respectively.

Cloud Services

We have contracted with Tencent Cloud for the use of its cloud services, including its computing,
storage, server and bandwidth offerings. The current cloud service agreement operates on an annual
auto-renewal basis, unless terminated by either us or Tencent Cloud within a certain period prior to
the renewable date. The next renewal date is May 31, 2018.

Stability
Our systems infrastructure is hosted in three redundant Tencent Cloud centers in three separate
cities in China. We have multiple layers of redundancy to ensure the reliability of our network. We

also have a working data redundancy model with comprehensive backups of our databases and our
development environment conducted every day.
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Data Security

Our network configuration is secured at multiple layers to isolate our databases from
unauthorized access and we use sophisticated security protocols for communication amongst our
mobile apps and websites. To prevent unauthorized access to our system, we utilize a system of
firewalls and also maintain a perimeter network to separate our external-facing services from our

internal systems.

We back-up our writer and user data on a daily basis in separate and various secured data back-up
systems to minimize the risk of user data loss or leakage. We also conduct frequent reviews of our
back-up systems to ensure that they function properly and are well maintained. We have also
implemented procedures such as regular system check, password policy, user authorization review and
approval and data back-up, as well as data recovery test, to safeguard our information assets and

ensure the proper management of our operational data.
COMPETITION

We compete primarily with other online literature websites and mobile apps in China, such as
Zong Heng and iReader, for best-selling writers, readers, editors as well as sub-licensing
opportunities. We compete primarily on the basis of the breadth and quality of literary content offered,
and editorial and promotional services provided to writers. We also compete for Internet users’ reading
time with content providers that focus exclusively on a specific genre of content featured by us as
well, including popular We Media (H ##%) accounts that focus on short articles related to literature,

history, anime or other genres that our library covers.

For the physical books business, we compete mainly with publishing companies in China. We
compete with these companies for writers, readers and sales channels.

Our competitors may compete with us in a variety of ways, including obtaining exclusive online,
digital or offline distribution rights for popular literary content, attracting writers with more favorable
contractual terms, conducting brand promotions and other marketing activities, adopting more
aggressive pricing policies, both in terms of content reading and sub-licensing to content adaptation
partners, and making acquisitions. We experience significant competition for highly skilled personnel,
including management, editors, engineers, designers and product managers. Our growth depends in

part on our ability to retain our existing personnel and add additional highly skilled employees.
CUSTOMERS

Our customers primarily include readers on our products and self-operated channels, as well as
Internet readers who access our content through third-party distribution channels, who purchase our
premium content or virtual items. To a lesser extent, our customers include content adaptation partners
who license our intellectual property for adaptations, purchasers of our physical books and adjacent
merchandise, our online game readers and our advertising customers.
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We have a broad base of customers, and we do not believe we have customer concentration risks.
Our top five customers accounted for less than 30% of our total revenues for each of the years ended
December 31, 2014, 2015, 2016 and the six months ended June 30, 2017.

SUPPLIERS

Our suppliers primarily include writers who create content on our platform or from whom we
otherwise source materials for publication. To a lesser extent, our suppliers also include (i) content
distribution partners, (ii) printers and binderies that produce physical books, (iii) delivery companies
that ship and deliver the physical books, (iv) bandwidth and server custody providers, (v) online game
production companies to whom we outsource the production of online games, and (vi) online
animation production companies to whom we outsource the production of animated works. Our top
five suppliers accounted for less than 30% of our purchases for each of the years ended December 31,
2014, 2015, 2016 and for the six months ended June 30, 2017.

EMPLOYEES

As of June 30, 2017, we had 1,490 full-time employees, all of whom were based in China,
primarily at our headquarters in Shanghai, with the rest based in Beijing, Shenzhen and various other
cities in China. The following table sets forth the number of our employees by function as of June 30,
2017:

Number of

Function Employees % of Total
EdItOTS .ooviiiiiiiie 340 22.8
Platform operation and CuStOMer SErviCe ..........ccoveuurernrerneiineennnenn. 330 22.2
TeChnOlOZY ...cvniii i 340 22.8
Management, finance and administration.............ccoeveiviiiieineennan.. 300 20.1
Sales, business development and marketing...........ccoeeeveiniieniennnen. 180 12.1

Total ... 1,490 100.0

Our success depends on our ability to attract, retain and motivate qualified personnel. As part of
our retention strategy, we offer employees competitive salaries, performance-based cash bonuses and

other incentives.

We primarily recruit our employees through conversion of experienced writers into our editors,
recruitment agencies and online channels including social networking platforms. We have adopted a
training program, pursuant to which employees regularly receive training from management,
technology, regulatory and other internal speakers or external consultants. All our employees are
eligible to attend certain trainings and they may also attend external trainings upon their supervisors’
approvals.
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As required under PRC regulations, we participate in housing fund and various employee social
security plans that are organized by applicable local municipal and provincial governments, including
housing, pension, medical, work-related injury and unemployment benefit plans, under which we
make contributions at specified percentages of the salaries of our employees. We also purchase
commercial health and accidental insurance for our employees. Bonuses are generally discretionary
and based in part on employee performance and in part on the overall performance of our business.
We have granted and plan to continue to grant share-based incentive awards to our employees in the
future to incentivize their contributions to our growth and development.

None of our employees are currently represented by labor unions. We believe that we maintain
a good working relationship with our employees and we did not experience any significant labor
disputes or any difficulty in recruiting staff for our operations.

During the Track Record Period, we had engaged third-party human resources agencies to pay
social insurance premium and housing provident funds for some of our employees and engaged certain
dispatched employees. For details, see the section headed “Risk Factors — Risks Relating To Our
Business And Industry — Failure to pay the social insurance premium and housing provident funds
for and on behalf of our employees in accordance with the Labor Contract Law or comply with other
regulations of the PRC may have an adverse impact on our financial condition and results of
operations”.

According to the Labor Dispatch Provisions (with such term defined in the section headed “Risk
Factors — Risks Relating To Our Business And Industry — Failure to pay the social insurance
premium and housing provident funds for and on behalf of our employees in accordance with the
Labor Contract Law or comply with other regulations of the PRC may have an adverse impact on our
financial condition and results of operations” in this document), the number of dispatched employees
engaged by any company may not exceed 10% of the total number of its employees, including both
hired employees and dispatched employees. The Labor Dispatch Provisions further require any
employer who is not in compliance with such requirements to reduce the ratio of dispatched employees
to below 10% by March 1, 2016. As of the Latest Practicable Date, we had rectified the
non-compliance. During the Track Record Period and up to the Latest Practicable Date, we had not
been penalized by any competent government authorities.

INSURANCE

In line with general market practice, we do not maintain any business interruption insurance or
product liability insurance, which are not mandatory under PRC laws. We do not maintain keyman life
insurance, insurance policies covering damages to our network infrastructures or information
technology systems or any insurance policies for our properties. We also do not maintain insurance
policies against risks relating to the Contractual Arrangements. During the Track Record Period, we
did not make any material insurance claims in relation to our business.

PROPERTIES

As of the Latest Practicable Date, we operated our businesses through 12 leased properties in
Shanghai, Beijing, Suzhou, Wuhan and various other cities in China. Our leased properties in China

— 175 —



BUSINESS

serve as our offices. These properties are used for non-property activities as defined under Rule
5.01(2) of the Listing Rules and are principally used as office premises for our business operations.
We believe that there is sufficient supply of properties in China. Furthermore, even if we experience
temporary interruption to our usage of any of our leased office space, we believe that our employees
can continue to perform the material aspects of their duties remotely given that our offices do not carry
out any production, manufacturing or physical retail activities; and our offices in other locations can
adequately support the functioning of our business operations in areas where we experience temporary
office space interruptions through our technology infrastructure. Therefore, we do not rely on the
existing leases for our business operations, and we do not believe a contingency relocation plan is
required. Our servers and network facilities for providing services to our users are not kept in any of
our aforementioned leased properties. Our servers and network facilities for internal administrative
functions are kept in our leased properties. To minimize any potential disruption to our internal
administrative functions in the event we experience temporary interruption to our use of leased

properties, we place redundant core internal systems in two leased properties in Beijing and Shanghai.

As of June 30, 2017, our leased properties have a total gross floor area of approximately 49,600
square meters, and each leased property ranges from a gross floor area of approximately 380 square
meters to 12,108 square meters. The relevant lease agreements have lease expiration dates ranging
from July 11, 2017 to December 2, 2020.

As of the Latest Practicable Date, lessors of nine of our leased properties in China had not
provided us with valid title certificates, valid title certificates for commercial purpose or relevant
authorization documents evidencing their rights to lease the properties to us. As a result, these leases

may not be valid, and there are risks that we may not be able to continue to use such properties.

Pursuant to the applicable PRC laws and regulations, property lease contracts must be registered
with the local branch of the Ministry of Housing and Urban-Rural Development of the PRC. As of the
Latest Practicable Date, we had not obtained any lease registration for the 12 properties we leased in
China, primarily due to the difficulty of procuring our lessors’ cooperation to register such leases. The
registration of such leases will require the cooperation of our lessors. We will take all practicable and
reasonable steps to ensure that the unregistered leases are registered. Our PRC Legal Advisor has
advised us that the lack of registration of the lease contracts will not affect the validity of the lease
agreements under PRC laws, and has also advised us that a maximum penalty of RMB10,000 may be

imposed for non-registration of each lease. The estimated total maximum penalty is RMB120,000.

As of June 30, 2017, none of the properties held or leased by us had a carrying amount of 15%
or more of our consolidated total assets. Therefore, according to Chapter 5 of the Listing Rules and
section 6(2) of the Companies (Exemption of Companies and Prospectuses from Compliance with
Provisions) Notice (Cap. 32L of the Laws of Hong Kong), this document is exempted from compliance
with the requirements of section 342(1)(b) of the Companies (Winding Up and Miscellaneous
Provisions) Ordinance in relation to paragraph 34(2) of the Third Schedule to the Companies (Winding
Up and Miscellaneous Provisions) Ordinance which requires a valuation report with respect to all our
Group’s interests in land or buildings.

— 176 —



BUSINESS

HEALTH, SAFETY AND ENVIRONMENTAL MATTERS

We do not operate any production facilities. In addition, for our physical book production and
distribution business, we engage third parties to ship and deliver our books to bookstores and
wholesalers. Therefore, we are not subject to significant health, safety or environmental risks. To
ensure compliance with applicable laws and regulations, from time to time, our human resources
department would, if necessary and after consultation with our legal advisors, adjust our human
resources policies to accommodate material changes to relevant labor and safety laws and regulations.
During the Track Record Period and up to the Latest Practicable Date, we had not been subject to any
fines or other penalties due to non-compliance with health, safety or environmental regulations.

LEGAL PROCEEDINGS AND COMPLIANCE

We are involved in legal or other disputes in the ordinary course of our business. Most of the
legal proceedings involve intellectual property claims initiated by us to protect intellectual properties
owned by or licensed to us. The legal proceedings against us include claims brought by third-party
platforms and writers relating to intellectual property infringement.

In August 2017, Migu, a subsidiary of China Mobile, commenced legal proceedings against us
in Hangzhou Intermediate People’s Court in China for ceasing to update a number of literary products
on Migu’s reading platform in purported breach of contract. In 2015, we, through our Consolidated
Affiliated Entities, including Beijing Hongxiu, Shanghai Qiwen, Shanghai Xuanting and Xiaoxiang
College, started to cooperate with Migu by providing our literary products to Migu’s reading platform,
Migu Reading, subject to our rights to propose pricing and promotion and to receive timely notice of
proposed offerings of our literary products on Migu Reading. Pursuant to relevant contracts entered
into with Migu, we share a certain percentage of the revenue generated from our literary products
distributed on Migu Reading. Our revenue generated from the cooperation with Migu’s predecessor,
a subsidiary of China Mobile, in 2014, and Migu in subsequent periods, amounted to approximately
RMB7.2 million, RMB127.6 million, RMB85.4 million and RMB27.9 million and accounted for
approximately 1.5%, 7.9%, 3.3% and 1.4% of our revenue for the years ended December 31, 2014,
2015 and 2016 and the six months ended June 30, 2017, respectively.

In June 2017, Migu began to offer its subscribers unlimited access to all the products, including
our literary products, on Migu Reading with various subscription packages, in particular, RMB9.9 per
month and RMB98 per annum. We did not have the opportunity to review and propose pricing and
were not notified in advance of the proposed offerings. Migu’s unlimited-access subscription packages
include all of our premium literary titles that are largely charged by character count on our platform,
self-operated channels and other third-party distribution channels. We believe that Migu engaged in
unfair competition and disrupted our pricing and distribution strategy, therefore bringing irreparable
harm to our business interests. In the same month, we requested that Migu discontinue offering its
promotional subscription packages by excluding our literary products, but did not receive any positive
response. We subsequently ceased to update a number of literary products to Migu, while those
completed literary products were still available on Migu Reading as of the Latest Practicable Date. We
received statements of claims against Beijing Hongxiu and Shanghai Qiwen demanding damages in the
amount of approximately RMB243 million, and based on publicly available information, we expect to
receive statements of claims against Shanghai Xuanting and Xiaoxiang College demanding damages
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in the amount of approximately RMB362 million. In these statements and potential statements of
claims, Migu demanded damages in the aggregate amount of approximately RMB605 million and
specific performance that we resume updating our literary products on Migu Reading. Based on the
legal advice of Co-effort, we believe that Migu’s claims are without merit and we intend to defend

ourselves vigorously.

As advised by Co-effort, Migu’s certain promotional activities and business cooperation with
other third parties may constitute a prior breach of contracts. We believe our decision to cease
updating our literary products will likely be regarded as a legitimate action to minimize loss and is
a result of the facts, among others, that Migu engaged in unfair competition by offering some of our
products to its subscribers at substantially lower rates than the prevailing market rates, and that Migu
exceeded the scope of our authorization in using our literary products. As further advised by Co-effort,
in the event that the court supports all or parts of Migu’s claim, the possible damages that Migu would
be awarded shall be limited to covering the reasonably foreseeable losses incurred as a direct result
of the alleged breach of contract by us and the claimed damage amount shall be substantiated by
sufficient evidence. Considering that (i) our historical revenue generated from our cooperation with
Migu, pursuant to the relevant contracts between us and Migu, was significantly less than RMB605
million and (ii) one of the relevant contracts with Migu has already expired on September 30, 2017
and the remaining contracts will expire between November 30, 2017 and June 30, 2018, Co-effort is
of the view that the aggregate amount of damages of approximately RMB605 million claimed by Migu
is out of proportion and unreasonable and the likelihood for Migu to be awarded such amount by a

PRC court is remote.

Having considered (i) the legal advice from Co-effort; (ii) the facts of these legal proceedings
and evidence currently presented by Migu; (iii) the merits of Migu’s claim and the reasonableness of
the damages claimed by Migu; and (iv) our historical revenue generated from the cooperation with
Migu and the limited impact on our business in the event that we sever our business relationship with
Migu and China Mobile, we believe that the above litigation will not cause any material adverse effect

on our business, financial condition and result of operations.

On October 19, 2017 we were notified that Ms. Zhang Baohua had filed legal proceedings with
the District Court in Haidian, Beijing, on October 16, 2017 to enforce her rights under the IA as
described in the section headed “History, Reorganization and Corporate Structure — Tianjin Under
Banyan Information Technology Co., Ltd.” in this document. Upon becoming aware of these
proceedings, we consulted with our PRC Legal Advisor who continues to be of the view that, on the
proper construction of the IA, the likelihood that the PRC courts would construe the IA to extend to
the Listing and for Ms. Zhang Baohua to have a successful cause of action directly against us to take
part in the Listing using her 49% equity interest in Tianjin Under Banyan is remote given that: (a) our
Company is not a party to and is therefore not bound by the IA; (b) the shareholders of our Company
are not parties to the IA; (c¢) it is unlikely that a PRC court will issue an order that the shareholding
of Ms. Zhang Baohua be replaced by shares of our Company as it is a company incorporated in the
Cayman Islands; and (d) there is a lack of operative terms in the IA to execute any purported tag-along

rights set out in the A (such as the form, approach, price and procedure) relating to the Listing.
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Furthermore, following consultation with our PRC Legal Advisor, we are of the view that
irrespective of the level of damages claimed by Ms. Zhang Baohua or the outcome of the legal
proceedings (or any associated legal proceedings), they will not have a material effect on our business,
financial condition or results of operations for the following reasons:

° the IA does not specify the ramifications of Shanghai Hongwen not obtaining Ms. Zhang
Baohua’s consent for any listing or reorganization activities. On the contrary, clause 10.1
of the IA specifies that the remedy for any breach of the terms of the IA is the payment of
damages for losses incurred;

° Tianjin Under Banyan’s contribution to the Group, both from a business perspective and a
financial perspective, is immaterial. For the year ended December 31, 2016 and the six
months ended June 30, 2017, Tianjin Under Banyan was loss-making and contributed less
than 0.1% and 0.1% of our revenues, respectively. As at June 30, 2017, Tianjin Under
Banyan’s assets represented less than 0.1% of our Group’s total assets. Furthermore, as
disclosed in the section headed “Financial Information — Discussion of Certain Key
Balance Sheet Items — Intangible Assets” in this document, we have incurred impairment
losses on intangible assets in recent years due to the deteriorating performance of Tianjin
Under Banyan;

° in light of its immaterial contribution to the Group and deteriorating financial performance,
if the Haidian District Court was to determine that Tianjin Under Banyan should be
excluded from our Group, the restructuring of Tianjin Under Banyan out of our Group
would have no material adverse impact on us, our business or our financial position;

° on the other hand, if the Haidian District Court was to determine that we were required to
pay monetary damages to Ms. Zhang Baohua, such damages would mainly be based on an
assessment of the actual damage incurred by Ms. Zhang Baohua, which would in turn
primarily depend on the valuation of Tianjin Under Banyan at the time of its acquisition by
us, the contribution of Tianjin Under Banyan to our Group, and the current valuation of
Tianjin Under Banyan. We invested only approximately RMB7 million to acquire a 51%
equity interest in Tianjin Under Banyan. As such, in light of the immateriality of both the
then valuation of Tianjin Under Banyan and its contribution to our Group, any monetary
damages payable by us to Ms. Zhang Baohua would have no material adverse impact on us
or our financial position.

To the best of our knowledge, we are not aware that Ms. Zhang Baohua has filed or intends to
file any other proceedings in relation to the IA, but cannot assure you that she will not do so. Based
on the legal advice from our PRC Legal Advisor, we believe that the legal proceedings commenced
by Ms. Zhang Baohua with respect to the swapping of her equity interests in Tianjin Under Bayan with
shares of our Company as well as her claim for significant damages are without merit and we intend
to vigorously defend them.

During the Track Record Period and up to the Latest Practicable Date, we had not been involved
in any actual or pending legal, arbitration or administrative proceedings (including any bankruptcy or
receivership proceedings) that we believe would have a material adverse effect on our business, results
of operations, financial condition or reputation and compliance. We have not incurred legal costs and
expenses in connection with such proceedings that are significant in the context of our overall
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operating results. The Office of the National Working Group for Crackdown on Pornographic and
Illegal Publications launched an overall industry investigations in the PRC since August 2017 on
pornographic and obscene online literary content, and such investigations involve certain websites
operated by us. However, as of the Latest Practicable Date, we had not been subject to any material
administrative actions or penalties arising from such investigations. For details on the measures taken
by us to deal with allegations to us relating to distribution of pornographic content and to ensure that
our literary works do not contain any obscene or pornographic content, see “ — Our Content Library
— Content Screening and Monitoring” in this document.

We are subject to regulations and inspections by the relevant PRC regulatory authorities,
primarily including the SAIC, MOFCOM, MIIT, GAPPRFT, the Ministry of Culture, the CAC and
their respective local offices. These inspections have previously resulted in findings of
non-compliance incidents and the incurrence of certain penalties. Although such incidents and
penalties did not have any material adverse effect on our business, financial condition and results of
operations, we have implemented remedial and precautionary measures to prevent the reoccurrence of
such incidents.

RISK MANAGEMENT AND INTERNAL CONTROL

We have devoted ourselves to establishing and maintaining risk management and internal control
systems consisting of policies and procedures that we consider to be appropriate for our business
operations, and we are dedicated to continuously improving these systems.

We have adopted and implemented comprehensive risk management policies in various aspects
of our business operations such as financial reporting, information system, internal control, human
resources and investment management.

Financial Reporting Risk Management

We have in place a set of accounting policies in connection with our financial reporting risk
management, such as financial report management policies, budget management policies, financial
statements preparation policies and financial department and staff management policies. We have
various procedures in place to implement accounting policies, and our financial department reviews
our management accounts based on such procedures. We also provide regular training to our financial
department staff to ensure that they understand our accounting policies.

As of June 30, 2017, our finance department consisted of 39 employees. It is headed by our vice
president of finance, who has more than eight years of experience in financial reporting.

Information System Risk Management

Sufficient maintenance, storage and protection of user data and other related information is
critical to our success. We have implemented relevant internal procedures and controls to ensure that
user data is protected and that leakage and loss of such data is avoided. During the Track Record
Period and up to the Latest Practicable Date, we did not experience any material information leakage
or loss of user data.
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As of June 30, 2017, our IT operation and maintenance department consisted of over 300
employees. It is responsible for ensuring that the usage, maintenance and protection of user data are
in compliance with our internal rules and the applicable laws and regulations. The head of our
information technology department has over 15 years of experience in the area. We provide regular
trainings to our information technology team and discuss any issues or necessary updates.

Compliance Risk Management

We have designed and adopted strict internal procedures to ensure the compliance of our business
operations with the relevant rules and regulations.

In accordance with these procedures, our in-house legal department, which consists of 15
employees, performs the basic function of reviewing and updating the form of contracts we enter into
with our readers, distribution channels and suppliers. Our legal department examines the contract
terms and reviews all relevant documents for our business operations, including licenses and permits
obtained by the counterparties to perform their obligations our business contracts and all the necessary
underlying due diligence materials, before we enter into any contract or business arrangements.

We also have in place detailed internal procedures to ensure that our in-house legal department
reviews our products and services, including upgrades to existing products, for regulatory compliance
before they are made available to the general public. Our in-house legal department is responsible for
obtaining any requisite governmental pre-approvals or consents, including preparing and submitting
all necessary documents for filing with relevant government authorities within the prescribed
regulatory timelines.

We have a dedicated team of five employees within our in-house legal team responsible for
ensuring the compliance of our online games operations with the relevant rules and regulations,
including but not limited to the Internet Cafés Notice and the Virtual Currency Notice. We carefully
monitor virtual currency transactions, including issuance, purchase and trading, on our platform. We
also strictly prohibit any resale of virtual currency on our platform, as well as any lottery-base
activities on our platform whereby virtual items or virtual currency are given out in exchange for
players’ cash or virtual money.

We continually review the implementation of our risk management policies and measures to
ensure our policies and implementation are effective and sufficient.

Human Resources Risk Management

We provide regular and specialized training tailored to the needs of our employees in different
departments. We have a training center which regularly organizes internal training sessions conducted
by senior employees or outside consultants on topics of interest that employees can vote on. The
training center, run by senior management members, schedules regular trainings, reviews the content
of the trainings, follows up with employees to evaluate the impact of such training and rewards
lecturers for positive feedback. Through these trainings, we ensure that our staff’s skill sets remain
up-to-date and enable them to discover and meet our customers’ needs.
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We have in place an employee handbook approved by our management and distributed to all our
employees, which contains internal rules and guidelines regarding best commercial practice, work
ethics, fraud prevention mechanism, negligence and corruption. We provide employees with regular
trainings and resources to explain the guidelines contained in the employee handbook.

We also have in place an Anti-Corruption Policy to safeguard against any corruption within our
Company. The policy explains potential corruption conducts and our anti-corruption measures. We
make our internal reporting channel open and available for our staff to report any corruption acts, and
our staff can also make anonymous reports to our internal audit department. Our internal audit
department is responsible for investigating the reported incidents and taking appropriate measures.

Investment Risk Management and Treasury Policy

Our investment strategy is to invest in or acquire businesses that are complementary to our
business, such as businesses that can expand our content creation, sourcing, distribution and
adaptation capabilities and strengthen our technological cap