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IMPORTANT

IMPORTANT: If you are in any doubt about any of the contents of this prospectus, you should obtain
independent professional advice.
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7Road Holdings Limited

FEREZERERAE
(Incorporated in the Cayman Islands with limited liability)

Global Offering

Total number of Offer Shares under the : 666,680,000 Shares (subject to the Over-
Global Offering allotment Option and adjustment)
Number of Hong Kong Public Offer Shares 66,668,000 Shares (subject to adjustment)
Number of International Offer Shares 600,012,000 Shares (subject to the Over-
allotment Option and adjustment)
Offer Price : Not more than HK$2.22 per Share and
expected to be not less than HK$1.50 per
Share, plus brokerage of 1%, SFC
transaction levy of 0.0027% and Hong
Kong Stock Exchange trading fee of
0.005% (payable in full on application
and subject to refund on final pricing)

Nominal value : US$0.000005 per Share
Stock code : 797
Joint Sponsors
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Hong Kong Exchanges and Clearing Limited, The Stock Exchange of Hong Kong Limited and Hong Kong Securities Clearing Company
Limited take no responsibility for the contents of this prospectus, make no representation as to its accuracy or completeness and expressly
disclaim any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this
prospectus. A copy of this prospectus, having attached thereto the documents specified in “Documents Delivered to the Registrar of
Companies and Available for Inspection” in Appendix V to this prospectus, has been registered by the Registrar of Companies in Hong Kong
as required by section 342C of the Companies (Winding Up and Miscellaneous Provisions) Ordinance. The Securities and Futures
Commission of Hong Kong and the Registrar of Companies in Hong Kong take no responsibility for the contents of this prospectus.

The Offer Price is expected to be fixed by agreement between the Joint Global Coordinators, on behalf of the Underwriters, and our
Company on or before Wednesday, July 11, 2018 or such later time as may be agreed between the parties, but in any event, no later than
Monday, July 16, 2018. If, for any reason, the Joint Global Coordinators, on behalf of the Underwriters, and our Company are unable to
reach an agreement on the Offer Price by Monday, July 16, 2018, the Global Offering will not become unconditional and will lapse
immediately. The Offer Price will be not more than HK$2.22 per Share and is expected to be not less than HK$1.50 per Share although
the Joint Global Coordinators, on behalf of the Underwriters, and our Company may agree to a lower price. The Joint Global
Coordinators, on behalf of the Underwriters, may, with the consent of our Company, reduce the indicative Offer Price range below that
stated in this prospectus (being HK$1.50 per Share to HK$2.22 per Share) at any time on or prior to the morning of the last date for
lodging applications under the Hong Kong Public Offering. In such a case, notices of the reduction in the number of Hong Kong Public
Offer Shares and/or the indicative Offer Price range will be published in the South China Morning Post (in English) and the Hong Kong
Economic Journal (in Chinese) and on the websites of the Stock Exchange at www.hkexnews.hk and our Company at www.7road.com
as soon as practicable but in any event not later than the morning of the day which is the latest day for lodging applications under the
Hong Kong Public Offering. For further information, see the sections headed “Structure and Conditions of the Global Offering” and
“How to Apply for Hong Kong Public Offer Shares” in this prospectus.

Prior to making an investment decision, prospective investors should carefully consider all of the information set out in this prospectus,
and in particular, the risk factors set out in the section headed “Risk Factors.”

Pursuant to the termination provisions contained in the Hong Kong Underwriting Agreement in respect of the Hong Kong Public Offer
Shares, the Joint Global Coordinators, on behalf of the Hong Kong Underwriters, have the right in certain circumstances, in their
absolute discretion, to terminate the obligation of the Hong Kong Underwriters pursuant to the Hong Kong Underwriting Agreement at
any time prior to 8:00 a.m. on the Listing Date. Further details of the terms of the termination provisions are set out in the section
headed “Underwriting — Underwriting Arrangements and Expenses — Hong Kong Public Offering — Grounds for Termination.” 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 laws 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. The Offer Shares may be
offered, sold or delivered outside of the United States in offshore transactions in accordance with Regulation S under the U.S. Securities Act.

June 29, 2018



EXPECTED TIMETABLE®

Hong Kong Public Offering commences and WHITE and
YELLOW Application Forms available from ...............

Latest time to complete electronic applications under the
White Form eIPO service through the designated website at
www.eipo.com.hk® ... .. . .o

Application lists for the Hong Kong Public Offering open® . .. ...

Latest time for lodging WHITE and YELLOW Application
Forms and giving electronic application instructions to
HKSCC®

Latest time to complete payment of White Form eIPO
applications by effecting internet banking transfer(s) or
PPS payment transfer(s) ........... ... .. .. . ..

Application lists close® . ... ... ... .. ..

Expected Price Determination Date® .. ......................

Announcement of the Offer Price, the level of applications in the
Hong Kong Public Offering, the level of indications of interest
in the International Offering and the basis of allocation of the
Hong Kong Public Offer Shares to be published in the South
China Morning Post (in English) and the Hong Kong Economic
Journal (in Chinese) and on the websites of the Stock Exchange
at www.hkexnews.hk and our Company at www.7road.com on
orbefore® ... . ..

Results of allocations in the Hong Kong Public Offering (with
successful applicants’ identification document numbers, where
appropriate) to be available through a variety of channels. (See
the section headed “How to Apply for Hong Kong Public Offer
Shares — 11. Publication of Results”) from .................

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

Share certificates (if applicable) in respect of wholly or partially
successful applications to be despatched on or before .........

White Form e-Refund payment instructions/Refund checks in
respect of wholly successful (if applicable) or wholly or partially
unsuccessful applications to be despatched on or before(”

Dealings in Shares on the Stock Exchange to commence at
9:00 @M. ON . ..ottt

9:00 a.m. on Friday,
June 29, 2018

11:30 a.m. on Wednesday,
July 11,2018

11:45 a.m. on Wednesday,
July 11,2018

12:00 noon on Wednesday,
July 11, 2018

12:00 noon on Wednesday,
July 11, 2018

12:00 noon on Wednesday,
July 11, 2018

Wednesday, July 11, 2018

Tuesday, July 17, 2018

Tuesday, July 17,2018

Tuesday, July 17, 2018

Tuesday, July 17, 2018

Tuesday, July 17,2018

Wednesday, July 18, 2018
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All times refer to Hong Kong local time. Details of the structure of the Global Offering, including its conditions, are set
out in the section headed “Structure and Conditions of the Global Offering.”

You will not be permitted to submit your application through the designated website at www.eipo.com.hk after 11:30
a.m. on the last day for submitting applications. If you have already submitted your application and obtained an
application reference number from the designated website prior to 11:30 a.m., you will be permitted to continue the
application process (by completing payment of application monies) until 12:00 noon on the last day for submitting
applications, when the application lists close.

If there is a tropical cyclone warning signal number 8 or above or a “black” rainstorm warning signal in force in Hong
Kong at any time between 9:00 a.m. and 12:00 noon on Wednesday, July 11, 2018, the application lists will not open
on that day. Further information is set out in the section headed “How to Apply for Hong Kong Public Offer Shares —
Effect of bad weather on the opening of the application lists.”

Applicants who apply for Hong Kong Public Offer Shares by giving electronic application instructions to HKSCC
should refer to the section headed “How to Apply for Hong Kong Public Offer Shares — 6. Applying by giving
electronic application instructions to HKSCC via CCASS” for details.

The Offer Price is expected to be determined by Wednesday, July 11, 2018, but in any event, the expected time for
determination of the Offer Price will not be later than Monday, July 16, 2018. If, for any reason, the Offer Price is not
agreed between the Joint Global Coordinators, on behalf of the Underwriters, and our Company by Monday, July 16,
2018, the Global Offering will not proceed.

If the Offer Price is determined on Wednesday, July 11, 2018, the announcement of the Offer Price, the level of
applications in the Hong Kong Public Offering, the level of indications of interest in the International Offering and the
basis of allocation of the Hong Kong Public Offer Shares and the successful applicants’ identification document
numbers will be published on or before Tuesday, July 17, 2018.

Applicants who apply for 1,000,000 Hong Kong Public Offer Shares or more under the Hong Kong Public Offering
and have indicated on their Application Forms that they wish to collect any refund check(s) (if applicable) and/or Share
certificate(s) (if applicable) in person from our Hong Kong Share Registrar, Computershare Hong Kong Investor
Services Limited, at Shops 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong,
may do so in person from 9:00 a.m. to 1:00 p.m. on Tuesday, July 17, 2018. Applicants being individuals who are
applying for 1,000,000 Hong Kong Public Offer Shares or more and are eligible for personal collection must not
authorize any other person to make collection on their behalf. Applicants being corporations who are applying for
1,000,000 Hong Kong Public Offer Shares or more and are eligible for personal collection must attend by their
authorized representatives bearing letters of authorization from their corporations stamped with the corporations’ chop.
Identification and (where applicable) authorization documents acceptable to our Hong Kong Share Registrar,
Computershare Hong Kong Investor Services Limited at Shops 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s
Road East, Wanchai, Hong Kong, must be produced at the time of collection. Uncollected Share certificates and refund
checks will be despatched by ordinary post at the applicants’ own risk to the addresses specified on the relevant
Application Forms. Further details are set out in the paragraphs headed “13. Refund of your application monies™ in the
section headed “How to apply for Hong Kong Public Offer Shares”.

Share certificates for the Hong Kong Public Offer Shares are expected to be issued on

Tuesday, July 17, 2018, but will only become valid certificates of title at 8:00 a.m. on the
Listing Date, provided that (1) the Global Offering has become unconditional in all respects
and (2) the right of termination as described in the section headed “Underwriting —
Underwriting Arrangements and Expenses — Hong Kong Public Offering — Grounds for
Termination” has not been exercised. 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 at their own risk.

For details of the structure of the Global Offering, including the conditions thereof,

please refer to the section headed “Structure and Conditions of the Global Offering.”

— 11—
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This prospectus is issued by our Company solely in connection with the
Hong Kong Public Offering and the Hong Kong Public Offer Shares and does not
constitute an offer to sell or a solicitation of an offer to buy any security other than
the Hong Kong Public Offer Shares. This prospectus may not be used for the purpose
of, and does not constitute, an offer or invitation in any other jurisdiction or in any
other circumstances. No action has been taken to permit a public offering of the Offer
Shares or the distribution of this prospectus in any jurisdiction other than Hong Kong.

You should rely only on the information contained in this prospectus and the
Application Forms to make your investment decision. Our Company has not
authorized anyone to provide you with information that is different from what is
contained in this prospectus. Any information or representation not made in this
prospectus or the Application Forms must not be relied on by you as having been
authorized by our Company, the Joint Sponsors, the Joint Global Coordinators, any of
the Underwriters, any of our or their respective directors, officers, representatives, or
affiliates, or any other person or party involved in the Global Offering. Information
contained in our website, located at www.7road.com, does not form part of this
prospectus.
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SUMMARY

This summary aims to give you an overview of the information contained in this
prospectus and should be read in conjunction with the full text of this prospectus. Since
this is a summary, it does not contain all the information that may be important to you.
You should read the whole prospectus, including our financial statements and the
accompanying notes, before you decide to invest in the Offer Shares.

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

OVERVIEW

We are a leading online game developer and operator in China with a global reach. We are
committed to bringing quality gameplay experience in various game formats to our users. Since
our inception in 2008, we have engaged in the development, operation and licensing of a
number of popular online games such as DDTank (###4) and Wartune (#/ffj). We are the top
web game developer in terms of revenue generated from proprietary web games in 2017 among
China-based web games developers, according to the iResearch Report, and derive a sizable
portion of our revenue from the overseas markets. As of the Latest Practicable Date, our games
had been published in more than 100 countries and regions. In recent years, we have
strategically expanded our business focuses to develop mobile games and H5 games, which are
increasingly popular among the users. Leveraging our strong game development capabilities
and our hit game titles, we have assembled valuable IP assets with great monetization potential.
As of the Latest Practicable Date, we had launched 15 proprietary games, including 12 web
games, two mobile games and one H5 game, and had also built a robust pipeline of (1) 10
online games, including seven proprietary games and three licensed games, targeted for launch
in 2018, and (2) four online games, including three proprietary games and one licensed game,
targeted for launch in 2019.

OUR GAMES

We have a large portfolio of online games, including both proprietary and licensed games
in diverse genres that are fun and easy to play. We may also license the IP rights of our
proprietary games to third-party game developers or publishers. Apart from the games in web
or mobile formats, we are also dedicated to keeping ourselves abreast of the emerging and
cutting-edge Internet technologies. We have launched one HS5 game in April 2018 and are
currently in the process of developing four more H5 games with famous IPs targeted for launch
by the end of 2018, which allow users to play in browsers without installing the game
applications on PCs and mobile devices. A significant amount of our revenue was generated
from DDTank and Wartune during the Track Record Period.
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The following table sets out certain information of our online games in terms of revenue during the
Track Record Period.

Year ended December 31,

2015 2016 2017
Lifecycle
% of % of % of stage as of Self-
our our our Initial  the Latest  Publishing/
total total total Launch Practicable Third-party
Revenue revenue Revenue revenue Revenue revenue Source Date Date Publishing
(RMB in thousands except for percentages)
Web games
DDTank 52,757 14.1% 48,815 12.3% 46,116 10.4% Proprietary March Stable Self-publishing
2009 stage in the PRC and
third-party
publishing
overseas
Wartune 250,027 66.6% 161,283 40.0% 105,546 23.7% Proprietary November  Stable Self-publishing
2011 stage in the PRC and
third-party
publishing
overseas
Others 30,984  82% 26379 6.5% 17413  38% - - - -
Mobile games
DDTank - - - — 154,327 34.7% Proprietary April Growth  Third party
2017 stage publishing
Wartune Heroes - — 38344 9.5% 62,638 14.0% Proprietary July 2016 ~ Outof  Self-publishing
operation
World of Wartune 10,934 29% 70,726 17.5% 2,181 0.5% Licensed November Outof  Third party
2015 operation publishing
Others - - - - 708  02% - - - -
Total 344,702  91.8% 345,547 85.8% 388,929 87.3%
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The following table sets forth certain key information relating to our games that are currently in
operation in reverse chronological order.

Lifecycle
Stage as of
the Latest
Initial Launch Practicable
Title Form Genre Date Language Versions Source Date
1. Desperate to Survive (X Web game  Shooting May 2018 Simplified Chinese Licensed Growth
RERRE) Stage
2. Demi-Gods and Semi- ~ Mobile game SRPG/ARPG April 2018 Traditional Chinese Licensed Growth
Devils (mobile) (K #E Stage
B FHE)
3. Wartune H5 (WillH5)  HS5 game SRPG April 2018 Simplified Chinese Proprietary  Growth
Stage
4. Island Story — Let’s Mobile game Casual January 2018  Simplified Chinese Licensed Growth
Boom! (£R&F) Stage
5. Mythic Glory (#1#) Web game  SRPG January 2018 English Proprietary  Growth
Stage
6. DDTank (mobile) (#4# Mobile game Casual April 2017 Simplified Chinese, Proprietary  Growth
5 (FHE) ) Traditional Chinese, Stage
English, Vietnamese
7. Crouching Tiger (Bl  Mobile game SRPG January 2017  Traditional Chinese Licensed Stable
%) and web Stage
game
8. True Demi-Gods and Web game  SRPG April 2015 Simplified Chinese Proprietary Late
Semi-Devils (EXHE Stage
)
9. Demi-Gods and Semi- ~ Web game ~ SRPG/ARPG January 2015  Simplified Chinese, Proprietary Late
Devils (KHE/EH)D Traditional Chinese, Stage
Vietnamese
10. Wartune (#h) Web game  SRPG November 2011 Russian, Japanese, Proprietary ~ Stable
Korean, German, Stage
French, Italian,
Indonesian, Thai,
English, Arabic,
Portuguese, Dutch,
Swedish, Turkish,
Spanish, Polish,
Greek, Traditional
Chinese, Simplified
Chinese,
Vietnamese
11. DDTank (##%) Web game  Casual March 2009 Thai, Russian, Proprietary ~ Stable
Simplified Chinese, Stage
English,
Vietnamese,

M

Portuguese, Turkish,
Traditional Chinese,
Spanish

This game was initially launched in China in January 2015 under the name The Legend of Qiao (i#1#1%), which was published

to the overseas markets under the name Demi-Gods and Semi-Devils (X #E/\#) since September 2015.
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The following table sets out certain information of our games in pipeline expected to be
launched in 2018 and 2019.

Estimated Language
Title® Genre Source Launch Time Version Features/Theme
Mobile games
1. Wartune 3D (mobile) (##1j3D(F4##) SRPG Proprietary 2nd half of 2018 English ~ Mobile remake of our
web game Wartune
published in
overseas markets
only
2. Billionaires (K &5%) Simulation Proprietary 2nd half of 2018 Simplified Simulation of
Chinese commercial trading
and company
operation
3. The Cat (/MEX) Casual Proprietary 2nd half of 2018 Simplified Adapted from popular
Chinese memes
4. ProjectS SRPG Proprietary 2nd half of 2018 Simplified Theme on a fantasy-
Chinese based storyline set
in Europe during the
Middle Ages
5. Project N Casual Proprietary 2nd half of 2018 Simplified Fantasy-based game
Chinese with a romantic
storyline targeting
female users
6. Project XX SRPG Proprietary 1st halfof 2019  Simplified Fantasy theme with a
Chinese storyline based on
Wartune
7. Luna (mobile) Casual Licensed  Isthalfof2019 English Theme on the
adventures in a
fantasy land
8. Wartune (Mobile) (#111( F77)) SRPG Proprietary 2nd half of 2019 Simplified Mobile remake of our
Chinese web game Wartune
published in the
PRC market only
9. DDTank II (mobile) (###11 (F4%) Casual Proprietary 2nd half of 2019 Simplified Sequel of our mobile
Chinese game DDTank
(mobile)
HS games
10.  McDull Adventures H5 (#9575 A F  Casual Licensed st half of Simplified Adapted from popular
BEHS5) 2018@ Chinese cartoon IPs
11.  King of Fighters H5 Arcade Proprietary 2nd half of 2018 Simplified Based on popular IP
(F5H5) Chinese from SNK
12.  DDTank Adventures H5 (## 42 A F  Casual Proprietary 2nd half of Simplified HS5 remake of our
FEHS5) 2018 Chinese, mobile game
English DDTank (mobile)
13.  Demi-Gods and Semi-Devils H5 (X SRPG/ARPG Licensed  2nd half of 2018 Simplified Adapted from a
HEHS) Chinese Chinese Wuxia story
‘Web game
14.  Demi-Gods and Semi-Devils 3D (X# SRPG/ARPG Licensed  2nd half of 2018 Simplified Adapted from a
\iE3D) Chinese Chinese Wuxia story

(1) The titles of certain games in pipeline have not been determined yet and the titles listed in the above table are subject to change
before launch.

2) At external beta testing stage.
COMPETITIVE STRENGTHS

We believe that the following strengths of our Company differentiates us from our
competitors and help us compete effectively in the industry: (1) a leading online game
developer and operator with a global reach; (2) sophisticated game development and data
analytics capabilities; (3) expanding international footprint supported by robust localization;
(4) strong capabilities of utilizing proprietary game IPs; (5) strong partnerships with premium
game publishers worldwide; and (6) visionary and seasoned management team with proven
success in the online game industry. For details, see “Business — Competitive Strengths”
beginning on page 149 of this prospectus.

BUSINESS STRATEGY

Our goal is to strengthen our leadership in the online game industry in China and globally
by pursuing the following strategies: (1) continue to focus on casual shooting games and

_4-
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SRPGs; (2) expand and diversify our product and service offerings; (3) deepen and expand our
geographical coverage; (4) continue to build our human capital; and (5) pursue acquisition and
strategic cooperation opportunities. For details, see “Business — Business Strategies”
beginning on page 155 of this prospectus.

REVENUE SHARING

The following diagrams illustrate our revenue generation process.

Revenue Sharing for Our Web Games

Third-party publishing Self-publishing
Users
} 100%
.
Gross billings
~0-40% l l ~60-100% l 100%
‘ Distribution platform® | | Net billings | Our revenue

~20-100%2 l l ~0-80%

| Our revenue | | Game publisher ‘

(1) No deduction from gross billings is required for game publishers that operate integrated distribution platforms, such as
Facebook and Tencent.

2) According to the agreement with a major game publisher, such major game publisher does not share our users’ monthly
billings until such monthly billings exceed RMB100,000. During the Track Record Period, there were no occasions where such
major game publisher did not share our users’ monthly billings.

Revenue Sharing for Our Mobile Games
Third-party publishing Self-publishing

Our revenue
| Distribution platform | | Net billings |
Nzo-so%l l ~50-80%
| Our revenue | | Game publisher |
RISK FACTORS

Gross billings

100%

Our business faces risks including those set out in the “Risk Factors” section in this
prospectus. As different investors may have different interpretations and criteria when
determining the significance of a risk, you should read the “Risk Factors” section in its entirety
of this prospectus. Some of the major risk factors that we face include:

* a significant majority of our revenue attributes to a limited number of games in
recent fiscal periods;

* if we fail to continue to release successful new games that attract and retain a larger
user base, our business and revenue growth may not be sustainable;

e the competition of mobile game market is intense and dominated by two game
companies, including Tencent, and we rely on game publishers and third-party online
payment channels;
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e our business is subject to numerous laws and regulations in China and overseas; and

* it is difficult to evaluate our business and prospects as we operate in a rapidly
evolving industry and may face increasingly intense competition as a result of the
relatively low entry barrier.

CONTRACTUAL ARRANGEMENTS

As of the Latest Practicable Date, we conduct online game business through one of our
PRC Operating Entities, Shenzhen 7Road. Pursuant to applicable PRC laws and regulations,
foreign investors are prohibited from holding equity interest in an entity conducting online
game operations and are restricted to conduct value-added telecommunications services. For
further details of the limitations under applicable PRC laws and regulations on foreign
ownership in PRC companies conducting online game operations and value-added
telecommunications services, see “Regulation Overview.” Due to these restrictions, we conduct
most of our operations in the PRC through the Contractual Arrangements with Shenzhen 7Road
and its shareholders, namely the Registered Shareholders. The Contractual Arrangements allow
the financials and results of operations of the Consolidated Affiliated Entities including
Shenzhen 7Road to be consolidated into our financials as if they are wholly-owned subsidiaries
of our Group. The following simplified diagram illustrates the flow of economic benefits from
our Consolidated Affiliated Entities to our Group stipulated under the Contractual
Arrangements:

(1) Powers of attorney to exercise all shareholders’ rights
in Shenzhen 7Road

(2) Exclusive option to acquire all or part of the equity
interest in and/or assets of Shenzhen 7Road

(3) First priority security interest over the entire equity
interest in Shenzhen 7Road

Qianhai Huanjing ~ f----------------mm--omeeeee The Registered Shareholders
A

Business support, technical§

- . 5 ; o
and consulting services i Services fees 100%

Shenzhen 7Road

Notes:

(1) As at the Latest Practicable Date, the Registered Shareholders are Mr. Meng, Mr. Hu, Mr. Liu, Ningbo Bao Pu and
Shanghai Ting Can, holding 21.5%, 16.6%, 10.9%, 30.8% and 20.2% of the equity interest in Shenzhen 7Road,
respectively.

) “——> " denotes direct legal and beneficial ownership in the equity interest and “====>>" denotes contractual
relationship.

See “Contractual Arrangements” beginning on page 206 of this prospectus for details.

In addition, we have applied to the Stock Exchange for, and the Stock Exchange has
agreed to grant, a waiver from strict compliance with the requirements under Chapter 14A of
the Listing Rules in relation to the Contractual Arrangement. See “Connected Transactions”
beginning on page 233 of this prospectus for details.

OUR CUSTOMERS AND SUPPLIERS
Our Suppliers

Our suppliers primarily consist of (1) landlords of our office premises, (2) advertising
agencies, (3) server providers, (4) third-party game companies, and (5) data backup service
providers. As of December 31, 2017, we have maintained business relationship with our five
largest suppliers for one to 10 years. For 2015, 2016 and 2017, our five largest suppliers

—6—



SUMMARY

contributed a total of 88.0%, 47.0% and 57.6%, respectively, of the total cost of procurement
from our suppliers for the same periods, respectively. For 2015, 2016 and 2017, our largest
supplier contributed 70.2%, 12.9% and 26.8% of the total cost of procurement from our
suppliers for the same periods, respectively.

As of the Latest Practicable Date, our executive Director Mr. Meng held a 18.1% interest
in Chengdu Peng Wan, a company principally engaged in online game development and
operation and one of our top five suppliers in 2015. Other than Chengdu Peng Wan, all of our
suppliers are independent third parties, and none of our Directors, their close associates or any
Shareholders (which to the knowledge of our Directors owns more than 5.0% of our Shares) has
any interest in any of our five largest suppliers during the Track Record Period.

For details, see “Business — Procurement and Suppliers” beginning on page 190 of this
prospectus.

Our Customers

Our major customers primarily include game publishers. As of December 31, 2017, we
have maintained business relationship with our five largest customers for one to six years. For
2015, 2016 and 2017, the revenue generated through our five largest customers was RMB210.2
million, RMB235.1 million and RMB224.8 million, representing 55.9%, 58.3% and 50.4% of
our revenue for the same periods, respectively. Our largest customer contributed 19.0%, 26.1%
and 28.3% of our revenue for the same periods, respectively.

Digital Hollywood was one of our top five largest customers during the Track Record
Period. As at the Latest Practicable Date, we held a 15.52% interest in Digital Hollywood.
Digital Hollywood is a global online game publisher for China-based game developers. We
licensed Digital Hollywood to publish our web games, such as Wartune and DDTank in certain
overseas markets. Our Director Mr. Meng is a non-executive Director of Digital Hollywood.
Save as disclosed above, none of our Directors, their close associates or any Shareholders
(which to the knowledge of our Directors owns more than 5.0% of our Shares) has any interest
in any of our five largest customers during the Track Record Period.

OUR USERS

We continuously seek to target users with diverse cultural or demographic backgrounds
with our rich game portfolio. Historically, our web games attracted the majority of our active
users. In recent years, we have strategically expanded our business focuses to develop mobile
games. As a result, the size of active user base of our mobile games experienced rapid
development during 2017. Our average MPUs for online games were approximately 342,000,
294,000 and 613,000 in 2015, 2016 and 2017, respectively, representing 4.0%, 4.9% and 10.0%
of the average MAUs for the same periods, respectively.

The following table sets forth certain operating data regarding our games for the periods
indicated.

Year Ended December 31,

2015M 2016 2017
Average MAUs®@ (unit in thousands)
— Web games 7,733 4,670 2,708
— Mobile games 826 1,341 3,400
Average MPUs® (unit in thousands)
— Web games 283 185 122
— Mobile games 59 109 491
ARPPU (RMB)®
— Web games 408 416 403
— Mobile games 490 378 136
Revenue (RMB in thousands)
— Web games 333,768 236,477 169,075
— Mobile games®® 10,934 109,070 219,854



SUMMARY

(1) the operating data for mobile games in 2015 refer to the data collected from our first mobile game launched in November 2015.

2) Average MAUs is the aggregate of the average MAUSs of each game of the respective game type for the respective year. The
average MAUs of a certain game of the respective game type for the respective year is computed as follows: the aggregate of
MAU s of such game for the respective year divided by the total number of applicable months in that year.

3) Average MPUs is the aggregate of the average MPUs of each game of the respective game type for the respective year. The
average MPUs of a certain game of the respective game type for the respective year is computed as follows: the aggregate of
MPUs of such game for the respective year divided by the total number of applicable months in that year.

“4) ARPPU is computed as follows: total revenue generated by the paying users for the respective game type for the respective
year divided by total number of paying users for the respective game type for the respective year.

(5) The revenue of mobile games in 2017 includes the revenue from Crouching Tiger.

During the Track Record Period, our operating data are generally in line with our strategy
to shift our focus from web games to mobile games. Our ARPPU in 2017 for mobile games was
affected by our launch of DDTank (mobile) in the same year as casual shooting games tend to
appeal to a broader user base but with less inclination for in-game purchases. As advised by
iResearch, our industry consultant, casual games (including casual shooting games) usually
have lower ARPPU than SRPG and other hard-core games because of the designs of gameplay
styles and payment systems, and such decrease in our ARPPU in 2017 for mobile games was in
line with the industry.

SUMMARY FINANCIAL INFORMATION

The following tables present summary financial information for the Track Record Period,
and should be read in conjunction with our financial information included in the accountant’s
report set forth in Appendix I to this prospectus, including the notes thereto.

The following table sets forth selected line items of our summary combined statements of
profit or loss for the periods indicated.
Year ended December 31,
2015 2016 2017

% of % of % of
Amount Revenue Amount Revenue Amount Revenue

(RMB in thousands except for percentages)

Revenue 375,611 100% 403,151 100% 445,295  100%
Cost of revenue (62,881) (16.7%) (43,601) (10.8%) (37,881) (8.5%)
Gross profit 312,730 83.3% 359,550 89.2% 407,414 91.5%
Operating profit/(loss) 171,777 45.8%  (2,083) (0.6%) 293,558 66.0%
Profit before income tax 181,861  48.5% 2,365 0.5% 279,245 62.8%
Income tax expense (13,130)  (3.5%) (19,205) (4.8%) (22,064) (5.0%)
Profit/(loss) for the year 168,731  45.0% (16,840) (4.3%) 257,181 57.8%

The significant decrease in our operating profit in 2016 was primarily due to the share-
based compensation costs arising from the Management Buyout of RMB228.8 million in 2016.
See “History and Reorganization” for details.

Non-IFRS Measures

To supplement our combined financial information which are presented in accordance
with IFRS, we set forth below our adjusted net profit/(loss) as an additional financial measure
which is not presented in accordance with IFRS. We believe this is meaningful because
potential impacts of certain items which our management does not consider indicative of our
operating performance have been eliminated, and this would be useful for investors to compare
our financial results directly with those of our peer companies. The following table reconciles
our adjusted net profit for the periods presented to the most directly comparable financial

measure calculated and presented in accordance with IFRS:
Year ended December 31,
2015 2016 2017
(RMB in thousands)

Profit/(loss) for the year 168,731 (16,840) 257,181
Add:
Share-based compensation costs 13,461 228,840 —
Listing-related expenses - - 6,116
Adjusted net profit 182,192 212,000 263,297




SUMMARY

Adjusted net profit eliminates the effect of certain non-cash or non-recurring items,
namely share-based compensation expenses and listing-related expenses. The term of adjusted
net profit is not defined under IFRS. The use of adjusted net profit has material limitations as
an analytical tool, as adjusted net profit does not include all items that impact our net profit for
the year.

Revenue

The following table sets forth the breakdown of our revenue by for the periods indicated.

Year ended December 31,

2015 2016 2017
% of % of % of
Amount  Revenue Amount  Revenue Amount  Revenue
(RMB in thousands except for percentages)
Online game revenue 344,702 91.8% 345,547 85.8% 388,929 87.3%
— Self-development games
published by us 19,140 5.2% 15,237 3.8% 6,663 1.5%
published by other publishers 311,123 82.8% 258,426 64.1% 371,603 83.4%
— Licensed games
published by us 1,657 0.4% 378 0.1% 12 0.0%
published by other publishers 12,782 3.4% 71,506 17.8% 10,651 2.4%
Sales of online game technology and publishing solutions
services 9,925 2.6% 43,724 10.8% 46,577 10.5%
Intellectual property licensing 20,984 5.6% 13,880 3.4% 9,789 2.2%
Total 375,611  100.0% 403,151 100.0% 445,295 100.0%

The significant increase in our revenue generated from licensed games from 2015 to 2016
was due to the launch of certain licensed games in 2016. The significant decrease in our
revenue generated from licensed games from 2016 to 2017 was due to the withdrawal of these
games from the market in 2017.

Revenue by Geographical Markets

Year ended December 31,
2015 2016 2017
% of % of % of
Amount Revenue Amount Revenue Amount Revenue
(RMB in tt ds except for per g
China 165,020 43.9% 209,822 52.0% 295,958 66.5%
Overseas 210,591 56.1% 193,329 48.0% 149,337 33.5%
Total 375,611  100.0% 403,151 100.0% 445,295  100.0%

Online Game Revenue by Game Platforms

Year ended December 31,

2015 2016 2017
% of % of % of
Amount  Revenue Amount  Revenue Amount  Revenue
(RMB in thousands except for percentages)
Web games 333,768 88.9% 236,477 58.8% 169,075 37.9%
Mobile games 10,934 2.9% 109,070 27.0% 219,854 49.4%
Total 344,702 91.8% 345,547 85.8% 388,929 87.3%

Combined balance sheets

The following table sets forth selected line items of our summary combined balance sheets
as of the dates indicated.

As of December 31,
2015 2016 2017

(RMB in thousands)
Non-current assets 442,706 529,294 438,007
Current assets 264,819 375,657 479,455
Non-current liabilities 150,001 184,603 55,950
Current liabilities 279,378 224,748 305,667
Total equity and liabilities 707,525 904,951 917,462




SUMMARY

We had net current liabilities of RMB14.6 million as of December 31, 2015, primarily due
to dividend of RMB66.5 million payable to its then holding company by Shenzhen 7Road.

The substantial increase in our current liabilities and decrease in our non-current
liabilities as of December 31, 2017 are due to bank borrowings progressing towards maturity.

SHAREHOLDERS AND CORPORATE STRUCTURE
Pre-IPO Investments

In November 2016, Shenzhen 7Road introduced two financial investors namely Ningbo
Bao Pu and Shanghai Ting Can. The then shareholders of Shenzhen 7Road transferred 30.76%
and 20.24% of their equity interest in Shenzhen 7Road to Ningbo Bao Pu and Shanghai Ting
Can, respectively. See “History and Reorganization — Our Corporate History — Shenzhen
7Road — Investments by financial investors” and “History and Reorganization — Pre-IPO
Investments” beginning on page 131 and page 139, respectively of this prospectus for further
details.

Controlling Shareholders

Immediately following the completion of the Global Offering (assuming the Over-
allotment Option is not exercised), our Controlling Shareholders namely Shanghai Bao Pu,
Shaoxing Shang Yu, Shanghai Bao Hu and Ms. Wei Hong and their respective offshore holding
companies will hold less than 30% of our outstanding Shares. Therefore, none of them will be
our controlling shareholder as defined under the Listing Rules upon the Listing despite the fact
that each of them is referred to a “Controlling Shareholder” in the prospectus. See
“Relationship with Controlling Shareholders” beginning on page 228 of this prospectus for
further details.

USE OF PROCEEDS

Assuming the Over-allotment Option is not exercised and assuming the Offer Price is
fixed at HK$1.86 per Share (being the mid-point of the indicative range of the Offer Price of
HKS$1.50 to HK$2.22 per Share), we estimate that the net proceeds of the Global Offering, after
deducting the estimated underwriting fees and expenses payable by us in connection with the
Global Offering, will be approximately HK$1,148.4 million.

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

e approximately 30% of the net proceeds, or HK$344.5 million, to fund our research
and development efforts in respect of developing proprietary online games and other
IPs;

« approximately 30% of the net proceeds, or HK$344.5 million, to acquire popular IPs
or other related assets from, or invest in or acquire, overseas or China-based popular
IP providers;

e approximately 20% of the net proceeds, or HK$229.8 million, to be used for
potential investment in game developers and publishers; and

e approximately 10% of the net proceeds, or HK$114.8 million, to fund our game
publishing business, which includes payments for royalties and commissions in
respect of licensed games; and

* any remaining balance to be used for additional working capital and other general
corporate purposes.

For details, see “Future Plans and Use of Proceeds” beginning on page 300 of this
prospectus.
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SUMMARY

LISTING EXPENSES

The listing expenses in connection with the Global Offering consist primarily of
underwriting commission and professional fees, and are estimated to be approximately
RMB74.9 million comprising RMB30.4 million underwriting commission and RMB44.5 million
other expenses assuming an Offer Price of HK$1.86 per Offer Share, being the mid-point of the
indicative Offer Price range. During the Track Record Period, we incurred listing expenses of
approximately RMB7.3 million, of which approximately RMB6.1 million was charged to our
combined statements of comprehensive income during the Track Record Period, while the
remaining amount of approximately RMB1.2 million was recorded as deferred listing expenses
and will be capitalized and deducted from the share premium upon the completion of the Global
Offering. We expect to further incur underwriting commission and other listing expenses of
approximately RMB67.6 million (including the underwriting commission of approximately
RMB30.4 million) upon the completion of the Global Offering, out of which approximately
RMB28.2 million will be charged to the combined statements of comprehensive income, and
approximately RMB39.4 million will be deducted from the share premium.

DIVIDEND

Our Company does not have a fixed dividend policy. Our Board at its discretion may
declare dividends in the future after taking into account our operations, earnings, financial
condition, cash requirements and availability and other factors as it may deem relevant at such
time. As of the Latest Practicable Date, we had dividend payable of RMB38.6 million which
will be settled before the Listing.

LEGAL PROCEEDINGS AND COMPLIANCE

During the Track Record Period and as of the Latest Practicable Date, we had not been
and were not a party to any material legal, arbitral or administrative proceedings, and we were
not aware of any pending or threatened legal, arbitral or administrative proceedings against us
or any of our Directors which could have a material adverse effect on our operations or
financial condition. During the Track Record Period and as of the Latest Practicable Date, we
did not experience any non-compliance that, in the opinion of our Directors, is likely to have a
material adverse effect on our business, financial condition or results of operations.

OFFERING STATISTICS
Number of Offer Shares in the Global : Initially 25.0% of the enlarged issued share capital of our
Offering Company
Over-allotment Option : Up to 15.0% of the Offer Shares initially available under the
Global Offering
Offer Price per Share : HK$1.50 to HK$2.22 per Offer Share
Offering structure : 90.0% International Offering and 10.0% Hong Kong Public
Offering (subject to reallocation and the Over-allotment Option)
Based on an Offer Based on an Offer
Price of HKS 1.50 Price of HKS 2.22
per Offer Share per Offer Share
Market capitalization®) HK$4,000.0 million HK$5,920.0 million
Unaudited pro forma adjusted combined net tangible assets value per
Share® HK$0.59 HK$0.76

(1) The calculation of market capitalization is based on 2,666,680,000 Shares expected to be in issue immediately upon
completion of the Global Offering.

2) See “Unaudited Pro Forma Financial Information” in Appendix II to this prospectus for further details regarding the
assumptions used and the calculations method.

3) All statistics in this table are based on the assumption that the Over-allotment Option is not exercised.
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SUMMARY

HISTORICAL BUSINESS ACTIVITIES IN COUNTRIES SUBJECT TO INTERNATIONAL
SANCTIONS

During the Track Record Period, we entered into agreements with game publisher
partners, which were located in, among others, Cyprus and Russia to publish different language
versions of our games to users in the Relevant Countries. For the years ended December 31,
2015, 2016 and 2017, based on accounting records, invoices from our game publishers and
other data we collected, our estimated revenue derived from our games published in the
Relevant Countries was RMB1.9 million, RMB0.9 million and RMBO0.8 million, representing
0.49%, 0.23% and 0.17% of our revenue during the same periods, respectively. For further
details of our business activities in Countries subject to International Sanctions, see “Business
— Historical Business Activities in Countries subject to International Sanctions” beginning on
page 192 of this prospectus.

RECENT DEVELOPMENTS

Based on our unaudited management accounts for the four months ended April 30, 2018,
our revenue for the four months ended April 30, 2018 increased when compared with the
corresponding period in 2017. Our Directors confirm that since December 31, 2017 and up to
the date of this prospectus, there was no material adverse change in our financial, operational
or trading position or in the general regulatory, economic and market conditions in the markets
or the industry in which we operate, and there is no event since December 31, 2017 that would
materially affect the audited financial information as set out in Appendix I — “Accountant’s
Report” to this prospectus.

On March 31, 2018, the Board approved to grant 5,040,000 RSUs from the Company’s
RSU Scheme to eligible Directors, senior management and employees of the Company. Details
of the grant of such RSUs are set out in Appendix I — “Accountant’s Report” and Appendix IV
— “Statutory and General Information” to this prospectus.

We currently estimate that our net profit for the year ending December 31, 2018 may
decrease as compared to our net profit for 2017, primarily due to a significant non-recurring
amount of listing-related expenses and share based compensation expenses we incurred and
expect to incur in connection with the Global Offering. Excluding the impact of the listing-
related expenses and the share based compensation expenses, we currently expect that our net
profit for the year ending December 31, 2018 would increase compared to our net profit for
2017. Furthermore, we estimate that our gross profit margin for the year ending December 31,
2018 may decrease as compared to our gross profit margin for 2017, primarily due to an
increase in our cost of revenue in connection with our game publishing business as we intend to
publish certain licensed games in 2018.

As of the Latest Practicable Date, we had a pipeline of (1) 10 online games, including
seven proprietary games and three licensed games, targeted for launch by the end of 2018, and
(2) four online games, including three proprietary games and one licensed game, targeted for
launch by the end of 2019.
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DEFINITIONS

Unless the context otherwise requires, the following expressions have the
following meanings in this prospectus. Certain other terms are explained in the
section headed “Glossary” in this prospectus.

“affiliate”

“Application Form(s)”

“Articles of Association” or
“Articles”

“associate”

“Beijing Chang You”

“Ben Holdings”

“Board of Directors” or “Board”

“Business Day”

“Business License for Internet
Culture”

“BVI”

“CAGR”

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) and GREEN application  form(s),
individually or collectively, as the context may
require

our articles of association, as conditionally adopted
on June 23, 2018 with effect from the Global
Offering becoming unconditional on the Listing Date,
and as amended from time to time, a summary of
which is contained in Appendix III to this prospectus

has the meaning ascribed to it under the Listing
Rules

Beijing Chang You Digital Technology Co. Ltd. (dt
T RS A BORS F T 4T BR 22 7)), a company incorporated
under the laws of the PRC with limited liability on
August 23, 2007 and controlled by Chang You

Ben 7Road Holdings Limited, a company
incorporated under the laws of the BVI with limited
liability on August 31, 2017 and wholly owned by
Mr. Meng

our board of Directors

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

the Business License for Internet Culture Operation

(A SO AL 55 2 T 38

British Virgin Islands

compound annual growth rate
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DEFINITIONS

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant”

“CCASS Participant”

“CCB International”

“Chang You”

“Chendifeng Holdings”

“Chengdu Peng Wan”

“China” or “PRC”

the Central Clearing and Settlement System
established and operated by HKSCC

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

a person admitted to participate in CCASS as a
custodian participant

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

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

CCB International Capital Limited (48R E [ 4 flA R
v7l), a licensed corporation under the SFO for
type 1 (dealing in securities), type 4 (advising on
securities) and type 6 (advising on corporate finance)
of the regulated activities under the SFO

Changyou.com Limited, a company incorporated
under the laws of the Cayman Islands with limited
liability on August 6, 2007 and listed on the
NASDAQ and a former shareholder of Shenzhen
7Road

Chendifeng  Holdings Limited, a company
incorporated under the laws of the BVI with limited
liability on November 2, 2017 and wholly-owned by
Mr. CHEN Difeng, one of our Shareholders

Chengdu Peng Wan Technology Co., Ltd (HUHSHH B
YA MR/ F), a company incorporated under the
laws of the PRC with limited liability on July 20,
2011, whose shares are listed on the National
Equities Exchange and Quotations and owned by
Shenzhen Qianqi and Mr. Meng as to 4.22% and
18.11% of its share capital as at the Latest
Practicable Date, respectively

the People’s Republic of China, which for the
purpose of this prospectus and for geographical
reference only, excludes Hong Kong, Macau and
Taiwan
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DEFINITIONS

“Companies Law” or “Cayman
Companies Law”

“Companies Ordinance”

“Companies (Winding Up and
Miscellaneous Provisions)
Ordinance”

“Company,” “our Company,”
“Group,” “our Group,” “we,” “us
or “7Road”

“connected person(s)”

“Consolidated Affiliated Entities”

“Controlling Shareholder(s)”

“Countries subject to International
Sanctions” or “Sanctioned
Countries”

2

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

7Road Holdings Limited ((B-LKRKEHEBRAMRAT), a
company incorporated under the laws of the Cayman
Islands with limited liability on September 6, 2017,
and, expect where the context otherwise requires, all
of its subsidiaries and companies whose financial
results have been consolidated and accounted as the
subsidiaries of our Company by virtue of the
Contractual Arrangements, or, where the context so
requires, in respect of the period before our Company
became the holding company of our current
subsidiaries, the business operated by such
subsidiaries or their predecessors (as the case may
be)

has the meaning ascribed thereto under the Listing
Rules

the entities we control through the Contractual
Arrangements, namely Shenzhen 7Road and its
subsidiaries

has the meaning ascribed thereto under the Listing
Rules and unless the context requires otherwise,
refers to Shanghai Bao Pu, Shaoxing Shang Yu,
Shanghai Bao Hu, Ms. Wei Hong and their respective
holding companies, the controlling shareholders of
our Company, as at the date of this prospectus

countries regarding which governments such as the
United States or Australia, or governmental
organizations, such as the European Union or the
United Nations, have, through executive order,
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DEFINITIONS

“CSRC”

“Digital Hollywood”

“Director(s)”

“R&D”

“ESOP 1 Holdings”

“ESOP 2 Holdings”

“GAPP”

“GF Capital”

passing of legislation or other governmental means,
implemented measures that impose economic
sanctions against such countries or against targeted
industry sectors, groups of companies or persons,
and/or organizations within such countries

China Securities Regulatory Commission (9 [E# %
BZE€), a regulatory body responsible for the
supervision and regulation of the securities markets
in PRC

Digital Hollywood Interactive Limited (73 5 5 4% [
FBRZs ), a company incorporated under the laws of
the Cayman Islands with Ilimited liability on
November 24, 2014 and the shares of which were
listed on the Main Board of the Stock Exchange on
December 15, 2017 and owned by our Company as to
15.52% of its shares as at the Latest Practicable Date

the director(s) of the Company or any one of them

research and development

7Road Elite Holdings Limited, a company
incorporated under the laws of the BVI with limited
liability on February 7, 2018, wholly-owned by Ben
Holdings and holding 4,946,600 of the issued
ordinary shares of our Company on trust and for the
benefit of the participants of the RSU Scheme as at
the Latest Practicable Date

7Road Talent Holdings Limited, a company
incorporated under the laws of the BVI with limited
liability on February 7, 2018, wholly-owned by
World Holdings and holding 4,000,000 of the issued
ordinary shares of our Company on trust and for the
benefit of the participants of the RSU Scheme as at
the Latest Practicable Date

General Administration of Press and Publication of

the PRC (38 A LA B 5 ) L A 28 )

GF Capital (Hong Kong) Limited (J¥%§ @il & (&l ) 4 BR
v#l), a licensed corporation under the SFO for type
6 (advising on corporate finance) of the regulated
activity under the SFO
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DEFINITIONS

“GF Securities”

“Global Offering”

“GREEN application form(s)”

“Guangzhou Ju Ze”

“Guangzhou Ju Ze Holdings”

“HK$” or “Hong Kong dollars”

“IFRSs”
“HKSCC”

“HKSCC Nominees”

“Hong Kong”

“Hong Kong Public Offer Shares”

“Hong Kong Public Offering”

GF Securities (Hong Kong) Brokerage Limited (J¥%f
AES (B BALARAF), a corporation licensed to
carry on type 1 (dealing in Securities) and type 4
(advising on Securities) regulated activities under the
SFO

the Hong Kong Public Offering and the International
Offering

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

Guangzhou Ju Ze Trading Co., Ltd. (EMNBREZSH
M/ 7l), a company incorporated under the laws of
the PRC with limited liability on March 4, 2011,
which is a limited partner of Shanghai Ting Can

Juze Holdings Limited, a company incorporated
under the laws of the BVI with limited liability on
February 13, 2018 and wholly owned by Guangzhou
Ju Ze

Hong Kong dollars and cents, respectively, the
lawful currency of Hong Kong

International Financial Reporting Standards
Hong Kong Securities Clearing Company Limited

HKSCC Nominees
subsidiary of HKSCC

Limited, a wholly-owned

the Hong Kong Special Administrative Region of the
PRC

the 66,668,000 Shares initially being offered by the
Company for subscription at the Offer Price under
the Hong Kong Public Offering (subject to
adjustment as described in the section headed
“Structure and Conditions of the Global Offering”)

the offer by the Company of the Hong Kong Public
Offer Shares for subscription by the public in
Hong Kong as described in the section headed
“Structure and Conditions of the Global Offering” at
the Offer Price (plus a brokerage fee of 1%, SFC
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DEFINITIONS

“Hong Kong Share Registrar”

“Hong Kong Underwriters”

“Hong Kong Underwriting

Agreement”

“Huoerguosi 7Road”

“ICP License”

“Independent Third Party(ies) ”

“International Offer Shares”

“International Offering”

transaction levy of 0.0027% and Stock Exchange
trading fee of 0.005% of the Offer Price) and on and
subject to the terms and conditions stated herein and
in the Application Forms relating thereto

Computershare Hong Kong Investor Services Limited

the wunderwriters of the Hong Kong Public
Offering named in the section headed “Underwriting
— Hong Kong Underwriters”

the conditional Hong Kong underwriting agreement
dated June 28, 2018 relating to the Hong Kong Public
Offering entered into by, among others, the
Company, the Joint Global Coordinators and the
Hong Kong Underwriters

Huoerguosi 7th Road Network Technology Co., Ltd
(EMmAWE - LIEHEERHEARAY), a  company
incorporated under the laws of the PRC with limited
liability on November 27, 2015, and by virtue of the
Contractual Arrangements, accounted for as our
subsidiary

Value-added Telecommunications Business Operating
License (W4 {H H 15 FEH BTl #)

any person or entity who is not considered a
connected person of our Company or an associate of
any such person within the meaning under the Listing
Rules

the 600,012,000 Shares initially being offered by the
Company for subscription at the Offer Price under
the International Offering (subject to adjustment as
described in the section headed “Structure and
Conditions of the Global Offering”) together with
(unless the context otherwise requires) any Shares
issued pursuant to any exercise of the Over-allotment
Option

the conditional placing by the International
Underwriters of the International Offer Shares
outside the United States (including to professional,
institutional and corporate investors and excluding
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DEFINITIONS

“International Sanctions”

“International Sanctions Legal
Advisors”

“International Underwriters”

“International Underwriting
Agreement”

“iResearch”

“iResearch Report”

“Joint Sponsors”

“Joint Global Coordinators”

“Joint Bookrunners”

“Joint Lead Managers”

retail investors in Hong Kong) in reliance on
Regulation S for cash at the Offer Price plus a
brokerage fee of 1%, SFC transaction levy of
0.0027% and Stock Exchange trading fee of 0.005%
of the Offer Price, details of which are described in
the section headed “Structure and Conditions of the
Global Offering” on and subject to the terms and
conditions stated herein and in the International
Underwriting Agreement

sanctions-related laws and regulations issued by the
United States, the FEuropean Union, the United
Nations or Australia

Hogan Lovells, the legal advisors to our Company as
to International Sanctions laws in connection with
the Listing

the group of underwriters led by the Joint Global
Coordinators, who are expected to enter into the
International Underwriting Agreement

the conditional placing and purchase agreement
relating to the International Offering and expected to
be entered into by, among others, the Company and
the Joint Global Coordinators on behalf of the
International Underwriters on or about the Price
Determination Date

Shanghai iResearch Co., Ltd, China, our industry
consultant

an industry report we commissioned from iResearch
in respect of online game markets

GF Capital and CCB International

GF  Securities, CCB International, Haitong
International Securities Company Limited and
AMTD Global Markets Limited

GF  Securities, CCB International, Haitong
International Securities Company Limited, AMTD
Global Markets Limited and CMB International
Capital Limited

GF  Securities, CCB  International, Haitong
International Securities Company Limited, AMTD
Global Markets Limited, CMB International Capital
Limited, First Shanghai Securities Limited, Zhongtai
International Securities Limited, Head & Shoulders
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DEFINITIONS

“Latest Practicable Date”

“Listing”

“Listing Date”

“Listing Rules”

“Liuzhan Holdings”

“Liweimin Holdings”

“Management Buyout”

“Memorandum” or “Memorandum
of Association”

“MIIT”

“MOC”

“MOFCOM”

Securities Limited, Futu Securities International
(Hong Kong) Limited and Valuable Capital Limited

June 20, 2018, being the latest practicable date prior
to the printing of this prospectus for the purpose of
ascertaining certain information contained in this
prospectus

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

the date expected to be on or about Wednesday,
July 18, 2018 on which the Shares are listed and
from which dealings therein are permitted to take
place on the Stock Exchange

the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited (as amended
from time to time)

Liuzhan Holdings Limited, a company incorporated
under the laws of the BVI with limited liability on
November 2, 2017 and wholly-owned by Mr. LIU
Zhan, one of our Sharcholders

Liweimin Holdings Limited, a company incorporated
under the laws of the BVI with limited liability on
November 2, 2017 and wholly-owned by Ms. LI
Weimin, one of our Shareholders

the acquisition of interest in Shenzhen 7Road by
Mr. Meng, Mr. Hu and Mr. Liu, details of which is
set forth in the section headed “History and
Reorganization — Our Corporate History —
Shenzhen 7Road — Management Buyout” for details.

our memorandum of association, as conditionally
adopted on June 23, 2018 with effect from the Global
Offering becoming unconditional on the Listing Date,
as amended from time to time, a summary of which is
contained in Appendix III to this prospectus

the Ministry of Industry and Information Technology
of the PRC ("3 A RALFIER L2 A5 B AL )

the Ministry of Culture of the PRC ("3 A R 3t 3¢
{b3#), which is reformed and known as the Ministry
of Culture and Tourism (H 2 A B3 B SCAk R 75 &)
since March 18, 2018

the Ministry of Commerce of the PRC (3 A R ILHI
B 75 75 58), or its competent local branches
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DEFINITIONS

“Mr. Hu”

“Mr. Liu”

“Mr. Meng”

“NDRC”

“Ningbo Bao Pu”

“Non-Restricted Business”

“OFAC”

“Offer Price”

“Offer Share(s)”

“Offshore Voting Arrangement”

Mr. HU Min (fA#), our executive Director, chief
production officer and one of our substantial
shareholders

Mr. LIU Jing (%/¥%), who served as the vice president
of Shenzhen 7Road from May 2013 to December
2013, and acted as the director of Shenzhen 7Road
from August 2015 to March 2018

Mr. MENG Shuqi (&%), our Chairman, executive
Director, chief executive officer, one of our
substantial ~ shareholders and an  authorized
representative

the National Development and Reform Commission

(PEEARIEMBEBE R E RN G EZ B )

Ningbo Bao Pu Xing Sheng Investment Management
Center (Limited liability partnership) (% 1% 25 4%
HEME DL (ARE®) ), a limited liability
partnership incorporated under the laws of the PRC
on June 13, 2016, and a shareholder of Shenzhen
7Road

all businesses which are not a Restricted Business

the Office of Foreign Assets Control of the U.S.
Department of the Treasury

the final Hong Kong dollar price per Offer Share
(exclusive of a brokerage fee of 1%, SFC transaction
levy of 0.0027% and Stock Exchange trading fee of
0.005%) at which Shares are to be subscribed or
purchased pursuant to the Global Offering, which
will be not more than HK$2.22 and is expected to be
not less than HK$1.50, to be determined as described
in the section headed “Structure and Conditions of
the Global Offering — Determining the Offer Price”

the Hong Kong Public Offer Shares and the
International Offer Shares together, where relevant,
with any additional Shares that may be sold by the
Over-allotment Option Grantor pursuant to the
exercise of the Over-allotment Option

the arrangement made by our Controlling
Shareholders in relation to their voting rights on our
Company, details of which is set forth in the section
headed “History and Reorganization —
Reorganization — Offshore Reorganization —
Offshore shareholding and voting arrangement”
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DEFINITIONS

“Over-allotment Option”

“Over-allotment Shares”

“Paypal”

“PBOC”

“PRC Operating Entities”

“Pre-IPO Investments”

“Pre-IPO Investors”

“Price Determination Date”

“Qianhai Huanjing”

the option to be granted by the Company to the
International Underwriters under the International
Underwriting Agreement pursuant to which the
Company may be required by the Joint Global
Coordinators (on behalf of the International
Underwriters), to allot and issue up to 100,002,000
additional new Shares, representing in aggregate 15%
of the Offer Shares initially available under the
Global Offering, at the Offer Price to cover over-
allocations in the International Offering, if any

up to 100,002,000 Shares which the Company may be
required to issue at the Offer Price pursuant to the
Over-allotment Option

a worldwide online payments system that supports
online money transfers

the People’s Bank of China (B ARRT), the
central bank of the PRC

companies which have been making material
contributions to our operational and financial results
during the Track Record Period, including Shenzhen
7Road, Shenzhen Qianqi and Huoerguosi 7Road. For
further details of these entities, see “History and
Reorganization — Our Operating Entities — PRC
Operating Entities”

the investments made by the Pre-IPO Investors, the
principal terms of which are summarized in the
section headed “History and Reorganization -—
Pre-IPO Investments”

including Ningbo Bao Pu and Shanghai Ting Can

the date, expected to be on or about Wednesday,
July 11, 2018 (Hong Kong time), when the Offer
Price is determined and, in any event, no later than
Monday, July 16, 2018

Shenzhen Qianhai Huanjing Network Technology
Co., Ltd. (WINWEBLIEEERAERAR), a
company incorporated under the laws of the PRC
with limited liability on July 12, 2015, and a wholly-
owned subsidiary of 7Road Hong Kong
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DEFINITIONS

“Red Shanghai Holdings”

“Relevant Countries”

“Registered Shareholders”

“Regulation S”

“related parties”

“Reorganization”

“Restricted Business”

“RMB” or “Renminbi”

“RSU Scheme”

Red Shanghai Holdings Limited, a company
incorporated under the laws of the BVI with limited
liability on November 2, 2017 and wholly-owned by
Ms. WEI Hong, who is one of our Controlling
Shareholders

Belarus, Crimea region, Congo, Egypt, Iran, Iraq,
Lebanon, Tunisia, Ukraine, Sudan, Syria, Venezuela
and Yemen, which are countries subject to
International Sanctions, and Russia, where certain
Sanctioned Persons are located

Mr. Meng, Mr. Hu, Mr. Liu, Ningbo Bao Pu and
Shanghai Ting Can, as sharcholders of Shenzhen
7Road

Regulation S under the U.S. Securities Act

has the meaning as set out in the paragraph headed
“Related parties” under note 33 to the accountant’s
report set out in Appendix I to this prospectus

the corporate reorganization of our Group of the
restricting of our business and in preparation for the
Listing, particulars of which are set out in the
section headed “History and Reorganization —
Reorganization” in this prospectus

any business over which the Guidance Catalog of
Industries for Foreign Investment (Zhi#% & = 2454
H#k), Provisions on Administration of Foreign
Invested Telecommunications Enterprises (#hifit &
EEMEEIHBE), Notice on Strengthening the
Administration of Foreign Investment in Operating
Value-added Telecommunications Business (B0
AN A RE R E RS R E A @A) and  the
Circular on Implementation of the Newly Revised
Interim Provisions on the Administration of Internet
Culture (BIREIH BT (LA SULERETHE)
)78 A1) impose restrictions in relation to foreign
ownership

Renminbi, the lawful currency of the PRC

the restricted share unit plan adopted by our
Company on March 6, 2018
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DEFINITIONS

“RSU(S)”

“SAFE”

“SAIC”

“Sanctioned Persons”

“SAPPRFT”

113 SAT”

“SCGC”

“SFC”

“SFO”

“Shanghai Bao Hu”

restricted share units granted pursuant to the RSU
Scheme

the State Administration for Foreign Exchange of the
PRC (i ANRILMBIE ZIMEE H ), and  its
branch(es)

the State Administration of Industry and Commerce
of PRC (2 A R 3L A0 B B0 58 1 p 47 BUE BR A48 JR))

person(s) and identity(ies) listed on OFAC’s
Specially Designated Nationals and Blocked Persons
List or other restricted parties lists maintained by the
United States, the European Union, the United
Nations or Australia

the State Administration of Press, Publication, Radio,
Film and Television of the PRC (F¥E A K 3 A1 B B &
BT R A8 S), formerly known as the General
Administration of Press and Publication of the PRC
(GiE NS Rl e ) and  the State
Administration of Radio, Film and Television of the
PRC (i A [ 440 B B 5 06 6 B R4, which is
reformed and known as the State Administration of
Radio and Television of the PRC (A3 A K 3 A1 B [ %
A% B A ST) since March 18, 2018

the State Administration of Taxation of the PRC (*
e N B R ) [ 5 ol s A ) )

Shenzhen Capital Group Co., Ltd. (I8l % & 4
A R/ Fl), a company incorporated under the laws
of the PRC with limited liability on August 25, 1999,
and an Independent Third Party

the Securities and Futures Commission of
Hong Kong

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

Shanghai Bao Hu Investment Management Center ( -
R R EE L (AREG%) ), a limited liability
partnership incorporated under the laws of the PRC
on August 26, 2015, which is a limited partner of
Ningbo Bao Pu and one of our Controlling
Shareholders
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DEFINITIONS

“Shanghai Bao Hu Holdings”

“Shanghai Bao Pu”

“Shanghai Bao Pu Holdings”

“Shanghai Rong Xi”

“Shanghai Rong Xi Holdings”

“Shanghai Ting Can”

“Shanghai Yong Chong”

“Shanghai You Zu”

Baohu Holdings Limited, a company incorporated
under the laws of the BVI with limited liability on
February 13, 2018 and wholly owned by Shanghai
Bao Hu

Shanghai Bao Pu Investment Management Co., Ltd.
(B R EEEAMR/AR), a company incorporated
under the laws of the PRC with limited liability on
October 27, 2015, which is the sole general partner
of Ningbo Bao Pu and one of our Controlling
Shareholders

Baopu Hong Kong Limited (FBWHEARAF), a
company incorporated under the laws of Hong Kong
with limited liability on January 8, 2018 and wholly
owned by Shanghai Bao Pu

Shanghai Rong Xi Venture Investment Management
Co., Ltd. (HiGMERIELEEMHRAA), a company
incorporated under the laws of the PRC with limited
liability on July 6, 2009, which is the general partner
of Shanghai Ting Can

Rongxi Holdings Limited, a company incorporated
under the laws of the BVI with limited liability on
February 7, 2018 and wholly-owned by Shanghai
Rong Xi

Shanghai Ting Can Equity Investment Center
(Limited liability partnership) ([ @EBBAER & H .0
(AMA%) ), a limited liability partnership
incorporated under the laws of the PRC on
November 11, 2015, which 1is a substantial
shareholder of Shenzhen 7Road

Shanghai Yong Chong Investment Center (limited
liability partnership) (B kM E L (AREH) ),
a limited liability partnership investment fund
incorporated under the laws of the PRC on March 26,
2015, and a former shareholder of Shenzhen 7Road

Shanghai You Zu Information Technology
Corporation Limited (Ei#i&REHFMARAT), a
company incorporated under the laws of the PRC
with limited liability on June 22, 2009, and an
Independent Third Party
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DEFINITIONS

“Shaoxing Shang Yu”

bl

“Shaoxing Shang Yu Holdings’

“Share(s)”

“Shareholder(s)”

“Shenzhen 7Road”

]

“Shenzhen Qianqgi’

113 SNK”

“Songshuxing Holdings”

“Stabilizing Manager”

“Stock Exchange”

“subsidiary”

“Track Record Period”

Shaoxing Shang Yu Long Cheng Capital Investment
Fund (Limited Partnership) (%A% I FE el HERE & &
WA (ARAE%) ), a limited liability partnership
incorporated under the laws of the PRC on
October 17, 2016, which is a limited partner of
Ningbo Bao Pu and one of our Controlling
Shareholders

Shangyulongcheng Holdings Limited, a company
incorporated under the laws of the BVI with limited
liability on February 13, 2018 and wholly-owned by
Shaoxing Shang Yu

ordinary share(s) of US$0.000005 each in the issued
share capital of the Company

holder(s) of Shares

Shenzhen 7th Road Technology Co., Ltd (FHIH LK
HRHE A M/AF), a company incorporated under the
laws of the PRC with limited liability on January 22,
2008, and by virtue of the Contractual Arrangements,
accounted for as our subsidiary

Shenzhen Qiangi Network Technology Co., Ltd (%I
T ar &R A RA ), a company incorporated
under the laws of the PRC with limited liability on
November 28, 2013, and by virtue of the Contractual
Arrangements, accounted for as our subsidiary

SNK Playmore Corporation, a company incorporated
under the laws of Japan with limited liability on
August 1, 2001, and an Independent Third Party

Songshuxing Holdings Limited, a company
incorporated under the laws of the BVI with limited
liability on November 2, 2017 and wholly-owned by
Mr. SONG Shuxing, one of our Shareholders

GF Securities
The Stock Exchange of Hong Kong Limited
has the meaning ascribed to it in the Listing Rules

the period consisting of the three years ended
December 31, 2017
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DEFINITIONS

“U.S. Person”

“U.S. Securities Act”

“Underwriters”

“Underwriting Agreements”

“United States” or “U.S.”

“US$” or “US dollars”

“WHITE Application Form(s)”

“White Form eIPO”

“White Form eIPO Service
Provider”

“World Holdings”

“Wuxi Yi Yao”

“Yanglei Holdings”

“YELLOW Application Form(s)”

has the meaning given to it in Regulation S

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

the Hong Kong Underwriters and the International
Underwriters

the Hong Kong Underwriting Agreement and the
International Underwriting Agreement

the United States of America

United States dollars, the lawful currency of the
United States

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

applying for Hong Kong Public Offer Shares to be
issued in your own name by submitting applications
online  through the designated website at
www.eipo.com.hk

Computershare Hong Kong Investor Services Limited

World 7Road Holdings Limited, a company
incorporated under the laws of the BVI with limited
liability on August 31, 2017 and wholly owned by
Mr. Hu

Wuxi Yi Yao Investment Center (limited liability
partnership) (SRR E PO (FREE) ), a
limited liability partnership incorporated under the
laws of the PRC on October 14, 2015, and a former
shareholder of Shenzhen 7Road

Yanglei Holdings Limited, a company incorporated
under the laws of the BVI with limited liability on
November 2, 2017 and wholly-owned by Mr. YANG
Lei, one of our Shareholders

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

“Zhoufashun Holdings”

“Zing Holdings”

cc%”

“7Road BVI”

“7Road Hong Kong”

“7Road International”

“7Road International Hong Kong”

“7Road Singapore”

“JRoad UK”

Unless otherwise specified,

Zhoufashun  Holdings Limited, a company
incorporated under the laws of the BVI with limited
liability on November 2, 2017 and wholly-owned by
Mr. ZHOU Fashun, one of our Shareholders

Zing 7Road Holdings Limited, a company
incorporated under the laws of the BVI with limited
liability on August 31, 2017 and wholly owned by
Mr. Liu

per cent

7Road Fun Limited, a company incorporated under
the laws of the BVI with limited liability on
September 15, 2017 and a wholly-owned subsidiary
of our Company

7Road HK Digital Limited (&% LIEEMARA
A]), a company incorporated under the laws of Hong
Kong with limited liability on October 9, 2017 and a
wholly-owned subsidiary of 7Road BVI

7Road International Group Limited, a company
incorporated under the laws of the BVI with limited
liability on May 12, 2015 and a wholly-owned
subsidiary of our Company

7Road International HK Limited (5L RK#EBEE(EF
#) A MR/ F), a company incorporated under the laws
of Hong Kong with limited liability on June 3, 2015
and a wholly-owned subsidiary of 7Road
International

7Road International Pte. Ltd., a company
incorporated under the laws of Singapore with
limited liability on September 28, 2015 and a wholly-
owned subsidiary of 7Road Hong Kong

7Road (UK) Company Limited, a company
incorporated under the laws of the United Kingdom
on July 3, 2009 and a wholly-owned subsidiary of
7Road International

statements contained in this prospectus assume no

exercise of the Over-allotment Option.
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DEFINITIONS

In this prospectus, the terms “associate(s),” “close associate(s),” “core connected
person(s),” “connected  person(s),” “connected  transaction(s),” “controlling
shareholder(s),” “subsidiary” or “subsidiaries,” and “substantial shareholder(s)” shall

have the meanings given to such terms in the Listing Rules, unless the context otherwise
requires.

Certain amounts and percentage figures included in this prospectus have been subject
to rounding adjustments. Accordingly, figures shown as totals in certain tables may not be
an arithmetic aggregation of the figures preceding them.

All times refer to Hong Kong time.

Unless otherwise specified, references to years in this prospectus are to calendar
years.

If there are any inconsistencies between the Chinese names of the PRC laws and
regulations or PRC entities mentioned in this prospectus and their English translations, the
Chinese names shall prevail. Translated English names of Chinese natural persons, legal
persons, governmental authorities, institutions or other entities for which no official
English translation exist are unofficial translations for identification purposes only.
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GLOSSARY

our Company.

This glossary contains certain technical terms used in this prospectus in
connection with our Company. These terms and their definitions may not correspond
to standard industry definitions or usage, and may not be directly comparable to
similarly titled terms adopted by other companies operating in the same industries as

B

“active users’

“Alipay”

“Android”

“ARPGs”

“ARPPU”

“beta testing”

“casual games”

“client games”

“DAUS”

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

a third-party mobile and online payment platform

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

action role-playing games, which incorporate
elements of action or action-adventure games and
normally have combat systems

average revenue per paying user, which represents
the total revenue generated by the paying users for a
particular game, a particular type of games or all of
our games, as applicable, during a certain period
divided by the number of paying users of the game,
the type of games or all of our games, as applicable,
during such period

a form of external user acceptance testing

games which are easy to learn and typically have a
simple story line with challenges for users to
overcome in order to progress

games that can be played by first downloading the
client base from game providers’ websites and then
connecting to the servers through Internet browsers

daily active user(s), which measures the stickiness of
an online product by measuring how many unique

product users visit the product daily
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GLOSSARY

“download”

“free-to-play”

“HS”

“iOS”

“IP(S)”

“IP address”

“MAUS”

“mobile games”

“MPUs”

“online games”

“paying users”

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

a business model used in the online game industry,
under which users can play games for free, but may
need to pay for virtual items sold in games to
enhance their gameplay experience

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

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

intellectual property(ies)

internet protocol address, an identifier assigned to
each computer and other device to a network that is
used to locate and identify the node in
communications with other nodes on the network

monthly active users, which refers to the number of
individuals who login to a particular game in the
relevant calendar month; average MAUs for a
particular period is the average of the MAUs in each
month during that period

games that are played on mobile devices

monthly paying users, which refers to the number of
paying users in the relevant calendar month; average
MPUs for a particular period is the average of the
MPUs in each month during that period

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

in any given period, (1) paying users of a particular
game refers to all registered users who charged their
accounts for the game with virtual items purchased
from us at least once in such period regardless of
whether such virtual items were consumed by the
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GLOSSARY

“PC(S)”

“registered user(s)”

“RPGs”

“server”

“SRPG”

“virtual items”

“web games”

registered users in such period; and (2) paying users
of a particular type or all of our game refers to the
simple sum of the paying users of each game of such
type or all of our games, as applicable, in such period
and a paying users that purchased virtual items for
two or more games in such period is counted as two
or more paying users in such period

personal computer(s)

as of any period of time, registered user of a
particular game refers to the user account that had at
least one entry into such game prior to such time;
registered users of certain type or all of our games
refers to the simple sum of the registered users of
each game of such type or all of our games, as
applicable, as of such time and a user account that
has been used to enter two or more games is counted
as two or more registered users

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

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

strategy role-playing games, which incorporate
elements from strategy video games as an alternative
to  traditional  role-playing game  systems,
emphasizing tactics

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

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

This prospectus contains certain forward-looking statements and information relating
to us and our subsidiaries that are based on the beliefs of our management as well as
assumptions made by and information currently available to our management. When used in
this prospectus, the words “anticipate,” “believe,” “could,” “estimate,” “expect,”
“forecast,” “going forward,” “intend,” “may,” “plan,” “seek,” “should,” “will,” “would,”
“wish” and similar expressions, as they relate to our Company or our management, are
intended to identify forward-looking statements. Such statements reflect the current views
of our Company’s management with respect to future events, operations, liquidity and
capital resources, some of which may not materialize or may change. These statements are
subject to certain risks, uncertainties and assumptions, including the other risk factors as
described in this prospectus. You are strongly cautioned that reliance on any forward-
looking statements involves known and unknown risks and uncertainties. The risks and
uncertainties facing our Company which could affect the accuracy of forward-looking
statements include, but are not limited to, the following:

EEINT3

* our business operations and prospects;

»  future developments, trends and conditions in the industry and markets in which
we operate;

e our strategies and plans and our ability to implement such strategies;

e our ability to enhance our existing games and launch new games;

e our ability to attract and retain our users;

e our ability to maintain and strengthen our relationship with game publishers,
distribution platforms and payment channels;

* general economic political and business conditions in the markets in which we
operate;

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

e our capital expenditure programs and future capital requirements;

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

e the actions of and developments affecting our competitors; and

. certain statement in the sections headed “Risk Factors,” “Industry Overview,”
“Regulation Overview,” “Business,” “Financial Information” and “Future Plans
and Use of Proceeds” with respect to risks, uncertainties, future events and
operations, risk management and market trends.
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FORWARD-LOOKING STATEMENTS

Any forward-looking statement made by us in this prospectus speaks only as of the
date on which it is made. Factors or events that could cause our actual results to differ may
emerge from time to time, and it is not possible for us to predict all of them. Subject to the
requirements of applicable laws, rules and regulations, we undertake no obligation to
update any forward-looking statement, whether as a result of new information, future
developments or otherwise. All forward-looking statements contained in this prospectus are
qualified by reference to the cautionary statement set for in this section as well as the risks
and uncertainties discussed in the section headed “Risk Factors.”
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RISK FACTORS

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

Our business and operations involve certain risks and uncertainties, many of which are
beyond our control. These risks can be broadly categorized as (1) risks relating to our
business and industry, (2) risks relating to China and overseas markets, (3) risks relating to
our corporate structure, and (4) risks relating to the Global Offering.

RISKS RELATING TO OUR BUSINESS AND INDUSTRY

A significant majority of our revenue attributes to a limited number of games in recent fiscal
periods. Our revenue would decline if these games do not continue to succeed.

Our product development strategy is to focus on a limited number of high-quality
games, and accordingly we derive a significant majority of our revenue from a small
number of games. Our top five games in 2015, 2016 and 2017 accounted for 89.6%, 81.9%
and 84.5% of our revenue, respectively. Our top web games, DDTank (## %) and Wartune
(#H#y), accounted for 80.7%, 52.3% and 34.1% of our revenue in 2015, 2016 and 2017,
respectively. DDTank (mobile) (## 4% (F#%)), the mobile remake of our flagship web title,
has since its launch in April 2017 accounted for 34.7% of our revenue in 2017. We expect
these games to continue to contribute a substantial portion of our revenue in the foreseeable
future. We will continue to improve, expand and upgrade them to launch new features that
appeal to existing users and attract new users. However, we cannot assure you that our
efforts in enhancing the existing games will sustain their current level of popularity.

According to the iResearch Report, the lifecycle of most web games developed by
Chinese companies ranges from two to 12 months. Our top games have achieved much
longer lifecycles than other comparable games. For example, our flagship titles, DDTank
and Wartune, launched in 2009 and 2011, respectively, continued to generate significant
revenue as of December 31, 2017. To cater to user interests, we must strive to extend the
lifecycle of these games through regular upgrades and expansions. However, if we fail to
extend the lives of our top games, our results of operation would suffer.

If we fail to continue to release successful new games that attract and retain a larger user base,
our business and revenue growth may not be sustainable.

To further grow our business, we must continuously make strong efforts to launch new
games and implement different strategies to broaden our user base. In launching new
games, we must predict and accommodate changes in user interests and preferences, and the
evolving competitive landscape of the online game industry. We must also seek to
effectively market new games and game upgrades to strengthen geographic penetration.
Lastly, we must continue to upgrade our technology and infrastructure to minimize
downtime and maintain our system stability of our games.

- 35—



RISK FACTORS

Releasing new games will help retain and expand our user base. We generate the
majority of our revenues from sales of in-game virtual items. The success of user
monetization largely depends on our ability to continue to attract and retain user base and
convert more registered users into paying users. Our average MPUs increased from
approximately 342,000 in 2015 to 613,000 in 2017.

We cannot guarantee, however, that the new games we launch will gain popularity. We
also cannot guarantee that our games and main proprietary IPs will not lose interests from
the users and become outdated, especially in respect of our top games such as DDTank and
Wartune. In addition, users might lose interest in us because of unexpected delays in
releasing new games. Developing new games may go through many reiterations and
setbacks. As a result, we may not be able to make an accurate schedule of game
development.

If a new game does not gain commercial success and we fail to introduce additional
games or updates timely to maintain our user base, our existing games could eventually lose
popularity, resulting in a decline in our total active and paying users. As a result, our
business, financial condition, and results of operations may be materially and adversely
affected.

The competition of mobile game market is intense and the market is dominated by the top two
game companies, including Tencent. In the coming years, we expect to continuously rely on
major game publishers such as Tencent to publish our mobile games and HS games in China.
We also rely on third-party online payment channels such as WeChat payment channel in
Tencent for payment collection.

As of the Latest Practicable Date, we collaborated with a number of premium
third-party game publishers worldwide, including Tencent, Garena Online and Digital
Hollywood to publish our games across the regional markets. Our revenue derived from the
partnership with third-party game publishers contributed 86.2%, 81.8% and 85.8% of our
total revenue in 2015, 2016 and 2017, respectively. Leveraging their user traffic and
publishing experience, these third-party game publishers help us scale up our operations
rapidly in our target markets. See “Business — Game Publishing.”

According to the iResearch Report, the competition of mobile game market is intense
and is dominated by the top two game companies, including Tencent, which assumed a
commanding market share of 57% in China in terms of revenue in 2016. In the coming
years, we expect to continuously rely on Tencent to publish our mobile games and H5
games in China. Some of the game publishers have strong bargaining power in dealing with
online game companies like us. We are subject to their standard service terms and
conditions with regard to the promotion, distribution, operation and payment methods for
our games. Our business could be materially and adversely affected if these game
publishers cease to cooperate with us, or fail to effectively promote our games or otherwise
fulfill their contractual obligations. Also, if they establish more favorable relationships
with one or more of our competitors, or do not obtain or maintain relevant government
licenses to distribute our games, our business will be harmed.

— 36—



RISK FACTORS

Under our arrangement with game publisher partners, we typically require them to
share gameplay data with us so that we can analyze and improve the performance of our
games on a regular basis. Certain game publishers, however, might refuse to share some or
all of such data with us, citing data protection and confidentiality concerns. Among them,
one game publisher refuses to share all of such data with respect to a certain game with us,
and our revenue derived from this game publisher in respect of this game was RMB121.2
million, which was incurred in 2017, during the Track Record Period. As a result, we may
not effectively analyze the performance of the games affected and make targeted
improvement efforts, which may adversely affect the continued performance of such games.

We utilize third-party payment channels such as WeChat payment channel in Tencent
to facilitate in-game purchases of virtual items. Any scheduled or unscheduled interruption
in the ability of our users to use these and other third-party payment systems could
adversely affect our payment collection, and in turn, our revenue. We also rely on the
stability of such payment transmissions to ensure the uninterrupted payment services
available to our users. We do not have control over the security measures of third-party
online payment channels. If any of these third-party online payment channels fail to
process, or ensure the security of, user payments for any reason, our reputation will be
damaged and we may lose our paying users and discourage the potential purchases, which
in turn, will materially and adversely affect our business, financial condition and prospects.

Our business is subject to numerous laws and regulation in China, the United States, the
European Union, and other relevant jurisdictions applicable to operations of online games,
many of which are unsettled and still developing. New laws and regulations may be adopted or
amended from time to time and these regulatory restraints could subject us to claims or
otherwise harm our business.

We are subject to a variety of laws in China, the United States, the European Union,
and other relevant jurisdictions, which are continuously evolving and developing. The
scope and interpretation of the laws that are or may be applicable to us are often uncertain
and may be conflicting. It is difficult to predict how existing laws will be applied to our
business and the new laws to which we may become subject. For example, China’s
government has been escalating restrictive regulations on the content of online games,
particularly restricting online games from containing factors such as pornography and
violence. However, many of such regulations, such as the depiction of pornography and
violence, are ambiguous, still evolving and could be interpreted in ways that could harm
our business or expose us to liability.

In China, commercial operators and publishers of online games are required to obtain
necessary qualifications and the contents of online games are required to comply with
certain laws and regulations, which are summarized as followings:

Regulations Main Contents
Telecommunication Regulation of the e categorizes telecommunications services into basic
People’s Republic of China ( €H3E A R ILFI telecommunications  services and  value-added
BITEE MBI ), issued on September 23, telecommunications services; and

2000 and last amended on February 6, 2016 ] . . .
* requires telecommunications services providers to

obtain an operating license prior to the
commencement of their operations.
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Regulations

Main Contents

Administrative Measures for Internet
Information Services ( CHI#E(E B IRES &
L) ), issued on September 25, 2000 and
amended on January 8, 2011

Notice Regarding the Strengthening of
Online Game Content Censorship ( <31k
I R 2 o 408 A SR TR 2 A AR
HIY ), issued on May 14, 2004

Notice Regarding Improving and
Strengthening the Administration of Online
Game Content ( <SCALFHP B A MOE R i 49 4%
WIE NG TAER RN ), issued on
November 13, 2009

Interim Measures for the Administration of
Online Games ( <B4 B B ATHRE) ),
issued on June 3, 2010 and amended on
December 15, 2017

Interim Administrative Provisions on
Internet Culture ( B84 30L& HE 4740
FED ), issued on May 10, 2003 and last
amended on December 15, 2017

Administrative Provisions on Online
Publishing Services ( A% IR & LA
JE) ), issued on February 4, 2016

requires commercial Internet information services
operators to obtain a value-added telecommunications
services license with the business scope of Internet
information service, namely ICP license (J&{H (5%
BB R3).

mandates the establishment of a committee under the
MOC to screen the content of imported online games
and requires that the content of all imported online
games be approved by the MOC.

requests online game operators to improve and adapt
their game models by (1) mitigating the
predominance of the “upgrade by monster fighting”
model, (2) limiting the use of the “player killing”
model (where one player’s character attempts to kill
another player’s character), (3) limiting in-game
marriages among game players, and (4) improving
their compliance with legal requirements for the
registration of minors and game time limits.

any entity who is an operational Internet cultural
provider, including online game operator, must obtain
an Internet Culture Operation License (#8#% Cfb58%
G A

operator of an imported online game shall not operate
such online game unless it obtains the approval from
the MOC, and the operator of a home-made online
game shall go through filing procedures with the
MOC within 30 days of the date of its online
operation as required;

online games are not allowed to contain illegal
factors, such as promoting obscenity, pornography,
gambling, violence, or instigating crimes; and

requests online game operators to protect the interests
of online game players and specifies certain terms
that must be included in the service agreements
between online game operators and the players of
their online game, such as they shall require online
game users to use valid identity documents for real-
name registration.

any entity that is engaged in online game
operations must obtain an Business License for
Internet Culture;

all imported Internet cultural products are subject to
censoring of contents by the MOC; and

home-made Internet cultural products shall be filed
with the culture authorities at the provincial level or
above within 30 days of their formal business
operation.

any entity that is engaged in editing, producing or
processing digital works that are provided to the
public through information network, including online
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Regulations Main Contents

game publications, must obtain an Online Publishing
Service License (#8#% th WUIRFF 77T #) ; and

* online games must be approved by provincial
publication administrative departments prior to
internet publishing.

Ministry of Culture on Regulating the e sets requirements in relation to the following aspects
Operation of Online Games and of online games: (1) clarifying the scope of online
Strengthening the Interim and Ex Post game operation; (2) regulating services for issuance
Supervision ( <SCAb#S B A KL HE 48 4 0 o of virtual props of online games; (3) strengthening the
TR 2 AR B TARRVIE ) ), issued on protection of the rights and interests of online game
December 1, 2016 users; (4) strengthening the interim and ex post

supervision of online game operation; and
(5) seriously investigating and punishing illegal
operating activities.

In the United States, laws relating to the liability of providers of online services for
activities of their users and other third parties are currently being tested by a number of
claims, including actions based on invasion of privacy and other torts, unfair competition,
copyright and trademark infringement, and other theories based on the nature and content
of the materials searched, the advertisement posted or the content provided by users. It is
also likely that as our business grows and evolves and our games are played in a greater
number of countries, we will become subject to laws and regulations in additional
jurisdictions.

If we are not able to comply with these laws or regulations or if we become liable
under these laws or regulations, we could be directly harmed, and we may be forced to
implement new measures to reduce our exposure to this liability. This may require us to
expend substantial resources or to modify our games, which would harm our business,
financial condition and results of operations. In addition, the increased attention focused
upon liability issues as a result of lawsuits and legislative proposals could harm our
reputation or otherwise impact the growth of our business. Any costs incurred as a result of
this potential liability could harm our business and results of operations.

It is possible that a number of laws and regulations may be adopted or construed to
apply to us in the jurisdictions in which we operate that could restrict the online and mobile
industries, including user privacy, advertising, taxation, content suitability, copyright,
distribution and antitrust. Furthermore, the growth and development of electronic
commerce and virtual items may prompt calls for more stringent consumer protection laws
that may impose additional burdens on companies such as ours conducting business through
the Internet and mobile devices. For example, the European Union has stated that it intends
to meet with the industry and consumer-protection groups to discuss certain aspects of
free-to-play games. We anticipate that scrutiny and regulation of our industry will increase,
and we will be required to devote legal and other resources to addressing such regulation.
For example, existing or new laws regarding the regulation of currency, banking
institutions, unclaimed property and money laundering may be interpreted to cover virtual
items. If these were to occur we might be required to seek licenses, authorizations or
approvals from relevant regulators, the granting of which may be dependent on us meeting
certain capital and other requirements and we may be subject to additional regulation and
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oversight, such as reporting to regulators, all of which could significantly increase our
operating costs. Changes in current laws or regulations or the imposition of new laws and
regulations in the jurisdictions in which we operate regarding these activities may lessen
the growth of online game services and impair our business.

A substantial amount of our revenue come from sales of our in-game virtual items. If our
marketing and pricing of virtual items fail to gain anticipated acceptance, or if this item-based
business model ceases to be commercially viable, we may not be able to monetize our users
effectively and our results of operations, financial condition and business prospects could be
materially and adversely affected.

All of our games are initially free-to-play. During the Track Record Period, we
generated a substantial amount of our revenue from the sale of in-game virtual items. We
are only able to convert a relatively small fraction of users who play our games within a
certain period to paying users, which is consistent with the industry norms. In 2015, 2016
and 2017, our average MPUs for online games were approximately 342,000, 294,000 and
613,000, respectively, representing 4.0%, 4.9% and 10.0% of the average MAUs for the
same periods, respectively. Our sustainable revenue growth, therefore, in part depends on
our ability to effectively encourage more registered users to make or increase their in-game
purchases.

We put much effort into marketing and pricing our in-game virtual items to optimize
user monetization. We invest in user data analytics to better understand our users’ in-game
behavioral patterns, which not only allows us to create localized and culturally-adapted
versions of games catering to regional markets, but also to design tailor-made virtual items
and properly price them in light of the local conditions. In order to encourage our users to
purchase our in-game virtual items, we frequently launch various promotional sales.
However, it is possible that we may not be able to effectively market or price our virtual
items. We might also fail to identify and introduce new and popular virtual items and
appropriately price them.

In addition, this item-based revenue model may cease to be commercially viable. We
are not able to guarantee that a sufficiently broad base of users will continue to accept this
model. It is also possible that a new revenue model will emerge given the rapidly evolving
industry and competitive landscape, which may force us to transition into such new model.
However, we may have difficulties in effectively adjusting to a new revenue model, since
we have adopted the item-based model from inception and we have limited experience of
the adjustment. As a result, our results of operations, financial condition and business
prospects could be materially and adversely affected.

Our performance during the Track Record Period may not be indicative of our future
prospects. If we fail to develop and publish mobile games, our growth prospect will suffer.

To capitalize on the market opportunity from the tremendous smartphone user base,
we have strategically expanded our business focuses to develop mobile games in recent
years. Although we have gained proven success in developing and launching a number of
popular web games since our inception, we have a limited history of developing and
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publishing mobile games. We launched our proprietary mobile games, Wartune Heroes (#
2 #F X #4f) and DDTank (mobile) in July 2016 and April 2017, respectively. Revenue
generated from DDTank (mobile) increased significantly since its release, and it remained
on the top 300 best-selling games in Apple Inc.’s App Store in China as of the Latest
Practicable Date. However, revenue contribution from our mobile games may not be
sustainable, and our short operating history in developing and publishing mobile games
makes it difficult to effectively assess our business prospects and predict our future
financial performance.

Going forward, we expect that most of the new games we develop and publish will be
mobile games and H5 games. However, we are faced with various risks and uncertainties as
a result of our strategic transition into a mobile-centric game company. For example, we
may not be able to continuously identify, develop, license and upgrade games that are
suitable for rapidly evolving mobile devices and platforms in a timely and cost-effectively
manner, given the fast pace of the evolution of mobile game technologies. The skills,
knowledge and experiences required for development of mobile games are different from
those required for developing web games, and we may not succeed in improving in these
areas such as recruiting suitable R&D staff.

In addition, each mobile device manufacturer or mobile platform provider may
establish unique technological requirements or restrictive terms and conditions on their
devices or platforms for game developers. Our multi-device or multi-platform game
development technologies might fail to keep pace with the evolving mobile devices and
platforms, especially immediately after such devices and platforms are launched or
upgraded. We may also need to allocate significant resources for the creation, support and
maintenance of our games for them to function as intended on new mobile devices and
platforms. Furthermore, we may not be able to upgrade and increase the option of payment
methods and systems based on the mobile platforms, geographies and other factors. As a
result, monetization of our games might be negatively affected.

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

Our data analytics may be inaccurate which would materially and adversely affect our ability to
adopt appropriate business strategies.

We rely on our data analytics capabilities to continue developing and publishing
games, improving user experience, and eventually optimizing user monetization. Our game
development center routinely collects and stores in-game user behavioral data utilizing our
data analysis engine. We also collect certain gameplay data from our third-party game
publishers to the extent allowed by them, although we only have limited ability to verify
such data. In addition, it is possible that our data may be inaccurate due to technical errors,
security breaches, hacking incidents, or refusal by the game publishers to share any such
data with us. Therefore, we might fail to gather or retain data timely, or ensure the quality
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of data, which would yield inaccurate or misleading analytical results. Furthermore,
statistical inferences work on the faulty premises that past behavior predicts that in the
future, which have inherent limitations.

We assess our business performance utilizing a set of key performance indicators,
such as MAUs, MPUs and ARPPU. While data analytics has proven beneficial to
businesses, we might make poor operational and strategic decisions, even with high-quality
data and superb data analytics methodology. If any of the foregoing occurs, our business,
financial condition and results of operation may be materially and adversely affected.

Our business is subject to domestic and international laws, rules, policies and other obligations
regarding data protection. If the PRC government or its counterparts in other jurisdictions
prohibit the use of personal data for data analytics, our business could be materially and
adversely affected.

Our business requires us to use and store in-game user behavioral data and gameplay
data to analyze and improve the performance of existing games and develop new games.
We may be subject to domestic and international laws relating to the collection, use,
retention, security and transfer of personal data. Several jurisdictions have passed laws in
this area, and other jurisdictions are considering imposing additional restrictions. For
example, Amendment (IX) to the Criminal Law of PRC (*h#E A RILFBIAIIEEIEE (Ju) ),
effective in November 2015, has added the Crime of Infringing on Citizens’ Personal
Information to the Criminal Law of PRC (##E ARMLA B ), which signifies the PRC
governmental authorities’ resolution to further protect personal information. These laws
continue to develop and may vary from jurisdiction to jurisdiction. Complying with
emerging and changing domestic and international legal requirements may cause us to incur
substantial costs. In addition, if the PRC government or its counterparts in other
jurisdictions pass laws in the future to prohibit the use of personal data for data analytics,
they may impede our capabilities to analyze and optimize our games. If we or third parties
we work with are unable to use personal data for data analytics, we may lose a significant
part of data resources, which would lead to a diminishing value in our analytical results and
could in turn have a material adverse effect on our business.

We may not be able to successfully implement our business strategies and sustain our gross
profit margin.

We have historically focused on web games. However, as smart phones and tablets
have become major online game operating platforms, we have expanded in the mobile game
market and devoted a significant portion of our R&D resources to develop mobile games.
We plan to launch 10 new games by the end of 2018 to expand our game portfolio. In 2015,
2016 and 2017, our gross profit margin was 83.3%, 89.2% and 91.5%, respectively. Our
cost of revenue may increase from our strategic business expansion to develop and launch
new games, as a result of which our gross profit margin may decrease.

Our new games may attract users away from our existing games, which may have a material
adverse effect on our business, financial condition and results of operations.

Our new games may attract users away from our existing games and shrink the user
base of our existing games, which could in turn make those existing games less attractive to
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other users, resulting in decline in revenue from our existing games. Users of our existing
games may also spend less purchasing virtual items in our new games than they would have
spent if they had continued playing the existing games. Our business, financial condition
and results of operations may be harmed if any of the foregoing occurs.

As we operate in a rapidly evolving industry and may face increasingly intense competition as a
result of the relatively low entry barrier, it is difficult to evaluate our business and prospects.

Online games, particularly web games and mobile games from which we derive
substantially all of our revenue, are a rapidly evolving industry. The growth of the online
game industry and the demand and market acceptance of our games are subject to a high
degree of uncertainty. Our future performance will depend on a number of factors affecting
the online game industry, many of which are beyond our control, including:

e changes in user demographics and preferences;

e the availability and popularity of other forms of interactive entertainment;

e continued worldwide adoption and use of Facebook, Google Play and Apple
Inc.’s App Store, and widely used major distribution channels in the PRC, such
as Tencent’s Myapp, 360 Mobile Assistant and Xiaomi’s Mi Store; and

+ general economic conditions, particularly economic conditions adversely
affecting discretionary user spending.

Our ability to plan for game development and distribution will be significantly
affected by our ability to anticipate and adapt to rapidly changing user preferences. A
decline in the popularity of online games in general, or our games in particular, would harm
our business and prospects.

The online game industry consists of a large number of game developers and
publishers. It is increasingly competitive, characterized by the frequent introduction of new
products and services, limited product lifecycles, evolving industry standards, rapid
adoption of technological and product advancements, as well as price sensitivity on the part
of users. In recent years, numerous competitors in China have entered or transitioned into
the mobile game industry. We expect this trend to continue and believe that the mobile
game offering will continue to proliferate. Competition from other game developers and
publishers from overseas is also likely to increase in the future. We compete with other
online game developers on the basis of a number of factors, including user base, game
portfolio, user experience, brand awareness and reputation, and relationship with game
publishers. We primarily compete with online game developers of various sizes in China as
well as leading Internet and technology companies, such as Tencent and Netease. We also
compete with overseas game developers, such as Miniclip.com, King.com, and Rovio
Entertainment Corporation in our target overseas markets.

The online game industry in China is constantly evolving, and unforeseen changes in
this industry may turn out to be advantageous to certain competitors than to us. Some of
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these current and potential competitors may have significant resources for developing or
acquiring games, may be able to incorporate their own strong brands and IP assets into their
games, may have a more diversified set of revenue sources than we do and may be less
susceptible to changes in user preferences, regulations or other developments that may
impact the online game industry, which may weaken our competitive position. In January
2017, Tencent launched the WeChat mini programs which allow developers to make use of
its platform to develop mini programs on H5 format. Leveraging its large user base and the
social networks of WeChat, the mini programs have been widely accepted by users. Due to
the low entry barriers for developing mini programs, we will face increasing competition
arising from more HS5 game developers. Furthermore, considering the user traffic on
WeChat, we may rely on Tencent on the distribution of our H5 games in the future and we
may be subject to its stringent data privacy policies applicable to its social networking
features or any policies which may affect our revenue generation. As of the Latest
Practicable Date, H5 games operated on WeChat are not allowed to collect payment from
users on iOS. In addition, in the event that we are not able to distribute our H5 games on
popular distribution platform such as Tencent, the performance of our games may be
adversely affected.

As there are relatively low entry barriers to develop and operate online games, we
expect new competitors to enter the market and existing competitors to allocate more
resources to develop and market competing games and upgrades. It may be more difficult
for us to maintain and expand user base in light of the increased competition in the online
game industry. We may have to offer more incentives to our partners, such as game
publishers and distribution platforms, which could adversely affect our profitability. If we
fail to compete cost-effectively, our market position could be weakened and our results of
operations could be materially and adversely affected.

We are faced with competition from a broader entertainment industry. Our existing and
prospective users may be attracted to competing forms of entertainment such as television,
movies and sports, social network services, as well as other recreational options on the Internet.

Beyond online games, our users face a wide array of recreational choices. Other forms
of entertainment, such as television, movies, music, electronic books, sports, social network
services, and other recreational options on the Internet, all represent significantly larger
and more well-established markets. They offer greater variety, affordability, interactivity
and enjoyment. These other forms of entertainment compete for the discretionary time and
income from our users.

We cannot assure you that our future entertainment products will be compatible with
our current game offerings, fit into our business models, or gain popularity among our
users. If we are unable to sustain sufficient entertainment value in our entertainment
products in comparison to other forms of entertainment, our business model may no longer
be viable.
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We are challenged with risks and uncertainties, as we expand to new geographical markets. If
we fail to manage our international expansion effectively, our growth prospects could be
materially adversely affected.

One of our key business strategies is to continue expanding our business to attract
users globally. We have focused on and achieved steady growth in targeted overseas
markets during the Track Record Period. We have strategically focused on the English-
speaking markets including North America, and have gradually expanded to more markets
with significant growth potential, such as Southeast Asia, Europe and South America. As of
December 31, 2017, we offered our games in 21 different language versions.

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

* identifying appropriate overseas markets;

e challenges caused by distance, language and cultural differences;

* customizing games and other offerings that appeal to the tastes and preferences
of users in overseas markets;

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

e protecting and enforcing our IPs;

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

 implementing alternative payment methods for virtual items in a manner that
complies with local laws and practices and protects us from fraud;

o credit risk and higher levels of payment fraud;

»  currency exchange rate fluctuations;

e adapting to local business practices;
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e protectionist laws and business practices that favor local businesses in some
countries;

e political, economic and social instability; and

*  higher costs associated with doing business internationally.

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

Our business strategy of acquiring and investing in complementary businesses, assets, and
technologies may result in operating difficulties, dilution to our investors and other negative
consequences.

We have successfully acquired, and intend to selectively acquire and invest in
businesses that complement our existing business. Going forward, we intend to continue to
selectively acquire, invest in or enter into strategic partnerships with qualified game
developers and publishers in and outside China to enhance our capabilities to develop new
games and other entertainment products in a cost-effective manner. See “Business —
Business Strategies — Pursue acquisition and strategic cooperation opportunities.” The
uncertainties and risks we face in relation to the acquisitions and investments include:

* accurately identifying and evaluating potential acquisition targets with operations
complementary to our existing operations;

*  potential ongoing financial obligations and unforeseen or hidden liabilities;

* retaining key employees and maintaining the business relationships with the
businesses we acquire;

. failure to achieve the intended objectives, benefits or revenue enhancement;

e costs and difficulties of integrating acquired businesses and managing a larger
business;

e failure to integrate an acquired company’s accounting, management information,
human resource and other administrative systems to permit effective management
and timely reporting;

*  failure to discover important facts during pre-acquisition due diligence that could
have a material adverse impact on the value of the businesses we acquire or
invest in;
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» significant accounting charges resulting from the completion and integration of a
sizeable acquisition and increased capital expenditures; and

e diversion of resources and management attention.

Our financial condition and results of operations will be harmed if we fail to address
these risks and uncertainties. In addition, such acquisition or investment usually involve
significant amount of capital investment, which may divert a significant amount of cash
from the working capital or capital expenditures. Furthermore, if we use our equity
securities to pay for acquisitions, we may dilute the value of our Shares. Our Shareholders
may not have the opportunity to review, vote on or evaluate future acquisitions or
investments. If we borrow funds to finance acquisitions, such debt instruments may contain
restrictive covenants that could, among other things, restrict us from distributing dividends.

We may not be successful in effectively promoting our brand or enhancing our brand
recognition, and any negative publicity, regardless of its veracity, may harm both the brand of
our company and the specific games we publish.

The reputation of our “7Road” brand is growing among users globally as a game
developer that consistently releases fun games. Promoting the “7Road” brand and
enhancing its recognition is an integral part of our growth strategies. However, we may not
be able to effectively promote or develop our brand and, if we fail to do so, our growth may
be adversely affected.

In addition, negative publicity or disputes regarding our brand, games and services,
company or management could materially and adversely affect public perception of our
brand and other products and services we offer, which may in turn decrease the number of
our users.

Our technology infrastructure, including servers and network, may experience unexpected
system failure, significant interruptions or security breaches, which could adversely impact our
operations and harm our business.

Our technology infrastructure may in the future encounter disruptions or other outages
caused by a variety of factors, including infrastructure changes, human errors or
malfunction in software, and capacity constraints. Our growing operations will place
increasing pressure on our servers and network capacity as we launch more games and
further expand our user base. Furthermore, our infrastructure is also vulnerable to damages
from fires, floods, earthquakes, power loss and telecommunication failures. Any network
interruption or inadequacy that causes interruptions to our games or failure to maintain the
network and server or solve such problems in a timely manner, could reduce our users’
satisfaction, which in turn will adversely affect our reputation, user base and future growth.

In addition, we rely on third-party service providers for certain key aspects of our
network infrastructure, including the storage and maintenance of our leased physical
servers hosted in areas known for natural disasters, such as earthquakes and hurricanes, and
therefore, our network infrastructure may be vulnerable to damage. Furthermore, as we
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operate our games in a number of markets, we highly depend on the performance and
reliability of the Internet infrastructure in each market, which is maintained by
telecommunications carriers owned by either the state or private parties with various levels
of technology. Any disruptions or other problems with these services are out of our control
and may be difficult for us to rectify. If our arrangements with our data server providers or
any other third party are terminated, invalidated, or modified against our interest, we may
not be able to find alternative services or solutions on a timely basis or on terms favorable
to us, or at all. In addition, we do not maintain insurance policies covering losses relating
to our systems and we do not have business interruption insurance.

Furthermore, our business will be materially and adversely affected by any potential
security breach caused by hackings, which involve efforts to gain unauthorized access to
our information or systems, or to cause intentional malfunctions, loss or corruption of data,
software, hardware or other computer equipment, the intentional or inadvertent
transmission of computer viruses and similar events. It may be difficult for us to respond to
security breaches in a timely manner or at all. If an actual or perceived breach of our
security occurs, users’ confidence in the effectiveness of our security measures could be
harmed. In addition, secure transmission of users’ confidential information, such as users’
bank card numbers and expiration dates, personal information and billing addresses, over
public networks, including our website, is essential for maintaining user confidence. We do
not have control over the security measures of our game publishing partners, and their
security measures may not be adequate at present or may not be adequate with the expected
increased usage of online payment systems. We could be exposed to litigation and possible
liability if we fail to safeguard users’ confidential information, which could harm our
reputation and our ability to attract or retain users and may have a material adverse effect
on our business. Therefore we could lose users and suffer significant financial losses
because of such events, or in connection with the remediation efforts, investigation costs
and system protection measures.

Our users may violate our game policies which may harm users’ gameplay experience and our
revenue growth.

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

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

Furthermore, unrelated third parties may develop cheating practices that enable users
to exploit vulnerabilities in our games or obtain unfair advantages over other users who
play fairly. These practices harm the experience of users who play fairly and may disrupt
the virtual economies of our games. In addition, unrelated third parties may attempt to scam
our users with fake offers for virtual items or other in-game benefits. We have employed
measures to discover and disable these practices and activities, but if we fail to do so
effectively or quickly, our operations may be disrupted, our reputation may be damaged and
users may quit our games, which in turn may cause losses of revenue from paying users,
increased cost of developing technological measures to combat these practices and
activities, legal claims relating to the decrease in value of our virtual items, and increase
customer service costs to respond to dissatisfied users.

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

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

The performance and reliability of the Internet infrastructure and wireless and landline
telecommunications networks in China will affect our operations and growth, including our
ability to accommodate prospective users in the future.

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

Companies and governmental agencies may restrict access to major distribution platforms, such
as Google Play and Facebook, or the Internet generally, which could lead to the loss or slower
growth of our user base.

Our users need to access the Internet, in particular, major game distribution platforms
such as Google Play and Facebook, to play our games. Overseas governmental agencies
may restrict the access to major game distribution platforms. The PRC government has
already blocked access to Google Play and Facebook in China. Companies and
governmental agencies could block access to major game distribution platforms, our
websites or the Internet generally for a number of reasons such as security or
confidentiality concerns or regulatory reasons, or they may adopt policies that prohibit
employees from accessing Google Play, Facebook, our websites or other social platforms.
If companies or governmental entities block or limit access to Google Play, Facebook or
our websites or otherwise adopt policies restricting users from playing our games, our
business could be adversely affected and could lead to the loss or slower growth of our user
base.

Our actual or perceived failure to comply with governmental regulation and other legal
obligations concerning data privacy could harm our business, as we routinely process, store and
use personal information and other data. The continual evolution of such obligations could
prevent us from providing our current games to our users or require us to modify our games,
thereby harming our business.

We deal with users’ personal information and other user data daily, and we enable our
users to share their personal information with each other and with third parties, including
on the Internet and mobile platforms. We therefore are subject to laws from a variety of
jurisdictions regarding privacy and the storing, sharing, use, processing, disclosure and
protection of personal information and other user data on the Internet and mobile platforms,
the scope of which are changing, subject to differing interpretations. It is possible that
these obligations may be interpreted and applied inconsistently from one jurisdiction to
another. For example, the European Union has traditionally taken a broader view than the
United States and certain other jurisdictions as to what is considered personal information
and has imposed greater obligations under data privacy regulations. The U.S. Children’s
Online Privacy Protection Act, also regulates the collection, use and disclosure of personal
information from children under 13 years of age. While none of our games are specifically
directed at children under 13 years of age, if this law were to apply to us, failure to comply
with it may increase our costs, subject us to expensive and distracting government
investigations and could result in substantial fines.

Data privacy protection laws are rapidly evolving and likely will continue to do so for
the foreseeable future. In addition, we are primarily dependent upon third-party game
publishers to solicit, collect and provide us with information regarding our users that is
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necessary for compliance with these various types of regulations. If third parties we work
with violate applicable laws or our policies, such violations may also put our users’
information at risk and could in turn adversely affect our business.

We strive to comply with all applicable laws, regulations, policies, legal obligations
and certain industry codes of conduct relating to privacy and data protection, to the extent
reasonably attainable. While our administrative systems have developed rapidly, during our
earlier history our practices relating to IP, data privacy and security, and legal compliance
may not have been as robust as they are now, and there may be unasserted claims arising
from this period that we are not able to anticipate. Any failure or perceived failure by us to
comply with our privacy policies, our privacy-related obligations to users or other third
parties, or our privacy-related legal obligations, or any compromise of security that results
in the unauthorized release or transfer of personally identifiable information or other user
data, may result in governmental enforcement actions, litigation or public statements
against us by consumer advocacy groups or others and could cause our users to lose trust in
us, which could have a material adverse effect on our business. Even concerns raised by
regulators, the media or users about our privacy and data protection or consumer protection
practices could result in fines or judgments against us, damage our reputation, and
adversely affect our financial condition and damage our business.

Furthermore, our business, including our ability to operate and expand internationally,
could be adversely affected if laws, regulations, policies or legal obligations are adopted,
interpreted, or implemented in a manner inconsistent with our current business operations
and that require changes to these practices, the design of our websites, games, features or
our privacy policy. In particular, the success of our business has been, and we expect will
continue to be, driven by our ability to responsibly use the data that our users share with us.
Therefore, our business could be harmed by any significant change to applicable laws,
regulations, policies or industry practices regarding the use or disclosure of data our users
choose to share with us, or regarding the manner in which the express or implied consent of
users for such use and disclosure is obtained. Such changes may require us to modify our
games and features, possibly in a material manner, and may limit our ability to develop new
games and features that make use of the data that our users voluntarily share with us.

We cannot be certain that our business operations do not or will not infringe on any patents,
valid copyrights or other IPs held by third parties. We may incur significant legal expenses in
case of third parties’ claims.

We may be subject to legal proceedings and claims from time to time relating to the IP
rights of third parties in the ordinary course of our business. If we fail to successfully
defend against such claim or do not prevail in such litigation, we may be prohibited from
using such IP rights, subject to fines and penalties, and may incur licensing fees or be
forced to develop alternatives. Any royalty or licensing arrangements that we may seek in
such circumstances may not be available to us on commercially reasonable terms or at all.
And we may incur substantial legal expenses in defending against these third-party
infringement claims, regardless of their merits. Also, if we acquire technology to include in
our products from third parties, our exposure to infringement actions may increase because
we must rely upon these third parties to verify the origin and ownership of such technology.
This exposure to liability could result in disruptions in our business that could materially
and adversely affect our results of operations.
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In addition, some of our employees were previously employed at other companies,
including our current and potential competitors. We also intend to hire additional personnel
to expand our development team. To the extent these employees are involved in the
development of content or technology similar to ours at their former employers, we may
become subject to claims that these employees or we have appropriated proprietary
information or intellectual properties of the former employers of our employees. If we fail
to successfully defend such claims against us, we may be exposed to liabilities which could
have a material adverse effect on our business.

Our business and reputation may be adversely affected by unauthorized use of our IP rights.

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

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

China has enacted laws and regulations governing Internet access and the distribution
of news and other content, as well as products and services, through the Internet. The PRC
government prohibits information that it believes to be in violations of PRC laws from
being distributed through the Internet. The MIIT, MOC and other competent government
authorities have promulgated regulations that prohibit games from being distributed
through the Internet if the games contain content that is found to, among other things,
propagate obscenity, gambling or violence, instigate crimes, undermine public morality or
the cultural traditions of China, or compromise state security or secrets. If any of the games
we offer were deemed to violate any such content restrictions, we would not be able to
obtain the necessary government approval to continue such offerings and/or could be
subject to penalties, including confiscation of income, fines, suspension of business, which
would materially and adversely affect our business, financial condition and results of
operations. We may also be subject to potential liability for unlawful actions of our users or
for content we distribute that is deemed inappropriate. We may be required to delete
content that violates PRC laws and report content that we suspect may violate PRC laws,
which may reduce our user base, the amount of time our games are played or the in-game
purchases. It may be difficult to determine the type of content that may result in liability
for us, and if we are found to be liable, we may be prevented from offering our online
games or other related services in China.

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

Our users are able to engage in highly personalized conversations when they use our
in-game chatting function. We are not able to verify users’ identities or the sources of any
information or content made by our users in our games. Therefore, it is possible that certain
users may engage in illegal, obscene or incendiary conversations that may result in a
negative impact among other users. Although we screen certain words according to the lists
provided by the relevant government authorities, we cannot assure you that all the sensitive
information contained in our user’ conversations can be identified. In serious cases, certain
such information or content may be deemed unlawful under the laws and regulations in the
locations where the games are played, and government authorities may require us to
discontinue or restrict certain features or services that would have led, or may lead, to such
events. We may incur significant costs in investigating and defending ourselves if we find
ourselves subject to penalties or claims based on the nature or content of the information
improperly displayed, which may materially and adversely affect our reputation, operations
and business.

The PRC law regulating the playing time and the age of online game users may materially and
adversely affect our business, results of operations and financial condition.

In April 2007, several governmental authorities, including the SAPPRFT and the
MOE, jointly issued the Notice Regarding the Implementation of Anti-addiction System on
Online Games in Protecting the Physical and Mental Health of Minors (B 47 & B4 A &
U fi R B ol 4 I 9 I8k B 0 %K AR AR 9@ ) (the “Anti-addiction Notice”), to which is annexed the
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Standards Regarding the Development of Anti-addiction System on Online Games (48 i ## 5
Btk R AR BIEEFERE) and the Proposal Regarding the Authentication of Real Names for
Anti-addiction System on Online Games (A8 5kFH Ik R AT A RFEITE). According to
the Anti-addiction Notice, an anti-fatigue system monitoring the playing time and minimum
age of online game users is required to be installed in all existing online games since
July 16, 2007, as well as in all online games to be operated in China. All of our mobile
games offered in China are and will be embedded with the anti-fatigue system prior to their
release. The Anti—addiction Notice is followed by the Notice Regarding Launching Anti-
addiction Real Name Authentication on Online Games ([ RICH) 48 % 37 8¢ By 0 24 B 42 Bials L4
Ry %), issued by the SAPPRFT, the MOE and other government authorities, became
effective in July 2011 (the “Launching Notice”). According to the Launching Notice, all the
companies that operate online games must institute anti-addiction real-name authentication,
including identifying registration information of their users and timely reporting the
identification information of the users pursuant to the proceeding prescribed by government
regulations, and strictly inputting the users who are proved to provide false identification
information into the anti-addiction system on online games The Notice Regarding In-depth
Development of Anti-addiction Real Names Authentication on Online Games (Bt %A B &
A8 I 0 05K 9 T 9 4% B e L YEIE AT, issued by the SAPPRFT in July 2014, became effective
in October 2014 (the “Development Notice”). According to the Development Notice, the
application for publication of an online game must be rejected unless the applicant
company completes the procedure of anti-addiction real-name authentication. Additionally,
the SAPPRFT issued the Notice of the General Office of the General Administration of
Press, Publication, Radio, Film and Television on the Administration of Mobile Game
Publishing Services (B F% Ml 4% 15k H b AR 154 2 0 40 2 (B0 255 ) o AR 8 28 A0 R0 A IRE ) s % ) 70
JEk s BRI 75 B A 4B ) in May 2016, which became effective in July 2016 (the “Mobile
Game Notice”). According to the Mobile Game Notice, mobile games are subject to the
Launching Notice unless the mobile game to be published does not concern, among others,
themes such as politics, military, nations and religions, belongs to the class of casual
puzzle domestic mobile games without plots or with simple plots and is not authorized by
overseas copyright owners. However, we cannot assure you that our anti-fatigue system
will be regarded as sufficient by relevant government authorities in China. Failure to
comply with the requirements under the foregoing Notices may subject us to penalties,
including without limitation suspension or restriction of our games to be operated by our
publishers, rejection to or suspension of the application for approval or filing of our games
in China.

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

Users from all over the world generally can access to our games due to the boundless
nature of Internet-based business, and we do not restrict access from any specific
jurisdiction unless the local regulators so require. In general, we would require our game
publisher partners to comply with local laws when they enter into any local markets. For
our games published on our own websites, as required by the relevant laws in China, we
require prospective users to provide their PRC identification numbers. To date, we are not
aware of any regulatory regime, nor have we received any notice from local regulators or
major distribution platforms, which requires us to restrict access to or take down our games
in any specific jurisdiction. Although we do not believe that the mere fact that our games
are accessible in a particular jurisdiction necessarily follows that we conduct business in
that jurisdiction and are subject to the local laws and regulations, we cannot assure you that
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the local regulators will not hold a contrary view. As a result, if the local regulators in any
specific jurisdiction place access restrictions to our games, any unsanctioned use of our
services from the local users may subject us to regulatory risk, including monetary penalty
or injunctions, which may adversely affect our business operations.

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

The online game industry in China is highly regulated. We currently derive a
significant portion of our revenue and cash flow from Shenzhen 7Road, our consolidated
affiliated entity, and its subsidiaries. Shenzhen 7Road and its subsidiaries are required to
obtain and maintain applicable licenses and approvals from different regulatory authorities
in order to provide their current services. Under the current PRC regulatory scheme, a
number of regulatory agencies, including but not limited to the SAPPRFT, the MOC, and the
MIIT, jointly regulate major aspects of the Internet industry, including the online game
business. Game operators and publishers must obtain various government approvals and
licenses for web and mobile businesses.

We have obtained the ICP Licenses for provision of value-added telecommunications
services, Online Culture Operating Licenses for the operation of online games, and Internet
Publishing Service Licenses for publishing online games, which are essential to the
operation of our business in China and are generally subject to regular government review
or renewal. Shenzhen 7Road is required to hold an ICP License, an Online Culture
Operating License, and Internet Publishing Service License for operating and publishing
online games. During the Track Record Period, we did not have incidents of material
non-compliance with respect to the aforementioned licenses of Shenzhen 7Road. However,
we cannot assure you that we can successfully update or renew the licenses required for our
business in a timely manner or that these licenses are sufficient to conduct all of our
present or future business.

In overseas jurisdictions where the local regulators require operating licenses, we have
obligated our game publisher partners to obtain, renew or retain necessary licenses, permits
or approvals, in order to publish and operate our games. Under such arrangements, we are
primarily responsible for offering game contents and related technical support and our
game publishers are primarily responsible for marketing and distributing the games within
their authorized distribution territories. We pre-screen our regional game publishers to
ensure that they have the required licenses to publish online games in the relevant
jurisdictions. However, we cannot assure you that our game publisher partners will be able
to renew or maintain the requisite license and approvals required in the overseas markets.

The regulatory environment applicable to our business in China and overseas is
complex, and considerable uncertainties exist regarding the interpretation and
implementation of existing and future laws and regulations governing our business
activities. We cannot assure you that we or our game publisher partners will not be found in
violation of any future laws and regulations or any of the laws and regulations currently in
effect due to changes in the relevant authorities’ interpretation of these laws and
regulations. If we or our game publisher partners fail to obtain, renew or maintain any of
the required licenses or approvals or make the necessary filings, we may be subject to

— 55—



RISK FACTORS

various penalties, such as imposition of fines, discontinuation or restriction of our
operations, and confiscation of the revenue illegally obtained. In addition, we cannot assure
you that we will be able to comply with applicable laws when we set up local branch
offices. In 2017, we were late in filing with the Hong Kong Companies Registry in respect
of our change of registered address in Hong Kong. Our Directors, after consulting with our
Hong Kong barrister, are of the view that even if convicted the penalty will have
immaterial financial or operational impact on us. Any penalties arising from our violation
of local applicable laws may disrupt our business operations and materially and adversely
affect our business, financial condition and results of operations.

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

We have been, and will continue to be, heavily dependent on the continued efforts of
our senior management team and other key employees for our success. In particular, we
rely on the expertise and experience of Mr. Meng, our executive Director and chief
executive officer, who together with other members of our senior management team, has
formulated our strategies and been instrumental to our achievements to date. The loss of
our senior management members or several of our other key employees could impair our
ability to operate and impede the execution of our business strategy. We may not be able to
replace such persons within a reasonable period of time or with another person of
equivalent expertise and experience, in which case our business may be severely disrupted
and our financial condition impaired.

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

We are exposed to cash flow mismatch, which may adversely affect our business, financial
condition, results of operations and prospects.

For 2015, 2016 and 2017, our average trade receivables turnover days were 121, 124
and 103, respectively, and our average trade payables turnover days were 31, 19 and 51,
respectively. With our business continuously expanding, the mismatch between trade
receivables turnover days and trade payable turnover days may put us at liquidity risk. As
of December 31, 2015, we recorded net current liabilities of RMB14.6 million. There is no
assurance that we will be able to collect all trade receivables. Any default or delay in
payment by our customers or our failure to collect trade receivables from them may cause
allowance for impairment of trade receivables to be made in the future, which may result in
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significant cash flow shortcomings in the future and adversely affect our cash position and
results of operations and prospects.

As a result of the mismatch in time between receipt of payments from our customers
and payments to our suppliers, we may reply on our internal resources and bank borrowings
to bridge this mismatch. Despite the short terms loans which could bridge this mismatch by
way of cash inflow generated from our financing activities, it also further enlarges our cash
flow used in operating activities at the same time. Besides, our cost of borrowings is
subject to the fluctuation in interest rate which may also affect our business, financial
condition, results of operations and prospects. Moreover, we cannot assure you that we will
be able to obtain the required bank financing in the future or that we would be able to
arrange for re-financing when our bank borrowings become due, repay our bank borrowings
or raise the necessary funding to finance our business growth and our commitments and that
we will be able to comply with all the requirements or covenants under our bank
borrowings agreements or other material contracts entered into as part of our ordinary
course of business or that we will be able to obtain any waiver if we fail to comply with
them. If we violate any of the undertakings or covenants, it could result in any increase in
the interest rates, accelerated repayment of loans and interest, termination or delay in the
relevant arrangements or legal proceedings against us.

We may be exposed to payment delays or defaults from game publishers, distribution platforms
and payment channels, which would adversely affect our cash flow or financial results.

We receive sales proceeds collected from our users through third-party game
publishers, third-party distribution platforms and payment channels. We generally grant
credit terms to third-party platforms and payment channels for up to 120 days, but may
grant longer settlement terms to a handful of game distribution partners. As of
December 31, 2015, 2016 and 2017, our trade receivables amounted to RMB123.1 million,
RMB149.8 million and RMB101.4 million, respectively. As of December 31, 2015, 2016
and 2017, our trade receivable aged more than three months amounted to RMB46.4 million,
RMB57.7 million and RMB44.8 million, respectively, representing 37.5%, 38.2% and
43.7% of our trade receivables, respectively. We made provisions for impairment of
RMBO0.4 million, RMB1.3 million and RMB1.3 million as of December 31, 2015, 2016 and
2017. For more details, see “Financial Information — Discussion on Certain Items from the
Combined Balance Sheet — Trade Receivables.”

As such, our business operations are subject to risk of payment deferral or default
from our business partners. We cannot assure that we will be able to fully recover the
outstanding amounts due from them, if at all, or that they will settle the amounts in a timely
manner. If such settlements are not made in full or in a timely manner, our business,
financial conditions and results of operations will be adversely affected.

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

The insurance industry in China is still at an early stage of development. In particular,
Chinese insurance companies offer limited business insurance products to online game
companies. We do not have any business liability or disruption insurance to cover our
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operations in China or overseas, which, based on public information available to us relating
to China-based online game companies, is consistent with customary industry practice in
China. We have determined that the costs of insuring for these risks and the difficulties
associated with acquiring such insurance on commercially reasonable terms make it
impractical for us to have such insurance. In addition, we do not maintain any insurance
policies covering risks including loss and theft of and damages to our servers or other
technology infrastructure. Any uninsured occurrence of business disruption, litigation or
natural disaster, or significant damages to our uninsured equipment or technology
infrastructure could result in substantial costs and diversion of resources for us and could
adversely affect our financial conditions and results of operations.

We have granted RSUs under our RSU Scheme, and may grant additions RSUs under the RSU
Scheme, which may result in increased share-based compensation expenses.

On March 31, 2018, the Board approved to grant 5,040,000 RSUs from the RSU
Scheme to eligible Directors, senior management and employees of the Company. As our
Group will receive employment services of the grantees in exchange for the grant of RSUs,
share-based compensation expenses in respect of the employment services received will be
recognized as an expense over the vesting period. The total amount to be expensed will be
determined by the fair value of the RSUs granted at the grant date and the number of RSUs
that are expected to be vested. Considering the amount of RSUs granted on March 31, 2018,
the share-based compensation expenses to be recognized over the vesting period are
considered to be significant and may materially and adversely affect our results of
operations.

We may recognize impairment charges on our intangible assets.

We have intangible assets of RMB30.9 million as of December 31, 2017. In
accordance with applicable accounting standards, intangible assets such as goodwill that are
not amortized are subject to assessment for impairment by applying a fair-value or value in
use based test annually, and when certain circumstances warrant. Intangible assets are
subject to assessment for impairment if there are indicators of impairment such as losses of
key customers, unfavorable changes in technology or unfavorable changes in user base or
user preference. The impairment may be further affected by the assumptions used in cash
flow generated from relevant intangible assets and the estimated useful life of intangible
assets, which in turn may have a material adverse impact on our results of operations.

Our Player Relationship Period on which our revenue recognition is based may change.

Our revenue is recognized ratably over the estimated player period of paying users
(“Player Relationship Period”), given there is an implicit obligation of our Group to
maintain and allow access of the users of the games operated by us. We estimate the Player
Relationship Period and re-assess such periods semi-annually. Accordingly, the Player
Relationship Period may change in the future and our Company may take a longer period of
time to fully recognize online game revenue from in-game payments we receive for virtual
items.
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We may recognize fair value loss on our available-for-sale financial assets and financial assets at
fair value through profit or loss.

We have investments in available-for-sale financial assets and financial assets at fair
value through profit or loss of RMB42.0 million and RMB123.0 million, respectively, as at
December 31, 2017. Our available-for-sale financial assets and financial assets at fair value
through profit or loss are not traded in an active market and their fair values are determined
by using valuation techniques that requires significant judgements to select unobservable
inputs, including identifying recent transaction price, estimating the future cash flows,
determining appropriate discount rates and other assumptions. Any unfavorable changes in
these assumptions and unobservable inputs could materially affect the respective fair value
of our investments, which in turn may have a material adverse impact on our financial
condition by recognizing fair value loss on available-for-sale financial assets in the
statement of comprehensive income and financial assets at fair value through profit or loss
in the statement of profit or loss.

We are subject to risks relating to our investments in associates.

We have in the past and may in the future invest in other businesses. During the Track
Record Period, we made minority investments in three companies engaged in game
publishing, game development and animation design, respectively, which are recorded as
our investments in associates in our financial statements. As of December 31, 2015, 2016
and 2017, our investments in associates were RMB186.6 million, RMB201.1 million and
RMB175.3 million, respectively. Our carrying value of our investments in associates may
be affected by a number of factors such as share of results, impairment, dilution issuance of
equity securities and currency translation differences. As of December 31, 2015, 2016 and
2017, our share of results from associates were RMB36,000, RMB7.3 million and
RMB313,000, respectively. We recorded a dilution loss of RMBI13.6 million as of
December 31, 2017 and an impairment loss of RMB4.5 million as of December 31, 2016 in
respect of our associates.

In addition, such investments could subject us to a number of risks, including risks
associated with sharing proprietary information, non-performance by the counterparty and
an increase in expenses incurred in establishing potential new strategic alliances, any of
which may materially and adversely affect our results of operations. We may have little
ability to control or monitor the actions of such investee companies and to the extent such
investees suffer negative publicity or harm to their reputation from events relating to their
business, we may also suffer negative publicity or harm to our reputation by virtue of our
association with them.

Other than Digital Hollywood, the shares of which are listed on the Main Board of the
Stock Exchange, our associates are private companies and there has been no public market
for their equity securities. As such, our equity interests in such investee companies may not
be as liquid as other investment products. In particular, we cannot assure you that we will
receive cash flow from such investments until dividends from such investee companies are
declared and paid.
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We could be adversely affected as a result of our sales in countries that are subject to evolving
economic sanctions by the United States, the European Union, the United Nations, Australia and
other relevant sanctions authorities.

The United States and other jurisdictions or organizations, including the European
Union, the United Nations and Australia, have comprehensive or broad economic sanctions
targeting Sanctioned Countries, or against industry sectors, groups of companies or
persons, and/or organizations within such countries. These sanctions programs are reviewed
or amended by sanctions authorities from time to time, and new requirements or restrictions
could come into effect which might increase scrutiny on our business or result in one or
more of our business activities being deemed to have violated sanctions, or being
sanctionable. If we were required to pay penalties as a result of any sanctions violations, or
alter our business to prevent violation of sanctions rules or regulations, it could adversely
impact our results of operations.

During the Track Record Period, we entered into agreements with game publisher
partners, which were located in, among others, Cyprus and Russia to publish different
language versions of our games to users in the Relevant Countries. For the years ended
December 31, 2015, 2016 and 2017, based on accounting records, invoices from our game
publishers and other data we collected, our estimated revenue derived from our games
published in the Relevant Countries was RMB1.9 million, RMBO0.9 million and RMBO0.8
million, representing 0.49%, 0.23% and 0.17% of our revenue during the same periods,
respectively. For further details of our business activities in Countries subject to
International Sanctions, please see “Business — Historical Business Activities in Countries
subject to International Sanctions”.

Except as disclosed in the section headed “Business — Historical Business Activities
in Countries subject to International Sanctions,” our Group has not had during the Track
Record Period and up to the Latest Practicable Date, any activities in connection with any
countries, governments, entities or individuals sanctioned by the United States, the
European Union, the United Nations or Australia. In relation to our sales through game
publishers in the Relevant Countries during the Track Record Period, we have not been
notified and have no reason to believe that any sanctions will be imposed on us. None of
the contracting parties in the Relevant Countries are specifically identified on the Specially
Designated Nationals and Blocked Persons List or the Sectoral Sanctions Identifications
List maintained by OFAC or other restricted parties lists, including those maintained by the
European Union, the United Nations or Australia. In the absence of any information to the
contrary, we have no reasonable grounds to believe that any of the owners, controllers or
directors of the contracting parties are on such lists either. Further, our sales do not involve
industries or sectors that are currently subject to specific sanctions imposed by the United
States, the European Union, the United Nations or Australia. Therefore, none of our sales to
parties located in or other activities in the Countries subject to International Sanctions
would be prohibited activities under the relevant sanctions laws and regulations.

We cannot predict the interpretation or implementation of government policies in the
United States at the federal, state or local levels or any policy by the European Union, the
United Nations, Australia and other applicable jurisdictions with respect to any current or
future activities by us or our affiliates in the Countries subject to International Sanctions
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and with Sanctioned Persons. We intend not to undertake any future business that would
cause our Group, the Stock Exchange, HKSCC, HKSCC Nominees, or our Shareholders or
investors to violate or become a target of sanctions laws of the United States, the European
Union, the United Nations or Australia. We have undertaken to the Stock Exchange that,
after the Listing, (1) we will not use the proceeds from the Global Offering, as well as any
other funds raised through the Stock Exchange, whether directly or indirectly, to finance or
facilitate any activities or businesses with, or for the benefit of, the Countries subject to
International Sanctions or Sanctioned Persons where this would be in breach of
International Sanctions, (2) we will not enter into any sanctionable transactions that would
expose our Group, the Stock Exchange, HKSCC, HKSCC Nominees or our Shareholders to
any risk of being sanctioned, and (3) we will make timely disclosure on the Stock
Exchange’s website and our own website if we should believe that any of our business
would put our Group or our Shareholders at risk of being sanctioned and in our annual
reports or interim reports our efforts on monitoring our business exposure to sanctions risks
and our business intention relating to the Countries subject to International Sanctions. If we
breach any of these undertakings to the Stock Exchange after the Listing, it is possible that
the Stock Exchange may delist our Shares.

However, our business and reputation could be adversely affected if the government of
the United States, the European Union, the United Nations or Australia or any other
governmental entity were to determine that any of our activities constitutes a violation of
the sanctions they impose or provide a basis for a sanctions designation of our Company. In
addition, as many sanction programs are constantly evolving, new requirements or
restrictions could come into effect, which might increase scrutiny on our business or result
in one or more of our business activities being deemed to have violated sanctions, or being
sanctionable.

RISKS RELATING TO CHINA AND OVERSEAS MARKETS
Preferential tax treatment that we have enjoyed may be changed or terminated.

Under the Enterprise Income Tax Law of People’s Republic of China (the “EIT Law”),
enterprises in China are generally subject to a uniform 25.0% enterprise income tax rate on
their worldwide income. Our PRC subsidiaries were subject to enterprise income tax of
25.0% during the Track Record Period, with the exception of Shenzhen 7Road, Huoerguosi
7Road and Qianhai Huanjing. Shenzhen 7Road was qualified as “Key Software Enterprise
(FE B F4>%)” and subject to an annual assessment, entitled to a preferential income tax
rate of 10.0% on its estimated assessable profits during the Track Record Period. Qianhai
Huanjing is subject to enterprise income tax of 15.0% as it was incorporated at the
“Qianhai Free Trading Zone (Hiig H & #)” in Shenzhen. Huoerguosi 7Road was exempt
from enterprise income tax from March 1, 2016 to December 31, 2020 under the local
preferential tax regime. In 2015, 2016 and 2017, the tax effect of preferential income tax
rates contributed to a deduction of RMB28.6 million, an addition of RMB148,000 and a
deduction of RMB40.8 million to our income tax, respectively. For further information in
relation to business tax and value-added tax, see the section headed “Regulation
Overview—Laws and Regulations on Tax.” There is no assurance that we could continue to
enjoy the income tax incentive described above at the historical level, or at all. Any change,
suspension or termination of these preferential tax treatment and financial subsidies to us
could adversely affect our financial condition, results of operations and cash flows.
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Our business, financial condition and results of operations could be affected by the economic,
political and social conditions of China.

We are now targeting China’s mobile game market by devoting a large amount of
resources, as part of our business strategy. Accordingly, our business, financial condition,
results of operations and prospects are, to a significant degree, subject to the economic,
political and social conditions in China. The Chinese economy differs from the economies
in developed countries in many respects, including the degree of government involvement,
control of capital investment, as well as the overall level of development. Although the
PRC government has implemented measures since the late 1970s 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 PRC
government. In addition, the PRC government continues to play a significant role in
regulating industry development by imposing industrial policies. The PRC government also
exercises significant control over China’s economic growth through the allocation of
resources, controlling payment of foreign currency denominated obligations, setting
monetary policy and providing preferential treatment to particular industries or companies.
We cannot predict future changes in China’s economic, political and social condition and
the effect that new government policies will have on our business and future prospects. Any
actions and policies adopted by the PRC government or any prolonged slowdown in China’s
economy, in particular the mobile applications industry, could have a negative impact on
our business, operating results and financial condition in a number of ways. For example,
our users may decrease spending on our offerings, while we may have difficulty expanding
our user base fast enough, or at all, to offset the impact of decreased spending by our
existing users.

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

We are a holding company incorporated under the laws of the Cayman Islands and
indirectly hold interests in a Hong Kong-incorporated subsidiary, which in turn directly or
indirectly hold interests in our PRC subsidiaries. Pursuant to the EIT Law and its
implementation rules, dividends payable by a foreign-invested enterprise to its foreign
corporate investors who are not deemed a PRC resident enterprise are subject to a 10.0%
withholding tax, unless such foreign investor’s jurisdiction of incorporation has a tax treaty
with the PRC that provides for a different withholding tax arrangement. Under an
arrangement between China and Hong Kong, effective in January 2007, such dividend
withholding tax rate is reduced to 5.0% for dividends paid by a PRC company to a Hong
Kong-resident enterprise if such Hong Kong entity is a “beneficial owner” and such entity
directly owns at least 25.0% of the equity interest of the PRC company. According to the
fourth protocol of the aforementioned treaty, effective from December 2015, the reduction
will not apply if the main purpose of the production or distribution of the proceeds involved
is to obtain the aforementioned (reduction) interest. The Announcement on Issues
Concerning “Beneficial Owners” in Tax Treaties ([ ZBiH5 445 BBl 1t % 25 T i
NGB RER A ), which became effective in April 2018, stipulates certain conditions
under which a company may not be defined as a “beneficial owner” under the relevant tax
treaty, and further requires non-resident taxpayers who wish to enjoy the treatment of
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“beneficial owners” under such tax treaties to submit certain report forms and materials
when filing tax returns. If our Hong Kong subsidiary fails to submit required documents for
enjoying such treatment, and if our corporate and shareholding structure is viewed as
deliberately arranged for acquiring the reduction interest, we may not be able to enjoy a
preferential withholding tax rate of 5% and as a result dividend payable by our PRC
subsidiaries to our Hong Kong subsidiary will be subject to withholding tax at the rate of
10.0%.

The EIT Law and EIT implementation rules also provide that if an enterprise
incorporated outside China has its “de facto management bodies” within China, such
enterprise may be deemed a “PRC resident enterprise” for tax purposes and be subject to an
enterprise income tax rate of 25.0% on its global incomes. “De facto management body” is
defined as the body that has the significant and overall management and control over the
business, personnel, accounts and properties of an enterprise. In April 2009, SAT
promulgated a circular, known as Circular 82, and partially amended by Circular 9
promulgated in January 2014, to clarify the certain criteria for the determination of the “de
facto management bodies” for foreign enterprises controlled by PRC enterprises or PRC
enterprise groups. Under Circular 82, a foreign enterprise is considered a PRC resident
enterprise if all of the following apply: (1) the senior management and core management
departments in charge of daily operations are located mainly within China; (2) decisions
relating to the enterprise’s financial and human resource matters are made or subject to
approval by organizations or personnel in China; (3) the enterprise’s primary assets,
accounting books and records, company seals, and board and shareholders’ meeting minutes
are located or maintained in China; and (4) 50.0% or more of voting board members or
senior executives of the enterprise habitually reside in China. Further to Circular 82, the
SAT issued a bulletin, known as Bulletin 45, effective in September 2011 and amended on
June 1, 2015 and October 1, 2016 to provide more guidance on the implementation of
Circular 82 and clarify the reporting and filing obligations of such “Chinese-controlled
offshore incorporated resident enterprises.” Bulletin 45 provides for, among other matters,
procedures for the determination of resident status and administration of post-determination
matters. Although Circular 82 and Bulletin 45 explicitly provide that the above standards
apply to enterprises that are registered outside China and controlled by PRC enterprises or
PRC enterprise groups, Circular 82 may reflect SAT’s criteria for determining the tax
residence of foreign enterprises in general.

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

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

During the course of playing online games, users may acquire and accumulate virtual
assets, such as special equipment, user experience grades and other features of their
avatars. Such virtual assets can be important to users and have monetary value and in some
cases are sold among users for actual money. In practice, virtual assets can be lost for
various reasons, often through unauthorized use of the game account of one user by other
users and occasionally through data loss caused by a delay of network service, a network
crash or hacking activities. Under the General Provisions of Civil Law, effective in October
2017, data and virtual assets are listed as civil rights protected by laws and must be
protected according to specific rules governing such matters. However, currently, there is
no PRC law or regulation specifically governing virtual assets property rights, so certain
general laws and regulations regarding civil rights may be applicable. Although PRC courts
have issued a series of civil judgments of tort claims for virtual assets, there still is
uncertainty as to who is the legal owner of virtual assets, how the ownership of virtual
assets is protected by law, and whether a developer of mobile games such as us would have
any liability to users or other interested parties (whether in contract, tort or otherwise) for
the loss of virtual assets. In case of a loss of virtual assets, we may be sued by our users
and held liable for damages, which may negatively affect our reputation and business,
financial condition and results of operations. We have not been involved in any virtual
assets related law suits. However, we cannot assure you that such law suits will not be
brought against us in the future.

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

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

We are based in China and our PRC subsidiaries generate revenue primarily from
providing consulting and technology services to our overseas companies that publish games
in the overseas markets. Our businesses in China are governed by PRC laws and
regulations. The PRC legal system is based on written statutes. Prior court decisions may
be cited for reference but have limited precedential value.

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

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

The PRC government extensively regulates the Internet industry, including the foreign
ownership of, and the licensing and permit requirements pertaining to, companies in the
Internet industry. These Internet-related laws and regulations are relatively new and
evolving, and their interpretation and enforcement involve significant uncertainty. With
regard to the online game industry in China, various regulatory authorities of the PRC
central government, such as the State Council, the MIIT, the SAIC, the MOC, the
SAPPRFT, and the Ministry of Public Security, are empowered to promulgate and
implement regulations governing various aspects of the Internet and online game industries.
There exist potential inconsistencies and ambiguities in the regulations promulgated by
different government authorities. Our game publisher partners are required to obtain
applicable permits or approvals from different regulatory authorities in order to provide
online game services. As a result, it may be difficult to determine what actions or omissions
may be deemed to be in violation of applicable laws and regulations, and we must screen
our game publisher partners’ qualifications before entering into cooperative arrangements.

Risks and uncertainties relating to PRC regulation of Internet businesses include new
laws, regulations or policies that may be promulgated or announced that will regulate
Internet activities, including mobile game businesses. If these new laws, regulations or
policies are promulgated, additional licenses may be required for our operations. If our
operations do not comply with these new regulations after they become effective, or if we
fail to obtain any licenses required under these new laws and regulations, we could be
subject to penalties and our business operations could be disrupted.
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There are uncertainties relating to the regulation of the Internet industry in China,
including evolving licensing requirements. This means that permits, licenses or operations
of some of our companies may be subject to challenge, or we may fail to obtain or renew
permits or licenses that applicable regulators may deem necessary for our operations. If we
fail to maintain or obtain the required permits or licenses, we may be subject to various
penalties, including fines and discontinuation of, or restriction on, our operations. Any
penalty may disrupt our business operations and may have a material adverse effect on our
results of operations.

The interpretation and application of existing or future PRC laws, regulations and
policies relating to the Internet industry have created substantial uncertainties regarding the
legality of existing and future foreign investments in, and the businesses and activities of,
Internet businesses in China, including our business. We cannot assure you that we will be
able to maintain our existing licenses or obtain any new licenses required under any
existing or new laws or regulations. There are also risks that we may be found to be in
violation of existing or future laws and regulations given the uncertainty and complexity of
China’s regulation of Internet businesses. If current or future laws, rules or regulations
regarding Internet-related activities are interpreted in such a way as to render our
ownership structure and/or business operations illegal or non-compliant, our business could
be severely impaired and we could be subject to severe penalties.

Fluctuations in the value of the Renminbi and other currencies may have a material adverse
impact on our business and financial condition.

As we expand our operations in China and overseas market, we expect to incur more
expenditures and revenue denominated in Renminbi and U.S. dollar, while the net proceeds
from the Global Offering and any dividends we pay on our Shares will be in Hong Kong
dollars. Fluctuations in the exchange rate between the Renminbi and the Hong Kong dollar
or U.S. dollar may affect the relative purchasing power in Renminbi terms of the proceeds
from the Global Offering. Fluctuations in the exchange rate may also cause us to incur
foreign exchange losses and affect the relative value of any dividend issued by our PRC
subsidiaries. In addition, appreciation or depreciation in the value of the Renminbi relative
to the Hong Kong dollar or U.S. dollar may affect our financial results in Hong Kong dollar
or U.S. dollar terms without giving effect to any underlying change in our business or
results of operations.

Movements in Renminbi exchange rates are affected by, among other things, changes
in political and economic conditions and China’s foreign exchange regime and policy. The
Renminbi has been unpegged from the U.S. dollar since July 2005 and, although the
People’s Bank of China regularly intervenes in the foreign exchange market to limit
fluctuations in Renminbi exchange rate, the Renminbi may appreciate or depreciate
significantly in value against the U.S. dollar in the medium to long term. Moreover, it is
possible that the PRC authorities may lift restrictions on fluctuations in Renminbi exchange
rates and lessen intervention in the foreign exchange market in the future.

We also generate significant revenue from users in countries and regions outside
China, who make in-game purchases in foreign currencies through third-party payment
channels. As a result, we are exposed to foreign exchange risk arising from various
currency exposures which may affect our results of operation.
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Very limited hedging options are available in China to reduce our exposure to
exchange rate fluctuations. To date, we have not entered into any hedging transactions in an
effort to reduce our exposure to foreign currency exchange risk. While we may decide to
enter into hedging transactions in the future, the availability and effectiveness of these
hedges may be limited and we may not be able to adequately hedge our exposure or at all.
In addition, our currency exchange losses may be magnified by PRC exchange control
regulations that restrict our ability to convert Renminbi into foreign currency.

The PRC government’s control of foreign currency conversion may limit our foreign exchange
transactions, including dividend payments on our Shares.

Currently, the Renminbi cannot be freely converted into any foreign currency, and
conversion and remittance of foreign currencies are subject to PRC foreign exchange
regulations. It cannot be guaranteed that under a certain exchange rate, we will have
sufficient foreign exchange to meet our foreign exchange requirements. Under the current
PRC foreign exchange control system, foreign exchange transactions under the current
account conducted by us, including the payment of dividends, do not require advance
approval from SAFE, but we are required to present documentary evidence of such
transactions and conduct such transactions at designated foreign exchange banks within
China that have the licenses to carry out foreign exchange business. Foreign exchange
transactions under the capital account conducted by us, however, must be filed with or
approved in advance by SAFE.

Under existing foreign exchange regulations, following the completion of the Global
Offering, we will be able to pay dividends in foreign currencies without prior approval
from SAFE by complying with certain procedural requirements. However, we cannot assure
you that these foreign exchange policies regarding payment of dividends in foreign
currencies will continue in the future. In addition, any insufficiency of foreign exchange
may restrict our ability to obtain sufficient foreign exchange for dividend payments to
shareholders or to satisfy any other foreign exchange requirements. If we fail to obtain
approval from SAFE to convert Renminbi into any foreign exchange for any of the above
purposes, our capital expenditure plans, and even our business, operating results and
financial condition, may be materially and adversely affected.

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

As an offshore holding company, we may rely in part on dividends from our PRC
subsidiaries for our cash requirements, dividends payments and other distributions to our
Shareholders, and to service any debt that we may incur and pay our operating expenses.
The payment of dividends by entities organized in China is subject to limitations. In
particular, PRC regulations permit our subsidiaries to pay dividends only out of their
accumulated profits, if any, as determined in accordance with Chinese accounting standards
and regulations. In addition, our PRC subsidiaries are required each year to set aside at
least 10.0% of its annual after-tax profits (as determined under PRC accounting standards)
into its statutory reserve fund until the aggregate amount of that reserve reaches 50.0% of
such entity’s registered capital. These reserves are not distributable as cash dividends.
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If our PRC subsidiaries incur debt on their own behalf, the instruments governing the
debt may restrict its ability to pay dividends or make other distributions to us. Any
limitation on the ability of our subsidiaries to distribute dividends or other payments to us
could materially and adversely limit our ability to grow, make investments or acquisitions,
pay dividends and otherwise fund and conduct our business.

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

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

Failure to comply with PRC regulations relating to the establishment of offshore special purpose
companies by PRC residents may subject our PRC resident Shareholders to personal liability,
may limit our ability to acquire PRC companies or to inject capital into our PRC subsidiaries,
may limit the ability of our PRC subsidiaries to distribute profits to us or may otherwise
materially and adversely affect us.

Pursuant to the Circular on Relevant Issues concerning Foreign Exchange
Administration of Overseas Investment and Financing and Return Investments Conducted
by Domestic Residents through Overseas Special Purpose Vehicle (B 5% A J& R i 455k H
028 R R AR Rl ORI G SRR LA B P RE Y8 %) (the  “Circular  377), which was
promulgated by SAFE, and became effective on July 4, 2014, (1) a PRC resident must
register with the local SAFE branch before he or she contributes assets or equity interests
in an overseas special purpose vehicle, or an Overseas SPV, that is directly established or
indirectly controlled by the PRC resident for the purpose of conducting investment or
financing; and (2) following the initial registration, the PRC resident is also required to
register with the local SAFE branch for any major change, in respect of the Overseas SPV,
including, among other things, a change in the Overseas SPV’s PRC resident shareholder,
name of the Overseas SPV, term of operation, or any increase or reduction of the
contributions by the PRC resident, share transfer or swap, and merger or division. Pursuant
to the Circular of SAFE on Further Simplifying and Improving the Direct Investment-
related Foreign Exchange Administration Policies (P i — 5 fl fb A i idh B 12 43 ¥ 40 e 455 3L
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KA (the “Circular 13”), which was promulgated on February 13, 2015 and became
effective on June 1, 2015, the aforesaid registration shall be directly reviewed and handled
by qualified banks in accordance with the Circular 13, and SAFE and its branches shall
perform indirect regulation over the foreign exchange registration via qualified banks. As
for a domestic institution, it shall undergo the registration procedure for foreign investment
in accordance with the Administrative Measures on Overseas Investments (554N & & # ¥
%) and other relevant provisions (the “ODI Rules”) which require such domestic institution
to register with the relevant authorities prior to its overseas direct investment and obtain
the relevant recordation, approval, certificate or permit as required under the ODI Rules.

As confirmed by our PRC legal advisors, each of the ultimate individual shareholders
of our Company, namely Mr. Meng, Mr. Hu, Mr. Liu, Ms. Wei Hong, Mr. Song Shuxing,
Ms. Li Weimin, Mr. Liu Zhan, Mr. Zhou Fashun, Mr. Yang Lei and Mr. Chen Difeng, has
completed the foreign exchange registrations in March 2018 respectively pursuant to
Circular No. 37 and Circular No. 13 in relation to their offshore investments as PRC
residents, and each of the ultimate PRC corporate shareholders of our Company, namely
Shaoxing Shang Yu, Shanghai Bao Hu, Shanghai Rong Xi and Guangzhou Ju Ze have
completed the necessary filings to the relevant authorities as required under the ODI Rules
and become legal shareholders of our Company, and the Reorganization has been completed
in compliance with PRC laws and regulations. As Circular 37, ODI rules and Circular 13
are general regulations without specific requirements and interpretations of the
aforementioned registrations, it remains unclear how they will be interpreted and
implemented, and how or whether SAFE will apply them to us. Therefore, we cannot
predict how they will affect our business operations or future strategies. For example, the
ability of our present and prospective PRC subsidiaries to conduct foreign exchange
activities, such as the remittance of dividends and foreign currency-denominated
borrowings, may be subject to compliance with Circular 37, ODI rules and Circular 13 by
our PRC resident beneficial holders. In addition, as we have little control over either our
present or prospective, direct or indirect Shareholders or the outcome of such registration
procedures, we cannot assure you that these Sharcholders who are PRC residents will
amend, complete or update their registration as required under Circular 37, ODI rules and
Circular 13 in a timely manner or at all. Failure of our present or future Shareholders who
are PRC residents to comply with Circular 37, ODI rules and Circular 13 could subject
these Shareholders to fines or legal sanctions, restrict our overseas or cross-border
investment activities, limit the ability of our PRC subsidiaries to make distributions or pay
dividends or affect our ownership structure, which could adversely affect our business and
prospects.

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

On August 8, 2006, six PRC regulatory authorities, including MOFCOM, the State
Assets Supervision and Administration Commission, SAT, SAIC, CSRC and SAFE, jointly
issued the Regulations on Mergers and Acquisitions of Domestic Enterprises by Foreign
Investors (A A1 EE ¥ & 06 ST A 2E Y BLE) (the “M&A Rules™), which became effective
on September 8, 2006 and was amended in June 2009. The M&A Rules, governing the
approval process by which foreign investors merger with PRC business entities and or
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acquire PRC assets and/or equity interests in PRC business entities, require the PRC parties
to make a series of applications and supplemental applications to the government agencies,
depending on the structure of the transaction. In some instances, the application process
may require presentation of economic data concerning a transaction, including appraisals of
the target business and evaluations of the acquirer, which are designed to allow the
government to assess the transaction. Accordingly, due to the M&A Rules, our ability to
engage in cross-border business combination transactions has become significantly more
complicated, time-consuming and expensive, and we may not be able to negotiate a
transaction that is acceptable to our Sharcholders or sufficiently protect their interests in a
transaction.

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

Moreover, the Anti-Monopoly Law of the People’s Republic of China (H 2 A R 3t
R HEEE), effective from August 1, 2008, and relevant implementation rules require that the
MOC be notified in advance of any of concentrations of undertaking if certain turnover
thresholds are triggered. Besides, Notice of the General Office of the State Council on the
Establishment of the Security Review System for Mergers and Acquisitions of Domestic
Enterprises by Foreign Investors (275 e 22 5 B i Sz &b B 45 6 35 S Mg 5 1A 1 2 2 2 1 52
R4 %), issued on February 3, 2011 and became effective on March 3, 2011, establishes a
security review system for merger and acquisition of domestic companies by foreign
investors. These security review rules specify that mergers and acquisitions by foreign
investors that raise “national 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 MOC, and the rules
prohibit any activities attempting to bypass a security review, including by structuring the
transaction through a proxy or contractual control arrangement.

Therefore, such regulation may impede our ability to negotiate and complete a
business combination transaction on legal and/or financial terms that satisfy our investors
and protect our Shareholders’ economic interests.
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We face uncertainties with respect to indirect transfers of equity interests in PRC resident
enterprises by their non-PRC holding companies.

By virtue of the Announcement on Several Issues concerning the Enterprise Income
Tax on the Indirect Transfers of Properties by Non-resident Enterprises (B Ik Jai R 4 25 K] 452
R I A SR A B TR A45) (the “SAT Notice 77), which was issued by SAT and
became effective on February 3, 2015 if a non-resident enterprise indirectly transfer its
property like shares in a resident enterprise without a reasonable commercial purpose in
order to avoid its income tax obligations, this indirect transfer shall be redefined and be
regarded as direct transfer of the aforementioned property. “Indirect transfer of Chinese
taxable assets” means the transaction which produces a result identical or substantially
similar to the direct transfer of Chinese taxable assets by a non-resident enterprise through
transfer of equities and other similar rights and interests of an overseas enterprise that
directly or indirectly holds Chinese taxable assets (excluding Chinese resident enterprises
registered outside China), including the circumstances under which the overseas
enterprise’s shareholders change due to the restructuring of the non-resident enterprise
(thereafter refers as “indirect transaction”). Accordingly, the transferee of indirect
transaction shall be deemed as a withholding agent with the obligation to withhold and
remit the enterprise income tax to the competent PRC tax authorities. When determining
whether there is a “reasonable commercial purpose”, factors that may be taken into
consideration include, among other factors, the economic essence of the transferred shares,
the economic essence of the assets held by the overseas holding company, the taxability of
the transaction in offshore jurisdictions, and economic essence and duration of the offshore
structure, the relevant tax treaties or arrangements and so on. SAT Notice 7 also sets out
safe harbors for the “reasonable commercial purpose” test. Furthermore, Notice of SAT on
Issuing the Working Rules on the Enterprise Income Tax on Income from the Indirect
Transfer of Assets by Non-Resident Enterprises (for Trial Implementation) (JF & R 1> 35 4
TR A TSR TAERRE (RUfF) ) (the “Circular 68”), which became effective on
May 15, 2015, built up a special tax adjustment case management system on indirect
transaction. In accordance with Circular 68, both parties to the indirect transaction shall
report the transfer to the competent tax authority and submit relevant materials. In the case
where an indirect transfer is considered as an indirect transfer with unreasonable
commercial purposes, the transfer in question shall be reviewed and examined by the
provincial tax authorities level by level.

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

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

After our Company becomes an overseas listed company upon the completion of the
Global Offering, we, along with our Directors, executive officers and other employees who
may be granted options, may be subject to the Notice on Issues Concerning the Foreign
Exchange Administration for Domestic Individuals Participating in Stock Incentive Plan of
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Overseas Publicly Listed Company (B 5% R A 2 BLES Sh b T3 2 5] JBCRE S08) &1 25 41 FE & 38 A
FIRER ), issued by SAFE in February 2012. According to the foregoing Notice,
employees, directors, supervisors and other management members who are PRC citizens or
non-PRC citizens residing in China for a continuous period of no less than one year
participating in any stock incentive plan of an overseas publicly listed company, subject to
limited exceptions, are required to register with SAFE through a domestic qualified agent,
which could be a PRC subsidiary of such overseas listed company, and complete certain
other procedures. Failure to complete SAFE registrations may subject them to fines and
other legal sanctions and may also limit their ability to make payment under the equity
incentive plans or receive dividends or sales proceeds related thereto, or our ability to
contribute additional capital into our PRC subsidiaries and our PRC subsidiaries’ ability to
distribute dividends to us. This notice issued by SAFE only covers two categories of equity
incentive plans, i.e. employee stock ownership plans and stock option plans. As a result, we
also face regulatory uncertainties that could restrict our ability to adopt additional equity
incentive plans for our Directors and employees under PRC laws and regulations.

In addition, SAT and MOFCOM has issued certain circulars with respect to employee
share option. Under these circulars, our employees working in China will be subject to PRC
individual income tax if they exercise share options. Our PRC subsidiaries have the
obligation to file documents relating to the employee share options with the relevant tax
authorities and to withhold individual income tax for those employees. If our employees
fail to pay or we fail to withhold income tax according to the relevant laws and regulations,
we may face sanctions imposed by the relevant tax authorities.

You may be subject to PRC income tax on dividends from us or on any gain realized on the
transfer of our Shares.

Under the EIT Law and its implementation rules, subject to any applicable tax treaty
or similar arrangement between the PRC and your jurisdiction of residence that provides for
a different income tax arrangement, PRC withholding tax at the rate of 10.0% is normally
applicable to dividends from PRC sources payable to investors that are non-PRC resident
enterprises, which do not have an establishment or place of business in China, or which
have such establishment or place of business if the relevant income is not effectively
connected with the establishment or place of business. Any gain realized on the transfer of
shares by such investors is subject to 10.0% PRC income tax if such gain is regarded as
income derived from sources within China unless a treaty or similar arrangement otherwise
provides. Under the PRC Individual Income Tax Law (% A RIFIE (8 A Fr 8 FL75) and its
implementation rules, dividends from sources within China paid to foreign individual
investors who are not PRC residents are generally subject to a PRC withholding tax at a
rate of 20.0% and gains from PRC sources realized by such investors on the transfer of
shares are generally subject to 20.0% PRC income tax, in each case, subject to any
reduction or exemption set forth in applicable tax treaties and PRC laws.

Our business operations are conducted in several jurisdictions. It is unclear whether
dividends we pay with respect to our Shares, or the gain realized from the transfer of our
Shares, would be treated as income derived from sources within China and as a result be
subject to PRC income tax if we are considered a PRC resident enterprise. If we are
considered a PRC resident enterprise for tax purposes, any dividends we pay to our
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Shareholders may be regarded as income derived from sources within China and we may be
required to withhold a 10.0% PRC withholding tax for the dividends we pay to our
investors who are non-PRC corporate Shareholders, or a 20.0% withholding tax for the
dividends we pay to our investors who are non-PRC individual Shareholders, including the
holders of our Shares. In addition, our non-PRC Shareholders may be subject to PRC tax on
gains realized on the sale or other disposition of our Shares, if such income is treated as
sourced from within China. It is unclear whether our non-PRC Shareholders would be able
to claim the benefits of any tax treaties between their tax residence and China in the event
that we are considered as a PRC resident enterprise. If PRC income tax is imposed on gains
realized through the transfer of our Shares or on dividends paid to our non-resident
investors, the value of your investment in our Shares may be materially and adversely
affected. Furthermore, our Sharcholders whose jurisdictions of residence have tax treaties
or arrangements with China may not qualify for benefits under such tax treaties or
arrangements.

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

We are incorporated in the Cayman Islands. Almost all of our assets and some of the
assets of our Directors are located in China. Therefore, it may not be possible for investors
to effect service of process upon us or those persons inside China. China has not entered
into treaties or arrangements providing for the recognition and enforcement of judgments
made by courts of most other jurisdictions. On July 14, 2006, the PRC Supreme Court and
the Hong Kong government signed the Arrangement on Reciprocal Recognition and
Enforcement of Judgments in Civil and Commercial Matters by the Courts of the Mainland
and of the Hong Kong Special Administrative Region Pursuant to Choice of Court
Agreements between Parties Concerned (5= A B e B 7% 71 Hh B s 45 7l 47 1B 8 325 e B 58] A1
HATHE T Al S N [P E R AP % ). Under such arrangement, where any designated
people’s court of the PRC or any designated Hong Kong court has made an enforceable
final judgment requiring payment of money in a civil and commercial case pursuant to a
choice of court agreement in writing by the parties, any party concerned may apply to the
relevant people’s court of the PRC or Hong Kong court for recognition and enforcement of
the judgment. The arrangement came into effect on August 1, 2008, but the outcome and
enforceability of any action brought under the arrangement is still uncertain. In addition,
China currently is not a party to any treaties providing for the reciprocal recognition and
enforcement of judgments of courts with the United States, the United Kingdom, most other
Western countries or Japan, and therefore enforcement in China of judgments of a court in
any of these jurisdictions may be difficult or impossible.

Inflation in China could negatively affect our profitability and growth.

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

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

Current PRC laws and regulations place certain restrictions or prohibitions on foreign
investment in and ownership of entities that engage in a number of business activities,
including value-added telecommunications services, Internet cultural services and other
related businesses. In particular, under the Guidance Catalog of Industries for Foreign
Investment (2017 Revision) (AMRif%&EEREHE (20174E157%]) , our game operation
business falls into the value-added telecommunications services business and is considered
“restricted,” and our game publishing business falls into the Internet cultural services
business and is considered “prohibited.” We are a company incorporated in the Cayman
Islands. To comply with PRC laws and regulations, we conduct our Internet-related
business in China through Shenzhen 7Road, our consolidated affiliated entity, and its
subsidiaries, based on a series of contractual arrangements by and among Qianhai
Huanjing, our wholly-owned PRC subsidiary, Shenzhen 7Road and its shareholders. For a
description of the Contractual Arrangements, see “History and Reorganization —
Contractual Arrangements.” As a result of these contractual arrangements, we exert control
over Shenzhen 7Road and its subsidiaries and consolidate or combine their operating
results into our financial statements. Shenzhen 7Road and its subsidiaries hold the licenses,
approvals and key assets that are essential for the operations of our Internet-related
businesses.

Our PRC legal advisors are of the opinion that (1) the ownership structures of our
Company, Qianhai Huanjing and Shenzhen 7Road are in compliance with existing PRC
laws and regulations, (2) except for certain terms of the Contractual Agreements regarding
dispute resolution and the liquidation committee (see “— Certain terms of the Contractual
Arrangements may not be enforceable under PRC laws” below), the Contractual
Arrangements are valid and legally binding and do not result in any violation of existing
PRC laws and regulations, and (3) the business operations of Qianhai Huanjing and
Shenzhen 7Road, as described in this prospectus, are in compliance with existing PRC laws
and regulations in all material aspects.

There are, however, substantial uncertainties regarding the interpretation and
application of current or future PRC laws and regulations. The relevant PRC regulatory
authorities have broad discretion in determining whether a particular contractual structure
violates PRC laws and regulations. Thus, we cannot assure you that the PRC government
will no ultimately take a view contrary to the opinion of our PRC legal advisors. If we are
found in violation of any PRC laws or regulations or if the contractual arrangements among
Qianhai Huanjing, Shenzhen 7Road and its shareholders are determined as illegal or invalid
by any PRC court, arbitral tribunal or regulatory authorities, the relevant governmental
authorities would have broad discretion in dealing with such violation, including, without
limitation:

* nullifying the Contractual Arrangements;
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* levying fines and/or confiscating the proceeds that they deem to have been
obtained through non-compliant operations;

* revoking our business and operating licenses;

e requiring us to discontinue or restrict operations;

e restricting our right to collect revenue;

e shutting down all or part of our websites or services;

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

e imposing additional conditions or requirements with which we may not be able to
comply; and

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

The imposition of any of the above-mentioned consequences could result in a material
and adverse effect on our ability to conduct our business through contractual arrangements.
In addition, new PRC laws, rules and regulations may be introduced to impose additional
requirements that may impose additional challenges to our corporate structure and
contractual arrangement. The occurrence of any of these events or the imposition of any of
these penalties may result in a material and adverse effect on our ability to conduct the
business. In addition, if the imposition of any of these consequences causes us to lose the
rights to direct the activities of Shenzhen 7Road and its subsidiaries or our right to receive
their economic benefits, we would no longer be able to consolidate the financial results of
Shenzhen 7Road and its subsidiary, thus adversely affect our results of operation.

We rely on the Contractual Arrangements to control and obtain the economic benefits from
Shenzhen 7Road, our operating entity in China, which may not be as effective in providing
operational control as direct ownership.

Due to China’s legal restrictions on foreign investment in online game operators, we
control, through the Contractual Arrangements rather than equity ownership, Shenzhen
7Road, our operating entity in China and the holder of the key licenses required to operate
our online game business in China. For a description of the Contractual Arrangements, see
“Contractual Arrangements.”

However, the Contractual Arrangements still may not be as effective in exercising
control over Shenzhen 7Road as equity ownership. For example, Shenzhen 7Road and its
shareholders could breach or fail to perform their obligations under the Contractual
Arrangements. If we had direct ownership of Shenzhen 7Road, we would be able to
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exercise our rights as a shareholder to effect changes in its board of directors, which in turn
could effect changes, subject to any applicable fiduciary obligations, at the management
and operational level. Under the Contractual Arrangements, we would need to rely on rights
of Qianhai Huanjing under the Exclusive Business Operation Agreement and Powers of
Attorney to effect such changes, or designate new shareholders for Shenzhen 7Road under
the Exclusive Option Agreement.

If Shenzhen 7Road or its shareholders breached their obligations under the Contractual
Arrangements or if we lose the effective control over Shenzhen 7Road for any reason, we
would need to bring a claim against them under the terms of the Contractual Arrangements.
The Contractual Arrangements are governed by the PRC law and provide that any dispute
arising from these arrangements will be submitted to the Shenzhen Court of International
Arbitration, for arbitration, the ruling of which will be final and binding. Furthermore,
personal liabilities of the shareholders of Shenzhen 7Road may also subject the equity
interest they hold in Shenzhen 7Road to court preservation actions or enforcement. The
legal framework and system in China, particularly those relating to arbitration proceedings,
is not as developed as other jurisdictions such as Hong Kong or the United States. As a
result, significant uncertainties relating to the enforcement of legal rights through
arbitration, litigation and other legal proceedings remain in China, which could limit our
ability to enforce the Contractual Arrangements and exert effective control over Shenzhen
7Road. If Shenzhen 7Road or any of its sharecholders fails to perform its respective
obligations under the Contractual Arrangements, and we are unable to enforce the
Contractual Arrangements, or suffer significant delay or other obstacles in the process of
enforcing the Contractual Arrangements, our business and operations could be severely
disrupted, which could materially adversely affect our results of operations.

The shareholders of Shenzhen 7Road may have conflicts of interest with us, which may
materially and adversely affect our business.

Mr. Meng, who is a beneficial owner, executive directors and chief executive officer
of our Company, and our chief production officer, Mr. Hu, who is a beneficial owner and
director of our Company, are also the shareholders of Shenzhen 7Road. In particular,
Mr. Meng holds a 21.5% equity interest in Shenzhen 7Road and is the sole executive
director and legal representative of each of Qianhai Huanjing and Shenzhen 7Road.
Conlflicts of interest between their dual roles in our Company and in Shenzhen 7Road may
arise.

We have some existing protections over potential conflicts of interest between these
individuals and our Company. Pursuant to the Exclusive Option Agreement entered into on
April 13, 2018, we have the option to (1) purchase or to designate a third party to purchase
the equity interests of the existing shareholders of Shenzhen 7Road when and to the extent
permitted by PRC laws and regulations and (2) acquire, to the extent permitted by PRC
laws and regulations, all or part of the assets of Shenzhen 7Road at the net book value of
such assets or such minimum purchase price permitted under PRC laws and regulations.
Each of Shenzhen 7Road’s shareholders has executed a power of attorney on the same day
of the execution of the Exclusive Option Agreement, to authorize Qianhai Huanjing and/or
any individual(s) appointed by to exercise all of their rights and powers as shareholders of
Shenzhen 7Road. Each of the individuals appointed by Qianhai Huanjing must be one of

—76 —



RISK FACTORS

the directors of our Company, and cannot be those who are non-independent or may give
rise to conflict of interests, including Mr. Meng, Mr. Hu or any of their associates. In
addition, each of our Company’s directors owes a duty of loyalty and a duty of care to our
company and shareholders as a whole under Cayman Islands law.

We cannot assure you, however, that when conflicts of interest arise, these individuals
will act in the best interests of our Company or that conflicts of interest will be resolved in
our favor. In the event of any such conflicts of interest, these individuals may breach or
cause Shenzhen 7Road to breach or refuse to renew the Contractual Arrangements that
allow us to effectively control and receive economic benefits from Shenzhen 7Road. If we
cannot resolve any conflict of interest or dispute between us and such shareholders of
Shenzhen 7Road should it arise, we would have to rely on legal proceedings, which could
result in disruption of our business and subject us to substantial uncertainty as to the
outcome of any such legal proceedings. These uncertainties may impede our ability to
enforce the Contractual Arrangements with Shenzhen 7Road and its shareholders. If we are
unable to resolve any such conflicts, or if we experience significant delays or other
obstacles as a result of such conflicts, our business and operations could be severely
disrupted, which could materially and adversely affect our results of operations and damage
our reputation.

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

The Contractual Arrangements provide for dispute resolution by way of arbitration in
accordance with the arbitration rules of the Shenzhen Court of International Arbitration in
China. The Contractual Arrangements contain provisions to the effect that the arbitral body
may award remedies over the shares and/or assets of Shenzhen 7Road, injunctive relief and/
or winding up of Shenzhen 7Road. In addition, the Contractual Arrangements contain
provisions to the effect that courts in Hong Kong and the Cayman Islands are empowered to
grant interim remedies in support of the arbitration pending the formation of an arbitral
tribunal.

However, we have been advised by our PRC legal advisors that the abovementioned
provisions contained in the Contractual Arrangements may not be enforceable. Under PRC
laws, an arbitral body does not have the power to grant any injunctive relief or provisional
or final liquidation order to preserve the assets of or any equity interest in Shenzhen 7Road
in case of disputes. Therefore, such remedies may not be available to us, notwithstanding
the relevant contractual provisions contained in the Contractual Arrangements. PRC laws
allow an arbitral body to award the transfer of assets of or an equity interest in Shenzhen
7Road in favor of an aggrieved party. In the event of non-compliance with such award,
enforcement measures may be sought from the court. However, the court may or may not
support the award of an arbitral body when deciding whether to take enforcement measures.
Under PRC laws, courts of judicial authorities in the PRC generally would not grant
injunctive relief or the winding-up order against Shenzhen 7Road as interim remedies to
preserve the assets or shares in favor of any aggrieved party. Our PRC legal advisors is also
of the view that, even though the Contractual Arrangements provide that courts in Hong
Kong and the Cayman Islands may grant and/or enforce interim remedies or in support of
arbitration, such interim remedies (even if so granted by courts in Hong Kong or the
Cayman Islands in favor of an aggrieved party) may not be recognized or enforced by PRC
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courts. As a result, in the event that Shenzhen 7Road or any of its shareholders breaches
any of the Contractual Arrangements, we may not be able to obtain sufficient remedies in a
timely manner, and our ability to exert effective control over Shenzhen 7Road and conduct
our business could be materially and adversely affected.

We may lose the ability to use and enjoy assets held by our VIE that are important to the
operation of our business if our VIE declares bankruptcy or becomes subject to a dissolution or
liquidation proceeding.

Shenzhen 7Road holds certain assets that are important to our business operations. Our
Contractual Arrangements with Shenzhen 7Road and its sharcholders contain terms that
specifically obligate its shareholders to ensure the valid existence of Shenzhen 7Road and
that Shenzhen 7Road may not be voluntarily liquidated. However, in the event the
shareholders breach this obligation and voluntarily liquidate Shenzhen 7Road, or Shenzhen
7Road declares bankruptcy, and all or part of its assets become subject to the receiver’s
control, or is otherwise dissolved, we may be unable to continue some or all of our business
operations, which could materially and adversely affect our business, financial condition
and results of operations. Furthermore, if Shenzhen 7Road undergoes a voluntary or
involuntary liquidation proceeding, its shareholders or unrelated third-party creditors may
claim rights to some or all of these assets, thereby hindering our ability to operate our
business, which could materially and adversely affect our business, financial condition and
results of operations.

The Contractual Arrangements between Qianhai Huanjing and Shenzhen 7Road may subject
our Group to increased income tax due to the different income tax rates applicable to Qianhai
Huanjing and Shenzhen 7Road, which may adversely affect our results of operations

Under the Contractual Arrangements, Shenzhen 7Road is required to pay to Qianhai
Huanjing service fees that equal to the profit before taxation of Shenzhen 7Road, after
offsetting the prior-year loss (if any), deducting working capital requirements, expenses
and tax of Shenzhen 7Road in any given year, and Qianhai Huanjing has the right to adjust
the level of the service fees based on the actual service scope and with reference to the
operating conditions and expansion needs of Shenzhen 7Road. Such service fee payments to
Qianhai Huanjing reduce Shenzhen 7Road’s taxable income and correspondingly increase
the taxable income of Qianhai Huanjing, which, due to the different income tax rates
applicable to Shenzhen 7Road and Qianhai Huanjing, have affected and may continue to
affect our results of operations, particularly, our income tax expenses and net profit on a
consolidated basis.

Shenzhen 7Road was subject to a preferential income tax rate of 10% during the Track
Record Period as it was accredited as a “Key Software Enterprise” (T Bi#k {4} 4>2%). Qianhai
Huanjing was subject to a preferential income tax rate of 15.0% as it was incorporated at
“Qianhai Free Trading Zone (i B % &) in Shenzhen.

As a result of the higher income tax rate applicable to Qianhai Huanjing than
Shenzhen 7Road in 2018 and future periods, if Shenzhen 7Road transfers a larger portion
of its before-tax profits to Qianhai Huanjing in 2018 or any future period than in the Track
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Record Period, such transfer may result in increased income tax expenses for our Group on
a consolidated basis, which may materially and adversely affect our results of operations,
particularly, our net profit and net profit margin.

The Contractual Arrangements between Qianhai Huanjing and Shenzhen 7Road may be
subject to scrutiny by the PRC tax authorities and any finding that we or Shenzhen 7Road owe
additional taxes could substantially reduce our combined net income and the value of your
investment.

Under the Contractual Arrangements among Qianhai Huanjing and Shenzhen 7Road
and its equity holders, Shenzhen 7Road will transfer substantially all of its before-tax
profits to Qianhai Huanjing (less any accumulated loss, working capital requirements,
expenses and tax of Shenzhen 7Road in a given year), which will substantially reduce
Shenzhen 7Road’s taxable income. These arrangements and transactions are related party
transactions which must be conducted on an arm’s length basis under applicable PRC tax
rules, if these arrangements and transactions fail to conform to the arm’s-length principle,
the tax authority may make special tax adjustments on the basis of the full amount that has
been deducted before tax payment. As a result, the determination of service fees and other
payments to Qianhai Huanjing by Shenzhen 7Road under the Contractual Arrangements
may be challenged and deemed not in compliance with such tax rules. We could face
material and adverse tax consequences if the PRC tax authorities determine that the
Contractual Arrangements were not entered into on an arm’s-length basis and therefore
adjust the taxable income of Shenzhen 7Road in the form of a transfer pricing adjustment
which refers to the prices that one member of a group of affiliated corporation’s charges to
another member of the group for goods, assets, services, financing or the use of intellectual
property. A transfer pricing adjustment could, among other things, result in a reduction, for
PRC tax purposes, of expense deductions recorded by Shenzhen 7Road, which could in turn
increase Shenzhen 7Road’s tax liabilities. Any such adjustment could result in a higher
overall tax liability of the Group. In addition, the PRC tax authorities may impose late
payment fees and other penalties on Shenzhen 7Road for any unpaid taxes. Our combined
net income may be materially adversely affected if Shenzhen 7Road’s tax liabilities
increase or if it is subject to late payment fees or other penalties.

If we exercise the option to acquire equity ownership or assets of Shenzhen 7Road, the
ownership transfer may subject us to substantial costs.

By virtue of our Contractual Arrangement, Qianhai Huanjing has the exclusive right to
purchase all or any part of the equity interests in Shenzhen 7Road from its respective
shareholders for a consideration of paid-in capital, unless the relevant governmental
authorities request that another amount be used as the purchase price and in which case the
purchase price shall be such amount. Qianhai Huanjing also has the exclusive right to
purchase all or any part of the assets in Shenzhen 7Road at the net book value of the
corresponding assets or such minimum purchase price permitted under PRC laws and
regulations, unless the relevant governmental authorities request that another amount be
used as the purchase price and in which case the purchase price shall be such amount.
Where the purchase price is required by the relevant governmental authorities to be an
amount other than an agreed price, the respective shareholders shall return the amount of
purchase price they have received to Qianhai Huanjing. If such a transfer takes place, the
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competent tax authority may require Qianhai Huanjing to pay enterprise income tax for
ownership transfer income with reference to the market value instead of the price as
stipulated under our Contractual Arrangement, in which case Qianhai Huanjing may be
subject to a substantial amount of tax.

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

The MOFCOM published a discussion draft of the proposed Foreign Investment Law
(“Draft Foreign Investment Law”) in January 2015 aiming to, upon its enactment, replace
the trio of existing laws regulating foreign investment in China, namely, the Sino-foreign
Equity Joint Venture Enterprise Law, the Sino-foreign Cooperative Joint Venture Enterprise
Law and the Wholly Foreign-invested Enterprise Law, together with their implementation
rules and ancillary regulations. While MOFCOM solicited comments on the Draft Foreign
Investment Law 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. Please see “Contractual
Arrangements — Development in the PRC Legislation on Foreign Investment” for further
details.

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 (“FIE”). Once an entity is determined
to be an FIE, it will be subject to the foreign investment restrictions or prohibitions set
forth in a “negative list”, to be separately issued by the State Council later, if the FIE is
engaged in the industry listed in the negative list, which calls for market entry clearance by
the MOFCOM.

Under the Draft Foreign Investment Law, variable interest entities, or consolidated
affiliated entities, that are controlled via contractual arrangement would also be deemed as
FIEs, if they are ultimately “controlled” by foreign investors.

Although the Draft Foreign Investment Law was released for consultation purposes,
there is substantial uncertainty regarding the Draft Foreign Investment Law, including with
respect to its final content (especially the provisions dealing with VIE structure), adoption
timeline or effective date. Our PRC legal advisors advised that it is still unclear as of the
Latest Practicable Date as to (1) what level of “actual control” is required to qualify as a
domestic enterprise; (2) how domestic enterprises operated by foreign investors under a
contractual arrangement are to be regulated; and (3) what businesses are to be classified as
“restricted business” or “prohibited business” in the negative list under the Draft Foreign
Investment Law.

If, upon its enactment, the current Draft Foreign Investment Law (1) does not
recognize our structure under our Contractual Arrangements as domestic investment; (2)
does not provide any preferential treatment to investors from Hong Kong, Macau and
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Taiwan; (3) requires Qianhai Huanjing to apply for access permission (HEAFFAT), a
government permit that allows foreign investors to invest in “restricted” and/or
“prohibited” businesses on the negative list, our Contractual Arrangements may be regarded
as invalid and illegal if we have not obtained such access permission. As a result, our
Group would not be able to continue our business in China through the Contractual
Arrangements. For details of the Draft Foreign Investment Law and the negative list and its
potential impact on our Company, and our potential measures to maintain control over and
receive economic benefits from our consolidated affiliated entities, see “Contractual
Arrangements — Development in the PRC Legislation on Foreign Investment.”

Given that the relevant government authorities have broad discretion in interpreting
the foreign investment laws and there are uncertainties as to the three possible approaches
proposed in the Explanatory Notes on the treatment of existing contractual arrangements
before the Draft FIL becomes effective as further described in “Contractual Arrangements
— Development in the PRC Legislation on Foreign Investment,” in the worst case scenario,
the Contractual Arrangements may be regarded by the relevant government authorities as
invalid and illegal and the our businesses may be ordered by the relevant government
authorities to be discontinued under the existing structure and may not be sustainable in the
event that: (1) the operation of the Relevant Businesses were to be recognized on the
“negative list”, (2) our Contractual Arrangement were to not be deemed as a domestic
investment by the relevant government authorities, and (3) there were to be no special
treatment for the investors from Hong Kong, Macau and Taiwan who control a domestic
enterprise. As a result, we will not be able to operate our businesses through the
Contractual Arrangements and will lose our rights to receive the economic benefits of
Shenzhen 7Road and its subsidiaries under the Contractual Arrangements and the financial
results of Shenzhen 7Road and its subsidiaries will no longer be consolidated into that of
our Group and we will have to derecognize their assets and liabilities according to the
relevant accounting standards.

In addition, on September 3, 2016, the Decision of the Standing Committee of the
National People’s Congress on Revising Four Laws including the Law of the People’s
Republic of China on Wholly Foreign-owned Enterprises (2B A RACE K & # Z & B iME kL
HrEE N RIL RN B AN E A SETESE DU R IA Y i) was promulgated and became effective on
October 1, 2016. Please refer to “Regulation Overview” for further details.

Furthermore, the undertakings given by Mr. Meng, Mr. Hu, Shanghai Bao Pu,
Shaoxing Shang Yu, Shanghai Bao Hu, ESOP 1 Holdings and ESOP 2 Holdings (as set out
in “Contractual Arrangements — Development in the PRC Legislation on Foreign
Investment”) may impact our ability to finance our future expansion plans or use Shares as
consideration for acquisitions or as a form of equity incentive for our management and
employees. In addition, if such measures in the undertakings are impractical to be carried
out, this may bring an adverse effect on our Contractual Arrangements. We also cannot
assure you that these undertakings will not serve as a disincentive to parties proposing to
acquire a material interest in our Shares or control of our Company, which may have a
negative impact on the price and liquidity of our Shares.
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RISKS RELATING TO THE GLOBAL OFFERING

There has been no prior market for our Shares, and the liquidity and market price of our
Shares following the Global Offering may be volatile.

Prior to the Global Offering, there has been no public market for our Shares. The
initial price range disclosed to the public for our Shares was the result of negotiations
among us and the Joint Sponsors, and the Offer Price may differ significantly from the
market price for the Shares following the Global Offering. We have applied to list and deal
in the Shares on the Stock Exchange. We cannot assure you that the Global Offering will
result in the development of an active, liquid public trading market for the Shares. In
addition, the price and trading volumes of the Shares may be volatile. Factors such as
variations in our revenue, earnings and cash flows or any other developments relating to
our Company may affect the volume and price at which the Shares will be traded.

Since there will be a gap of several days between pricing and trading of our Shares, holders of
our Shares are subject to the risk that the price of our Shares could fall during the period before
trading of our Shares begins.

The Offer Price of our Shares is expected to be determined on the Price Determination
Date. However, our Shares will not commence trading on the Stock Exchange until they are
delivered, which is expected to be five Hong Kong business days after the pricing date. As
a result, investors may not be able to sell or deal in our Shares during that period.
Accordingly, holders of our Shares are subject to the risk that the price of our Shares could
fall before trading begins as a result of adverse market conditions or other adverse
development, that could occur between the time of sale and the time trading begins.

Investors will experience immediate dilution to their attributable net tangible book value as the
Offer Price of our Shares is higher than our net tangible book value per Share.

The Offer Price of the Shares is higher than the net tangible book value per Share as
of December 31, 2017. Therefore, purchasers of the Shares in the Global Offering will
experience an immediate dilution in pro forma net tangible book value, and our existing
Shareholders will receive an increase in the pro forma adjusted combined net tangible
assets value per Share of their Shares. In addition, holders of our Shares may experience
further dilution of their interests if the exercise the Over-allotment Option or if we obtain
additional capital in the future through equity offerings.

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

Our management may spend the net proceeds from the Global Offering in ways you
may not agree with or that do not yield a favorable return. For details of our intended use of
proceeds, see “Future Plans and Use of Proceeds.” However, our management will have
discretion as to the actual application of our net proceeds. You are entrusting your funds to
our management, upon whose judgment you must depend, for the specific uses we will
make of the net proceeds from this Global Offering.
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Any future sales, or perceived sale, of a substantial amount of our Shares in the public market
could have a material adverse effect on the prevailing market price of our Shares and our ability
to raise capital in the future.

Future sales of a substantial amount of our Shares by our existing Shareholders, or the
possibility of such sales, could negatively impact the market price of our Shares from time
to time. See “Underwriting — Undertakings by Our Controlling Shareholders” for a more
detailed discussion of restrictions that may apply to future sales of our Shares. After these
restrictions lapse, the market price of our Shares may decline as a result of future sales of a
substantial amount of our Shares or other securities relating to our Shares in the public
market, the issuance of new Shares or other securities relating to our Shares, or the
perception that such sales or issuances may occur. This could negatively affect the market
price of our Shares and our ability to raise equity capital in the future.

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

We cannot guarantee when and in what form dividends will be paid on our Shares
following the Global Offering. The declaration of dividends is proposed by the Board and
is based on, and limited by, various factors, including without limitation, our business and
financial performance, capital and regulatory requirements and general business conditions.
We may not have sufficient or any profits to enable us to make dividend distributions to our
shareholders in the future, even if our financial statements indicate that our operations have
been profitable. For details, see “Financial Information — Dividend.”

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

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

Certain facts, forecasts and statistics in this prospectus relating to various countries and regions
and the economic conditions thereof and the industry of online game development and
publishing derived from official government publications, market data providers and other
independent third-party sources may not be reliable.

Certain facts, forecasts and other statistics in this prospectus relating to various
countries and regions and the online game industry are derived from various official
government publications, market data providers and other independent third-party sources,
including the iResearch Report, which we generally believe to be reliable. However, we
cannot guarantee the quality or reliability of such source materials. They have not been
prepared or independently verified by us, the Joint Sponsors, the Underwriters or any of
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their respective affiliates or advisors and, therefore, we make no representation as to the
accuracy of such facts and statistics, which may not be consistent with other information
compiled within or outside China.

We have, however, taken reasonable care in the reproduction or extraction of the
official government publications and reports of other market data providers and other
independent third-party sources for the purpose of disclosure in this prospectus. Due to
possibly flawed or ineffective collection methods or discrepancies between published
information and market practice, these facts and statistics in this prospectus may be
inaccurate or may not be comparable to facts and statistics produced with respect to other
economies. Further, we cannot assure you that they are stated or compiled on the same
basis or with the same degree of accuracy as the case may be in other jurisdictions. In all
cases, investors should give consideration as to how much weight or importance they
should attach to or place on such facts.

You should read the entire prospectus 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
prospectus, there had 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 prospectus, 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 prospectus,
we disclaim responsibility for it and you should not rely on such information.

_84 —



WAIVERS FROM STRICT COMPLIANCE WITH THE LISTING RULES

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

MANAGEMENT PRESENCE IN HONG KONG

Rule 8.12 of the Listing Rules provides that an applicant applying for a primary listing
on the Stock Exchange must have a sufficient management presence in Hong Kong. This
will normally mean that at least two of its executive directors must be ordinary resident in
Hong Kong.

Our Company’s headquarters and our principal business operations are based outside
of Hong Kong. All of our executive Directors spend the majority of their time supervising
our Company’s principal business operations out of Hong Kong and do not ordinary reside
in Hong Kong. We consider that it would be more efficient and effective for our executive
Directors and our management being based outside Hong Kong to supervise and
management our daily business operations.

Accordingly, we have applied to the Stock Exchange for, and the Stock Exchange has
agreed to grant, a waiver from strict compliance with Rule 8.12 of the Listing Rules, and
the following arrangements have been made for maintaining regular and effective
communication with the Stock Exchange:

(a) We have appointed two authorized representatives pursuant to Rule 3.05 of the
Listing Rules, who will act as our principal channel of communication with the
Stock Exchange. The two appointed authorized representatives are Mr. Meng and
Mr. CHEUNG Kai Cheong, who will readily contactable by the Stock Exchange
and can meet with the Stock Exchange on reasonable notice. Their contact details
(including office and mobile phone numbers, facsimile numbers, email addresses
and business addresses) have been provided to the Stock Exchange.

(b) We have retained the services of a compliance advisor, Red Solar Capital
Limited, in compliance with Rule 3A.19 of the Listing Rules. Red Solar Capital
Limited, in addition to our Company’s authorized representatives, acts as an
additional channel of communication of our Company with the Stock Exchange
and be available to answer enquiries from the Stock Exchange.

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

Pursuant to Rules 3.28 and 8.17 of the Listing Rules, the company secretary of our
Company must be a person who has the requisite academic or professional qualifications or
relevant experience to discharge the functions of a company secretary.

We have appointed Ms. WANG Xiaorui as one of our joint company secretaries.
Ms. Wang does not possess a qualification as stipulated in Rule 3.28 of the Listing Rules,
and therefore she does not meet all requirements under Rules 3.28 and 8.17 of the Listing
Rules. We have appointed Mr. CHEUNG Kai Cheong, who possess the qualifications
required under Rule 3.28, to act as another company secretary to provide assistance to
Ms. Wang for an initial period of three years from the Listing Date so as to fully comply
with the requirements set forth under Rules 3.28 and 8.17 of the Listing Rules.

Mr. Cheung will work closely with Ms. Wang to jointly discharge duties and
responsibilities as joint company secretaries and assist Ms. Wang to acquire the relevant
experience as required under Rule 3.28 of the Listing Rules. In addition, we will ensure
Ms. Wang has access to relevant training and support to familiarize herself with the Listing
Rules and the duties required for a company secretary of a company listed on the Stock
Exchange.

We have applied to the Stock Exchange for, and the Stock Exchange has agreed to
grant, a waiver under and in respect of Rules 3.28 and 8.17 of the Listing Rules. The
waiver is valid for an initial period of three years from the Listing Date. Before the end of
such three-year period, the Stock Exchange will reevaluate the experience of Ms. Wang to
consider whether she will then have acquired the relevant experience within the meaning of
Rule 3.28 and 8.17 of the Listing Rules and decide whether a further waiver will be
necessary.

NON-EXEMPT CONTINUING CONNECTED TRANSACTIONS

We have entered into the Contractual Arrangements which would constitute continuing
connected transactions of our Company under Chapter 14A of the Listing Rules following
the completion of the Global Offering. We have applied for, and the Stock Exchange has
agreed to grant, a waiver from strict compliance with the requirements under Chapter 14A
of the Listing Rules in relation to the non-exempt continuing connected transactions.
Details of such non-exempt continuing connected transactions and the waiver are set out in
the sections headed “Contractual Arrangements” and “Connected Transactions.”

PERMISSION TO LIST PURSUANT TO RULE 8.05(3) AND WAIVER UNDER 8.05A OF
THE LISTING RULES

Rule 8.05 of the Listing Rules provides that an issuer must satisfy either the profit test
in Rule 8.05(1) or the market capitalization/revenue/cash flow test in Rule 8.05(2) or the
market capitalization/revenue test in Rule 8.05(3).
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Rule 8.05A of the Listing Rules provides that in case of the market capitalization/
revenue test, the Stock Exchange will accept a shorter trading record period under
substantially the same management as required under Rule 8.05(3)(a) and 8.05(3)(b) if the
new applicant is able to demonstrate to the satisfaction of the Stock Exchange of the
following:

(a) the directors and management of the new applicant have sufficient and
satisfactory experience of at least three years in the line of business and industry
of the new applicant. Details of such experience must be disclosed in the listing
document of the new applicant; and

(b) management continuity for the most recent audited financial year.

Our Company is applying for listing using the market capitalization/revenue test in
Rule 8.05(3) of the Listing Rules. All of our executive Directors were appointed after
January 1, 2015 and our Group is not able to satisfy the management continuity
requirement under Rule 8.05(3)(b) of the Listing Rules. Therefore, we have applied to the
Stock Exchange for, and the Stock Exchange has granted to us, a waiver from strict
compliance with Rule 8.05(3)(b) pursuant to Rule 8.05A of the Listing Rules, for the
following reasons:

(a) the executive Directors and senior management of our Company have sufficient
and satisfactory experience of at least three years in the line of business and
industry of our Company;

(b) our Company has fulfilled the management continuity requirement for the most
recent preceding financial years; and

(c) our Company meets other requirements set out in Rule 8.05(3) of the Listing
Rules, namely, the ownership continuity and control requirement, market
capitalization requirement and revenue requirement.
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS PROSPECTUS

This prospectus, for which the 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 us. The Directors, having made all reasonable
enquiries, confirm that to the best of their knowledge and belief the information contained
in this prospectus is accurate and complete in all material respects and not misleading or
deceptive, and there are no other matters the omission of which would make any statement
herein or this prospectus misleading.

INFORMATION ON THE GLOBAL OFFERING

The Offer Shares are offered solely on the basis of the information contained and
representations made in this prospectus and the Application Forms and on the terms and
subject to the conditions set forth herein and therein. No person is authorized to give any
information in connection with the Global Offering or to make any representation not
contained in this prospectus, and any information or representation not contained herein
must not be relied upon as having been authorized by us, the Joint Global Coordinators, the
Joint Sponsors, the Joint Bookrunners, the Underwriters, any of our or their respective
directors, officers, agents, employees or advisors or any other party involved in the Global
Offering.

Details of the structure of the Global Offering, including its conditions, are set out in
the section headed “Structure and Conditions of the Global Offering” in this prospectus,
and the procedures for applying for Hong Kong Public Offer Shares are set out in the
section headed “How to Apply for Hong Kong Public Offer Shares” in this prospectus and
in the relevant Application Forms.

UNDERWRITING

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

The Listing is sponsored by the Joint Sponsors. The Hong Kong Public Offering is
fully underwritten by the Hong Kong Underwriters under the terms of the Hong Kong
Underwriting Agreement and is subject to us and the Joint Global Coordinators (on behalf
of the Underwriters) agreeing on the Offer Price. An International Underwriting Agreement
relating to the International Offering is expected to be entered into on or around the Price
Determination Date, subject to the Offer Price being agreed.

If, for any reason, the Offer Price is not agreed among us and the Joint Global
Coordinators (on behalf of the Underwriters), the Global Offering will not proceed and will
lapse. For further information about the Underwriters and the underwriting arrangements,
please see the section headed “Underwriting” in this prospectus.

— 88 —



INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

RESTRICTIONS ON OFFER AND SALE OF THE OFFER SHARES

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

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

APPLICATION FOR LISTING ON THE STOCK EXCHANGE

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

No part of our share 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 in the near future.

COMMENCEMENT OF DEALINGS IN THE SHARES

Dealings in the Shares on the Stock Exchange are expected to commence on
Wednesday, July 18, 2018. The Shares will be traded in board lots of 2,000 Shares each.
The stock code of the Shares will be 797.

SHARES WILL BE ELIGIBLE FOR ADMISSION INTO CCASS

If the Stock Exchange grants the listing of, and permission to deal in, the Shares and
we comply with the stock admission requirements of HKSCC, the Shares will be accepted
as eligible securities by HKSCC for deposit, clearance and settlement in CCASS with effect
from the Listing Date or any other date as determined by HKSCC. Settlement of
transactions between participants of the Stock Exchange is required to take place in CCASS
on the second business day after any trading day. All activities under CCASS are subject to
the General Rules of CCASS and CCASS Operational Procedures in effect from time to
time. Investors should seek the advice of their stockbroker or other professional advisor for
details of the settlement arrangement as such arrangements may affect their rights and
interests. All necessary arrangements have been made to enable the Shares to be admitted
into CCASS.
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PROFESSIONAL TAX ADVICE RECOMMENDED

You should consult your professional advisors if you are in any doubt as to the
taxation implications of subscribing for, purchasing, holding or disposing of, or dealing in,
the Shares or exercising any rights attaching to the Shares. We emphasize that none of us,
the Joint Global Coordinators, the Underwriters, any of our or their respective directors,
officers or representatives or any other person involved in the Global Offering accepts
responsibility for any tax effects or liabilities resulting from your subscription, purchase,
holding or disposing of, or dealing in, the Shares or your exercise of any rights attaching to
the Shares.

REGISTER OF SHAREHOLDERS AND STAMP DUTY

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

All Offer Shares will be registered on our Hong Kong register of members. Dealings
in the Shares registered on our Hong Kong register of members will be subject to
Hong Kong stamp duty.

EXCHANGE RATE CONVERSION

Unless otherwise specified, amounts denominated in RMB, Hong Kong dollars and
U.S. dollars have been translated into other currencies in this prospectus, for the purpose of
illustration only, at the following exchange rates:

RMB1.00 : HK$1.22 (set by the PBOC for foreign exchange transactions prevailing on
May 31, 2018);

US$1.00 : RMB6.41 (set by the PBOC for foreign exchange transactions prevailing on
May 31, 2018); and

USS$1.00 : HK$7.84 (the exchange rate set forth in the weekly statistical release of the
Board of Governors of the Federal Reserve System of the United States on May 31, 2018).

No representation is made that any amounts in RMB, Hong Kong dollars and U.S.
dollars were or could have been or could be converted into each other at such rates or any
other exchange rates on such date or any other date.

ROUNDING

Certain amounts and percentage figures included in this prospectus have been subject
to rounding adjustments. Accordingly, figures shown as totals in certain tables may not be
an arithmetic aggregation of the figures preceding them.
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LANGUAGE

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

shall prevail.
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DIRECTORS AND PARTIES INVOLVED IN THE GLOBAL OFFERING

DIRECTORS

Name
Executive Directors

MENG Shugi
(T TE7T)

HU Min
(W10

WANG Chendong
(T )

Non-executive Directors

LI Shimeng
(Fwi%)

Y AN Kaidan
(B s

Independent non-executive
Directors

HO Chit
(fir5E)

LIU Yunli
(BVHEAF])

WU Xiaoguang
(5HO0)

Further information

Address

231, Unit 230 - 231
Xicheng Merchants
Overseas Chinese Town
Xin’an Street

Bao’an District
Shenzhen, PRC

Flat 19C, Unit B, Block 11
The Happy Coast

N15, Bao’an District
Shenzhen, PRC

Flat 1403, Block A

Jiajia Hao Yuan

223-1, Hai De First Road

Nanshan District
Shenzhen, PRC

Block 4, Ziyue Shan
Bantian Sub-District
Longgang District
Shenzhen, PRC

Flat 1702, Block 5

Lujiazui Central Financial Square,

258 Jin Kang Road
Pudong District
Shanghai, PRC

Flat G, 20/F
Block 7, Park Avenue

18 Hoi Ting Road, Mongkok

Hong Kong
Flat 4515, Building 45

Estate 18, Hong Jun Ying East Road,

Chaoyang District
Beijing, PRC

Duplex, 49/F, Tower 6
68 Bel-Air Peak Avenue,
Bel-Air On the Peak
Island South (Phase V)
Pok Fu Lam

Hong Kong

is disclosed in the section headed

Management” in this prospectus.
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Joint Sponsors

Joint Global Coordinators, Joint Bookrunners
and Joint Lead Managers

Joint Bookrunner and Joint Lead Manager

Joint Lead Managers

GF Capital (Hong Kong) Limited
29-30/F, Li Po Chun Chambers

189 Des Voeux Road Central

Hong Kong

CCB International Capital Limited
12/F, CCB Tower

3 Connaught Road Central

Central

Hong Kong

GF Securities (Hong Kong) Brokerage
Limited

29-30/F, Li Po Chun Chambers

189 Des Voeux Road Central

Hong Kong

CCB International Capital Limited
12/F, CCB Tower

3 Connaught Road Central

Central

Hong Kong

Haitong International Securities
Company Limited

22/F, Li Po Chun Chambers

189 Des Voeux Road Central
Hong Kong

AMTD Global Markets Limited
23/F-25/F, Nexxus Building

41 Connaught Road Central
Hong Kong

CMB International Capital Limited
45/F, Champion Tower

3 Garden Road

Central

Hong Kong

First Shanghai Securities Limited
19/F, Wing On House

71 Des Voeux Road Central

Hong Kong
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Zhongtai International Securities
Limited

7/F, Li Po Chun Chambers

189 Des Voeux Road Central

Hong Kong

Head & Shoulders Securities Limited
Room 2511, 25/F, Cosco Tower

183 Queen’s Road Central

Hong Kong

Futu Securities International (Hong
Kong) Limited

11/F, Bangkok Bank Building

18 Bonham Strand West

Sheung Wan

Hong Kong

Valuable Capital Limited

Room 2815, 28/F

China Merchants Tower, Shun Tak Centre
168-200 Connaught Road Central

Hong Kong

Legal Advisors to our Company as to Hong Kong law:

William Ji & Co.

in Association with

Tian Yuan Law Firm Hong Kong Office
Suite 702, 7/F

Two Chinachem Central

26 Des Voeux Road Central

Central

Hong Kong

as to PRC law:

Tian Yuan Law Firm
10/F, CPIC Plaza B
No. 28 Fengsheng Lane
Xicheng District
Beijing, PRC

as to Cayman Islands law:

Walkers

15/F, Alexandra House
18 Charter Road
Central

Hong Kong
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as to International Sanctions law:

Hogan Lovells

11/F, One Pacific Place
88 Queensway

Hong Kong

Legal Advisors to the Joint Sponsors and the as to Hong Kong and U.S. law:
Underwriters

Wilson Sonsini Goodrich & Rosati
Suite 1509, 15/F, Jardine House

1 Connaught Place

Central

Hong Kong

as to PRC law:

Beijing YongXing Law Firm
Suite 701, Tower A
International Financial Center
8 Jianguomenwai Avenue
Chaoyang District

Beijing, PRC

Auditor and Reporting Accountant PricewaterhouseCoopers
22/F, Prince’s Building
Central
Hong Kong

Industry Consultant Shanghai iResearch Co., Ltd, China
7/F, Tower B, CCIG International Plaza
333 North Cao Xi Road, Xuhui District
Shanghai, PRC

Receiving Bank Bank of China (Hong Kong) Limited

1 Garden Road, Central
Hong Kong

— 905 —



CORPORATE INFORMATION

Registered Office

Headquarters and Principal Place of
Business in China

Principal Place of Business in Hong
Kong

Company’s Website

Joint Company Secretaries

Authorized Representatives

Sertus Chambers, Governors Square

Suite #5-204, 23 Lime Tree Bay Avenue,
P.O. Box 2547

Grand Cayman, KY1-1104

Cayman Islands

17-18/F, Unit A1-A2

Ke Xing Science Park

15 Ke Yuan Road, the Science and
Technology Park Nanshan District

Shenzhen, PRC

18/F, Tesbury Center
28 Queen’s Road East
Wanchai

Hong Kong

www.7road.com
(The information on the website does not
form part of this document)

Ms. WANG Xiaorui
18/F, Building Al
Kexing Science Park
No. 15 Keyuan Road
Nanshan District
Shenzhen, PRC

Mr. CHEUNG Kai Cheong (CPA, FCCA)
Flat C, 4/F

Block 3, Provident CTR

25 Wharf Road

North Point

Hong Kong

Mr. MENG Shuqi

231, Unit 230-231
Xicheng Merchants
Overseas Chinese Town
Xin’an Street

Bao’an District
Shenzhen, the PRC

Mr. CHEUNG Kai Cheong (CPA, FCCA)
Flat C, 4/F

Block 3, Provident CTR

25 Wharf Road

North Point

Hong Kong
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Audit Committee

Remuneration Committee

Nomination Committee

Compliance Advisor

Principal Share Registrar and Transfer

Office

Hong Kong Share Registrar

Principal Banks

HO Chit (fi##) (Chairman)
LIU Yunli (21 F])
WU Xiaoguang (&%)

LIU Yunli (BVEM) (Chairman)
HO Chit (f#E)

WU Xiaoguang (%% )
MENG Shuqi (i %)

MENG Shugqi (#& &) (Chairman)
HO Chit (f4k)

WU Xiaoguang (%% )

LIU Yunli (21 F])

Red Solar Capital Limited

11/F, Kwong Fat Hong Building
1 Rumsey Street

Sheung Wan

Hong Kong

Sertus Incorporations (Cayman) Limited
Sertus Chambers, Governors Square,
Suite #5-204, 23 Lime Tree Bay Avenue,
P.O. Box 2547, Grand Cayman,
KY1-1104, Cayman Islands

Computershare Hong Kong Investor Services
Limited

Shops 1712-1716, 17t Floor

Hopewell Centre

183 Queen’s Road East

Wanchai

Hong Kong

China Merchants Bank

Shenzhen Branch, Ke Yuan sub-branch
Ist Floor, Yan Xiang Science Tower
No. 31, Gao Xing Zhong 4th Road
Nanshan District

Shenzhen, PRC

Bank of China

Shenzhen Branch, Yi Yuan Road sub-branch
Ist Floor, Block 10, Ming Jia Fu Ju

No. 16, Zheng Feng Road

Nanshan District

Shenzhen, PRC
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Certain information and statistics relating to our industry provided in this
section have been derived from official government sources. In addition, this section
and elsewhere in the prospectus contains information extracted from a report
commissioned by us (the “iResearch Report(!)”), prepared by iResearch, an
independent third party, for purposes of this prospectus. We believe that the sources
of the information in this “Industry Overview” section are appropriate sources for
such information, and we have taken reasonable care in extracting and reproducing
such information. We have no reason to believe that such information is materially
false or misleading, and no fact has been omitted that would render such information
materially false or misleading. Our Directors confirm that, after taking reasonable
care, they are not aware of any adverse change in market information since the date
of the iResearch Report which may qualify, contradict or have an adverse impact on
the quality of information in this section. However, the information has not been
independently verified by us, the Joint Sponsors, the Underwriters or any other party
involved in the Global Offering other than iResearch. Except as otherwise noted, all
the data and forecast in this section are derived from the iResearch Report.

WHAT ARE ONLINE GAMES

Online games refer to game activities conducted on PCs or other devices using the
Internet or mobile Internet as operating platforms. Online games can be categorized
primarily into PC-client games, web games and mobile games: (1) PC-client games are
games that can be played by first downloading the client base from game providers’
websites and then connecting to the servers through Internet, (2) web games are games that

O] This “Industry Overview” section contains information extracted from the iResearch Report prepared by iResearch for
purposes of this prospectus. We expect to pay a total of RMBO0.5 million to iResearch for the preparation and use of the
iResearch Report.

Method and Research Scope

iResearch obtained industry data and market forecasts mainly through desk research, industry interviews,
market survey, and other research methods in accordance with iResearch’s statistical forecast model.
iResearch’s research covered overview of global and China’s internet industry, overview of global and
China’s online game markets; and analyzes of China’s game industry chain and environment, China’s
mobile game, PC game and other game markets.

Bases and Assumptions
iResearch has prepared the iResearch Report based on the following bases and assumptions:

. the social, economic and political environments of China will remain stable during the forecast period,
which will ensure a sustainable and steady development of China’s online game industry;

. the data quoted from authoritative agencies remain unchanged; and
. the revenue-sharing arrangements among the market participants are on normal commercial terms.

iResearch believes that the basic assumptions used in preparing the iResearch Report, including those used
to make future projections, are factual, correct and not misleading. iResearch has independently analyzed
the information, but the accuracy of the conclusions of its review largely relies on the accuracy of the
information collected.

About iResearch
iResearch is a provider of insights into China’s internet space and global fastest-growing sectors as well as

value-added corporate services. It offers a wide range of services including big data insights and forecasts,
industry research and corporate consulting, investment and post-investment services.
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are played in a web browser on PC without downloading any client base or application, and
(3) mobile games are games that can be played on mobile devices.

OVERVIEW OF GLOBAL ONLINE GAME MARKET

The global online game market grew fast in the past. The estimated total market size
of global online games was US$108.9 billion in 2017, representing an estimated growth
rate of 9.3% from 2016 to 2017 and is expected to further grow at a CAGR of 5.2% from
2017 to 2022. Revenues of PC-client games and web games, expected to account for
US$29.9 billion or 27.4% of the global online game market in 2017 and are expected to
decline from US$29.9 billion in 2017 to US$28.3 billion in 2022. The mobile game market
is expected to generate US$46.4 billion or 42.6% of the global market in 2017, and is
expected to grow at a CAGR of 9.4% toward 2022 to reach US$72.9 billion.

Asia-Pacific Region

Asia-Pacific region had the largest online game market in the world in 2017. The
estimated market size of online games in Asia-Pacific region was US$51.2 billion in 2017,
representing an estimated growth rate of 10.1% from 2016 to 2017 and is expected to grow
at a CAGR of 5.5% from 2017 to 2022. In 2017, China generated US$36.2 billion or 70.8%
of all revenues in the Asia-Pacific region.

North America

North America is the second largest region, with an estimated market size of
US$27.0 billion in 2017, increasing by 4.4% from 2016. It is expected to continue to grow
at a CAGR of 2.7% from 2017 to 2022. A combination of a higher share of paying users as
well as relatively higher average spend per paying user contributes to such growth.

South America

The online game market in South America had the second highest growth rate of
15.3% in the world from 2016 to 2017. The estimated market size of online games in South
America was US$4.4 billion in 2017, and is expected to grow at a CAGR of 10.1% from
2017 to 2022. The growth is primarily driven by the growing popularity of broadband
networks and rising volume of smartphones users.

Europe

The European market had an estimated market size of US$22.2 billion in 2017, with a
year-on-year increase of 9.7%, and is expected to continue to grow at a CAGR of 2.2%
from 2017 to 2022. The growth will be primarily driven by the strong purchasing power of
European users and a high level of mobile devices penetration in the region.

OVERVIEW OF ONLINE GAME MARKET IN CHINA

China is currently the largest online game market in the world. China’s game market
revenue accounted for 31% of the global online game market revenue in 2017. The
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following chart shows the historical and forecasted revenue of online game market in China

as compared to the global online game market for the periods indicated.
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Regulations on online games in China are generally supportive. The relevant
governmental authorities in China have issued several encouraging policies on the
development of online games in China from time to time. Meanwhile, the online game
market became more regulated as China’s government has been escalating restrictive
regulations on the content of online games, particularly restricting online games containing
factors such as pornography and violence, to promote a healthy and steady development of
the market.

The following table sets forth the major participants of the industry chain of the online

game industry.
Game Distribution
Channel

Game Developer

Payment Channel

platforms and
websites for game
distribution and
promotion.

the games;
Advertisement income of the
platform.
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Game Developer  Content producer in Selling games to publishers or Relatively
charge of authorizing game IP to other scattered
developing and developers; and
updating games. Dividends of users’ consumption

and advertisement income in
the games.

Game Publisher Responsible for game Dividends of users’ consumption  Relatively
manufacturing and advertisement income in concentrated
promotion and the games
marketing,
including market
research and
advertising.

Game Distribution  Allows user access Dividends of users’ consumption  Relatively

Channel through public and advertisement income in scattered
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Introduction Revenue Model Concentration
Payment Channel  Gateway through Transaction fees Relatively
which users can concentrated

pay for the game

Market Drivers of the Online Game Market in China

China’s online game market is primarily driven by the following factors.

*  Growth of general economy. The consumption of entertainment products by
Chinese people has increased continuously as a result of the increase in their
disposable income driven by the growth of general economy of China. Capital
investment in mobile game industry has also increased in recent years.

*  Complete industry chain. In the early stage of development, the focus of China’s
online game ecosystem was on product development. The recent decade saw the
rapid development of other business segments such as game publishing,
distribution platforms, payment channels and other supplementary services and
support. With the ecosystem being enhanced and the value chain becoming
complete, local small-to-medium enterprises are able to have their unique niche
and to concentrate on their areas of specialty. For example, integrated
distribution channels, such as Apple Inc.’s App Store, 360 Mobile Assistant,
Tencent’s Myapp and Xiaomi’s Mi Store, lower the barrier of distribution of
online games on a global scale. Small independent developers are able to publish
games at a low cost as a result.

e Development of online payment habits. The prevalence of China’s mobile
applications, such as WeChat and Alipay, in recent past has led to the expanding
user base through digital payment. The Chinese consumers have been steadily
gaining confidence to adopt digital payments for recreational services. Most
online games are now equipped with various mobile payment options, allowing
users to make payments conveniently. The popularity of digital payment
solutions continues to improve the monetization levels of online games.

e Continuous growth in mobile-based Internet access. According to the iResearch
Report, the Internet user base in China has been increasing with a CAGR of 6.4%
since 2012 and reached 772 million in 2017. The revenue of China’s Internet
economy achieved RMB1.8 trillion in 2017, and is expected to continue to grow.
With the continuous enhancement in the Internet infrastructure, high-speed
Internet has been introduced to 91.2% of the Chinese Internet users, playing an
essential role for the online game business. Much of the growth in Internet users
has been driven by the development in mobile-centric businesses. The revenue of
China’s mobile Internet economy reached RMBI1.0 trillion in 2017 and is
expected to continue to grow, according to the iResearch Report. The mobile
Internet user base in China was 753 million in 2017, accounting for 97.5% of
China’s Internet user base. According to the iResearch Report, the data speed on
mobile devices have improved significantly in recent years, and
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telecommunication service providers in China generally have reduced mobile
data charges. In addition, hardware updates of mobile devices are regularly rolled
out, and there is an increasing number of product options for affordable
smartphones and tablets. Against such background, the mobile Internet-related
businesses in China are considered to have significant growth potential.

*  Development of third-party application stores in China. The growth of Android-
based third-party application stores in recent years has also been a driver of the
mobile game market in China. These third-party application stores, such as
Tencent’s Myapp, 360 Mobile Assistant, Baidu Mobile Assistant and Snappea,
are mainly operated by major Internet companies. These third-party application
stores can provide not only basic game distribution services, but also game
cooperation services by utilizing their ranking lists and advertising platforms.
The growth and development of third-party application stores continue to expand
the user base for various mobile games and enable small-to-medium game
developers to publish games at a low cost.

*  Government support and favorable policy. The Chinese government generally
supports the development of the game and entertainment industry. In particular,
in October 2016, the MOC issued a notice to encourage the introduction and
upgrade of 3D, augmented reality and virtual reality technologies, the capital
injection in the culture and entertainment industry, the consumption of culture
products and the development of the game industry.

Key Success Factors of the Online Game Market in China

The key success factors driving China’s online game market include the following.

*  Research and development capability. China’s online game market has been
moving towards value driving consumption, and has become a more mature
economy. Market participants mainly compete based on their capability to
develop and launch high-quality games. Game developers accumulate highly
skilled manpower and valuable technological expertise through game
development cycles over time, which improves their development capabilities,
coding efficiency and content quality.

*  Game development capability. A popular game tends to have its own unique
combination of attractive attributes. Game developers seeking to deliver excellent
user experience generally focus on creating games with good technical
functionality, engaging audio-visual esthetics and storylines, potential to create
emotional connection, and uniqueness.

* [P acquisition and utilization capability. Game IPs have become increasingly
important for both web games and mobile games to attract and retain users. A
successful participant in China’s online game market must have strong in-house
development capabilities to develop and launch games that properly utilize and
monetize popular IPs.
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. User acquisition capability. Once a game is ready for commercialization, the
ability to acquire users is essential. This requests the game developers to find
suitable partners in the local markets, and a stable and good working relationship
with leading regional game publishers in the local markets can be instrumental to
its success. Localization capabilities are also essential for the success of online
games published in different geographical markets. Successful market players
typically have a profound insight into the differentiated user behavioral patterns
as well as gameplay needs and preferences of demographically and culturally
diverse user communities. Localization goes beyond translating game scripts into
local language to structural modification of in-game features and implementation
of thoughtful pricing strategies. Moreover, game guilds, which are organizations
that game players spontancously make up for the purpose of exchanging game
experiences and playing games together, have become an important channel for
online game marketing. In order to attract members in the guild, game publishers
work with guild organizations to provide certain in-game virtual items as
incentives for members in the guilds to play certain online games.

*  Game longevity capability. The lifecycle of an online game largely determines its
profitability. The lifecycle of an online game is determined by several factors
including the pace of the game, the setting of its payment mode, the complexity
of its gameplay, the updates among different versions and operational activities
and data analysis capabilities of game developers to analyze user behavior.
Games with a longer lifecycle are more likely to lead to higher value of their
related IPs. Developers of such gaming titles generally gain extensive technical
and operational experience throughout their lifecycle, and benefit from such
experience to reduce R&D and marketing costs, thereby achieving better
profitability.

According to the iResearch Report, the games developed by 7Road have
lifecycles significantly longer than the industrial average of games in the same
genre. For example, DDTank has over nine years of lifecycles, much longer than
the lifecycles of the other casual shooting games developed by Chinese game
developers which average four to twelve months. Wartune has a lifecycle of more
than seven years, significantly longer than the lifecycles of the SRPGs developed
by other Chinese game developers which average two to eight months. DDTank
(mobile), launched in April 2017, is also expected to exceed the average lifecycle
of the other casual shooting games in mobile format in China, on the basis that
(1) DDTank, a famous brand among casual shooting games, has accumulated a lot
of fans in China, and the new mobile edition under this brand can attract the
existing users of DDTank, (2) Tencent, as the exclusive operator of DDTank
(mobile), can continuously bring new users, and (3) the Company has abundant
experiences in launching casual shooting games.

MOBILE GAME MARKET IN CHINA

The revenue generated by China’s mobile game companies grew steadily and reached
RMB148.9 billion in 2017, representing an increase of 45.6% from 2016. iResearch
believes that with the increase in the number of paying users and expenditure per user,
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China’s mobile game market will keep growing steadily in the next three to five years. The
following chart shows the historical and forecasted revenue of China’s mobile game market
for the periods indicated.
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The mobile game market in China comprises revenue generated by China’s mobile
game companies in the China market and the overseas market. Revenue generated by
China’s mobile game companies in the overseas market increased steadily and accounted
for 26.5% of the total revenue of China’s mobile game companies in 2017. iResearch
believes that the revenue generated by China’s mobile games in the overseas market will
continue to increase in the next few years to reach US$12.5 billion by 2022. The expected
growth is primarily attributed to an increasing number of Chinese game developers that
seek to venture into the international arena, an enhanced value chain and ecosystem for
global distribution of online games, and Chinese game developers’ growing understanding
of local user preferences across diverse geographical markets.

China’s Mobile Games

Despite the growth of user scale since 2012, the number of downloadable mobile
games in China has been decreasing since 2015. Mobile game users now attach greater
importance to the quality of games such as interesting core gameplay, excellent
functionality, enjoyable audiovisual experience and attractive storyline. Game developers
are faced with an intensified competition in delivering quality game content. These trends
indicate that the online game market has been moving towards value driving consumption,
and has become a more mature economy.

Casual Shooting Mobile Games

Casual shooting game is a popular type of mobile games in China. In terms of mobile
games, the gross billing of casual shooting games accounted for 9.7% of the total gross
billing of China’s casual games in 2017. 7Road’s flagship mobile game DDTank was the
top one casual shooting game in China with a market share of 64.1% of casual shooting
games in terms of gross billings in 2017.

Industry Chain and Competitive Landscape

The industry chain of China’s mobile game market mainly includes developers,
publishers, distribution platforms and payment channels. Game publishers and distribution
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platforms dominated China’s mobile game market at its early stage while developers have
played an increasingly important role in China’s mobile game market. Game developers in
China publish mobile games either (1) through third-party publishers or (2) directly through
online app marketplaces. China’s mobile game market is highly fragmented and competitive
with a large number of game developers.

Challenges and Opportunities

Large foreign game companies and domestic PC games companies began to enter into
the mobile game market which may result in a reshuffling of the market position of each
major participant in the industry. In addition, the cost of engaging mobile game publishers
is increasing, resulting in a drop in the profit margin.

The industry, however, has developed a complete industry chain with the increasing
prevalence of mobile phones and mobile Internet. Users are increasingly accustomed to
online payment methods, which will help companies monetize their user base.

H5 Game

H5 games are browser-based games developed with the H5 technology, a markup
scripting language. The H5 technology is an alternative to, or by some a more advanced
technology over, the traditional Flash technology. The H5 technology makes it possible to
create more powerful games that can be run in any standards-compliant web browsers with
one code base. Games built with HS5 are able to work on various platforms such as
smartphones, tablets, PCs and smart TVs. Users can play the game anywhere and anytime,
without installing the game applications on PCs and mobile devices. H5 games are
nowadays typically played on mobile devices.

Development of H5 Games in China

H5 games have started to gain broad attention from web game users in China since
2014. Due to its outstanding performance on cross-platform operations, an increasing
number of web game companies started to develop H5 games. iResearch expects the
revenue of H5 games to reach RMB7.20 billion in 2018 and further to RMB12.03 billion in
2022. The following chart shows the historical and forecast revenue of China’s H5 games
for the periods indicated.
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Developers with experience in web game development have the advantage of
developing H5 games over others. The success of an H5 game relies heavily on user traffic.
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Web game developers usually have experience in collaborating with different distribution
channels to acquire users. Hence, they tend to have a better understanding of how to select
appropriate game publishing partners to achieve the desired volume of user traffic. Web
game developers tend to have stronger performance in retaining game players in H5 games
than mobile game developers, leveraging their technical and operational expertise.

In January 2017, Tencent launched WeChat mini programs on H5 format on WeChat
platform, and opened the platform of WeChat mini programs to game developers in
December 2017. Game developers can now make use of the WeChat mini program platform
to develop WeChat mini programs on H5 format. Due to the large amount of users and
broad social networks of Tencent’s WeChat, WeChat mini programs are widely and rapidly
accepted by their users.

Compared with other H5 game platforms, Tencent’s WeChat has numerous
competitive advantages in terms of its user base, user stickiness and social networking
features. It is expected that Tencent will be a strong driving force for the H5 game industry
in China. With the prevalence of the WeChat mini programs, causal games, such as 7Road’s
DDTank, in particular, will be able to gain access to a large user base and tap into its
monetization potentials. However, as it is difficult to find other competitive channels, HS
game developers may rely heavily on Tencent’s WeChat as its distribution channel in
China. In addition, Tencent has relatively strict policies on data protection with which H5
game developers may be required to comply. As of the Latest Practicable Date, H5 games
operated on WeChat are not allowed to collect payment from users on iOS.

Challenges and Opportunities

The development of H5 games provides both challenges and opportunities for web
game companies in China. Since games built with H5 operate on various platforms, the
reach of the web is enormous and efficient. Web game companies are able to advertise and
promote its games all over the web as well as other media, without being limited within app
marketplaces. As the product design of H5 games matures, creative H5 games in various
formats are emerging in China. iResearch believes that web game companies have an
advantage over other game companies because of the similarity in the operation of HS
games and web games in a number of ways.

However, as people increasingly use mobile devices to access the web, H5 games are
facing strong competition from mobile games. The competition further intensifies with
more traditional web game companies entering into China’s H5 game market and the costs
for attracting and retaining users are therefore increasing.

WEB GAME MARKET IN CHINA

The web game market in China has experienced significant growth in the past, which
comprises revenue generated by China’s web game companies in the China market and the
overseas markets. As a result of an increasing popularity of mobile games and certain
technical limitations arising from the Flash framework, on which most web games were
created, revenue generated by China’s web game companies declined slightly from 2016 to
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2017. Web game developers in China are seeking to develop web games by utilizing new
Internet technologies such as Unity3d and H5. As the web game market in China matures,
iResearch expects that the revenue of web game market in China will remain steady in the
future. The following chart shows the historical and forecast revenue of web game market
in China for the periods indicated.
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In 2017, revenue generated by China’s web game companies in the overseas markets
reached 1.36 billion US dollars, surpassing its domestic revenue, and accounting for 56% of
the total revenue of the China’s web game market. Compared to the decreasing web game
market in China, the overseas markets offer dynamic business and relaxed regulatory
environment for competition, which provides China’s web games opportunities to grow. As
web game developers in China continue to expand their overseas presence, iResearch
believes that the overseas revenue of China’s web games will continue to increase in the
next three to five years.

China’s Web Games

The number of users of web game in China reached its peak of 299.8 million in 2015.
Although the total number of users of web games in China has declined since 2016, the
average time per user spent on web games is increasing steadily. In addition, the total
number of newly opened servers for web games in China reached a new high of over
300,000 in 2017, and certain existing popular web games continue to open thousands of
new servers each year. Therefore, iResearch believes that high-quality web games still have
great potentials in China.

Many industry players in China’s web game market set foot in more than one segment
of the industry chain to enjoy synergies in terms of cost control between the segments. For
example, Tencent, China’s Internet entertainment powerhouse, has integrated capabilities of
game development and publishing, with integrated game distribution platforms and payment
channels. In contrast, a subset of industry players focuses primarily on game development
and derive the vast majority of their revenues from the game development business. The
web game developers (with over 80% of their revenue generated from web game
development) accounted for 6.5% of China’s overall web game market in 2017. In general,
web game developers strategically focus on game content development in a cost-efficient
manner with the ability to produce its own IPs. They enjoy great flexibility in selecting
third-party game publishing partners. However, web game developers tend to develop high
dependence on their business partners, and must share a significant portion of gross billings
with their partners. In addition, they must face the challenges from other competitors,
specifically, from those integrated web game companies that have stronger financial
resources to be invested in their marketing efforts.
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Market share of web games developers
in China’s overall web game industry,
2017

6.5%

Web games developers’
revenue / Web game
market size

1,035

Million RMB

RPG Web Games

RPG games are the most popular type of web games in China, which generated
revenue accounting for 88.9% of the total web game market in China in 2017. 7Road
flagship web game Wartune is an RPG game that ranks first among all the web games
developed by Chinese companies in terms of gross billings.

Industry Chain and Competitive Landscape

The industry chain of China’s web game market mainly includes developers,
publishers, and distribution channels.

In 2017, 7Road was the largest web game developer (generating over 80% of its
revenue from web game development) in China in terms of revenue generated from
proprietary web games.

China’s Top Five Web Game Developers
in 2017

7Road

162.0

Competitor A

Competitor B

Competitor C

Competitor D

B Web game revenue (RMB in millions)
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Challenges and Opportunities

Web game companies face increasing competition from mobile and HS5 game
companies. However, the industry has developed a mature industry chain. Users are also
accustomed to online payment methods which helps companies monetize their user base.
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REGULATIONS ON VALUE-ADDED TELECOMMUNICATIONS SERVICES AND
FOREIGN OWNERSHIP RESTRICTIONS

Regulations on Telecommunications Services

The Telecommunications Regulations of the PRC (##EARILHIEEEWA) (the
“Telecommunications Regulations”), promulgated by the State Council on September 25,
2000 and last amended on February 2, 2016, provide a regulatory framework for
telecommunications services providers in the PRC. The Telecommunications Regulations
require telecommunications services providers to obtain an operating license prior to the
commencement of their operations. The Telecommunications Regulations categorize
telecommunications services into basic telecommunications services and value-added
telecommunications services. According to the Catalog of Telecommunications Business
(BfE %M E ), attached to the Telecommunications Regulations, which was
promulgated by the Ministry of Information Industry of the PRC (the “MII,” which is the
predecessor of the MIIT) on February 21, 2003 and amended by the MIIT on December 28,
2015. Information services provided via fixed network, mobile network and Internet fall
within value-added telecommunications services.

The Administrative Measures on Internet Information Services (¥4 {5 2 IRk & BE ¥
%) (the “Internet Measures”), which was promulgated by the State Council on
September 25, 2000 and amended on January 8§, 2011, set out guidelines on the provision of
Internet information services. The Internet Measures classified Internet information
services into commercial Internet information services and non-commercial Internet
information services and a commercial operator of Internet content provision services must
obtain a value-added telecommunications business operating license (the “ICP license”) for
the provision of Internet information services from the appropriate telecommunications
authorities. The Administrative Measures for Telecommunications Businesses Operating
Licensing ({5 M4 7 B ML), which was promulgated by the MIIT and became
effective on September 1, 2017, further regulate the telecommunications business licensing.

Regulations on Foreign Investments in Value-added Telecommunications Industry

Investment activities in the PRC by foreign investors are mainly governed by the
Guidance Catalog of Industries for Foreign Investment (revised in 2017) (/M & & 2E 4548
H#t (201741%]) ) (the “Catalog”), which was promulgated jointly by the MOFCOM and
the NDRC on June 28, 2017 and became effective on July 28, 2017. The Catalog divides
industries into four categories in terms of foreign investment, which are “encouraged,”
“restricted,” “prohibited” and all industries not listed under one of these categories are
deemed to be “permitted.” According to the Catalog, the Internet information services that
the Company currently operates falls under value-added telecommunications services
(except for e-commerce) and Internet cultural businesses (except for music), which are
under “restricted” categories and “prohibited” categories, respectively.

Foreign direct investment in telecommunications companies in China is governed
by the Regulations for the Administration of Foreign-Invested Telecommunications
Enterprises (revised in 2016) (FEHREEGEMEEEHHE (201645%) ), which was
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promulgated by the State Council on December 11, 2001 and amended on September 10,
2008 and February 6, 2016. The regulations require foreign-invested value-added
telecommunications enterprises in China to be established as Sino-foreign equity joint
ventures, which the foreign investors may acquire up to 50% of the equity interests of such
enterprise. In addition, the main foreign investor who invests in a foreign-invested value-
added telecommunications enterprises operating the value-added telecommunications
business in China must demonstrate a good track record and experience in operating a
value-added telecommunications business, provided such investor is a major one among the
foreign investors investing in a value-added telecommunications enterprise in China.
Moreover, foreign investors that meet these requirements must obtain approvals from the
MIIT and the MOFCOM, or their authorized local counterparts, which retain considerable
discretion in granting approvals, for its commencement of value-added telecommunication
business in China.

In July 2006, the MII released the Notice on Strengthening the Administration of
Foreign Investment in and Operation of Value-added Telecommunications Business (5 5 &
SEFR BRI R A 1 A (R (S S A AN (the “MIT Notice”), pursuant to which, if
any foreign investor intends to invest in telecommunications business in China, a foreign-
invested telecommunications enterprise must be established and such enterprise must apply
for the relevant telecommunications business operation licenses. Furthermore, under the
MII Notice, domestic telecommunications enterprises may not rent, transfer or sell a
telecommunications business operation license to foreign investors in any form, nor may
they provide any resources, premises, facilities and other assistance in any form to foreign
investors for their illegal operation of any telecommunications business in China. In
addition, under the MII Notice, the Internet domain names and registered trademarks used
by a foreign-invested value-added telecommunication service operator shall be legally
owned by that operator (or its shareholders).

REGULATIONS ON ONLINE GAMES AND CULTURAL PRODUCTS AND FOREIGN
OWNERSHIP RESTRICTIONS

Regulations on Online Games

Pursuant to the aforesaid the Guidance Catalog of Industries for Foreign Investment
(revised in 2017) (M &I EH B (201715%]) ), the internet culture business is
classified as the category of industries prohibiting foreign investment. Since online games
fall within the definition of “Internet culture products” under the Interim Administrative
Provisions on Internet Culture (H.Ht443CAL & M 17H1%E) (the “Internet Culture Provisions™),
which were issued by the MOC on May 10, 2003 and last amended on December 15, 2017,
a commercial operator of online games must obtain an Internet culture operation license
from the appropriate culture administrative authorities for its operation of online games.

The Interim Measures for the Administration of Online Games (4% 15k & #4738
(the “Online Game Measures”), which was issued by the MOC and last amended on
December 15, 2017, regulate a broad range of activities related to the online games business,
including the development and production of online games, the operation of online games, the
issuance of virtual currencies used for online games, and virtual currency trading services.

—-111-



REGULATION OVERVIEW

The Online Game Measures provide that any entity that is engaged in online game operations
must obtain an Internet culture operation license, and require the content of an imported
online game to be examined and approved by the MOC prior to the launch of the game and
the content of a domestic online game must be filed within 30 days of its launch with the
MOC. The Online Game Measures also request online game operators to protect the interests
of online game players and specify certain terms that must be included in the service
agreements between online game operators and the players of their online games. The Notice
of the Ministry of Culture on the Implementation of the Interim Measures for the
Administration of Online Games (SCAb 5 Bl 7 B it <44 45 72 156 A BT 47 kA >0 4 J0), which
took effect in July 2010 specify entities regulated by the Online Game Measures and
procedures related to the MOC’s review of the content of online games, and emphasizes the
protection of minors playing online games and requests online game operators to promote
real-name registration by their game players.

The Notice on Interpretation of the State Commission Office for Public Sector Reform
on Several Provisions relating to Animation, Online Game and Comprehensive Law
Enforcement in Culture Market in the ‘Three Provisions’ jointly promulgated by the MOC,
the State Administration of Radio Film and Television, or the SARFT, and the GAPP (i
IS Yo 3 SCALFB - BT ARJR) ~ T AL AR B << =E TV RLE > T A BB e - AR S Sk T
SE BB RO S AR R A4, which was issued by the State Commission Office for
Public Sector Reform (a division of the State Council) which became effective on
September 7, 2009, provides that the GAPP will have responsibility for the examination
and approval of online games to be uploaded on the Internet and that, after such upload,
online games will be administered by the MOC.

The Notice Regarding the Consistent Implementation of the “Regulation on Three
Provisions” of the State Council and the Relevant Interpretations of the State Commission
Office for Public Sector Reform and the Further Strengthening of the Administration of
Pre-examination and Approval of Online Games and the Examination and Approval of
Imported Online Games (B &% 8 B 5 Be < = 2 B8 >F0 i Ui e B > s — a4
5205 15K T AN T A A I R AL B9 A 40), or the GAPP Notice, promulgated by the
GAPP, together with the National Copyright Administration and the National Office of
Combating Pornography and Illegal Publications, on September 28, 2009, provides, among
other things, that foreign investors are not permitted to invest or engage in online game
operations in China through wholly-owned subsidiaries, equity joint ventures or
cooperative joint ventures, and expressly prohibits foreign investors from gaining control
over or participating in domestic online game operations indirectly by establishing other
joint venture companies, establishing contractual arrangements or providing technical
support. Serious violation of the GAPP Notice will result in suspension or revocation of
relevant licenses and registrations.

On December 1, 2016, the Ministry of Culture promulgated the Circular of the
Ministry of Culture on Regulating the Operation of Online Games and Strengthening the
Interim and Ex Post Supervision (AL BB 7 AR 5 48 Ak i 1508 2 i o = vh 4% B2 8 AR A a ),
which became effective on May 1, 2017. The Circular sets requirements in relation to the
following aspects of online games: (1) clarifying the scope of online game operation;
(2) regulating services for issuance of virtual props of online games; (3) strengthening the
protection of the rights and interests of online game users; (4) strengthening the interim and
ex post supervision of online game operation; and (5) seriously investigating and punishing
illegal operating activities.
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Regulations on Internet Publication

On February 4, 2016, the SAPPRFT and the MIIT jointly issued the Administrative
Provisions on Online Publishing Services (#8%% o MURES & FALE) (the “Online Publishing
Provisions”), which became effective from March 10, 2016. Pursuant to Online Publishing
Provisions, the term “online publishing services” refers to the provision of online
publications to the public through information networks. The term “online publications”
refers to digitized works with characteristics of publishing such as editing, production or
processing provided to the public through information networks, which includes games. To
engage in online publishing services, an entity or individual must be approved by
SAPPRFT in accordance with the law and acquire an Online Publishing Service License.

On May 24, 2016, the SAPPRFT promulgated the Notice on the Administration over
Mobile Game Publishing Services (Bt F @)%k th IR B & #LA %), which became
effective as of July 1, 2016. The Notice provides that game publishing service entities shall
be responsible for examining the contents of their games and applying for game publication
numbers. To apply for publication of domestically developed mobile games in the leisure
and puzzle category that are not related to political, military, national or religious topics or
contents and have no or simple story lines, entities shall submit the required documents to
provincial publication administrative departments at least 20 business days prior to the
expected date of online publication (public beta). Entities applying for publication of
domestically-developed mobile games that are not included in abovementioned category
shall go through stricter procedures, including submitting manager accounts for content
review and testing accounts for game anti-indulgence system. Game publishing service
entities must set up a specific page to display the information approved by the SARFT,
including the copyright owner of the game, publishing service entity, approval number,
publication number and others, and shall take charge of examining and recording daily
updates of the game. Concerning those mobile games (including pre-installed mobile
games) that have been published and operated online before the implementation of this
Notice, other requirements apply to maintain the publication and operation of such games
online, relevant approval procedures would have to be implemented by the game publishing
service entities and enterprises in coordination with the provincial publication
administrative departments before October 31, 2016 as required by this Notice. Otherwise,
these mobile games shall cease to be published or operated online.

Examination of Online Game Content

The Notice Regarding Improving and Strengthening the Administration of Online
Game Content (3CAb FIBR A SO i oE 48 4% 02 1 0 254 B TAE R A)  (the “Online Game
Content Notice™), issued by the MOC in November 2009, requests online game operators to
improve and adapt their game models by (1) mitigating the predominance of the “upgrade
by monster fighting” model, (2) limiting the use of the “player killing” model (where one
player’s avatar attempts to kill another player’s avatar), (3) limiting in-game marriages
among game players, and (4) improving their compliance with legal requirements for the
registration of minors and game time limits.

The Notice Regarding the Strengthening of Online Game Content Censorship (3Cfb#f
IR I A A 0 T N R AR A TAERY @A), issued by the MOC in 2004, mandates the

-113 -



REGULATION OVERVIEW

establishment of a committee under the MOC to screen the content of imported online
games and requires that the content of all imported online games be approved by the MOC.

Virtual Currency and Virtual Items

The Notice on the Reinforcement of the Administration of Internet Cafes and Online
Games (B4 — 25 fin 5 A8 V0 K 48 &k 2 158 B T AR Y8 ) (the “Internet Cafes Notice™) jointly
issued by the MOC, the PBOC and other governmental authorities on February 15, 2007
with the goal of strengthening the administration of virtual currency in online games and to
avoid any adverse impact on the PRC economy and financial system, places strict limits on
the total amount of virtual currency issued by online game operators and the amount
purchased by individual players and requires a clear division between virtual transactions
and real transactions carried out by way of electronic commerce. The Internet Cafés Notice
further provides that virtual currency should only be used to purchase virtual items and
prohibits any resale of virtual currency.

The Notice on Strengthening the Administration of Online Game Virtual Currency (%
I R A A% 207 18R 45 B RS HE T/E 9% ) (the “Virtual Currency Notice”) jointly issued by
the MOC and the MOFCOM on June 4, 2009, defines the meaning of the term “virtual
currency” and places a set of restrictions on the trading and issuance of virtual currency.
The Virtual Currency Notice also states that online game operators are also not allowed to
give out virtual items or virtual currency through lottery-base activities, such as lucky
draws, betting or random computer sampling, in exchange for players’ cash or virtual
money.

LAWS AND REGULATIONS ON INTELLECTUAL PROPERTY
The Copyright Law

The Copyright Law of the PRC (# ARILMEZEERE), promulgated on
September 7, 1990 and became effective on June 1, 1991, and amended on October 27,
2001 and February 26, 2010, protects copyright and explicitly covers computer software
copyright. The Regulations on Computer Software Protection of the PRC ("% A R 2L 7t
SRR I ), promulgated on December 20, 2001 and became effective on January 1,
2002, and amended on January 30, 2013, protects the rights and interests of the computer
software copyright holders and encourages the development of software industry and
information economy. In the PRC, software developed by PRC citizens, legal persons or
other organizations is automatically protected immediately after its development, without
an application or approval. Software copyright may be registered with the designated
agency and if registered, the certificate of registration issued by the software registration
agency will be the preliminary evidence of the ownership of the copyright and other
registered matters. On February 20, 2002, the National Copyright Administration of the
PRC issued the Measures on Computer Software Copyright Registration (&8 sk 13 {EHE
HHELHEEE), which outlines the operational procedures for registration of software copyright,
as well as registration of software copyright license and transfer contracts. The Copyright
Protection Center of the PRC is mandated as the software registration agency under the
regulations.
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The Trademark Law

The Trademark Law of the PRC (¥ A RILFMEF PHIEEL) (the “Trademark Law™) was
promulgated on August 23, 1982 and became effective on March 1, 1983, and amended
respectively in 1993 and 2001, and was further amended on August 30, 2013, protects
registered trademarks. The Implementation Regulations on the Trademark Law of the PRC
(HEE N RS [ A S ECME A 1) was promulgated on August 3, 2002 by the State Council,
and amended on April 29, 2014 and became effective on May 1, 2014. These current
effective laws and regulations provide the basic legal framework for the regulations of
trademarks in the PRC, where registered trademarks include commodity trademarks, service
trademarks, collective marks and certificate marks. The Trademark Office under SAIC is
responsible for the registration and administration of trademarks throughout the country.
Trademarks are granted for a term of ten years. 12 months prior to the expiration of the
ten-year term, the trademark registrant shall apply for the renewal of registration; if the
trademark registrant does not make the renewal during the foregoing period, another six
months extension can be granted. Upon the registration of a trademark, the register will
have the right to exclusively use the trademark.

Under the current effective Trademark Law, any of the following acts may be regarded
as an infringement of the exclusive right to use of a registered trademark:

* use of a trademark that is identical with a registered trademark on the same
commodities without the licensing of the trademark registrant; or

e use of a trademark that is similar to a registered trademark of the same kind of
commodities of the trademark registrant’s or use of a trademark that is identical
with or similar to a registered trademark on similar commodities of the trademark
registrant’s which may be easily confusing without the authorization of the
trademark registrant.

Domain Names

Internet domain name registration and related matters are primarily regulated by the
Implementing Rules on Registration of Domain Names (34 = ft & i 41 Hl]) issued by China
Internet Network Information Center (the “CNNIC”), the domain name registrar of the
PRC, which became effective on May 29, 2012, the Measures for the Administration of
Internet Domain Name ( E A3 4 & 3% ) ) promulgated by MIIT on August 24, 2017
and became effective on November 1, 2017 which replaced the Measures on Administration
of Domain Names for the Chinese Internet issued on November 5, 2004, and the Measures
on Domain Name Disputes Resolution (34 F#kf# L iiki%) issued by CNNIC which became
effective on November 21, 2014. Domain name registrations are handled through domain
name service agencies established under the relevant regulations, and the applicants become
domain name holders upon successful registration.

The Patent Law

According to the Patent Law of the PRC (Revised in 2008) (H 3 A R A B #HF|
% (20081%%]T) ) promulgated by the Standing Committee of National People’s Congress
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(the “SCNPC”), and its Implementation Rules (Revised in 2010) (3£ A R 3t i B 5] 3% B e
4171 (201044%T) ) promulgated by the State Council, the State Intellectual Property Office
of the PRC is responsible for administering patents in the PRC. The patent administration
departments of provincial or autonomous regions or municipal governments are responsible
for administering patents within their respective jurisdictions. The Patent Law of the PRC
and its implementation rules provide for three types of patents, “invention,” “utility model”
and “design.” Invention patents are valid for twenty years, while design patents and utility
model patents are valid for ten years, from the date of application. The Chinese patent
system adopts a “first come, first file” principle, which means that where more than one
person files a patent application for the same invention, a patent will be granted to the
person who files the application first. To be patentable, invention or utility models must
meet three criteria: novelty, inventiveness and practicability. A third-party player must
obtain consent or a proper license from the patent owner to use the patent. Otherwise, the
use constitutes an infringement of the patent rights.

LAWS AND REGULATIONS ON WHOLLY FOREIGN-OWNED ENTERPRISE

Company Law of the PRC

The Company Law of the People’s Republic of China (H 2 A RILAE A Fl%), which
was promulgated by the Standing Committee of National People’s Congress (the “SCNPC”)
on December 29, 1993 and came into effect on July 1, 1994 (subsequently amended on
December 25, 1999, August 28, 2004, October 27, 2005 and December 28, 2013), provides
that companies established in the PRC may take form of company of limited liability or
company limited by shares. Each company has the status of a legal person and owns its
assets itself. Assets of a company may be used in full for the company’s liability. The
Company Law applies to foreign-invested companies unless relevant laws provide
otherwise.

Wholly Foreign-Owned Enterprise Law of the PRC and its implementation measures

Under the Wholly Foreign-Owned Enterprise Law of the PRC (3 A B A 4h & 1> 2
%) promulgated in 1986 and last amended in 2016, and the Detailed Implementing Rules
for the Wholly Foreign-Owned Enterprise Law of the People’s Republic China (H#: A R4t
B AN A 2R EH AN A), which was promulgated in 1990 and was last amended on
February 19, 2014, an application for establishing a wholly foreign-owned enterprise shall
be subject to examination and approval by the Ministry of Foreign Trade and Economic
Cooperation of the PRC (“MOFTEC”, currently known as the MOFCOM) before the
approval certificate is issued. Within 90 days of the date of receipt of an application, the
examination and approval authority shall decide whether or not to grant the approval. After
application for the establishment of a wholly foreign-owned enterprise is approved by the
Examination and Approval Authority, the foreign investors shall, within 30 days of the date
of receipt of the approval certificate, submit registration to, and collect the business license
from the administrative authority for industry and commerce.

On September 3, 2016, the Decision of the Standing Committee of the National
People’s Congress on Revising Four Laws including the Law of the People’s Republic of
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China on Wholly Foreign-owned Enterprises (% B A RCER G H % 8B GBS <3 AR
FCR B A1 A SR> U AR WYL E) (the “Decision on Revision of Four Laws”) was
promulgated and became effective on October 1, 2016. On October 8, 2016, the MOFCOM
published the Interim Measures for the Administration of Establishment and Change Filings
of Foreign-invested Enterprises (Fhsi# &4 3o 7 52 0 45 2 & M 1T HFL) (the “Filings
Measures”) and became effective on the same date. The Decision on Revision of Four Laws
and the Filings Measures revised relevant administrative approval provisions of the Law of
the People’s Republic of China on Wholly Foreign-owned Enterprises (H #E A Rt AlE 4 &
f3£1%), the Law of the People’s Republic of China on Sino-Foreign Equity Joint Ventures
(EE N RSB AN B S 26 7%), the Law of the People’s Republic of China on Sino-
Foreign Cooperative Joint Ventures (3 A [N E  Ab & /E K88 2 15) and the Law of the
People’s Republic of China on the Protection of the Investments of Taiwan Compatriots (4
#E N R ILFNE & 8 (R % & R #5) and the relevant formality regime for the incorporation
and change of foreign-invested enterprises, whereby if the incorporation or change of
foreign-invested enterprises and enterprises funded by Taiwan compatriots does not involve
special access administrative measures prescribed by the PRC government (the “Negative
List”), the examination and approval process is now being replaced by the record-filing
administration process. According to the Filings Measures, where the incorporation of
foreign-invested enterprises do not fall within the Negative List, such enterprises shall go
through the record-filing procedures after obtaining the prior approval of the enterprise
name and prior to the issuance of a business license, or within 30 days after the issuance of
a business license. Within the record-filing scope of the Filings Measures, in the case of a
change of basic information of the foreign-invested enterprises or their investors, a change
of equity (shares) or cooperation interest of the foreign-invested enterprises, merger,
division or dissolution, mortgage or transfer of foreign-invested enterprises’ property or
rights and interests to others and other matters, the foreign-invested enterprises shall file
the relevant documents online within 30 days upon occurrence of such changes via the
comprehensive administrative system. On October 8, 2016, the announcement of the NDRC
and the MOFCOM [2016] No. 22 (3 A A B B 58 8% e Aok o 22 B g~ o 3 I A R0 i 5
WA 20164E55229%) was published and specified that the Negative List shall be in line
with the Catalog. On July 30, 2017, the MOFCOM amended the Filings Measures, which
took effective on the same date. According to the amended Filings Measures, a record-
filing administration process shall apply in the event that foreign investors (1) merge and
acquire non-foreign-invested enterprises within PRC, and (2) undertake strategic
investment into domestic listed companies, provided that it does not involve special access
administrative measures or merge and acquisition with related party.

REGULATIONS ON FOREIGN EXCHANGE

General Administration of Foreign Exchange

Under the PRC Foreign Currency Administration Rules (% A A1 & FE 5 A5 451),
promulgated on January 29, 1996 and last amended on August 5, 2008, and various
regulations issued by the State Administration of Foreign Exchange (the “SAFE”) and other
relevant PRC government authorities, Renminbi is convertible into other currencies for the
purpose of current account items, such as trade related receipts and payments, payment of
interest and dividends. The conversion of Renminbi into other currencies and remittance of
the converted foreign currency outside the PRC for the purpose of capital account items,

-117 -



REGULATION OVERVIEW

such as direct equity investments, loans and repatriation of investment, requires the prior
approval from the SAFE or its local office. Payments for transactions that take place within
the PRC must be made in Renminbi. Unless otherwise approved, PRC companies may
repatriate foreign currency payments received from abroad or retain the same abroad.
Foreign-invested enterprises may retain foreign exchange in accounts with designated
foreign exchange banks under the current account items subject to a cap set by the SAFE or
its local office. Foreign exchange proceeds under the current accounts may be either
retained or sold to a financial institution engaging in settlement and sale of foreign
exchange pursuant to relevant rules and regulations of the State. For foreign exchange
proceeds under the capital accounts, approval from the SAFE is required for its retention or
sale to a financial institution engaging in settlement and sale of foreign exchange, except
where such approval is not required under the relevant rules and regulations of the PRC.

According to the Circular on the Management of Offshore Investment and Financing
and Round Trip Investment By Domestic Residents through Special Purpose Vehicles
(Huifa [2014] No. 37) (B85 A e B2 55 SRR IR H 09 2 5 @il & SR R B8 S A 21 B [ R A
M) (FEF[2014]37%9%) (the “Circular No. 37”), which is promulgated and came into effect
on July 4, 2014, the SAFE carry out registration management for domestic resident’s
establishment of special purpose vehicles (each a “SPV”). A SPV is defined as “offshore
enterprise directly established or indirectly controlled by the domestic resident (including
domestic institution and individual resident) with their legally owned assets and equity of
the domestic enterprise, or legally owned offshore assets or equity, for the purposes of
investment and financing.” “Round Trip Investments” refer to “the direct investment
activities carried out by a domestic resident directly or indirectly via a SPV, such as
establishing a foreign-invested enterprise or project within the PRC through a new entity,
merger or acquisition and other ways, while obtaining ownership, control, operation and
management and other rights and interests.” Before a domestic resident contributes its
legally owned onshore or offshore assets and equity to a SPV, the domestic resident shall
conduct foreign exchange registration for offshore investment with the local branch of the
SAFE, and in the event of any change of basic information such as the individual
shareholder, name, operation term, or if there is a capital increase, decrease, equity transfer
or swap, merge, spin-off or other amendment of the material items, the domestic resident
shall complete foreign exchange alteration of the registration formality for offshore
investment. In addition, according to the procedural guidelines as attached to the Circular
37, the principle of review has been changed to “the domestic individual resident is only
required to register the SPV directly established or controlled by him (first level)”.

Pursuant to Circular of the State Administration of Foreign Exchange on Further
Simplifying and Improving the Direct Investment-related Foreign Exchange Administration
Policies (I 5¢ AN A B ) BH i AHE — 25 il AL A ot B 4 SO A I FRBOR Y A) - (the  “SAFE
Notice No. 13”), which was promulgated on February 13, 2015, implemented and became
effective on June 1, 2015, the initial foreign exchange registration for establishing or taking
control of a SPV by domestic residents can be conducted with a qualified bank, instead of
the local foreign exchange bureau.

The Notice of the SAFE on Reforming the Management Approach regarding the
Settlement of Foreign Capital of Foreign-invested Enterprise (%44 31 =) B i O 40 i
18 A 2L AN A 4 4% B B 7 SR A8 ) (the “SAFE Notice No. 19”) was promulgated on
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March 30, 2015 and became effective on June 1, 2015. According to the SAFE Notice
No. 19, a foreign-invested enterprise may, in response to its actual business needs, settle
with a bank the portion of the foreign exchange capital in its capital account for which the
relevant foreign exchange bureau has confirmed monetary contribution rights and interests
(or for which the bank has registered the account-crediting of monetary contribution). For
the time being, foreign-invested enterprises are allowed to settle 100% of their foreign
exchange capitals on a discretionary basis; a foreign-invested enterprise shall truthfully use
its capital for its own operational purposes within the scope of business; where an ordinary
foreign-invested enterprise makes domestic equity investment with the amount of foreign
exchanges settled, the invested enterprise shall first go through domestic re-investment
registration and open a corresponding Account for Foreign Exchange Settlement Pending
Payment with the foreign exchange bureau (bank) at the place of registration. The Notice of
the SAFE on Reforming and Regulating Policies on the Control over Foreign Exchange
Settlement of Capital Accounts (85 4MHES B =) B A ol 55 F0 A i AR TE ) 4% RE 2 B3R A 2 200
(the “SAFE Notice No. 16”) was promulgated and became effective on June 9, 2016.
According to the SAFE Notice No. 16, enterprises registered in PRC may also convert their
foreign debts from foreign currency into Renminbi on self-discretionary basis. The SAFE
Notice No. 16 provides an integrated standard for conversion of foreign exchange under
capital account items (including but not limited to foreign currency capital and foreign
debts) on self-discretionary basis, which applies to all enterprises registered in the PRC.
The SAFE Notice No. 16 reiterates the principle that Renminbi converted from foreign
currency-denominated capital of a company may not be directly or indirectly used for
purposes beyond its business scope and may not be used for investments in securities or
other investment with the exception of bank financial products that can guarantee the
principal within the PRC unless otherwise specifically provided. Besides, the converted
Renminbi shall not be used to make loans for related enterprises unless it is within the
business scope or to build or to purchase any real estate that is not for the enterprise own
use with the exception for the real estate enterprise.

LAWS AND REGULATIONS ON DIVIDEND DISTRIBUTION

The principal regulations governing distribution of dividends of foreign holding
companies include the Company Law of the PRC ("H# NRILAE A F]%) promulgated by
the SCNPC in 1993 and amended in 1999, 2004, 2005 and 2013, the Foreign Investment
Enterprise Law of the PRC (" #: A\ [ LA 5P & 1 2£7%) promulgated by the SCNPC in 1986
and amended in 2000 and 2016, and the Administrative Rules under the Foreign Investment
Enterprise Law (JMEREILEEAN) promulgated by the State Council in 1990 and
amended in 2001 and 2014. Under the laws and regulations, foreign investment enterprises
in the PRC may pay dividends only out of their accumulated profits, if any, determined in
accordance with PRC accounting standards and regulations. In addition, wholly-foreign-
owned enterprises in the PRC, like our PRC subsidiary, are required to allocate at least 10%
of their respective accumulated profits after tax each year, if any, to fund certain reserve
funds unless these accumulated reserves have reached 50% of the registered capital of the
enterprises. These reserves are not distributable as cash dividends.
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LAWS AND REGULATIONS ON TAX
Enterprise Income Tax

The Enterprise Income Tax Law of the PRC ("% A RILAE ¥ Fr3Bii%) (the “EIT
Law”), promulgated by the National People’s Congress on March 16, 2007, effective as of
January 1, 2008 and amended on February 24, 2017, and the Regulations to the Enterprise
Income Tax Law of PRC (25 BLILE W) (the “EIT Law Regulations™), promulgated
by the State Council on December 6, 2007 and effective as of January 1, 2008, provides
that the EIT rate applicable to all enterprises, resident or non-resident, shall be 25%
generally except for individual-invested single-proprietorship and partnership established
under PRC laws and regulations. Resident enterprises, including but not limited to
companies, institutes, associations, and other entities established under PRC laws and
regulations, should pay EIT in connection with their income from PRC and abroad;
non-resident enterprises with branch(es) within PRC, including but not limited to
companies and other entities established under laws of foreign countries/regions, should
pay EIT in connection with any income of such branch(es) from PRC, or out of PRC but of
substantial connection with such branch(es); non-resident enterprises without any branch in
PRC should pay EIT in connection with their income from PRC, at the tax rate of 10%.

Tax Treaties

According to the Treaty on the Avoidance of Double Taxation and Tax Evasion
between Mainland and Hong Kong (7 0 7 i 45 FIl A7 B % B A 65 7 15k o 8 8 080 AN )7 1 i T
Bir)ZPE) signed on August 21, 2006, if the non-PRC parent company of a PRC enterprise
is a Hong Kong resident which beneficially owns a 25% or more interest in the PRC
enterprise, the 10% withholding tax rate applicable under the EIT Law may be lowered to
5% for dividends and 7% for interest payments once approvals have been obtained from the
relevant tax authorities. The Announcement on Issues Concerning “Beneficial Owners” in
Tax Treaties ( CEMRBLU e H“Z 4 A N H) ) which was issued on February 3, 2018
by SAT, effective on April 1, 2018, abolished the determination of beneficial ownership is
clarified under the Notice on Understanding and Determining Beneficial Owners (B ZBiH
)5 B A T o 2R R RN R E B 8 T2 2 A Al WA issued by the State Administration
of Taxation on October 27, 2009, established for the purpose of avoiding or reducing tax
obligations or transferring or accumulating profits and describes factors in favor of and
factors not conducive to the determination of an applicant’s status as a “beneficial owner”.

Pursuant to the Notice on the Several Issues of the Implementation of Tax Treaty (B%
BB 48 5 BR A AT B Ioh o2 I E O B B R RE W8 4), which was promulgated by the State
Administration of Taxation and came into effect on February 20, 2009, the non-resident
taxpayer or the withholding agent is required to obtain and keep sufficient documentary
evidence proving that the recipient of the dividends meets the relevant requirements for
enjoying a lower withholding tax rate under a tax treaty. Pursuant to the Administrative
Measures for Tax Convention Treatment for Non-resident Taxpayers (JF /& R 48 N\ = Z Bk
fh 2 B4 BHE), which was promulgated by the SAT on August 27, 2015, any
non-resident taxpayer fulfilling conditions for enjoying the convention treatment may be
entitled to the convention treatment on its own when filing a tax return or making a
withholding declaration through a withholding agent, subject to the subsequent
administration by the tax authorities.
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Value-Added Tax

Pursuant to the Provisional Regulations on Value-Added Tax of the PRC (3£ A R ILA
B BLET fTHB]) promulgated by the State Council on December 13, 1993 and
subsequently amended on November 10, 2008, February 6, 2016 and November 19, 2017
respectively, and its Implementation Rules (HF % A R ILFN B4 (B 17 06 () B it 4 B
promulgated by the Ministry of Finance of the PRC (H# A R A1 BF B#R) (the “MOF”) on
December 25, 1993 and amended on December 15, 2008 and October 28, 2011 respectively,
tax payers engaging in sale of goods, provision of processing services, repairs and
replacement services or importation of goods within the territory of the PRC shall pay
value-added tax (the “VAT”).

On November 16, 2011, the MOF and the SAT jointly promulgated the Pilot Plan for
Levying Value-Added Tax in Lieu of Business Tax (& ZEBidtEBERIE /7 %). Starting
from January 1, 2012, the PRC government has been gradually implementing a pilot
program in certain provinces and municipalities, to levy a 6% VAT on revenue generated
from certain kinds of services in lieu of the business tax.

The Measures for the Exemption of Value-Added Tax from Cross-Border Taxable
Services in the Collection of Value-Added Tax in Lieu of Business Tax (for Trial
Implementation) (& &R SR (E Bl 5 BT EBL IR HS 1 (BB S B8 B (047)),  which  was
promulgated on August 27, 2014 by the SAT and effective on October 1, 2014, provides
that if a domestic enterprise provides cross-border taxable services such as technology
transfer, technical consulting, software service etc., the above-mentioned cross-border
taxable services shall be exempt from the value-added tax.

On March 23, 2016, the PRC Ministry of Finance and the SAT jointly issued the
Circular of Full Implementation of Business Tax to Value-added Tax Reform (B4 T # B3
BRI AR B A (the “Circular 36”) which confirms that business tax will be
completely replaced by VAT from May 1, 2016.

LAWS AND REGULATIONS ON EMPLOYMENT AND SOCIAL SECURITY
Employment Laws

Pursuant to the PRC Labor Law ("% A RILME S E %), which became effective on
January 1, 1995 and was amended on August 27, 2009, the PRC Labor Contract Law (7
3 N RALFIE 25 8 A [F11%), which became effective on January 1, 2008 and was amended on
December 28, 2012, and the Implementing Regulations of the Labor Contract Law (13 A
R AL A8 %5 & & IR 35 B i % 1), which was promulgated by the State Council and became
effective on September 18, 2008, (1) labor contracts in written form shall be executed to
establish labor relationships between employers and employees, (2) wages cannot be lower
than local minimum wage standards, (3) the employer must establish a system for labor
safety and sanitation, strictly abide by state standards, and provide relevant education to its
employees. The PRC Labor Law and the PRC Labor Contract Law provide for collective
contracts to be developed through collaboration between the labor union (or worker
representatives in the absence of a union) and management that specify such matters as
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working conditions, wage scales, and hours of work. The laws also permit workers and
employers in all types of enterprises to sign individual contracts, which are to be drawn up
in accordance with the collective contract. The PRC Labor Contract Law has enhanced
rights for the nation’s workers, including permitting open-ended labor contracts and
severance payments. The legislation requires employers to provide written contracts to their
workers, restricts the use of temporary labor and makes it harder for employers to lay off
employees. It also requires that employees with fixed-term contracts be entitled to an
indefinite-term contract after a fixed-term contract is renewed twice or the employee has
worked for the employer for a consecutive ten-year period.

Social Insurance and Housing Funds

Pursuant to the Social Insurance Law of the PRC (" #E A\RILABEI4L &AL (the
“Social Insurance Law”) promulgated on October 28, 2010 by the SCNPC and implemented
on July 1, 2011, the Interim Regulations Concerning the Collection and Payment of Social
Insurance Premiums (Fh& {REx 2 &80E 17 6]) promulgated and implemented on January 22,
1999 by the State Council, the Interim Measures Concerning the Maternity Insurance of
Employees of an enterprise (43 T4 & R Bl 17 H##1%) promulgated on December 14, 1994
and implemented on January 1, 1995 by former Ministry of Labor, the Regulation on the
Administration of Housing Provident Fund (fEF A& M) promulgated and
implemented on April 3, 1999 and amended on March 24, 2002 by the State Council, the
Regulation on Occupational Injury Insurances (LAGfRFEWHI) promulgated on April 27,
2003 by the State Council and implemented on January 1, 2004 and amended on
December 20, 2010 by the State Council, and regulations on pension insurance, medical
insurance and unemployment insurance in the provincial and municipal level, the employer
shall pay pension insurance fund, basic medical insurance fund, unemployment insurance
fund, occupational injury insurance fund, maternity insurance fund and housing fund for the
employees. These payments are made to local administrative authorities and any employer
who fails to contribute may be fined and ordered to make good the deficit within a
stipulated time limit.

REGULATIONS ON M&A AND OVERSEAS LISTING

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

We publish online games primarily through third-party distribution platforms and co-
publishers globally and may incur sales through our websites or business partners from the
Relevant Countries. In light of this, we have appointed our International Sanctions Legal
Advisors to determine whether our sales during the Track Record Period violate the
international sanctions laws.

As advised by our International Sanctions Legal Advisors, our sales incurred in such
Relevant Countries during the Track Record Period do not implicate any applicable
sanctions on our Group, or any person or entity, including our Group’s investors, our
Shareholders, the Stock Exchange, the HKSCC and the HKSCC Nominees. For details on
our sales and impact of sanctions laws, see “Business — Historical Business Activities in
Countries Subject to International Sanctions.”
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OVERVIEW

We are a leading online game developer and operator in China. Our business
commenced in 2008. In 2009, we launched our first online game, DDTank (3#5#%), which
has since become one of our flagship titles. Later in 2011, we launched another online
game, Wartune (#1l), in the PRC. Both online games have obtained popularity
domestically and internationally. In recent years, our Directors have recognized the fast
development of mobile games market and the shift in development trend from web to
mobile games. Accordingly, we have strategically expanded our business focuses to
develop mobile and H5 games, and the mobile version of DDTank was launched in China in
April 2017. We will continuously expand our game portfolio through developing and

publishing new games in both web and mobile formats.

Mr. Meng, our executive Director, chief executive officer and chairman of our Board,
joined Shenzhen 7Road, our first PRC operating entity, in June 2009. He served as the chief
operation officer and director of Shenzhen 7Road since May 2011. Mr. Meng ceased to be a
director of Shenzhen 7Road in May 2013 due to the fact that the entire interest of Shenzhen
7Road was acquired by Beijing Chang You and subsequently retired from his role as the
chief operation officer in February 2014.

After his departure, Mr. Meng and a few investors, initiated discussions in relation to
the acquisition of all the equity interests of Shenzhen 7Road with the then sole shareholder.
After arm’s length negotiation among the parties and a series of share transfers, the
Management Buyout was completed in November 2015. See “Management Buyout” below
for details.

In the meantime, in August 2015, to develop our overseas business, we executed an
investment agreement to acquire 23% of the equity interest of Digital Hollywood (HK:
2022) which has been a publisher of our games in the overseas countries. Digital
Hollywood is a leading global online game publisher for PRC-based game developers. Its
shares have been listed on the Main Board of the Stock Exchange since December 15, 2017.
See “Investment in Digital Hollywood” below for details.

One year later, in November 2016, Shenzhen 7Road introduced Ningbo Bao Pu and
Shanghai Ting Can as its new financial investors. The then shareholders of Shenzhen 7Road
transferred 30.76% and 20.24% of their equity interests in Shenzhen 7Road to Ningbo Bao
Pu and Shanghai Ting Can respectively. See “Investments by financial investors” and
“Pre-IPO Investments” below for details.

For the purpose of the Listing, our Company was incorporated in the Cayman Islands
with limited liability on September 6, 2017 as a holding company of our Group.
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MILESTONES OF DEVELOPMENT

The following is a summary of our business development milestones:

Year Event
2008 Shenzhen 7Road was established in the PRC in January.
2009 DDTank, our first online game and one of our flagship titles, was launched in the
PRC in March.

DDTank was launched in Southeast Asia in August.

2010 The average DAUs of DDTank reached 300,000 in March.

2011 Our RPG online game and one of our flagship titles, Wartune, was launched in the
PRC in December.

2012 Wartune was launched in English-speaking countries in August.

2013 Wartune received the “Facebook Staff Favorites Recognition™ in July.

2015 We completed our equity investment in Digital Hollywood in October.

2016 The mobile game Wartune Heroes (i il 2 4530 %5 1E) was launched in the PRC in
July.

2017 The mobile game DDTank (mobile) (5% (F7%)) was launched in the PRC in April.
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OUR OPERATING ENTITIES

As of the Latest Practicable Date, we had three PRC Operating Entities (i.e. Shenzhen
7Road, Shenzhen Qianqi and Huoerguosi 7Road) and one overseas operating entity (i.e.
7Road International Hong Kong), which made material contributions to our financial results
during the Track Record Period. The dates of establishment, principal business activities
and other material information of these companies are tabulated as below:

PRC Operating Entities

Date of
Establishment
and
Principal Commencement Business
Business of Business, Place Registered License(s)  Relationship with our
Name Activities of Establishment Capital Owned Company

Shenzhen 7Road online game  January 22, 2008 RMBI10 million PRC financial results have
development, Business been consolidated
promotion, the PRC License, and accounted as a
publishing ICP subsidiary of our
and License, Company by virtue
management Internet of the Contractual

Culture Arrangements
Business
License
(484
it =aian]
#) and
Online
Publishing
Service
License
(484K 1
s & Al
i)

Shenzhen Qiangi online game  November 28, RMB26 million PRC financial results have
development, 2013 Business been consolidated
promotion License and accounted as a
and the PRC and subsidiary of our
management Internet Company by virtue

Culture of the Contractual
Business Arrangements
License

(K% Ak

T

i)

Huoerguosi 7Road online game  November 27, RMBI10 million PRC financial results have
development, 2015 Business been consolidated
promotion License and accounted as a
and the PRC and subsidiary of our
management Internet Company by virtue

Culture of the Contractual
Business Arrangements
License

(4843t

it =aian]

i)
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Hong Kong Operating Entity

Date of
Establishment
and
Commencement
Principal of Business, Business
Business Place of Share License(s) Relationship with our
Name Activities  Establishment Capital Owned Company
7Road International Hong publishing  June 3, 2015 HK$1.00, Business an indirectly wholly-
Kong of online ~ Hong Kong divided Registration owned subsidiary of
games into 1 Certificate our Company
ordinary
share

OUR CORPORATE HISTORY

Shenzhen 7Road

Shenzhen 7Road is our first PRC Operating Entity and ranks the first in the Group in
terms of financial contribution during the Track Record Period. It was established in the
PRC on January 22, 2008 with an initial registered capital of RMB1.0 million and upon
establishment was owned by two individual shareholders, both of whom are Independent
Third Parties.

Early development

During the period from 2009 to 2011, there had been a series of share transfers in
Shenzhen 7Road among a number of individual and corporate shareholders.

In April 2011, the then shareholders of Shenzhen 7Road transferred an aggregate of
68.26% of the equity interest in Shenzhen 7Road to Beijing Chang You at a total
consideration of approximately US$68.26 million based on arm’s length negotiations and
with reference to the valuation of Shenzhen 7Road at the time. Then on May 1, 2013,
Beijing Chang You acquired the remaining 31.74% of the equity interest in Shenzhen
7Road at a total consideration of approximately RMB196.99 million based on arm’s length
negotiations and with reference to the valuation of Shenzhen 7Road at the time. The total
consideration of the two transactions was fully settled on May 12, 2011 and June 5, 2013
respectively. Following the completion of these equity transfers, Shenzhen 7Road became a
wholly-owned subsidiary of Beijing Chang You.

Beijing Chang You is a company incorporated under the laws of the PRC with limited
liability and whose financial results were consolidated as a subsidiary of ChangYou, whose
shares were listed on the NASDAQ (NASDAQ: CYOU) in 2009. Beijing Chang You is an
Independent Third Party as of the Latest Practicable Date.
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Previous contractual arrangement

To pursue potential development opportunities in the overseas capital markets, during
the period from June 2012 to April 2015, Shenzhen 7Road had been controlled by Shenzhen
7t Road Internet Technologies Co., Ltd (¥t RE M4 F M A PR A 7)) (“7Road Internet”)
by virtue of contractual arrangements made among the then sharcholders of Shenzhen
7Road and 7Road Internet. As at the Latest Practicable Date, 7Road Internet is an
Independent Third Party and was a company ultimately controlled by the then shareholders
of Shenzhen 7Road.

During the negotiation of the Management Buyout, the then shareholders of Shenzhen
7Road decided to terminate such contractual arrangement. Accordingly, in April 2015, such
contractual arrangement was terminated by its respective parties by signing separate
termination agreements.

Contemplated listing on NASDAQ

In or around September 2012, the then holding company of 7Road Internet (the “Then
Holdco”), together with 7Road Internet and Shenzhen 7Road (collectively, the “Previous
Group”), sought an initial public offering on NASDAQ (the “contemplated NASDAQ
listing”) and filed, in confidence, all related application documents including a draft of
registration statement (the “Registration Statement”) to the U.S. Securities and Exchange
Commission (the “SEC”) for its review.

However, in or around March 2013, the Previous Group decided not to proceed with
the contemplated NASDAQ listing prior to the completion of the regulatory review process
with the SEC due to unfavorable capital market conditions in the United States and
undervaluation of the Previous Group.

As part of the SEC’s review process, the Previous Group received comments from the
SEC from around September 2012 to April 2013. The comments were primarily related to
the disclosure matters in relation to the business and financial information of the Previous
Group. Major comments from the SEC included clarification and/or disclosure of (1) key
web game operating metrics that the Previous Group adopted to evaluate its business;
(2) details of the revenue sharing under the web game arrangements between the Previous
Group and its joint operators; (3) revenue recognition of the Previous Group in respect of
web game arrangements between the Previous Group and its joint operators; and (4) details
of the reorganization of the contemplated NASDAQ listing and the previous contractual
arrangement. The Previous Group addressed the SEC’s comments by (1) explaining and/or
clarifying to the SEC in the Previous Group’s written responses; and (2) adding and/or
revising disclosures to the Registration Statement accordingly.

As of the date of this prospectus, our Directors are of the view that there is no matter
in relation to the contemplated NASDAQ listing relevant to the Listing which would affect
our Company’s suitability for the Listing. In addition, our Directors confirm that, save for
the contemplated NASDAQ listing and the Listing, none of our Group, our Group’s former
holding companies, or our Company had made any application for listing of its respective
shares on any other stock exchange.
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Management Buyout

During the initial stage of Shenzhen 7Road from around 2009 to 2013, there are three
members in the management team who had played essential roles in the development of
Shenzhen 7Road. The three members are Mr. Meng, Mr. Hu and Mr. Liu. Mr. Meng joined
Shenzhen 7Road in June 2009 as the chief operation officer and had also served as a
director of Shenzhen 7Road from May 2011 to May 2013. In addition, he was a minority
shareholder of Shenzhen 7Road from March 2010 to May 2013. Mr. Hu joined Shenzhen
7Road as the chief production officer in March 2009 and retired from the position in
February 2014. Mr. Liu joined Shenzhen 7Road as the vice president of Shenzhen 7Road in
May 2013 and retired from the position in December 2013. See “Directors and Senior
Management” for further details.

After their departure from Shenzhen 7Road, Mr. Meng and a few investors initiated
discussions in relation to the acquisition of Shenzhen 7Road with Beijing Chang You. As
the first step of the Management Buyout, in April 2015, Mr. Meng together with other
investors, through a limited partnership investment fund named Shanghai Yong Chong in
which Mr. Meng was a general partner at the time, acquired from Beijing Chang You the
entire equity interest of Shenzhen 7Road and two overseas subsidiaries of Beijing Chang
You at an aggregate consideration of US$205 million based on arm’s length negotiation
with reference to the valuation of the target companies at the time, with the intention to
further transfer such equity interests to the management team. The consideration was fully
settled on August 21, 2015. Shanghai Yong Chong subsequently transferred an aggregate of
51% of the equity interest in Shenzhen 7Road to Mr. Meng, Mr. Hu and Mr. Liu in
November 2015.

In order to align the interest of Mr. Meng, Mr. Hu and Mr. Liu in Shenzhen 7Road, on
November 11, 2015, Shanghai Yong Chong transferred 23.50%, 16.56% and 10.95% of the
equity interests in Shenzhen 7Road respectively to Mr. Meng, Mr. Hu and Mr. Liu at
considerations of approximately RMB157.14 million, RMB110.73 million and RMB73.21
million based on arm’s length negotiation with reference to the valuation of the Shenzhen
7Road as well as the contribution of Mr. Meng, Mr. Hu and Mr. Liu to the development of
Shenzhen 7Road at the time. The considerations were fully settled on June 4, 2016. As a
condition for the share transfer, Mr. Meng, Mr. Hu and Mr. Liu were required by Shanghai
Yong Chong to work for Shenzhen 7Road as employees for a period of three years. This
lock-up requirement was terminated when Shanghai Yong Chong sold all of its equity
interest in Shenzhen 7Road in late 2016. As a result, the above acquisition and
arrangements were considered as share-based compensation arrangements. As such, we
recorded share-based compensation costs in 2015 and 2016. See “Financial Information —
Principal Profit or Loss Components — Share Based Compensations” for details. In
November 2015, Shanghai Yong Chong also transferred 17.50% of the equity interests in
Shenzhen 7Road to an investor namely Wuxi Yi Yao at a consideration of approximately
RMB118 million.

Shanghai Yong Chong and Wuxi Yi Yao are limited partnership investment fund
incorporated under the laws of the PRC focusing on private equity investments.
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The following chart sets forth the shareholding structure of Shenzhen 7Road after the
Management Buyout:

Mr. Meng Mr. Hu Mr. Liu Wauxi Yi Yao Shanghai Yong Chong
23.50% 16.56% 10.95% 17.50% 31.50%
Shenzhen 7Road

Proposed acquisitions of Shenzhen 7Road by PRC listed companies in 2015 and 2016

In August 2015, Whole Easy Internet Technology Co., Ltd. (% ME TR 0 A FRA /)
(“Whole Easy”), a company incorporated under the laws of PRC and publicly listed on the
Shenzhen Stock Exchange (002464.SZ), initiated negotiations with the then shareholder of
Shenzhen 7Road in relation to the proposed acquisition of Shenzhen 7Road. However, in
November 2015, the negotiations in relation to the proposed acquisition of Shenzhen 7Road
between Whole Easy and the then shareholder of Shenzhen 7Road ceased as the parties
could not agree on material commercial terms. Accordingly, Whole Easy announced the
termination of the proposed acquisition of Shenzhen 7Road in November 2015. Our
Directors confirmed that no related memorandum and/or agreement had been signed or
entered into between Whole Easy and Shenzhen 7Road.

In March 2016, Jiangsu Liba Enterprise Joint-Stock Co., Ltd (YL#R3Z % 5 B0 A RA
A) (“Liba”), a company incorporated under the laws of PRC and publicly listed on the
Shanghai Stock Exchange (603519.SH), initiated negotiations with the then shareholders of
Shenzhen 7Road in relation to the proposed acquisition of Shenzhen 7Road. In June 2016,
Liba and Shenzhen 7Road entered into a framework agreement, pursuant to which, Liba
would acquire the entire equity interest of Shenzhen 7Road with cash and allotment of
Liba’s shares. However, the negotiations between Liba and the then shareholders of
Shenzhen 7Road ceased in August 2016 as the parties could not agree on further material
commercial terms and the market conditions and industrial policies at the time were
inappropriate for the proposed acquisition. Accordingly, the framework agreement entered
in June 2016 was terminated and Liba announced the termination of the proposed
acquisition in August 2016. Our Directors confirmed that, save for the terminated
framework agreement, no related memorandum and/or agreement had been signed or
entered into between Liba and Shenzhen 7Road.

Our Directors confirm that, save for the proposed acquisition of Shenzhen 7Road by
Whole Easy and Liba in 2015 and 2016, there has been no other proposed acquisition of the
Group or any of its related companies by a publicly listed company.
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Investments by financial investors

In late 2016, Shenzhen 7Road introduced two investors namely Ningbo Bao Pu and
Shanghai Ting Can. Their investments consist of a series of equity transfers and the major
conditions of the equity transfers are tabulated as below:

Ningbo Bao Pu Shanghai Ting Can
Transferor and Shanghai Yong Chong transferred Wuxi Yi Yao transferred 17.50% of
transferred equity 30.76% of the equity interest of the equity interest of Shenzhen
interest Shenzhen 7Road to Ningbo Bao Pu ~ 7Road to Shanghai Ting Can

Mr. Meng transferred 2.00% of the
equity interest of Shenzhen 7Road
to Shanghai Ting Can

Shanghai Yong Chong transferred
0.74% of the equity interest in
Shenzhen 7Road to Shanghai Ting

Can
Date of investment November 29, 2016 November 7,2016 and November 29,
2016
Total consideration aggregate of RMB1,292 million aggregate of RMB850.08 million
paid
Basis of the considerations were determined based on arm’s length of negotiations
determination of between the parties after taking into consideration the valuation of
the consideration Shenzhen 7Road at the time and timing of the transfer
Settlement date of the May 15, 2017 May 15,2017
consideration

See “Pre-IPO Investments” below for details.

The following chart sets forth the shareholding structure of Shenzhen 7Road after the
Pre-IPO Investments:

Mr. Meng Mr. Hu Mr. Liu Ningbo Bao Pu Shanghai Ting Can
21.50% 16.56% 10.95% 30.76% 20.24%
A
Shenzhen 7Road

In financing the Pre-IPO Investments, Ningbo Bao Pu and Shanghai Ting Can had
separately taken bona fide commercial loans (the “Loans”) from an independent financial
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institution (the “Financial Institution”). As required by the Financial Institution, the Loans
were secured by two share charges executed by Ningbo Bao Pu and Shanghai Ting Can in
respect of their shares in Shenzhen 7Road (the “Onshore Share Charges”).

To facilitate the implementation of the Contractual Arrangement for the purpose of the
Listing, Ningbo Bao Pu and Shanghai Ting Can arranged with the Financial Institution to
release the Onshore Share Charges and replace the same with other financial securities.
Consequently, the Onshore Share Charges have been released as of the Latest Practicable
Date. As required by the Financial Institution, the Loans were newly secured by other
financial securities including, among others, a share pledge (the “Offshore Share Pledge”)
which is on all the Shares held by Mr. Meng, Mr. Hu, the partners of Ningbo Bao Pu and
the partners of Shanghai Ting Can. As of the Latest Practicable Date, the Shares subject to
the Offshore Share Pledge amount to 98.00% of the total issued share capital of our
Company. Mr. Meng and Mr. Hu are independent to each other, Ningbo Bao Pu and
Shanghai Ting Can while there is no overlapping of controlling shareholders in Ningbo Bao
Pu and Shanghai Ting Can.

Upon the date of the prospectus, the Offshore Share Pledge on the Shares held by
Mr. Meng, Mr. Hu and the partners of Ningbo Bao Pu will be fully released. On the other
hand, a part of the Shares held by the partners of Shanghai Ting Can will continue to be
subject to the Offshore Share Pledge after the Listing. The Shares subject to the Offshore
Share Pledge immediately after completion of the Global Offering (assuming the Over-
allotment Option is not exercised) will amount to 10.49% of the total issued share capital of
our Company.

Shenzhen Qianqi

Shenzhen Qiangqi is one of our PRC Operating Entities. It was established in the PRC
on November 28, 2013 with initial registered capital of RMB1.0 million and was owned as
to 49% by Mr. Liu and 51% by Shanghai You Zu. At its incorporation, Shenzhen Qianqi
was primarily engaged in online game development, promotion and management of online
games.

On April 30, 2014, Shanghai You Zu transferred 21% and 30% of the equity interests
in Shenzhen Qiangqi respectively to Mr. Liu and Mr. Hu at nominal considerations of RMB1
each.

On August 5, 2015, Mr. Liu and Mr. Hu transferred 70% and 30% of the equity
interests in Shenzhen Qianqi respectively to Shenzhen 7Road at a total consideration of
RMB1.0 million. The consideration was settled on August 10, 2015. Following the
completion of the said share transfers, Shenzhen Qianqi became a wholly-owned subsidiary
of Shenzhen 7Road. As of the Latest Practicable Date, Shenzhen Qianqi had no business
operation.

Huoerguosi 7Road

Huoerguosi 7Road is one of our PRC Operating Entities. It was established in the PRC
on November 27, 2015 as a wholly-owned subsidiary of Shenzhen 7Road with an initial
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registered capital of RMB10 million. The registered capital and shareholding structure of
Huoerguosi 7Road have remained unchanged since its incorporation. As of the Latest
Practicable Date, Huoerguosi 7Road had no business operation.

As confirmed by our PRC legal advisors, all the above-mentioned equity transfers are
legal, valid and duly settled. They are binding on the relevant parties and are duly
completed in accordance with applicable laws and regulations in the PRC. All necessary
approvals as required by relevant authorities, if any, have been obtained.

7Road International Hong Kong

7Road International Hong Kong is our overseas operating entity. It was established in
Hong Kong on June 3, 2015 as a wholly-owned subsidiary of 7Road International with
initial share capital of HK$1.00. The share capital and shareholding structure of 7Road
International Hong Kong remained unchanged since its incorporation.

INVESTMENT IN DIGITAL HOLLYWOOD

In August 2015, to further expand our Group’s overseas business, we executed an
investment agreement to acquire 23% of the equity interest in Digital Hollywood from an
Independent Third Party. Digital Hollywood was one of our largest customers during the
Track Record Period. The consideration of the said acquisition totaled to approximately
US$27.6 million and was funded by cash from our Group and a commercial loan of
approximately US$22.5 million. The consideration was determined based on arms’ length
negotiations between the parties after considering the valuation of Digital Hollywood at the
time of the acquisition. The consideration was paid by installments, with the first
installment of approximately US$14.1 million being paid on September 1, 2015, the second
installment of approximately US$8.3 million being paid on September 14, 2015, and the
third installment of approximately US$5.1 million being paid on September 24, 2015.
Mr. Meng has been the non-executive director of Digital Hollywood since November 2,
2015.

Our Directors confirmed that the investment in Digital Hollywood has been properly
and legally completed and settled.

Digital Hollywood (HK: 2022) is a leading global online game publisher for
PRC-based game developers. Its shares were listed on the Main Board of the Stock
Exchange on December 15, 2017. Following the listing of Digital Hollywood, we held
15.52% of the equity interests in Digital Hollywood and became a substantial shareholder
of Digital Hollywood.
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OUR GROUP STRUCTURE PRIOR TO REORGANIZATION

The following chart sets forth our Group’s corporate and shareholding structure
immediately prior to the Reorganization:

Mr. Meng Mr. Hu Mr. Liu Ningbo Bao Pu Shanghai Ting Can
21.50% 16.56% 10.95% 30.76% 20.24%
A
Shenzhen 7Road
100% 100% 100% 100%
Shenzhen Qiangi 7Road International Huoerguosi 7Road Qianhai Huanjing
100% 100%

7Road International

Hong Kong 7Road UK

100%

7Road Singapore
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REORGANIZATION

In preparation for the Listing and to streamline our corporate structure, we underwent
the following Reorganization.

Offshore Reorganization
Incorporation of offshore holding companies

As of the Latest Practicable Date, Mr. Meng, Mr. Hu, Mr. Liu, Shanghai Bao Pu,
Shaoxing Shang Yu, Shanghai Bao Hu, Ms. Wei Hong, Shanghai Rong Xi, Guangzhou Ju
Ze, Mr. Song Shuxing, Ms. Li Weimin, Mr. Liu Zhan, Mr. Zhou Fashun, Mr. Yang Lei and
Mr. Chen Difeng (all being the ultimate beneficial owners of Shenzhen 7Road as well as
our Company after the completion of the Reorganization) had each incorporated a wholly-
owned investment holding company in the BVI. Details of each of the offshore holding
companies are set out as below:

Name of Company Shareholder Equity Interest
Ben Holdings Mr. Meng(" 100%
World Holdings Mr. Hu®) 100%
Zing Holdings Mr. Liu 100%
Shanghai Bao Pu Holdings Shanghai Bao Pu® 100%
Shaoxing Shang Yu Holdings Shaoxing Shang Yu® 100%
Shanghai Bao Hu Holdings Shanghai Bao Hu® 100%
Red Shanghai Holdings Ms. Wei Hong® 100%
Shanghai Rong Xi Holdings Shanghai Rong Xi® 100%
Guangzhou Ju Ze Holdings Guangzhou Ju Ze®) 100%
Songshuxing Holdings Mr. Song Shuxing® 100%
Liweimin Holdings Ms. Li Weimin® 100%
Liuzhan Holdings Mr. Liu Zhan® 100%
Zhoutfashun Holdings Mr. Zhou Fashun® 100%
Yanglei Holdings Mr. Yang Lei® 100%
Chendifeng Holdings Mr. Chen Difeng® 100%
ESOP 1 Holdings® Ben Holdings 100%
ESOP 2 Holdings® World Holdings 100%

(1) The individual holds directorship in our Group.

(2)  The individual and/or entity is a partner of Ningbo Bao Pu.
(3)  The individual and/or entity is a partner of Shanghai Ting Can.

(4)  The entity holds Shares of our Company as a settlor for the Shares on trust under the RSU Scheme.
Incorporation of our Company

On September 6, 2017, our Company was established in the Cayman Islands as an
exempted company with limited liability and has an authorized share capital of US$50,000,
divided into 500,000,000 shares with a par value of US$0.0001 each. On the same day, one
Share was allotted and issued for cash at par to the initial subscriber, and was subsequently
transferred to Ben Holdings, the offshore shareholding company wholly-owned by
Mr. Meng. Our Company further allotted and issued 9,999 shares for cash at par to Ben
Holdings on the same day.
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Offshore shareholding and voting arrangement

As part of the Reorganization, (1) the partners of Ningbo Bao Pu namely Shanghai
Bao Pu, Shanghai Bao Hu, Shaoxing Shang Yu and Ms. Wei Hong held an aggregate of
30.76% of our Shares through their respective offshore holding company in the same
proportions as their interests in Ningbo Bao Pu; and (2) the partners of Shanghai Ting Can
namely Shanghai Rong Xi, Guangzhou Ju Ze, Mr. Song Shuxing, Ms. Li Weimin, Mr. Liu
Zhan, Mr. Zhou Fashun, Mr. Yang Lei and Mr. Chen Difeng held an aggregate of 20.24%
of our Shares through their respective offshore holding company in the same proportions as
their interests in Shanghai Ting Can (the “Offshore Shareholding Arrangement”).

Further, to reflect the contractual relationship and decision-making mechanism among
partners as stipulated in the partnership agreement of Ningbo Bao Pu (i.e. Shanghai Bao Pu,
being the sole general partner of Ningbo Bao Pu, controls and manages Ningbo Bao Pu’s
investments), on April 13, 2018, the partners of Ningbo Bao Pu namely Shanghai Bao Pu,
Shanghai Bao Hu, Shaoxing Shang Yu and Ms. Wei Hong, and their respective offshore
holding companies had entered into a voting agreement, pursuant to which, among others,
for the first year after the date of the Listing, Shanghai Bao Hu, Shaoxing Shang Yu and
Ms. Wei Hong would unconditionally and irrevocably entrust and authorize Shanghai Bao
Pu to be their proxy in exercising their sharcholders’ voting rights in our Company (the
“Offshore Voting Arrangement”).

Allotment and issue of Shares to offshore holding companies

Pursuant to the Offshore Shareholding Arrangement, our Company allotted and issued
an aggregate of 99,990,000 ordinary shares for cash at par to all the offshore holding
companies as listed below. Upon completion, the shareholding structure of our Company is
set out as below:

Number of Percentage of

Name of Company Shareholders Ordinary Shares Shareholding
Ben Holdings Mr. Meng 21,496,100 21.4961%
World Holdings Mr. Hu 16,557,300 16.5573%
Zing Holdings Mr. Liu 2,000,000 2.0000%
Shanghai Bao Pu Holdings Shanghai Bao Pu 43,600 0.0436%
Shaoxing Shang Yu Holdings Shaoxing Shang Yu 8,720,500 8.7205%
Shanghai Bao Hu Holdings Shanghai Bao Hu 17,635,700 17.6357%
Red Shanghai Holdings Ms. Wei Hong 4,360,200 4.3602%
Shanghai Rong Xi Holdings Shanghai Rong Xi 59,400 0.0594%
Guangzhou Ju Ze Holdings Guangzhou Ju Ze 864,800 0.8648%
Songshuxing Holdings Mr. Song Shuxing 9,496,800 9.4968%
Liweimin Holdings Ms. Li Weimin 2,161,900 2.1619%
Liuzhan Holdings Mr. Liu Zhan 3,459,100 3.4591%
Zhoufashun Holdings Mr. Zhou Fashun 1,729,500 1.7295%
Yanglei Holdings Mr. Yang Lei 475,600 0.4756%
Chendifeng Holdings Mr. Chen Difeng 1,992,900 1.9929%
ESOP 1 Holdings® Ben Holdings 4,946,600 4.9466%
ESOP 2 Holdings™® World Holdings 4,000,000 4.0000%

(1)  An aggregate of 8,946,600 ordinary shares of our Company held by ESOP 1 Holdings and ESOP 2 Holdings represent
the ordinary shares of our Company originally planned to be allotted to Mr. Liu in accordance with his shareholding
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percentage in Shenzhen 7Road. However, Mr. Liu resigned as the director of Shenzhen 7Road, with effect from
March 6, 2018, to pursue his own career opportunities and thus he will not hold any management position in our Group
after the Listing. Considering his roles in our Group will be replaced by other management members and employees
and after negotiations with our Directors, for the purpose of the long-term development of our Group, Mr. Liu
contributed 8.9466% of shareholding based on the same valuation at the time of the Management Buyout for the
establishment of the RSU Scheme.

Incorporation of offshore subsidiaries

On September 15, 2017, 7Road BVI was established in the BVI as a wholly-owned
subsidiary of our Company. On October 9, 2017, 7Road Hong Kong was established in
Hong Kong as a wholly-owned subsidiary of 7Road BVI. 7Road Hong Kong is the holding
company of our PRC subsidiary, Qianhai Huanjing.

Transfer of 7Road International and its subsidiaries

Since the business engaged by 7Road International and its subsidiaries, namely, 7Road
International Hong Kong, 7Road Singapore and 7Road UK, is not subject to restrictions
under the PRC laws and regulations, these companies shall be controlled by our Company
through direct shareholding rather than the Contractual Arrangement. On March 1, 2018,
Shenzhen 7Road and our Company entered into a share transfer agreement, pursuant to
which Shenzhen 7Road agreed to transfer the entire issued shares of 7Road International to
our Company at a consideration of approximately US$2.0 million.

Onshore Reorganization

Transfer of equity interest of Qianhai Huanjing

On December 15, 2017, an equity transfer agreement was entered into by Shenzhen
7Road and Ms. Bao Wei (fi#%), who is a natural person of foreign nationality and an
Independent Third Party, pursuant to which Shenzhen 7Road agreed to transfer and
Ms. Bao Wei agreed to purchase 5% of the equity interest of Qianhai Huanjing at a
consideration of RMB250,000. On February 10, 2018, Shenzhen 7Road and Ms. Bao Wei
transferred 95% and 5% of the equity interests in Qianhai Huanjing respectively to 7Road
Hong Kong at considerations of approximately RMB2.97 million and RMBI156,167
pursuant to equity transfer agreements dated February 10, 2018.

The considerations of the abovementioned equity transfers were determined based on
the evaluation of the equity interest of Qianhai Huanjing at the time of the said equity
transfers. As confirmed by our PRC legal advisors, the above-mentioned equity transfers
were legally and validly completed on January 2, 2018 and February 10, 2018, respectively.

Upon the completion of the above-mentioned transfers, Qianhai Huanjing became an
indirectly wholly-owned subsidiary of our Company and was then converted into a wholly
foreign-owned enterprise.
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Transfer of Non-Restricted Business

We undertook the following steps to transfer all Non-Restricted Business previously
engaged by the PRC Operating Entities to Qianhai Huanjing, which is indirectly controlled
by our Company.

As of the Latest Practicable Date, Shenzhen 7Road is the minority shareholder of
several game development companies (the “Game Development Companies™) in the PRC
whose businesses are not subject to regulatory restrictions on foreign ownership. Save for
two of the Game Development Companies under the process of deregistration, as of the
date of this Prospectus, Shenzhen 7Road has transferred its respective interests in each of
the remaining Game Development Companies to an Independent Third Party.

On January 17, 2018, Shenzhen 7Road and Shenzhen Qianqi commenced the transfer
of all of their Non-Restricted Business to Qianhai Huanjing. All such transfers either have
been completed or will be completed before the Listing, except for the transfers of
trademarks (“Trademarks™). Physical assets (such as computer equipment and facilities),
copyrights and domain names relating to the operation of Non-Restricted Business have
been transferred to Qianhai Huanjing; and all business contracts relating to the operation of
Non-Restricted Business, including contracts of game development, have been either
assigned to Qianhai Huanjing, or terminated and Qianhai Huanjing have entered into new
business contracts with the same business parties under the same terms and conditions.

With respect to Trademarks pursuant to applicable PRC laws, transfer of trademarks
shall become valid upon the proclamation of the related authorities, which normally takes
six to eight months from the filing of the transfer application). All relevant transfer
agreements have been executed and all relevant applications with the PRC authorities to
register such transfers have been filed by March 2018. The completion of such registrations
of transfers, upon which the transfers of Trademarks will be completed, is expected to
occur no later than December 31, 2018. The relevant Trademark transfer agreements will
grant Qianhai Huanjing exclusive right to fully control the Trademarks until the completion
of the registrations of such transfers. Further, our Company’s PRC legal advisors is of the
view that there is no legal impediment in completing the registrations of such transfers. In
addition, our Company undertakes, and has adopted the following measures to ensure, that
the public investors will be provided with sufficient information and protection regarding
the pending registrations of such transfers:

1. our Company will provide an update in its annual report for fiscal year 2018, to
inform the public investors of the then status of such registrations of transfers;

2. our independent non-executive Directors will meet regularly after the Listing to
discuss the status of such registrations of transfers; and

3.  our Company will issue an announcement upon completion of such registrations of
transfers.
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With respect to the premises leased by Shenzhen 7Road (the “Leased Premises”), lease
agreements regarding to a part of the Leased Premises have been terminated by Shenzhen
7Road and the landlord, and Qianhai Huanjing have entered into new lease agreements with
the landlord under the same terms and conditions.

Contractual Arrangements

On April 13, 2018, Qianhai Huanjing entered into a series of agreements with
Shenzhen 7Road and Shenzhen 7Road’s shareholders in order to exercise and maintain
control over the operation of Shenzhen 7Road and its subsidiaries and to obtain economic
benefits from Shenzhen 7Road and its subsidiaries to prevent any leakage of assets and
values to the shareholders of Shenzhen 7Road. See “Contractual Arrangements” for further
details.

Adoption of RSU Scheme

In recognition of the contributions of our Directors, senior management and
employees and to provide incentive, on March 6, 2018, we adopted the RSU Scheme,
pursuant to which 8,946,600 shares (representing approximately 8.9466% of the total issued
share capital of our Company immediately upon the completion of the Reorganization were
issued and reserved for the vesting of RSUs granted under the RSU Scheme. Mr. Meng and
Mr. Hu have been appointed as the trustees of the RSU Scheme and ESOP 1 Holdings and
ESOP 2 Holdings have been appointed as the settlors of the RSU Scheme. To the extent
permitted under applicable laws and regulations, the trustees shall procure the settlors to
exercise the voting rights attached to the underlying Shares in accordance with the
instructions of our Board. Since the settlors of the RSU Scheme, namely ESOP 1 Holdings
and ESOP 2 Holdings are indirectly owned by Mr. Meng and Mr. Hu respectively, the
Shares held by them will not be counted as public float.

As at the Latest Practicable Date, RSUs in respect of underlying Shares representing
approximately 3.78% of the total issued share capital of the Company after the completion
of the Share Subdivision and immediately following the completion of the Global Offering
(assuming the Over-allotment Option is not exercised) had been granted to 66 RSU
Participants pursuant to the RSU Scheme. Assuming the total number of Shares in issue on
the Listing Date will be 2,666,680,000, the RSUs granted to the RSU Participants as of the
Latest Practicable Date will represent 100,800,000 underlying Shares.

See “Statutory and General Information — RSU Scheme” in Appendix IV of this
prospectus for details.

PRE-IPO INVESTMENTS

Pursuant to a series of equity transfer agreements and related supplemental agreements
dated October 31, 2016, November 7, 2016 and November 29, 2016, respectively
(collectively, the “Equity Transfer Agreements”) by and among Mr. Meng, Shanghai Yong
Chong and Wuxi Yi Yao as transferors, Ningbo Bao Pu and Shanghai Ting Can as
transferees. Shanghai Yong Chong transferred 30.76% of its equity interest in Shenzhen
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7Road to Ningbo Bao Pu at a consideration of RMB1,292 million. Shanghai Yong Chong,
Wuxi Yi Yao and Mr. Meng transferred an aggregate of 20.24% of their equity interest in
Shenzhen 7Road to Shanghai Ting Can at a consideration of RMB850.08 million.

The table below sets out the key particulars of the Pre-IPO Investments mentioned

above:

Name of Pre-IPO Investor

Background of Pre-IPO
Investors

Date of investment
Amount of consideration
paid

Basis of determination of the
considerations

Settlement date of the
consideration

Ningbo Bao Pu

Ningbo Bao Pu is a limited
liability partnership investment
fund organized and existing
under the laws of the PRC,
managed by its sole general
partner, Shanghai Bao Pu, a fund
management company focusing
on investments in companies in
technology, media and
telecommunication, energy and
healthcare industries. Shanghai
Bao Pu is owned as to 50% by
Mr. Li Gang and Mr. Zhou Hao,
who are independent from our
Group and connected persons of
our Company other than the
financial investment in our
Group. Other than the financial
investment in our Group, Ningbo
Bao Pu and its partners are
independent from our Group and
connected persons of
Company.

our

November 29, 2016

RMB1,292 million

Shanghai Ting Can

Shanghai Ting Can is a limited
liability partnership investment
fund organized and existing
under the laws of the PRC,
managed by its sole general
partner, Shanghai Rong Xi, a
fund management company
focusing on investments in
companies in technology, energy
and environmental protection
industries. Shanghai Rong Xi is
owned by six individuals who
are independent from our Group
and connected persons of our
Company  other than the
financial investment in our
Group. Other than the financial
investment in our Group,
Shanghai Ting Can and its
partners are independent from
Group and connected
persons of our Company.

our

November 7, 2016 and

November 29, 2016

RMB850.08 million

the considerations were determined based on arm’s length of
negotiations between the parties after taking into consideration the
valuation of Shenzhen 7Road at the time and timing of the share

transfer

May 15, 2017
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Cost per Share and premium HKS$1.92 per Share, representing

of the Offer Price
(immediately before the
Global Offering)

Use of Pre-IPO Investment
proceeds

Strategic benefits

Shareholding in our
Company upon Listing
(assuming the Over-
allotment Option is not
exercised)

Lock-up

Public float

a premium of 3.2% to an Offer
Price of HKS$1.86 per Offer
Share (being the mid-point of the
Offer Price range stated in this
prospectus)

HK$1.92 per Share, representing
a premium of 3.2% to an Offer
Price of HK$1.86 per Offer
Share (being the mid-point of the
Offer Price range stated in this
prospectus)

No proceeds were received by the Company during the Pre-IPO
Investment as the Pre-IPO Investors acquired existing shares from

then shareholders

our Directors believe that the Pre-IPO Investors will bring strategic
benefits to our Group by strengthening and diversifying the
shareholders’ portfolio of Shenzhen 7Road and our Group.

pursuant to the  Offshore
Shareholding Arrangement and
the Offshore Voting
Arrangement, the partners of
Ningbo Bao Pu will hold an
aggregate of  approximately
23.07% of the Shares.

six months after the Listing

since the partners of Ningbo Bao
Pu will hold more than 10% of
our Shares pursuant to the
Offshore Voting Arrangement,
the Shares held by them will not
be counted as public float
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pursuant to the  Offshore
Shareholding Arrangement, the
partners of Shanghai Ting Can
hold an aggregate of
approximately 15.18% of the
Shares.

will

six months after the Listing
(except  that the  Shares
beneficially owned by the
partners of Shanghai Ting Can
may be used as security for bona
fide commercial loans in such
period including for the purpose
of the existing Offshore Share
Pledge)

since the shareholding of each of
the partners of Shanghai Ting
Can in our Company will be less
than 10%, and the acquisition of
their respective interest in our
Shares was not directly or
indirectly financed by any
connected person of our
Company, the Shares held by
them will be counted as public
float
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Special rights The Pre-IPO Investors have been granted a number of special rights
including profit guarantee and share compensations from Mr. Meng,
Mr. Hu and Mr. Liu, as well as the right to request share repurchase
from certain then shareholders. The Pre-IPO Investors undertook to
suspend all their special rights under the conditions that (1) where
the Listing has been successfully completed, each of the special
rights shall be automatically terminated from the Listing Date; or (2)
where the Listing has not been successfully completed, each of the
special rights shall come into force again.

Compliance with Interim Guidance and Guidance Letters

The Joint Sponsors have reviewed the relevant information and documentation in
relation to the Pre-IPO Investment. On this basis, the Joint Sponsors are of the view that
the Pre-IPO Investment is in compliance with the Interim Guidance on Pre-IPO Investments
(HKEx-GL29-12) and the Guidance on the Pre-IPO Investments (HKEx-GL43-12).

Share Subdivision

On June 23, 2018, our Shareholders resolved that, among others, all the issued and
unissued ordinary shares of our Company at a par value of US$0.0001 each will be
subdivided into 20 Shares at a par value of US$0.000005 each such that the authorized
share capital of our Company shall be US$50,000 divided into 10,000,000,000 Shares at a
par value of US$0.000005 each and the issued share capital shall be US$10,000 divided
into 2,000,000,000 Shares at a par value of US$0.000005 each.
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M
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Pursuant to the Offshore Voting Arrangement, for the first year after the date of the Listing, Shanghai Bao Hu,
Shaoxing Shang Yu and Ms. Wei Hong would unconditionally and irrevocably entrust and authorize Shanghai Bao Pu
to be their proxy in exercising their shareholders’ voting rights in the Company.

Shanghai Rong Xi, Guangzhou Ju Ze, Song Shuxing, Ms. Li Weimin, Mr. Liu Zhan, Mr. Zhou Fashun, Mr. Yang Lei
and Mr. Chen Difeng are the limited partners of Shanghai Ting Can.

Other subsidiaries include 7Road International, 7Road International Hong Kong, 7Road UK and 7Road Singapore.

ESOP 1 Holdings and ESOP 2 Holdings hold an aggregate of 178,932,000 Shares as the settlors under the RSU
Scheme.
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PRC LEGAL COMPLIANCE

SAFE and ODI Registration

Pursuant to the Circular 37, a PRC resident must register with the local branch of
SAFE before he contributes legal assets or equity interests in China or overseas in an
oversea special purpose vehicle, which is directly incorporate or indirectly controlled by
the PRC resident for the purpose of overseas investment or financing. Pursuant to the ODI
Rules, a domestic institution shall undergo registration procedure for foreign investment in
accordance with the provisions of the ODI Rules, which require the domestic institution to
register with relevant authorities prior to its overseas direct investment and obtain relevant
recordation, approval, certificate or permit.

Pursuant to the Circular No. 13, SAFE canceled the foreign exchange registration
approval under the overseas direct investment. The aforesaid registration shall be directly
reviewed and handled by qualified banks in accordance with the Circular 13, and SAFE and
its branches shall perform indirect regulation over the foreign exchange registration via
qualified banks.

As confirmed by our PRC legal advisors, the ultimate shareholders of our Company,
namely Mr. Meng, Mr. Hu, Mr. Liu, Ms. Wei Hong, Mr. Song Shuxing, Ms. Li Weimin,
Mr. Liu Zhan, Mr. Zhou Fashun, Mr. Yang Lei and Mr. Chen Difeng have completed the
foreign exchange registrations in March 2018 respectively pursuant to Circular No. 37 and
Circular No. 13 in relation to their offshore investments as PRC residents, and the ultimate
PRC corporate shareholders of our Company, namely Shaoxing Shang Yu, Shanghai Bao
Hu, Shanghai Rong Xi and Guangzhou Ju Ze have completed the overseas direct investment
registration with the local MOFCOM in April 2018 pursuant to the ODI Rules in relation to
their offshore investments as domestic institutions and the Reorganization has been
completed in compliance with PRC laws and regulations.

M&A Rules

According to the provision on the M&A Rules, a foreign investor is required to obtain
necessary approvals when it (1) acquires the equity of a domestic enterprise so as to
convert the domestic enterprise into a foreign-invested enterprise; (2) subscribes the
increased capital of a domestic enterprise so as to convert the domestic enterprise into a
foreign-invested enterprise; (3) establishes a foreign-invested enterprise through which it
purchases the assets of a domestic enterprise and operates these assets; or (4) purchases the
assets of a domestic enterprise, and then invests such assets to establish a foreign-invested
enterprise. The M&A Rules, among others, further require that an offshore special vehicle,
or a special purpose vehicle, formed for listing purposes and controlled directly or
indirectly by PRC companies or individuals, shall obtain the approval of the CSRC prior to
the listing and trading of such special purpose vehicle’s securities on an overseas stock
exchange, 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.

As advised by our PRC legal advisors, (1) given that Ms. Bao Wei is a natural person
of foreign nationality and was not connected with our Group before her acquisition of 5%
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of the equity interests of Qianhai Huanjing, no approval from the MOFCOM is required in
respect of her acquisition of shares of Qianhai Huanjing as the acquisition was not subject
to the relevant articles of the M&A Rules; and (2) the acquisition of shares of Qianhai
Huanjing by 7Road Hong Kong was not subject to the M&A Rules because Qianhai
Huanjing was a Sino-foreign joint venture at the time of the acquisition of the shares.
Accordingly, the said acquisition is not subject to any prior approval from the CSRC under
the M&A Rules. However, as advised by our PRC legal advisors, as there has been no
official interpretation or clarification of the CSRC approval requirement under the M&A
Rules, there is uncertainty as to how the relevant clause will be interpreted or implemented.
If the CSRC or another PRC regulatory agency subsequently determines that prior CSRC
approval was required for such acquisition, we may face regulatory actions or other
sanctions from the CSRC or other PRC regulatory agencies. See “Risk Factors — We may
be unable to complete a business combination transaction efficiently or on favorable terms
due to complicated merger and acquisition regulation and certain PRC regulations” for
details.
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OVERVIEW

We are a leading online game developer and operator in China with a global reach. We
are committed to bringing quality gameplay experience in various game formats to our
users. Since our inception in 2008, we have engaged in the development, operation and
licensing of a number of popular online games such as DDTank (#7#3%) and Wartune (#
7). We are the top web game developer in terms of revenue generated from proprietary
web games in 2017 among China-based web games developers, according to the iResearch
Report, and derive a sizable portion of our revenue from the overseas markets. As of the
Latest Practicable Date, our games had been published in more than 100 countries and
regions. In recent years, we have strategically expanded our business focuses to develop
mobile games and H5 games, which are increasingly popular among the users. Leveraging
our strong game development capabilities and our hit game titles, we have assembled
valuable IP assets with great monetization potential.

We believe our success is attributable to our strong capabilities in developing online
games. Our product development strategy focuses on maximizing the monetization of a
limited number of high-quality game IPs. As of December 31, 2017, our game development
center consisted of 262 members with extensive experience, accounting for 76.8% of our
total employees. We gained credibility among industry insiders and users alike from our
flagship web game titles, DDTank and Wartune, both of which have achieved considerably
higher longevity over average web games of the same genre, which typically last no more
than 12 months, according to the iResearch Report, due to our ability to retain long-term
users by creating a user-focused game environment for superior gameplay experience. Our
extensive experience in game development and the valuable IPs we assembled from
developing and operating web games allow us to cost-effectively improve our existing
games as well as launching new games in both web and mobile formats. As of the Latest
Practicable Date, we had launched 15 proprietary games, including 12 web games, two
mobile games and one HS5 game, and had also built a robust pipeline of (1) seven
propriectary games targeted for launch in 2018, and (2) three proprietary games targeted for
launch in 2019.

We continue to expand and diversify our product offerings through in-house
development and collaboration with third parties. In 2013, we began to collaborate with a
number of select third-party game developers in China for joint game development and
operation to enrich our game portfolio. As of the Latest Practicable Date, we had launched
eight licensed games and had also built a pipeline of (1) three licensed games targeted for
launch by the end of 2018, and (2) one licensed game targeted for launch by the end of
2019.

We publish our games primarily by cooperation with third-party game publishers to
operate and market our games in China and the overseas markets, and to a lesser extent, by
ourselves. We have forged trusted business collaboration with a number of premium game
publishers worldwide to publish our games in our targeted markets. For example, we have
collaborated with Tencent (HK: 0700), the leading China-based interactive entertainment
conglomerate, to publish DDTank (mobile) (## 5% (F#7) ) in China; Oasis Games, a
subsidiary of Zeus Entertainment (SZ: 002354), a Chinese leading online game publisher
targeting on overseas markets, to publish various language versions of Wartune in Europe

— 148 -



BUSINESS

and the Portuguese version of DDTank in South America; Garena Online, a subsidiary of
Sea Ltd. (NYSE: SE), a leading online game publisher in Southeast Asia, to publish a
number of regional versions of DDTank (mobile) in certain Southeast Asian countries and
regions; and Digital Hollywood (HK: 2022), a leading global online game publisher for
China-based game developers, to publish DDTank and Wartune primarily in North America.
As of the Latest Practicable Date, we collaborated with our game publishing partners to
publish 14 games. We have partnered with over 70 and over 30 game publishers to publish
our games in China and the overseas markets, respectively. As of the Latest Practicable
Date, we published 11 games through our own websites.

As we diversify our revenue sources, we also offer online game technology and
publishing solutions services, covering game design, art design, animation, programming
and marketing consulting services to third parties. Leveraging the numerous valuable IP
assets from our hit game titles and our large and expanding user base, we monetize our IPs
by licensing them to third-party game developers for game development.

We grew steadily during the Track Record Period, primarily driven by our ability of
attracting and retaining paying users. Our average MPUs for online games increased from
approximately 342,000 in 2015 to 613,000 in 2017. Our mobile game business grew
substantially during the Track Record Period. Our average MPUs for mobile games
increased from approximately 59,000 in 2015 to 491,000 in 2017. Our revenue was
RMB375.6 million, RMB403.2 million and RMB445.3 million in 2015, 2016 and 2017,
respectively. Our gross profit was RMB312.7 million, RMB359.6 million and
RMB407.4 million, respectively. Our gross profit margin was 83.3%, 89.2% and 91.5% in
2015, 2016 and 2017, respectively. Our adjusted net profit was RMB182.2 million,
RMB212.0 million and RMB263.3 million in 2015, 2016 and 2017, respectively. See
“Financial Information — Principal Profit or Loss Components — Non-IFRS Measures” for
details.

COMPETITIVE STRENGTHS

We believe that the following competitive strengths of our Company have contributed
to our success and help us compete effectively in the industry.

Leading Online Game Developer and Operator with a Global Reach

We are a leading online game developer and operator based in China with our games
published in over 100 countries and regions. Since our inception in 2008, we have engaged
in the development, operation and licensing of a number of popular web games especially
in the genres of casual shooting games and SRPGs. We are the top web game developer in
terms of revenue generated from proprietary web games in 2017 among China-based web
games developers, according to the iResearch Report. As of the Latest Practicable Date, we
had launched and operated 16 web titles in a number of language versions, including a
number of chart-topping titles. We gained credibility among industry insiders and users
alike from our 2009 title, DDTank, a casual shooting game, which has been one of the most
popular casual shooting web games created by Chinese game developer in China based on
gross billings, according to the iResearch Report. In 2011, we launched another celebrated
web title, Wartune, an epic hybrid turn-based SRPG game, which has received numerous
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accolades in recognition of its commercial success in China and the English-speaking
markets. Wartune was recognized as one of the Top Ten Best Web Games in China (4
R A I T8 2 R e BN A BB BY) by the Gaming Industry Committee of the China
Audio-video and Digital Publishing Association (9B & {5 5 8 R s & 7158 T %) for three
consecutive years from 2012 through 2014. In 2013, Wartune received the “Staff Favorites
Recognition” by Facebook. DDTank and Wartune have since achieved considerably higher
longevity over average web games of the same genre, which typically last no more than 12
months, according to the iResearch Report. Even in 2017, these games continued to attract
an average MAUs of approximately 1,840,000 and 820,000 and an average approximately
MPUs of 58,000 and 61,000, respectively. While we continue to generate recurring revenue
from our existing portfolio of web games, we remain committed to continuously upgrading
existing games with new features, levels and avatars and developing new games. As of the
Latest Practicable Date, we had a pipeline of one new web game, which we plan to launch
by the end of 2018.

As we have strategically expanded our business focuses to develop mobile games, our
successful web game IPs and extensive experience accumulated from developing web
games have allowed us to leverage our established market leadership and cost-effectively
launch viable mobile games to engage and monetize smartphone users. We developed and
launched DDTank (mobile), the mobile remake of our flagship web title, DDTank. As a
testament to our successful business expansion, DDTank (mobile) topped the
free-to-download game chart on Apple Inc.’s App Store in China immediately following its
launch in April 2017 and remained on the top 300 best-selling games in Apple Inc.’s App
Store in China as of the Latest Practicable Date. As a key driver to our mobile game
business, DDTank (mobile) generated over RMB467.3 million gross billings in 2017, and
its average MAUs reached 3.0 million during the same period. In January 2018, we
launched mobile game Island Story—Let’s Boom! (£ K/ %) through Tencent Games and
achieved immediate success. The MAUs for Island Story—Let’s Boom! reached 1.4 million
in February 2018. As of the Latest Practicable Date, we had a strong pipeline of five and
four new mobile games planned to be launched by the end of 2018 and 2019, respectively.

Sophisticated Game Development and Data Analytics Capabilities

We believe that the ability to continuously develop and launch viable online games is
the foundation for our sustainable growth. We have established a game development center
that focuses on the initiation, upgrade and optimization of online games. As developing
new games and maintaining their commercial viability requires a commitment of significant
resources, our product development strategy focuses on maximizing the monetization of a
limited number of high-quality games, especially casual shooting games and SRPGs.
Leveraging the collective vision and experience of our management members and their
valuable experience in game genres for nearly a decade, we have achieved a virtuous cycle
of fast and scalable development of games of these two genres, from identifying appealing
game themes to creating superior gameplay content and maximizing game lifecycle and
monetization through ongoing updates.

We view our games as artworks with aesthetic value, akin to literature and movies,
and seek to compose rich storylines, create engaging gameplay scenes and design beautiful
visual and audio effects to enhance the entertainment experience we bring to our users. We
faithfully carried out this artistic philosophy to the utmost in our flagship web title,
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Wartune, which engages our users with exciting quests and battle themes. In addition, our
games are equipped with proprietary technologies. For examples, we have successfully
registered eight patent rights in China related to data processing, automatic testing and
visual effects for the technologies powering our flagship title Wartune.

We continuously monitor user behavior and feed the gameplay data, such as DAUs and
ARPPUs, to our game development center through an integrated system, which allows us to
effectively analyze critical user metrics generated in our games to identify key performance
drivers, non-performing virtual items, and other areas for improvement. Our game
development center then translates such knowledge into well-timed game enhancements as
well as new games with user-tested story mechanics, gameplay styles and virtual
merchandising designs that appeal to our users, allowing us to continuously release
upgrades and expansion packs to existing games with new features, avatars and game
storylines to maintain user interest and maximize monetization. As of the Latest Practicable
Date, we had launched 15 proprietary games in different formats, followed by over 400
major expansion packs that contain significant game upgrades and improvements, which are
further refined by thousands of regular updates. We have also explored creative ways to
design one game by incorporating elements inspired by another game under a different
genre, which effectively helps us maintain the interest level of our game users and extend
the game lifespan. For example, in DDTank, we have designed a feature to allow our users
to play an embedded mini-game while the game is being loaded.

We attribute our success in game development to our people. Our game development
center is based in Shenzhen, the hub of China’s technology innovation. We have devoted
and will continue to devote significant efforts and resources in building and maintaining
our game development center. Headed by Mr. HU Min, our chief production officer, our
game development center had 262 members as of December 31, 2017, accounting for 76.8%
of our total employees as of the same date. Our team members on average have five years
of relevant industry experience and more than half have a bachelor’s or master’s degree.
We offer competitive compensation packages to attract and retain talents.

Expanding International Footprint Supported by Robust Localization

We are the second largest web game developer in terms of total amount paid by
overseas users in 2017 among China-based web games developers, according to the
iResearch Report. We are among a select group of pioneers that ventured into the
international arena with Chinese-made online games more than eight years ago. Over the
years, we have accumulated extensive experience and valuable know-how serving a
demographically and culturally diverse user community that spans various overseas
markets, including Southeast Asia, North America and South America. As of the Latest
Practicable Date, our games had been published in over 100 countries and regions. In 2017,
we generated RMB149.3 million from overseas markets, representing 33.5% of our total
revenue during the same period. Our revenue from overseas decreased during the Track
Record Period as our certain web games progressed in their respective lifecycles. As we
plan to roll out mobile games, such as DDTank (mobile) and Demi-Gods and Semi-Devils
(mobile), to more countries in the future, leveraging on our previous success in launching
games overseas, we currently do not expect our revenue generated from overseas markets to
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decline further. As users from different regions may have different preferences on online
games, we believe that our vast geographical coverage helps us reduce any potential
reliance on a single game or country in terms of revenue contribution.

We have built strong localization capabilities to structurally and artistically modify
our game offerings through local language scripts and other in-game features specifically
redesigned to meet the differentiated gameplay needs and preferences of users from diverse
geographical markets. Our extensive experience and valuable game IPs allow us to
minimize the duplication of development efforts in the process of localization. As of the
Latest Practicable Date, we offered online games scripted in 21 languages, including
simplified and traditional Chinese, English and other major tongues. We have also gained
profound insights into the differences across geographical markets, which allow us to
optimize each regional version of our game offerings. For example, we have redesigned the
in-game merchandising system originally intended for Chinese users to improve the
monetization of games published in the North America by deploying more virtual items and
premium features acquirable through longer in-game hours. We are also attentive to the
cultural awareness of our users from different geographical markets. For example, we have
designed and embedded various artworks of chickens into the Vietnamese version of
DDTank, in light of the local traditional fondness for chickens, which proved to be widely
recognized by the local users and became an icon for this game. To enhance visual
gameplay effects, we typically tailor certain in-game virtual items, such as avatar outfit and
ornaments, to local preferences and recognizable customs in the regional markets. For
example, we released virtual items such as Uncle Sam’s suit and white hair in our games
published in the United States, kimono in Japan, and Samba costumes in Brazil. We believe
that we have built a self-refining localization process as we continue to release localized
updates for and accumulate experience from the expansion of our geographical reach and
global user base.

Strong Capabilities of Utilizing Proprietary Game IPs

We have spent a significant amount of time and resources in developing online games,
and our ability to protect and utilize our proprietary rights in our games is critical for the
sustained success of our business. As of the Latest Practicable Date, we had registered 196
copyrights of art works, 116 copyrights of software, 211 trademarks and nine patent rights
in China as well as 136 trademarks in overseas jurisdictions, including Taiwan, Hong Kong
and Macau and three copyrights of software in the United States. We have also applied for
registration of eight trademarks and three patent rights in China and 24 trademarks in
overseas jurisdictions. For details, see “Business —Intellectual Properties.”

We are focused on the in-house development of new game IPs. Over the years, we
have assembled valuable IP assets since we launched our first web title, DDTank, in 2009.
Since then, we have launched a variety of proprietary games such as Wartune, Mythic Glory
(##) and Demi-Gods and Semi-Devils (X #E/(#5). Leveraging the popularity of our game
IPs, we were among the pioneers in China that entered into the overseas markets. In 2015,
2016 and 2017, our revenue generated from the overseas markets arising from our
proprietary games was RMB207.1 million, RMB152.1 million and RMB145.3 million,
respectively. Our game IPs have been celebrated in both China and the overseas markets,
and our large and expanding user base is among the key drivers of the monetization of such
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IPs. We believe our game IPs are instrumental to building our brand as a leading game
developer in both China and the overseas markets. We are also adaptive to the market trend
and are open to revamp our game IPs for launching sequels or remakes in new format to
extend the lifecycles of our game IPs. In April 2017, we launched the mobile game version
of DDTank with great reception from our users. In addition, we expect to launch DDTank
Adventures H5 and Wartune 3D (mobile) in 2018. Since 2013, we also sought to leverage
on the popularity of our games and began to license our game IPs to a select group of third-
party game developers to create new games and generate revenue from such licensing
arrangements. In 2015, 2016 and 2017, we generated revenue from IP licensing of
RMB21.0 million, RMB13.9 million and RMB9.8 million, respectively. We intend to
continue to make full use of our game IPs through different forms of collaborations with
moviemakers, cartoon-makers and other third parties. For details, see “Business Strategies
— Expand and Diversify Our Product and Service Offerings” below.

The extensive experience and IPs we accumulated from developing and operating
casual shooting games and SRPGs allow us to cost-effectively improve our existing games
as well as launching new games under such genres in both web and mobile formats. To
replicate the proven success of our existing game IPs, we are currently developing several
games in mobile formats based on our proprietary web game IPs, such as Wartune 3D
(mobile), for launch by the end of 2018.

We also seek to outsource attractive IPs from third parties, such as King of Fighters
(#24£), to develop a proprietary game, King of Fighters H5 (£HS5) to boost the interest
level of our users. In our selection, we seek to maximize the synergies with our existing
game [Ps.

Strong Partnerships with Premium Game Publishers Worldwide

We have forged strong business collaboration with a number of premium game
publishers worldwide. In China, we have partnered with Tencent (HK: 0700), the leading
China-based interactive entertainment conglomerate, which has stringent criteria in
selecting game candidates, to publish DDTank (mobile) on their distribution platforms and
on Apple Inc.’s App Store. We believe that our collaboration with Tencent has enabled us
to benefit from its large user base and traffic and brand image among smartphone users in
China. As of the Latest Practicable Date, we had partnered with over 70 game publishers to
operate online games in China, and over 30 of them had worked with us for more than five
years.

We also collaborate with a number of reputable game publishers to operate online
games in the overseas markets. As our important business partner, we collaborate with
Digital Hollywood (HK: 2022), a leading global online game publisher for China-based
game developers, to publish DDTank and Wartune primarily in North America. We began
to collaborate with Digital Hollywood in March 2012, and to strengthen our business
relationship, we acquired a 23% interest in Digital Hollywood in 2015. Leveraging Digital
Hollywood’s established user traffic and market position, we believe this strategic
acquisition creates considerable synergies that bridge game development and publication.
We have also collaborated with Oasis Games, a subsidiary of Zeus Entertainment (SZ:
002354), a Chinese leading online game publisher targeting on overseas markets, to publish
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various language versions of Wartune in Europe and the Portuguese version of DDTank in
South America. Since March 2017, we have also partnered with Garena Online, a
subsidiary of Sea Ltd (NYSE: SE), a leading online game publisher in Southeast Asia, to
publish a number of regional versions of DDTank (mobile) in certain Southeast Asian
countries and regions. As of the Latest Practicable Date, we had partnered with over 30
game publishers to operate online games in the overseas markets, and 10 of them had
worked with us for more than five years.

We work closely with our game publisher partners in adapting our games for each
regional market and updating game content based on local user feedback. We believe that
our business collaboration with premium game publishers enables us to leverage their user
base and traffic, brand image and publishing experience and quickly scale up our operations
in our target markets.

Visionary and Seasoned Management Team with Proven Success in the Online Game Industry

Our senior management team possesses extensive industry experience, in-depth insight
into the market trends and rich operational expertise, and has successfully guided us
through the rapidly evolving industry and competitive landscape. Mr. Meng, our executive
Director and chief executive officer, has more than 13 years of experience in the internet
and game industry. He joined Shenzhen 7Road, our principal operating entity in China, in
June 2009, and has served as our chief operation officer since May 2011. Mr. Meng is
responsible for formulating our strategic plans, implementing corporate strategies and
leading major game development projects. His vision and insight have significantly
contributed to the shaping of our business strategies. Mr. Hu, our chief production officer,
has more than eight years of experience in the internet and game industry in China, and has
led the development of a number of successful games, including our flagship titles,
DDTank and Wartune. He played a key role in building our game development center and
was instrumental in the early stage of our business. Mr. Hu is currently in charge of our
strategic planning for technology infrastructure and game development and localization.
Mr. XU lJia, our chief operation officer, has over 13 years of experience in China’s Internet
industry. Prior to joining us, Mr. Xu worked with Baidu Inc. (NASDAQ: BIDU), a leading
Internet company in China. He is currently responsible for the overall marketing,
promotion, and channel distribution of our games.

We believe it is essential to keep abreast of the ever-changing development trend in
the online game market. To cope with the market trend, we started planning for our mobile
game business in 2014 and our H5 game business in 2017. On the other hand, our
management ensures that we have given our dedicated attention and sufficient resources in
developing our games and launching major expansion packs for unique gameplay
experiences and prolonged game lifecycles. Our management team believes it is in the best
interests of our Company to focus on the quality of our games, which may take up to 18
months to develop under our stringent game development cycle, instead of settling for a
hasty game launch to capitalize on the latest market trend. We believe our strategy has been
proven during the Track Record Period. For instance, we did not launch the mobile version
of one of our flagship titles, DDTank (mobile), until April 2017 but it has soon become a
key revenue driver to our mobile game business, generating over RMB467.3 million gross
billings in 2017.
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Our management team has developed vibrant corporate culture to inspire and
encourage communication, collaboration and innovation. We provide our employees with
ample opportunities to develop games they feel passionate about. We also offer in-person
trainings and online resources to enhance the professional skills of our employees. We
believe that these initiatives help us attract, retain and motivate a talented and aspiring
employee force to drive our future business growth.

BUSINESS STRATEGIES

Our goal is to strengthen our leadership in the online game industry in China and
globally. We intend to achieve our goals by pursuing the following strategies.

Continue to Focus on Casual Shooting Games and SRPGs

According to iResearch Report, casual shooting games and SRPG games are among
the more popular game genres in China. Throughout our operating history, we have
accumulated abundant experience in developing and operating games of such genres due to
the success of DDTank and Wartune. We intend to continue to focus our development and
operational efforts primarily on developing new casual shooting games and SRPGs,
leveraging the valuable experience amassed from developing and operating such games for
nearly a decade. To this end, we plan to continue to enhance our existing casual shooting
games and SRPGs by releasing new upgrades and expansion packs and launch new games
under these genres. For example, we plan to launch Wartune 3D (mobile) based on the
classic gameplay themes and styles of our flagship web title, Wartune, by the end of 2018.
We also plan to further optimize DDTank (mobile) for parallel release in multiple languages
and geographical markets and launch DDTank II (mobile) with substantial upgrades and
expansion from its predecessor in 2019. We also seek to license our IPs under these
existing games to third parties to diversify monetization avenues. In addition to developing
new games in these two genres, we also seek opportunities to expand our game offerings in
these two genres by acquiring relevant companies, IPs or other assets.

Expand and Diversify Our Product and Service Offerings

We plan to continue to expand and diversify our product offerings through in-house
development and collaboration with third parties, including outsourcing attractive IPs from
third parties for our game development, operating games developed by third parties and
making equity investment in high-caliber game development studios.

We closely follow emerging and cutting-edge Internet technologies and envision the
significant growth potential in H5 games, which allows users to play in browsers without
installing the game applications on PCs and mobile devices. We plan to remake our flagship
web titles, DDTank and Wartune, on HS5 platforms to meet the rising user demand for
gameplay flexibility. We also plan to launch H5 games based on popular IPs, including
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McDull Adventures (H5) (ZE9 AKX EFHS), a game with popular cartoon IPs developed
by a third-party game developer, and King of Fighters (H5) (2£HS5), a popular arcade
game whose IP we licensed from SNK, by the end of 2018.

In addition, we seek to diversify our revenue sources. We plan to collaborate with
moviemakers, cartoon-makers and other third parties to explore the commercialization of
our IPs through the making of movies, cartoons and other forms of entertainment products.
We also plan to launch targeted advertisement placements in our games for third-party
advertisers, leveraging our data analytics capabilities and to cross-promote our game
products based on individual user profile and gameplay data.

Deepen and Expand Our Geographical Coverage

Leveraging our global reach we intend to continue to enhance our presence in our
existing geographical markets by deepening collaboration with our current local partners
and seeking cooperation with new partners. As we have a proven successful track record
from our web games in certain major overseas markets, including Southeast Asia, North
America and Europe, we plan to leverage our established presence and cross-promote our
online games to the local users.

We closely monitor the countries and regions where the prevalence of PCs and mobile
phones is relatively low, such as India and Indonesia, as they suggest great growth potential
for our games as they catch up with the Internet era. We also seek to collaborate with major
social networks with high user traffic, such as Facebook, to market our games. In addition,
we seek to continually release more language versions based on our existing game
portfolios, allowing us to expand our penetration in the regional markets where those
languages are commonly spoken. As part of our game localization process, we make
improvements to our games across multiple language versions at the same time.

Continue to Build Our Human Capital

We believe we owe much of our success to our people. We plan to further invest in,
and expand, our game development capabilities by continuing to recruit and retain talents
for our team. Specifically, we plan to recruit senior-level research and development staff on
a global basis to broaden our vision and support the international operation. We also have
an internal training program to help our new recruiters to acquire the knowledge and skills
needed for their positions and adapt to our corporate culture in a cost-effective manner.

We plan to retain and motivate our key employees through a combination of
competitive salaries, performance-based bonuses and equity-based awards. In addition, we
strive to maintain a collegial work environment and encourage our employees to express
themselves and communicate with the management in order to cultivate a sense of
belonging in our people.

Pursue Acquisition and Strategic Cooperation Opportunities

We plan to selectively acquire, invest in or pursue strategic partnership with qualified
game developers and game development studios to expand our game portfolio and
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strengthen our game development capabilities. As we seek to develop new games based on
popular IPs and enhance the appeal of our existing games by incorporating popular IP
elements, we also plan to acquire or invest in viable IPs from third parties, including
literature, cartoons and popular stickers and memes used in social networks. In addition, we
plan to strengthen the operation arm of our business and expand our geographical coverage
by selectively acquiring, investing in or pursuing strategic partnership with qualified game
publishers. As of the Latest Practicable Date, we had not identified any specific target for
acquisition, investment or partnership.

OUR REVENUE MODEL

We believe we have a diversified revenue stream as an online game developer and
operator. We generate revenue primarily from our games developed in-house, and to a
lesser extent, games licensed from third-party game developers. We publish online games
primarily through collaboration with third-party game publishers, and to a lesser extent, by
ourselves. As we continue to diversify our revenue sources, we also offer online game
technology and publishing solutions services to third parties, leveraging our game
development capabilities. As we assembled numerous valuable IP assets from our hit game
titles and our large and expanding user base, we monetize our IPs by licensing them to
third-party game developers or publishers. The following table sets forth the breakdown of
our revenue for the periods indicated.

Year ended December 31,
2015 2016 2017

% of % of % of
Amount Revenue Amount Revenue Amount Revenue

(RMB in thousands except for percentages)

Online Game Revenue 344,702 91.8% 345,547 85.8% 388,929 87.3%
— Proprietary games
published by us 19,140 5.2% 15,237 3.8% 6,663 1.5%
published by third-party publishers 311,123 82.8% 258,426 64.1% 371,603 83.4%
— Licensed games
published by us 1,657 0.4% 378 0.1% 12 0.0%
published by third-party publishers 12,782 3.4% 71,506 17.8% 10,651 2.4%
Sales of online game technology and
publishing solutions services 9,925 2.6% 43,724 10.8% 46,577 10.5%
Intellectual property licensing 20,984 5.6% 13,880 3.4% 9,789 2.2%
Total 375,611 100.0% 403,151 100.0% 445,295 100.0%
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Our online games are offered on web platforms and mobile devices. The following
table sets forth the breakdown of our online game revenue by game platforms for the
periods indicated.

Year ended December 31,
2015 2016 2017

% of % of % of
Amount Revenue Amount Revenue Amount Revenue

(RMB in thousands except for percentages)

Web games 333,768 88.9% 236,477 58.8% 169,075 37.9%
Mobile games 10,934 2.9% 109,070 27.0% 219,854 49.4%
Total 344,702 91.8% 345,547 85.8% 388,929 87.3%

Our online game revenue is recognized ratably over the estimated playing period of
paying users. See “Financial Information — Critical Accounting Policies and Estimates —
Revenue Recognition” for details.

OUR GAMES

We are focused on developing high-quality online games. Since our inception in 2008,
we have developed, operated and licensed a number of popular web games such as Wartune
and DDTank. In recent years, we have strategically expanded our business focuses to
develop mobile games and expanded our product offerings through in-house development
and collaboration with third parties. As of the Latest Practicable Date, we launched 16 web
games, eight mobile games and one H5 game. As all of our games are offered on a free-to
play basis, we generate revenue from the sale of in-game virtual items.

Our games generally experience in their lifecycles (1) an early growth stage during
which the user number and the revenue generated from such game tends to increase; (2) a
stable and mature stage during which the user number and the revenue generated from such
game tends to be stable; and (3) a late stage during which the user number and the revenue
generated from such game tends to decrease.

According to the iResearch Report, the lifecycles of web games and mobile games
generally have similar duration, but mobile games which are adapted from popular web
games will be able to enhance the IP value and lead to longer IP lifecycles primarily
because such mobile games provide more diverse game content and gameplay styles to the
fans of the original IP. For example, our DDTank (mobile), adapted from the classic
DDTank (web), provides new game content and gameplay styles on a variety of portable
devices, achieving good operational performance replicating DDTank (web)’s established
popularity and success. In addition, we can continue to develop game sequels of DDTank
(mobile) in the future to extend the lifecycle. Our Directors expect that the longer IP
lifecycles will lead to a more sustainable development of our business, lower our research
and development expenses and marketing expenses, and improve our profitability.
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Existing Game Portfolio

We have a large portfolio of online games, including both proprietary and licensed
games in diverse genres that are fun and easy to play. We may also license the IP rights of
our proprietary games to third-party game developers or publishers. Apart from the games
in web or mobile formats, we are also dedicated to keeping ourselves abreast of the
emerging and cutting-edge Internet technologies. We are currently in the process of
developing H5 games, which allow users to play in browsers without installing the game
applications on PCs and mobile devices.

The following table sets forth certain key information relating to our games that are
currently in operation in reverse chronological order.

Lifecycle
Stage as of
the Latest
Initial Launch Practicable
Title Form Genre Date Language Versions Source Date

1. Desperate to Survive ~ Web Shooting May 2018 Simplified Chinese Licensed Growth
(RREK%) game Stage

2. Demi-Gods and Mobile  SRPG/ARPG April 2018 Traditional Chinese Licensed Growth
Semi-Devils game Stage
(mobile) (KFEN
HE(FH))

3. Wartune H5 (#f H5 SRPG April 2018 Simplified Chinese Proprietary ~ Growth
hHs) game Stage

4.  Island Story — Let’s ~ Mobile  Casual January 2018 Simplified Chinese Licensed Growth
Boom! (2K & T) game Stage

5. Mythic Glory (###)  Web SRPG January 2018 English Proprietary ~ Growth

game Stage

6. DDTank (mobile) Mobile  Casual April 2017 Simplified Chinese, Proprietary = Growth
(L (FHE) ) game Traditional Stage

Chinese, English,
Vietnamese

7. Crouching Tiger (1 ~ Mobile ~ SRPG January 2017  Traditional Chinese Licensed Stable

HENS) game Stage
and
web
game

8. True Demi-Gods Web SRPG April 2015 Simplified Chinese Proprietary  Late
and Semi-Devils game Stage
(ELKFENH)

9.  Demi-Gods and Web SRPG/ARPG January 2015  Simplified Chinese, Proprietary Late
Semi-Devils (X FE game Traditional Stage
D Chinese,

Vietnamese

- 159 -



BUSINESS

Lifecycle
Stage as of
the Latest
Initial Launch Practicable
Title Form Genre Date Language Versions Source Date

10. Wartune (#1) Web SRPG November 2011 Russian, Japanese, Proprietary  Stable
game Korean, German, Stage
French, Italian,
Indonesian, Thai,
English, Arabic,
Portuguese,
Dutch, Swedish,
Turkish, Spanish,
Polish, Greek,
Traditional
Chinese,
Simplified
Chinese,
Vietnamese

11. DDTank (7#7#%%) Web Casual March 2009 Thai, Russian, Proprietary ~ Stable
game Simplified Stage
Chinese, English,
Vietnamese,
Portuguese,
Turkish,
Traditional
Chinese, Spanish

(1)  This game was initially launched in China in January 2015 under the name The Legend of Qiao (#/£1%), which was
published to the overseas markets under the name Demi-Gods and Semi-Devils (X #E/{#5) since September 2015.

Some of our popular games are described below.

DDTank (##3%)

DDTank is a multiplayer turn-based casual shooting game initially launched in March
2009 in the format of web game. The game features easy controls, various scenarios and
users-engaging features such as weapon synthesis and avatar customization. This game
offers in-game purchases of various virtual items to enhance the performance of their
avatars.
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DDTank (mobile) (## #(F45)

As we have strategically expanded our business focuses to develop mobile games, we
launched DDTank (mobile), the mobile remake of our flagship web title, DDTank, in April
2017. DDTank (mobile) generated over RMB467.3 million gross billings in 2017, and its
average MAUs reached 3 million during the same period.

Wartune (7 )

Wartune is an epic hybrid turn-based SRPG web game initially launched in November
2011. In Wartune, users may choose their avatars from three distinct classes (i.e., knight,
mage or archer), individualize their avatars and lead legions of mercenaries through a
fantasy-based storyline to fight battles and seek treasures. Users are able to level up their
avatars by defeating monsters and improve their strengths by earning rewards. This game
offers in-game purchases of virtual items to enhance the performance of their avatars.
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Island Story — Let’s Boom! (£ R 5 )

I" Tasismn 4] [ +1
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Island Story — Let’s Boom! is a casual social mobile game initially launched in
January 2018. The MAUs for Island Story — Let’s Boom! (£ [/ 7) reached 1.4 million in
February 2018. In Island Story — Let’s Boom!, users may use various strategies to build
and level up their islands by attacking other islands and deploying resources. This game
features high-quality graphics, adorable cartoon avatars and engaging gameplays. This
game offers in-game purchases of virtual items to allow users to enhance their gameplay
experience.

Demi-Gods and Semi-Devils (X FE/\ i)

Demi-Gods and Semi-Devils is an SRPG game mixed with ARPG element initially
launched in January 2015. It has a fantasy-based storyline adapted from an acclaimed
Wuxia novel in China. In Demi-Gods and Semi-Devils, users may take on the role as a
mighty hero and deploy mounts, weapons and other props to enhance the fighting power of
their avatars, upgradable through battles. This game offers in-game purchases of virtual
items to enhance the performance of their avatars.

-162 -



BUSINESS

Mythic Glory (##)

Mythic Glory is an SRPG game with a medieval-fantasy themed storyline that mixes
intensive turn-based strategy with fast-paced combat. Based on our web game Wartune and
published primarily in the overseas markets, Mythic Glory allows our users to devise
strategies and tactics to resolve a voluminous variety of quests and challenges, with real-
time interaction with other users. This game offers in-game purchases of virtual items to
enhance the performance and the appearance of their avatars.

During the Track Record Period, we generated a substantial majority of revenue from
a limited number of games, including our proprietary flagship titles, DDTank and Wartune.
We make ongoing optimization and launch updates frequently to our existing games to
continue to maintain user interest and optimize gameplay experience. The following table
sets forth a breakdown of our online game revenue for the periods indicated.

Year ended December 31,
2015 2016 2017

% of % of % of
Revenue Amount Revenue Amount Revenue

Amount

(RMB in thousands except for percentages)

Web games
DDTank 52,757 14.1% 48,815 12.3% 46,116 10.4%
Wartune 250,027 66.6% 161,283 40.0% 105,546 23.7%
Others 30,984 8.2% 26,379 6.5% 17,413 3.8%
Mobile games
DDTank - - - - 154,327 34.7%
Wartune Heroes - - 38,344 9.5% 62,638 14.0%
World of Wartune® 10,934 2.9% 70,726 17.5% 2,181 0.5%
Crouching Tiger? - - - - 708 0.2%
Total 344,702 91.8% 345,547 85.8% 388,929 87.3%

(1)  aproprietary game

(2)  licensed games

Our flagship games have lifecycles significantly longer than the industrial average of
games in the same genre. For example, our web game DDTank has a lifecycle of
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approximately nine years, significantly longer than the lifecycles of the other casual
shooting games developed by China-based game developers which average four to twelve
months, according to the iResearch Report. Our web game Wartune has a lifecycle of
approximately seven years, significantly longer than the lifecycles of the SRPGs developed
by China-based game developers which average two to eight months, according to the
iResearch Report.

Our mobile game DDTank (mobile), launched in April 2017, is expected to exceed the
average lifecycle of the other casual shooting games in mobile format in China, according
to the iResearch Report, for the following reasons:

* DDTank (mobile) is a remake of DDTank (web) in mobile version. DDTank is a
popular IP worldwide and our DDTank (mobile), adapted from the classic
DDTank (web), provides new game content and gameplay styles on a variety of
portable devices, achieving good operational performance. The DDTank (web)
was launched in 2009 and continued to generate significant revenue over the past
nine years, and is still in the stable and mature stage in its lifecycle. According to
the iResearch Report, mobile games which are adapted from popular web games
will be able to enhance the IP value and lead to longer IP lifecycles.

* Sequels of DDTank (mobile) is in the pipeline. We plan to launch DDTank II
(mobile) with substantial upgrades and expansion from predecessor in 2019 to
extend the lifecycle. According to the iResearch Report, mobile games which
developed based on classical IP, are easier to be developed into sequel games,
which are beneficial to continuous operation. In addition, we can continue to
develop game sequels of DDTank (mobile) in the future to further extend the
lifecycle.

*  Lifecycle can be extended for games with multi-language editions. We plan to
further optimize DDTank (mobile) for parallel release in multiple languages and
geographical markets. Launched in April 2017, DDTank (mobile) has been
published in four language versions, i.e., Simplified Chinese, Traditional
Chinese, Vietnamese and English, as of the Latest Practicable Date. Its MAUs
continued to grow steadily with some minor fluctuations. Telling from the growth
trends, the MAUs and gross billings of DDTank (mobile) are expected to
experience a spurt after the launch of a new language version in a new country or
a region. According to the iResearch Report, the lifecycles of games with multi-
language versions, which have been published in various regions, can be
extended by arranging the releasing time of different language versions properly
and orderly.
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The lifecycle of the games developed by us is significantly longer than the
industry average. The DDTank (mobile) was launched in April 2017 and it
remained on the top 300 best-selling games in Apple Inc.’s App store in China as
of the Latest Practicable Date, according to the iResearch Report, which had
already exceeded the average lifecycle of other causal shooting games in mobile
format of four to 12 months. In addition to the reasons above, according to the
iResearch Report, the DDTank (mobile)’s lifecycle is forecasted to exceed the
average lifecycle of other casual shooting games in mobile format in China, for
the following reasons below:

(1) there are examples in the market that successful casual shooting
games could have a lifecycle of above four years, which demonstrates the
possibility of successful causal shooting games in mobile format achieving a
longer-than-average lifecycle;

(2) Tencent is the exclusive operator of DDTank (mobile) in China. The
collaboration with Tencent has enabled and will continue to enable us to
benefit from Tencent’s large user base and traffic and brand image among
smartphone users in China; and

(3) our management team has long-term operating experience for casual

shooting games.

The following table sets out certain information of our top five online games in terms
of revenue during the Track Record Period.

Lifecycle
stage as of
% of our Initial  the Latest  Self-Publishing/
total Launch Practicable Third-party
Title Revenue revenue Source Form Date Date publishing
RMB in
thousands %
DDTank (mobile) #7# % 154,327 34.7% Proprietary Mobile game April 2017 Growth Third-party
stage publishing
Wartune (#1ff) 105,546 23.7% Proprietary Web game  November Stable Self-publishing in
2011 stage the PRC and third-
party publishing
overseas
Wartune Heroes (#1112 62,638 14.0% Proprietary Mobile game July 2016 Out of Self-publishing
FFIEHE) operation
DDTank (##7#4%) 46,116  10.4% Proprietary Web game ~ March Stable Self-publishing in
2009 stage the PRC and third-
party publishing
overseas
Crouching Tiger (web) 7,196 1.6% Licensed Web January  Stable Third-party
(EAHERS (E#7) game 2017 stage publishing
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Lifecycle
stage as of
% of our Initial  the Latest  Self-Publishing/
total Launch Practicable Third-party
Title Revenue revenue Source Form Date Date publishing
RMB in
thousands %
2016
Wartune (#1]) 161,283 40.0% Proprietary Web game November Stable Self-publishing in
2011 stage the PRC and third-
party publishing
overseas
World of Wartune 70,726  17.5% Licensed Mobile = November Out of Third-party
(# R ) game 2015 operation publishing
DDTank (##%) 48,815 12.3% Proprietary Web game March Stable Self-publishing in
2009 stage the PRC and third-
party publishing
overseas
Wartune Heroes (#1127 38,344  9.5% Proprietary Mobile ~ July 2016 Out of Self-publishing
KLETE) game operation
Demi-Gods and Semi- 10,601  2.6%  Proprietary Web game January  Late Third-party
Devils (K /&)@ 2015 stage publishing
2015
Wartune (#H) 250,027 66.6% Proprietary Web game November Stable Self-publishing in
2011 stage the PRC and third-
party publishing
overseas
DDTank (7#7#5%) 52,757 14.1% Proprietary Web game March Stable Self-publishing in
2009 stage the PRC and third-
party publishing
overseas
Demi-Gods and Semi- 15,660 4.2%  Proprietary Web game January  Late Third-party
Devils (KFE/\#B)@ 2015 stage publishing
World of Wartune 10,934  2.9% Licensed Mobile  November Out of Third-party
(# R ) game 2015 operation publishing
True Demi-Gods and Semi- 6,796  1.8% Proprietary Web game April Late Self-publishing
2015 stage

Devils (EEAXHE/\#5)

1

This game was initially launched in China in January 2015 under the name The Legend of Qiao (#I£/#), which was

published to the overseas markets under the name Demi-Gods and Semi-Devils (X #2/{#5) since September 2015.

Game Pipeline

We continuously expand our game portfolio primarily through developing and
publishing new games on mobile platforms and, to a lesser extent, in web format. To
determine game candidates for development, we consider factors such as user demand,
industrial trend related to game format, distribution platforms, availability of similar games

and users’ reception of such similar games in the target markets and monetization potential.
According to the iResearch Report, we expect that the market size of HS5 will increase
gradually in the future. We are currently developing a suite of games in H5 format based on
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popular IPs. The H5 technology makes it possible to create more powerful games that can
be run in any standards-compliant web browser with one code base. Users can directly play
H5 games via browsers on both PCs and mobile devices without installing the games
locally. We also plan to remake our flagship web titles, DDTank and Wartune, in H5 format
to meet the rising user demand for gameplay flexibility.

As of the Latest Practicable Date, we were in the process of developing or publishing
nine mobile games, four H5 games and one web game targeted for launch by the end of
2019. We estimate that we may incur RMB48.5 million and RMB113.5 million after the
Track Record Period for the development costs of such games in 2018 and 2019,
respectively. We expect to utilize cash flow generated from our operations and proceeds
from the Global Offering to fund these new game development projects as well as
enhancement of our existing games. The following table sets out certain information of our
games in pipeline expected to be launched in 2018 and 2019.

Estimated
Launch Language
Title® Genre Source Time Version Features/Theme
Mobile games
1. Wartune 3D (mobile) (# SRPG Proprietary  2nd half of English®  Mobile remake of
3D (F45)) 2018 our web game
Wartune
2. Billionaires (X 5% Simulation Proprietary  2nd half of Simplified Simulation of
2018 Chinese commercial
trading and
company
operation
3. The Cat (/MEH) Casual Proprietary  2nd half of Simplified Adapted from
2018 Chinese popular memes
4. Project S SRPG Proprietary  2nd half of Simplified Theme on a
2018 Chinese fantasy-based
storyline set in
Europe during
the Middle Ages
5. Project N Casual Proprietary  2nd half of Simplified Fantasy-based
2018 Chinese game with a
romantic
storyline
targeting female
users
6. Project XX SRPG Proprietary Ist half of Simplified  Fantasy theme with a
2019 Chinese storyline based on
Wartune
7. Luna (mobile) Casual Licensed Ist half of English Theme on the
2019 adventures in a
fantasy land
8. Wartune (Mobile) (#llj(F#7)) SRPG Proprietary  2nd half of Simplified ~ Mobile remake of our
2019 Chinese web game
Wartune published
in the PRC market
only
9. DDTank II (mobile) (## 5 I Casual Proprietary  2nd half of Simplified  Sequel of our mobile
(Fi) 2019 Chinese game DDTank
(mobile)

-167 -



BUSINESS

Estimated
Launch Language
Title® Genre Source Time Version Features/Theme
HS5 games
10. King of Fighters H5 Arcade Proprietary  2nd half of Simplified Based on popular
(FHH5) 2018 Chinese IP from SNK
11. DDTank Adventures H5 (#  Casual Proprietary  2nd half of Simplified HS remake of our
Mt K FBRHS) 2018@ Chinese, mobile game
English DDTank
(mobile)
12.  McDull Adventures H5 (% Casual Licensed 1st half of Simplified Adapted from
JUIRER A 5 iRH ) 2018@ Chinese popular cartoon
IPs
13.  Demi-Gods and Semi-Devils SRPG/ARPG Licensed 2nd half of Simplified Adapted from a
HS5 (K#EHS) 2018 Chinese Chinese Wuxia
story
Web games
14.  Demi-Gods and Semi-Devils SRPG/ARPG Licensed 2nd half of Simplified Adapted from a
3D (KHENH3D) 2018 Chinese Chinese Wuxia

story

(1)  The titles of certain games in pipeline have not been determined yet and the titles listed in the above table are subject to

change before launch.

(2)  Atexternal beta testing stage

In addition, we are in the process of developing 13 additional language versions for

our existing game portfolio, such as our DDTank (mobile) in German, Italian, French,
Portuguese, Spanish and Indonesian for launch in various regional markets.

We have a robust pipeline of new games which is expected to launch in 2018. We

expect such new games will generate a substantial portion of our revenue in 2018.
Nevertheless, our Directors are of the view that the following factors should contribute to
the sustainability of our business:

DDTank and Wartune remained two of the top five online games in terms of
revenue in each of the financial years during the Track Record Period. Being in
the stable stage in their respective lifecycles, each of these two games has
demonstrated during the Track Record Period that their revenue would not
decrease drastically in light of its massive user base. In addition, the IPs of
DDTank and Wartune have been proven to retain a loyal user base over the years
provided that each of them was launched more than seven years ago. The
Directors believe that our Company has laid a solid foundation through the two
IPs and are not aware of any circumstances that would affect the sustainability of
such IPs. Following the successful operation of DDTank (mobile) in the PRC
market which was launched in April 2017, we have successfully launched
DDTank (mobile) in certain overseas regions since the second half of 2017 and
plan to roll out more language versions in multiple overseas regions. As of the
Latest Practicable Date, we had entered into relevant publishing agreements in
respect of such overseas regions.
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*  As supported by the iResearch Report, the landscape of the online game industry
is ever-changing. We need to innovate and adapt to the latest technological
development constantly to keep up with the market trend. Since the
commencement of the Track Record Period, we have launched mobile games and
expanded into H5 games. Our Directors believe that it is crucial for our Company
to expand into different ventures to remain competitive in the market. The
revenue generated by our expansion in H5 games would be additional to the
stable revenue source generated by the two IPs in either web or mobile
format. By leveraging on the popular IPs such as King of Fighters (¥%), McDull
(%#42), DDTank (#7#4%) and Demi-Gods and Semi-Devils (X#E/\#F), our
Company expects that these H5 games in pipeline, which are based on popular
IPs, will be appealing to their respective user base. As at the Latest Practicable
Date, our Company had entered into a publishing agreement with a major game
distribution company in relation to one of its H5 games which will be launched in
2018.

* The online game industry has exhibited promising upward trend, and IP
lifecycles can be prolonged by launching new game formats, such as HS5,
according to the iResearch Report. Our Company with our leading position and
accumulated experience will be able to capitalize on the growth opportunities.

Our Company has accumulated abundant experience in launching games in different
language versions in the overseas markets. Going forward, our Company will continue to
explore different game genres based on the popular IPs held by us. Our Directors believe
that our business is sustainable on the basis set forth above.

OUR BUSINESS FLOW

We commenced our business by developing web games and collaborating with third-
party game publishers to launch our games in China and the overseas markets. In recent
years, we have strategically expanded our business focuses to develop mobile games,
capitalizing on our game IPs and experiences accumulated from developing web games. In
2013, we also began to collaborate with a number of select third-party game developers in
China to enrich our game portfolio. As a growth strategy, we intend to continue to focus on
in-house development of new game IPs as well as outsourcing of popular IPs from third
parties to develop new games and enhance existing games.
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The following diagram sets forth a simplified presentation of our business flow.

In-house Development Third-party Development

v !

Our Game Portfolio

}

Game Publishing

I ! !

Self-publishing Third-party Publishing Licensing

e In-house development. We have an in-house game development center to develop
games using our proprietary technologies. See “— Game Development —
In-house development.”

o Third-party development. In addition to proprietary games, we also seek to

license viable online games from third-party developers. See “— Game
Development — Third-party development.”

e QOur game portfolio. We currently have a diversified game portfolio consisting of
both proprietary and licensed games in various genres. See “— Our Games.”

*  Game publishing. We publish our games primarily by cooperation with reputable
third-party game publishers in China and overseas. To a lesser extent, we also
publish our games directly through third-party distribution platforms, including
Apple Inc.’s App Store, and our own distribution platforms. See “— Game
Publishing.”

e Licensing. We also license and assign our proprietary IPs under existing game
products to other game developers or publishers to develop or publish online
games.

GAME DEVELOPMENT

In-House Development

As of December 31, 2017, our game development center consisted of 262 members,
accounting for 76.8% of our total employees as of the same date. In 2015, 2016 and 2017,
the staff turnover rate of our game development center was 62.3%, 21.7% and 31.8%,
respectively. The staff turnover rate in 2015 was particularly higher as our management
reviewed its redundancy policies following the Management Buyout. Other than 2015, we
believe our staff turnover rate is in line with the industry average. Our team members on
average have approximately five years of relevant industry experience and more than half
have a bachelor’s or master’s degree in such specialties as computer sciences, software
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engineering, network systems administration, multi-media design and production and
others. We currently have three persons responsible for providing technical support,
including the development and maintenance of our proprietary game development engine,
and the “back-end” cross-game infrastructure software development. Our game
development center is also responsible for the continuous enhancement of games developed
in-house, including ongoing monitoring, problem fixing and development and release of
upgrades.

We have established other supporting departments to provide extensive operational
functions. Our product design department is responsible for the user interface design for all
of our games in order to deliver a consistent cross-game designs among users. Our testing
department conducts tests on each product submitted before it is publicly launched. We
believe that our internal game development process, which is seamlessly complemented by
supporting functions, ensures effective allocation and sharing of internal resources and
improves our overall operating efficiency and scalability.

We also occasionally outsource research and development efforts from third-party
game developers when our game development projects are under considerable time
constraint.

We believe we have built a scalable game development process, which allows us to
minimize the duplication of development efforts by sharing popular new features developed
in one game among all games and utilizing a common code base comprising successful
game functionalities and virtual merchandising designs. We also seek to develop new
games based on popular IPs from third parties and enhance the appeal of our games by
incorporating popular IP elements. As of the Latest Practicable Date, we had launched 15
proprietary games, including two mobile games and one H5 game.

Games Development Cycle

The following diagram illustrates a simplified process for the launch of a game
developed in-house. Our game development process can be divided into seven stages. The
first six stages usually take up to 18 months, depending on the game format and the
complexity and novelty of the relevant project, and the final stage is ongoing until a game
is phased out.

h 4

\ 4

4

Project initiation First-product testing Full-product testing Internal beta testing

A 4

Ongoing development, optimization,
updates and localization

< Launch «— External beta testing

Project Initiation

Our game development cycle starts with a preliminary proposal by a team of three to
five members from our game development center that describes the gameplay, theme,
overall storyline, artistic style and the revenue model of the proposed new game, illustrated
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by a short demo. Our product development committee reviews each preliminary proposal.
Once the committee approves the proposal, they will pass it on for our management’s
review. Our management will ultimately decide whether to proceed with the proposed
games. In determining themes for the proposed new games, our management takes into
account the latest trends in entertainment and popular culture from different sources. They
also consider the estimated time and manpower required to develop the games. This stage
usually takes one to three months.

First-product Testing

After our management’s formal approval, our project team will then formulate a
detailed development plan, which includes the game themes, functionalities, virtual
merchandising designs and labor and budget planning, and will forthwith begin the
development process. They will work on a first-product version that includes the key
gameplay of the game and invite users to try out the game. The first-product version tests
whether the design can achieve the effect contemplated in the original proposal, and will be
revised on a continuous basis if necessary. If our product development committee is
satisfied with the finalized first-product version, it will grant its formal approval to proceed
onto the next stage. Depending on the complexity of the game, the first-product testing
stage normally takes one to five months.

Full-product Testing

During the full-product testing stage, our project team will complete the development
of the entire game subject to strict quality standards for launch and start to prepare for the
operation of the game. The project team will invite a group of more than 150 employees to
try out the game and provide feedback on game functionalities and their gameplay
experiences, so that the project team can refine the designs, resolve technical issues and fix
software bugs. The full-product testing also allows us to detect early errors with respect to
design and functionality.

During this stage, we will also showcase the game to multiple game publishers and
have a grasp of their level of interest. If our product development committee concludes that
the game does not have the potential for commercial success, we may decide to terminate
the game development project. This stage usually takes 15 days to one month, depending on
the complexity of the game.

Internal Beta Testing

If the game passes full-product testing, it will advance to the internal beta testing
stage. In this stage, our project team will prepare a beta version of the game that normally
includes the first 30 minutes in the game. We will invite external users to try out the game.
We will capture and monitor these external users’ in-game behavior and activities, and seek
their feedbacks, to generate additional insights to optimize the game. The internal beta
testing normally takes two to five months.
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External Beta Testing

In this stage, we will publish the game through small distribution channels and start
trial operation. We normally limit the size of our community of beta testers to up to
100,000 users. Our beta community consists of selected existing users who are invited via
email and new users directed through advertisements. The purpose of the external beta
testing is to test the performance of the new game under open market conditions. In this
stage, we start to sell virtual items and will delete testers’ account files after the testing
ends. Through user testing, we can reduce product failure risk, further improve product
quality, and eliminate possible error before the official release of the game.

The external beta testing stage usually takes one to two months. We continue to
monitor and analyze user behavior using our data analysis engine and optimize the game
contents on a real-time basis. However, if there are major errors that cannot be resolved or
if certain operating metrics are significantly below expectation, the game project may not
proceed and must remain under the development phase for further development or in certain
situations, be terminated.

Launch

After the game has undergone sufficient beta testing, it is ready for commercial
release. We consider a new game “launched” when it begins to generate revenue. We
typically publish games through collaboration with our game publisher partners or, to a
lesser extent, by ourselves.

Ongoing Development, Optimization, Updates and Localization

After release of our games, the same project team is typically responsible for ongoing
development, optimization and updates for the game in our daily operation until the game
phases out. We continuously monitor and analyze user behavior and virtual item purchase
and consumption patterns in our games, and collect and analyze data produced in our games
to provide strong backstage support. Leveraging the massive amount of data the system
provides to us, we continue to optimize our games on a real-time basis and release new
updates periodically.

We continuously update our games, fix software bugs and other technical issues as
soon as practicable after they are identified, either by us or our game publisher partners,
and provide significant expansion packages on a periodical basis to add new game avatars,
challenges and functionalities to keep our users engaged. We believe that these updates and
enhancements, which reflect the feedback we collect from our daily operation, help us to
maintain users’ interest in our games and extend the lifecycles of our games.

We have built strong localization capabilities to structurally and artistically modify
our game offerings through local language scripts and other in-game features specifically
redesigned to meet the differentiated gameplay needs and preferences of users from diverse
geographical markets. As of the Latest Practicable Date, we offered online games scripted
in 21 languages, including simplified and traditional Chinese, English, French and Italian.
We have also gained profound insights into the differences across geographical markets,
which allow us to optimize each regional version of our game offering.
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Third-party Development

In 2013, we began to collaborate with a number of select third-party game developers
in China, such as Yuyou (Beijing) Online Technology Company Limited (F¥i#(db5%)%8 4 B
A M2 H]), to enrich our game portfolio. During the Track Record Period, we collaborated
with game developers on the development of two games which have not been launched. We
believe the collaboration can expand our game portfolio and strengthen our game
development capabilities in a cost-effective manner. Our third-party development process
generally undergoes similar assessment, testing process and development cycle. Our game
development agreements with third parties were entered into on a case-by-case basis with a
term covering the game development and operation cycle. Some of the major terms under
our game development agreements typically include:

* the game developers are responsible for developing the relevant games based on
our requirements while we are vested with the IP proprietary rights;

* the game developers are responsible for providing content updates, necessary
ongoing technical assistance for the installation and testing of game
functionalities, and ongoing fixes and updates in connection with game
operations;

* we are responsible for determining certain basic information of the games, such
as avatar designs, scenes and backgrounds and providing the relevant designs and
materials to the game developers; and

* we are liable to pay (1) a fixed payment in installments within a short period
after the execution of the agreement or after the successful launch of the games
and (2) an ongoing payment calculated based on a predetermined percentage of
the revenue generated from the games.

GAME PUBLISHING

We publish our games primarily by cooperation with third-party game publishers to
operate and market our games, and to a lesser extent, by ourselves, which depends on our
assessment of our publishing capabilities, resources and cost efficiency for self-publishing
on a case-by-case basis. The following table sets forth the breakdown of our online game
revenue by distribution type for the periods indicated.

Year ended December 31,
2015 2016 2017

% of % of % of
Amount Revenue Amount Revenue Amount Revenue

(RMB in thousands except for percentages)

Third-party publishing 323,905 86.2% 329,932 81.8% 382,254 85.8%
Self-publishing 20,797 5.6% 15,615 4.0% 6,675 1.5%
Total 344,702 91.8% 345,547 85.8% 388,929 87.3%
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According to the iResearch Report, the major players in the online game industry
tends to develop their own distribution platforms and publish games by themselves, while
other game developers choose to cooperate with game publishers due to the lack of game-
publishing capabilities and resources. Third party publishing would allow game developers
to focus their resources on their core game development business while tapping into the
publishers’ resources to reach out to targeted markets leveraging on their local resources
and user bases. Self-publishing remains as an additional and supplemental channel to
generate user traffic.

Third-party Publishing

We have forged trusted business collaboration with a number of premium game
publishers worldwide to publish our games in our targeted markets. Their local resources
and user bases help us penetrate the target markets. Traditionally, we debut our new games
in China and seek to distribute those that perform strongly in the overseas market with the
assistance of our game publishers. Our game publisher partners distribute our games
through their own platforms and a diversified range of third-party distribution platforms,
such as Google Play, Apple Inc.’s App Store and Facebook.

We screen our game publishers and require them to have the requisite licenses, if any,
for online game operations issued by the local regulators. We enter into a game distribution
agreement with each game publisher partner under which the publisher is granted an
exclusive or non-exclusive right to publish, market, advertise, distribute and service our
game in certain authorized countries and regions. The game distribution agreements
typically have a term of two to three years and are renewable upon mutual consent. Certain
other major terms under our game distribution agreements typically include:

« the publishers have the right to distribute the games in the authorized territories
within an agreed period of time, while we continue to hold the relevant IP rights,
and the publishers are entitled to terminate the contracts if we fail to obtain and
maintain the IP rights and qualifications pertaining to the games;

* the publishers are responsible for the sales and marketing, game server hosting,
customer service, selection of distribution and payment channels, and legal
compliance in the local markets;

* we are responsible for providing content updates as well as necessary ongoing
technical assistance for the installation and testing of game functionalities, and
ongoing fixes and updates in connection with game operations;

* we determine the price of in-game virtual items; and

* we are entitled to (1) a fixed payment for the exclusive authorization we granted
to the publishers, which is usually paid to us in installments with the first
installment before the publishers start operating the games, and (2) an ongoing
payment calculated based on a predetermined percentage (ranging from 20% to
30%) of the gross billings.
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In China, we have collaborated with Tencent (HK: 0700), the leading China-based
interactive entertainment conglomerate, to publish DDTank (mobile). We believe that our
collaboration with Tencent has enabled us to benefit from its large user base and traffic and
brand image among smartphone users in China.

As Tencent is a leading player in the online game market and launched its mini
programs on WeChat in January 2017, it is expected that Tencent will continue to be one of
our major distribution channels in the PRC. Our revenue sharing arrangement with Tencent
is generally as follows:

*  for an exclusive right to publish our mobile games, we share 55% to 70% of the
total gross billing derived from such games with Tencent;

«  for a non-exclusive right to publish our mobile games, we share 55% of the total
gross billing derived from such games with Tencent and we may be liable to pay
a fixed amount of server fee to Tencent; and

* for an exclusive or a non-exclusive right to publish our web games, our gross
billing sharing split with Tencent may vary significantly depending on the
monthly gross billing of such games and we may be liable to pay a fixed amount
of server fee to Tencent.

As of the Latest Practicable Date, we have partnered with over 70 game publishers to
operate online games in China, and over 30 of them had worked with us for more than five
years. We adopted predominately third-party publishing for our games during the Track
Record Period in China.

We also collaborate with a number of reputable game publishers to operate online
games in the overseas markets. As our important business partner, we collaborate with
Digital Hollywood (HK: 2022), a leading global online game publisher for China-based
game developers, to publish DDTank and Wartune primarily in North America. We began
to collaborate with Digital Hollywood in 2012, and to strengthen our business relationship,
we acquired a 23% interest in Digital Hollywood in 2015. Leveraging Digital Hollywood’s
established user traffic and market position, we believe this strategic acquisition creates
considerable synergies that bridge game development and publication. We have also
collaborated with Oasis Games, a subsidiary of Zeus Entertainment (SZ: 002354), a
Chinese leading online game publisher targeting on overseas markets, to publish various
language versions of Wartune in Europe and the Portuguese version of DDTank in South
America. Since March 2017, we have also partnered with Garena Online, a subsidiary of
Sea Ltd (NYSE: SE), a leading online game publisher in Southeast Asia, to publish a
number of regional versions of DDTank (mobile) in certain Southeast Asian countries and
regions. As of the Latest Practicable Date, we had partnered with over 30 game publishers
to operate online games in the overseas markets, and 10 of them had worked with us for
more than five years.
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Self-Publishing

We have in-house publishing capabilities to publish our games primarily in China. As
of the Latest Practicable Date, we directly published 11 games, including nine proprietary
games and two licensed games through our websites.

We have obtained all the requisite licenses, including the ICP License, the Internet
Culture Business License (#1453 fb 484 # v 3) and the Online Publishing Service License
(44 B MBS FF I #8) for online game operations in China. For details, see “— Licenses,
Permits and Approvals.”

Top Customers

Our top customers primarily include third-party game publishers. As of December 31,
2017, we have maintained business relationship with our five largest customers for one to
six years. Our payment terms with third-party game publishers typically range from two to
four months. For 2015, 2016 and 2017, the revenue generated from our five largest
customers was RMB210.2 million, RMB235.1 million and RMB224.8 million, representing
55.9%, 58.3% and 50.4% of our revenue for the same periods, respectively. Our largest
customer contributed 19.0%, 26.1% and 28.3% of our revenue for the same periods,
respectively.

Digital Hollywood was one of our top five largest customers during the Track Record
Period. As of the Latest Practicable Date, we held a 15.52% interest in Digital Hollywood.
Digital Hollywood is a global online game publisher for China-based game developers. We
collaborate with Digital Hollywood to publish our web games, such as DDTank and
Wartune, in certain overseas markets. Mr. Meng, our executive Director, is a non-executive
director of Digital Hollywood. Save as disclosed above, none of our Directors, their close
associates or any Shareholders (which to the knowledge of our Directors owns more than
5.0% of our Shares) has any interest in any of our five largest customers during the Track
Record Period.
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The following table sets forth certain information of our major customers during the
Track Record Period.

Approximate
Transaction % of our total length of
Customer amount revenue relationship Principal business

RMB in millions % Years

2017

Customer A 126.0 28.3% 6 Domestic game publisher
which is a subsidiary of a
listed company in Hong
Kong

Customer B 32.0 7.2% 6 International game
publisher based in Hong
Kong

Customer C 26.4 5.9% 6 International and
domestic game publisher
listed in Hong Kong

Customer D 22.4 5.0% 1 International game
publisher based in Hong
Kong

Customer E 18.0 4.0% 1 International game
publisher based in
Singapore

Total 224.8 50.4%

2016

Customer F 105.0 26.1% 2 Domestic game publisher
which is a subsidiary of a
listed company in the
United States

Customer B 459 11.4% 6 International game
publisher based in Hong
Kong

Customer C 454 11.2% 6 International and
domestic game publisher
listed in Hong Kong

Customer G 22.6 5.6% 6 International game
publisher which is a
subsidiary of a listed
company in the PRC

Customer H 16.2 4.0% 6 Domestic game publisher
based in the PRC

Total 235.1 58.3%
2015

Customer B 71.5 19.0% 6 International game
publisher based in Hong
Kong
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Approximate
Transaction % of our total length of
Customer amount revenue relationship Principal business
RMB in millions % Years

Customer C 63.4 16.9% 6 International and
domestic game publisher
listed in Hong Kong

Customer G 38.6 10.3% 6 International game

publisher which is a
subsidiary of a listed
company in the PRC

Customer | 18.5 4.9% 6 Domestic game publisher
which is a subsidiary of a
listed company in the
PRC

Customer H 18.2 4.8% 6 Domestic game publisher
based in the PRC

Total 210.2 55.9%
DATA ANALYTICS AND GAME UPGRADES
Data Analytics Capabilities

We have built a comprehensive system for data collection, including client-end (PCs,
iOS and Android) data collection software development kits, and server-end data collectors
dedicated to receiving user data. The data we collect include time of gameplay, number of
turns of games played, in-game activity levels, progress of skill levels, frequency of using
specific in-game functions. Besides those collected through our own websites, we also
acquire in-game user behavior data from games published by our game publisher partners
on a monthly basis, pursuant to our game distribution agreements. We encrypt the data
collected on the Internet multiple times and restrict access to them by an additional layer of
firewall for maximum security during transmission. We do not collect any personal data of
our users. Currently, the vast majority of data we collect on our own pass through our real-
time data collection channels, which efficiently distribute data for permanent storage and,
at the same time, transferring to our game development center for analysis.

We have a dedicated team of five data analysis technicians who oversee our data
analytics platform and analyze the wide array of gameplay data we collect. Leveraging the
centralized data management platform integrated into our game development center, we are
able to (1) develop data reports indicating key performance indicators, such as DAUs and
ARPPU, (2) centrally manage voluminous data from different games, (3) monitor and
analyze user behavior in order to provide effective game development strategies, (4) assess
users’ receptiveness of new games or in-game virtual items, and (5) analyze different user
groups’ preferences and demands. Through these processes, we have built mechanisms in
our games to stimulate user interest and re-engage dormant users. They also help us set up
anti-fraud and anti-spam functions.

The data analytics enable us to understand our users’ in-game behavioral patterns, and
identify key performance drivers, non-performing virtual items, and other areas for
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improvement. Our data analysis technicians work closely with members from our game
development center, who will translate such knowledge into well-timed game enhancements
as well as new games with the storylines, gameplay styles and virtual merchandising
designs that appeal to our users. In 2015, 2016 and 2017, we incurred approximately
RMBO0.8 million, RMBO0.8 million and RMBO0.9 million for acquiring in-game user
behavioral data, respectively.

Game Upgrades

Powered by our data analytics capabilities, we periodically release upgrades for our
proprietary games and continue to optimize the functions and performance of our games
based on user feedback. We upgrade our games with improved features, fix bugs and
programming issues, install new in-game features and launch upgrades to run on newly
released mobile devices or operating systems. For our licensed games, we primarily rely on
the third-party game developers for ongoing enhancement to the games. Mobile users are
usually able to access the upgraded version by downloading the upgrade package from the
App marketplaces, and we strive to reduce the size of the upgrade package in order to
minimize data usage and download time.

We upgrade our games frequently and at least on a monthly basis. The release of each
new version typically takes four weeks to eight months to develop and launch, depending
on the complexity and novelty of the improved features.

PAYMENT PROCESSING

To offer users various major online payment methods in and outside China, we engage
major third-party payment channels for games that we publish by ourselves, including
integrated distribution platforms (such as Tencent’s WeChat) and popular payment agents
(such as Alipay and Paypal) for virtual items sold in our games. As of December 31, 2017,
we maintained collaboration with 15 payment channels to facilitate in-game purchases.
These channels offer credit card, online wire transfer and other payment options and can be
safely linked with our users’ bank accounts. We entered into payment service agreements
with payment channels for credit terms of up to 120 days, typically with self-executing
renewals upon expiry unless one party notifies the other otherwise in writing prior to
expiration.

REVENUE SHARING

We have revenue sharing arrangements with third-party game developers, distribution
platforms and payment channels. For games licensed from third parties, we negotiate the
percentage of the revenue sharing on a case-by-case basis with the original game
developers based on the roles and responsibilities of the parties during the developing and
publishing process of the game. See “— Game Development — Third-party Development.”
We publish our games (including both proprietary and licensed games) primarily in
collaboration with third-party game publisher partners, and to a lesser extent, by ourselves.
We negotiate the percentage of the revenue sharing on a case-by-case basis with such game
publisher partners. The following diagrams illustrate our revenue generation process.
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Revenue Sharing for Our Web Games

Third-party publishing Self-publishing
Users
} 100%
.
Gross billings
~0»4o%l l ~60-100% l 100%
‘ Distribution platform | | Net billings | Our revenue

~20-100%2 l l ~0-80%

| Our revenue | | Game publisher ‘

(1)  No deduction from gross billings is required for game publishers that operate integrated distribution platforms, such as
Facebook and Tencent.

(2)  According to the agreement with a major game publisher, such major game publisher does not share our users’ monthly
billings until such monthly billings exceed RMB100,000. During the Track Record Period, there were no occasions
where such major game publisher did not share our users’ monthly billings.

Revenue Sharing for Our Mobile Games

Third-party publishing Self-publishing

Gross billings
ur revenue

Gross billings

| Distribution platform | | Net billings

~2o-50%l l ~50-80%

| Our revenue | | Game publisher |

We generally receive our portion of the shared revenue after the pre-deduction of
commission charges by third-party distribution platforms. For third-party publishing games,
proceeds from selling virtual items of our games are collected by third-party publishers or
their designated payment platforms and shared between our Group and the publishers based
on a pre-determined rate. The payments we receive for sale of game tokens and other
virtual items from third-party publishers are non-refundable. For details, see “Financial
Information — Critical Accounting Policies and Estimates — Revenue Recognition” for
details.

MONETIZATION AND PRICING

We assess the popularity of our games by the number of active users and the number
of paying users. We believe that games have attracted a larger number of users.
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Revenue from our games is primarily affected by three key metrics: (1) average
MAUs, (2) average MPUs, and (3) ARPPU. These metrics are largely affected by the
number of games in operation in the relevant period and the popularity of these games. The
following table sets forth certain operating data regarding our games for the periods
indicated.

Year Ended December 31,
2015 2016 2017

Average MAUs®@ (unit in thousands)

— Web games 7,733 4,670 2,708
DDTank 4,078 3,020 1,836
Wartune 3,121 1,508 818
Others 533 143 55

— Mobile games 826 1,341 3,400
DDTank® - - 3,049
Wartune Heroes® - 709 338
World of Wartune 826 632 14

Average MPUs® (unit in thousands)

— Web games 283 185 122
DDTank 103 80 58
Wartune 157 95 61
Others 23 10 3

— Mobile games 59 109 491
DDTank® - - 461
Wartune Heroes® - 52 28
World of Wartune® 59 57 3

ARPPU (RMB)®

— Web games 408 416 403
DDTank 176 190 203
Wartune 568 592 584
Others 357 543 590

— Mobile games 490 378 136
DDTank® - - 120
Wartune Heroes(® - 521 442
World of Wartune 490 311 349

Revenue (RMB in thousands)

— Web games 333,768 236,477 169,075
DDTank 52,757 48,815 46,116
Wartune 250,027 161,283 105,546
Others 30,984 26,379 17,413

— Mobile games® 10,934 109,070 219,854
DDTank® - - 154,327
Wartune Heroes(”) — 38,344 62,638
World of Wartune 10,934 70,726 2,181

(1)  The operating data for World of Wartune in 2015 refer to the data collected since its initial launch date in November
2015.

(2)  Average MAU s is the aggregate of the average MAUSs of each game of the respective game type for the respective year.
The average MAUs of a certain game of the respective game type for the respective year is computed as follows: the
aggregate of MAUs of such game for the respective year divided by the total number of applicable months in that year.

(3)  Average MPUs is the aggregate of the average MPUs of each game of the respective game type for the respective year.
The average MPUs of a certain game of the respective game type for the respective year is computed as follows: the
aggregate of MPUs of such game for the respective year divided by the total number of applicable months in that year.
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(4)  ARPPU is computed as follows: total revenue generated by the paying users for the respective game type for the
respective year divided by total number of paying users for the respective game type for the respective year.

(5)  The revenue of mobile games in 2017 includes the revenue from Crouching Tiger.

(6)  For the four months ended April 30, 2018, the average MAUs, average MPUs and ARPPU of DDTank (mobile) was
approximately 1,776,000, 102,000 and RMB138, respectively.

(7) Wartune Heroes was withdrawn in August 2017. After taking into consideration the (1) diminishing effect on user
acquisition and the promotional costs incurred in connection with the publishing arrangements and (2) revenue brought
in by the game in the foreseeable period after the end of its marketing campaign, we decided that it would not be cost
effective to continue its operation, as it was no longer commercially viable to continue the operation due to its low
volume of active users before its withdrawal. The withdrawal of Wartune Heroes was in line with the lifecycle of
similar card games within the same genre which typically ranges from six months to 12 months, according to the
iResearch Report.

The following table sets forth the data in respect of average MAUs and reflects the
movement of average MAUs during the Track Record Period.

Year Ended December 31,
2015 2016 2017
Average MAUs(® (unit in thousands) 8,559 6,012 6,109
Monthly average new registered users® (unit in thousands) 7,194 4,093 3,836
Loss of monthly average active users® (unit in thousands) 10,822 6,640 3,739

(1)  Average MAUs is the aggregate of the average MAUs of each game of the respective game type for the respective year.
The average MAUs of a certain game of the respective game type for the respective year is computed as follows: the
aggregate of MAUs of such game for the respective year divided by the total number of applicable months in that year.

(2)  The number of monthly average new registered users refers to the average number of individuals who register a new
account in each month during that period.

(3)  Loss of monthly average active users refers to the aggregate of monthly average new registered users in the current year
and the average MAUs in the preceding year minus the average MAUs in the current year.

During the Track Record Period, our operating data are generally in line with our
strategy to shift our focus from web games to mobile games. Our ARPPU in 2017 for
mobile games was affected by our launch of DDTank (mobile) in the same year as casual
shooting games tend to appeal to a broader user base but with less inclination for in-game
purchases. As advised by iResearch, our industry consultant, casual games (including
casual shooting games) usually have lower ARPPU than SRPG and other hard-core games
because of the designs of gameplay styles and payment systems, and such decrease in our
ARPPU in 2017 for mobile games was in line with the industry.

To monetize our broad and active user base, we seek to convert active users into
paying users and increase each paying user’s in-game spending. All our games are initially
free-to-play. Users may choose to enhance their gameplay experience by purchasing
in-game virtual items. Virtual items include items, avatars, skills, privileges or other
in-game consumables, features or functionalities. Through virtual items, users are able to
extend their play, enhance or personalize their game environments and accelerate their
progress in our games. All of our virtual items can be purchased conveniently and
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processed speedily through various payment options. The release of new editions with new
functions and improved game design and graphics stimulates user spending.

The creation, deployment and pricing of our virtual items also significantly impact
user monetization. We have accumulated a large amount of user data that shed light in what
kind of virtual items, offered at what time, in which scene and at what price, are most likely
to trigger purchasing. We price each virtual item in each local market based primarily on an
analysis of certain criteria, including the historical prices of similar virtual items offered in
other games or versions, the behavioral pattern of targeted users, prices of similar virtual
items offered in our competitors’ games, the benefits or advantage associated with the
virtual items, the level of demand for the virtual items, and the purchasing power of the
target markets. In particular, for different language versions targeting different markets, we
carefully formulate pricing strategies by evaluating the local purchasing power and
assessing prices ranges of virtual items in comparable games in local markets. We also
consult with our game publisher partners to leverage their insights into the market trends
and demands to better design and price the in-game virtual items we offer.

INTERNATIONAL FOOTPRINT

Among the early pioneers in China that ventured into the international arena with
Chinese-made online games, we have established a broad user base overseas over the years,
particularly in North America, Southeast Asia and Europe.

We seek to target users in different regional markets and we offer our games in
various language versions to attract users globally. As of the Latest Practicable Date, we
offered online games scripted in 21 languages, including simplified and traditional Chinese,
English and other major tongues. The following table sets forth the breakdown of active
user information of the largest language versions of our games measured by revenue for the
periods indicated:

Average DAUs Average MAUs
Language Version Year Ended December 31, Year Ended December 31,
2015 2016 2017 2015 2016 2017

(in thousands)

Simplified Chinese 465 360 719 3,677 3,042 3,880
Vietnamese 150 171 138 1,384 449 417
Traditional Chinese 35 22 103 144 92 361
Turkish 96 47 33 463 243 210
Portuguese 1 0 3 2 1 47
English 86 50 36 466 245 169
Spanish 170 98 55 1,155 342 157
Russian 67 39 23 493 166 138
Others 135 128 44 775 1,431 729
Total 1,205 915 1,153 8,559 6,011 6,108
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We consider our game localization capabilities an important driver of our overseas
success, which goes beyond language translations to incorporate significant cultural
nuances and norms. Our first web title, DDTank, currently has nine language versions,
including simplified and traditional Chinese, English, Vietnamese, Thai, Spanish,
Portuguese, Turkish and Russian. Our flagship web title, Wartune, currently has 20
language versions, including simplified and traditional Chinese, English, German, Italian,
Swedish, Greek, Arabic, Turkish and Spanish.

More importantly, we leverage our strong localization capabilities to structurally and
artistically modify our game offerings through other in-game features specifically designed
to meet the differentiated gameplay needs and preferences of users from diverse
geographical markets. For example, users in North America and Europe generally feel
distaste for rigid targets and time constraints on carrying out required gameplay activities
to progress through a game. We then re-designed the original game mechanics in order to
give them more flexibility in working out their own strategy to the endpoint while still
keeping the game engaging. In the Vietnamese version of DDTank, given that Vietnamese
users prefer cooperative games, we purposefully re-constructed the game metrics to make
the game much less confrontational than its original Chinese version, so that users could
have a laid-back and relaxing gameplay experience. In developing certain overseas versions
of our games, we would devote significant resources comparable to developing a new game.
For example, in June 2017, we designated a dedicated team to develop the overseas version
of DDTank, in addition to the existing project team that worked on the development of the
original Chinese version.

After releasing a game, we collect and act on the user feedback to improve the appeal
of our existing games. We also constantly monitor the gameplay data and analyze user
behavior to understand local demands in our user community, by leveraging our
comprehensive data analytics system, in order to make data-informed decisions to release
more well-tailored upgrades and new games in our target markets periodically.

We are also attentive to the cultural awareness of our users from different
geographical markets. We are dedicated to adding esthetic and cultural elements to our
games by incorporating localized in-game features to the liking of our local users, which
we believe would enrich their gameplay experiences. We believe that we have built a self-
refining localization process as we continue to release localized updates for and accumulate
experience from the expansion of our geographical reach and global user base and the
penetration into our target geographical markets.
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For example, we have imbedded various artworks of chickens into the Vietnamese
version of DDTank, in light of the traditional fondness for chickens in Vietnam, which
proved to be widely recognized by the local users and became an icon for this game. The
following are examples of such artworks.

As some cultures present information in different orientations than that in English-
speaking countries, in developing the Arabic version of Wartune, we reversed the
orientation of game interface and created mirroring user controls, tab locations and text to
accommodate the bidirectional nature of the Arabic language. The following is a screenshot
of the Arabic version of Wartune showing an interface with a reversed orientation.

In addition, to enhance visual gameplay effects, we typically tailor certain in-game
virtual items, such as avatar outfits and ornaments, to the user preferences and recognizable
customs in the regional markets. For example, we released virtual items such as Uncle
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Sam’s suit and white hair in our games published in the United States, kimono in Japan,
and Samba costumes in Brazil. The following images illustrate such iconic outfits.

We have established trusted collaborative relationship with a number of reputable
third-party game publishers in the overseas markets. During the Track Record Period, we
had dedicated our efforts to game development and we believe it is more cost-effective to
rely on the expertise and resources of the game publishers for localization and marketing in
the overseas markets through third-party publishing compared with self-publishing. As we
accumulate more experiences to operate games overseas, we plan to engage in self-
publishing of our games in certain regions of the overseas markets and enhance our
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collaboration with some of the major distribution platforms in the overseas markets. We
have authorized our game publisher partners to publish our games in over 100 countries and
regions. We provide technical assistance with installation and testing of game
functionalities and ongoing fixes and updates in connection with game operations, as
typically stipulated in the game distribution agreements with these game publishers. We are
also committed to providing our game publisher partners with other necessary support
throughout the marketing and promotion of our games in the local markets. For more details
about our business collaboration with our game publisher partners, see “— Game
Publishing.”

In addition, we adjust the pricing of certain virtual items offered to different regional
markets in accordance with differentiated consumption patterns and price ranges of virtual
items in comparable games in such local markets. For more details about our pricing
strategy, see “— Monetization and Pricing.”

OUR USERS AND CUSTOMER SERVICE
Our Users

We have established a broad and fast-growing global user base, particularly in China,
North America, Southeast Asia, and Europe, and we did not rely on any single user during
the Track Record Period. Our average DAUs were 1.2 million, 0.9 million and 1.2 million
in 2015, 2016 and 2017, respectively. Our average MAUs were 8.6 million, 6.0 million and
6.1 million in 2015, 2016 and 2017, respectively.

We offer our games on a free-to play basis and generate revenue from the in-game sale
of virtual items. The payments received for in-game purchases are generally non-
refundable. Our users are able to play and enjoy our games without spending money on
in-game purchases. Consistent with the industry norms, paying users only account for a
relatively small portion of our total users. We continuously seek to optimize in-game
merchandising designs to stimulate in-game spending and maximize monetization, without
compromising the overall gameplay experience we strive to offer all of our users, paid or
not. In 2015, 2016 and 2017, our average MPUs for online games were approximately
342,000, 294,000 and 613,000, respectively, representing 4.0%, 4.9% and 10.0% of the
average MAUs for the same periods, respectively.

Historically, our web games attracted the majority of our active users. In recent years,
we have strategically expanded our business focuses to develop mobile games and
H5 games. As of the Latest Practicable Date, we had developed and launched eight mobile
games and one H5 game, including the mobile remake of our flagship web title, DDTank.
As a result, the size of active user base of our mobile games experienced rapid growth in
2017. Our average MAUs for mobile games were approximately 826,000, 1,341,000 and
3,400,000 in 2015, 2016 and 2017, respectively.

Customer Service

We currently maintain a customer service team serving our users and supporting our
global operations. Users can reach our customer service team anytime through multiple
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channels, including by telephone, emails or via our in-game ticketing system. For Chinese
users, our customer team is also on several mainstream social networks in China, such as
Sina Weibo, the Chinese micro-blogging platform. Our customer service team also
maintains a few chat groups for each game via Tencent QQ, the leading instant messaging
service in China, to provide our users with instant services. We also screen certain words
according to the lists provided by the relevant government authorities and the illegal
content such as obscenity, gambling, superstition, illegal transactions and information that
threatens state security.

Upon receipt of complaints or inquiries from our players relating to functions and
features of our games, our customer service team will respond promptly and provide
detailed explanation and instruction to guide the players to solve their problems.
Complaints relating to in-game payments, delivery of virtual items, programming errors and
technical issues are reported to the relevant project team for handling.

We believe that outstanding customer service plays a significant role in retaining users
and differentiating us from other game developers. In serving our users, our customer
service team also collects valuable first-hand user experience and feedback, which has
helped us better understand user preference and demand and further enhance our games. As
of the Latest Practicable Date, we had not received any material complaints from our users
that resulted in material adverse effect on our business.

ONLINE GAME TECHNOLOGY AND PUBLISHING SOLUTIONS SERVICES AND
LICENSING

In addition to the revenue generated from our proprietary and licensed games, we have
also been seeking different avenues to capitalize on our game development capabilities and
offer sales of online game technology and publishing solutions services and IP licensing.

We offer online game technology and publishing solutions services to a few third-
party online game developers, covering game design, art design, animations, programming
and marketing consulting services, leveraging our cost-effective game development and
operational capabilities, specifically under the genres of casual shooting games and SRPGs.
The revenue generated from such services was RMB9.9 million, RMB43.7 million and
RMB46.6 million in 2015, 2016 and 2017, representing 2.6%, 10.8% and 10.5% of the total
revenue during the same periods, respectively.

Over the years, we have assembled valuable IP assets since we launched our first web
title, DDTank, in 2009. As part of our growth strategy, we have begun seeking
opportunities to better monetize our proprietary IPs under existing game portfolios. Since
2013, we have licensed our game IPs to a select group of third-party game developers to
develop or publish related games based on our IPs in specific geographical markets for an
agreed period. We are currently in collaboration of two third-party game developers for
such IP licensing arrangement which have worked with us for more than five years. The
revenue generated from our IP licensing was RMB21.0 million, RMB13.9 million and
RMB9.8 million in 2015, 2016 and 2017, representing 5.6%, 3.4% and 2.2% of the total
revenue during the same periods, respectively. We plan to collaborate with moviemakers,
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cartoon-makers and other third parties to explore the commercialization of our IPs through
the making of movies, cartoons and other forms of entertainment products. See
“— Business Strategies — Expand and Diversify Our Product and Service Offerings” for
details.

PROCUREMENT AND SUPPLIERS

We believe that we are in the upstream business in the online game industry as an
online game developer. Accordingly, our cost of revenue is lower compared to our
downstream partners. As a result, we consider our suppliers to be those business partners to
which we pay fees which are recorded as cost of revenue or expenses. Our suppliers
primarily consist of landlords of our office premises, advertising agencies, server
providers, third-party game companies, and data backup service providers.

Landlord of Our Office Premises

We entered into a long-term lease agreement to rent our office premises in Shenzhen.
For details, see “— Properties — Leased properties.”

Advertising Agencies

While we grew the majority of our user base organically, we also seek to expand our
user base through marketing campaigns in collaboration with advertising agencies. We
typically enter into one-year framework agreement with our advertising agencies.

Server Providers

We operate online games through, and store our users’ data, on servers leased from
third parties. We choose our server providers based on a variety of factors, including R&D
capabilities, service system and quality, history of cooperation, brand name and price. We
select the servers through our highly-trained professional engineers after rigorous testing to
guarantee capacity and quality.

Third-party Game Companies

We collaborate with third-party game companies for R&D services associated with
game development, taking advantage of their expertise in certain genres of games, typically
when our in-house game development projects are under considerable time constraints.

Data Backup Service Providers

We collect and store a large amount of user data, including identification information
and in-game behavioral data. We value the privacy of our users and securities of their
information and have implemented a strict internal user data security management policy
and to protect our users’ confidential information. We adopt cloud backup technology to
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back up our core business database daily. We receive data back-up services with third
parties for the foregoing purposes.

Top Suppliers

As of December 31, 2017, we had maintained business relationship with our five
largest suppliers, including our landlord of office premises, advertising agencies, server
providers, third-party game companies, and data backup service providers, for one to 10
years. Our payment terms typically range from 15 to 60 days for advertising agencies, from
30 to 60 days for server providers, from 30 to 60 days for third-party game companies, and
from 30 to 60 days for data backup service providers. For 2015, 2016 and 2017, our five
largest suppliers contributed a total of 88.0%, 47.0% and 57.6%, respectively, of the total
cost of procurement from our suppliers for the same periods, respectively. For 2015, 2016
and 2017, our largest supplier contributed 70.2%, 12.9% and 26.8% of the total cost of
procurement from our suppliers for the same periods, respectively.

During the Track Record Period, three of our top suppliers are also our customers,
contributing to 1.9%, 14.0% and 5.3% of our total cost of procurement from our suppliers
for providing cloud server, promotion and advertising services in 2015, 2016 and 2017 and
2.0%, 5.0% and 34.7% of our revenue for publishing our games in 2015, 2016 and 2017,
respectively. As these business partners are technology companies in China which engages
in both upstream and downstream businesses in the online game industry, our Directors
believes it is industry norm for any game development companies to have similar
arrangements with such business partners. The gross profit derived from such business
partners in 2015, 2016 and 2017 amounted to RMBS5.0 million, RMB7.2 million and
RMB131.0 million, respectively.

As of the Latest Practicable Date, our executive Director Mr. Meng held a 18.1%
interest in Chengdu Peng Wan, a company principally engaged in online game development
and operation and one of our top five suppliers in 2015. Other than Chengdu Peng Wan, all
of our suppliers are independent third parties, and none of our Directors, their close
associates or any Shareholders (which to the knowledge of our Directors owns more than
5.0% of our Shares) has any interest in any of our five largest suppliers during the Track
Record Period.
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The following table sets forth certain information of our major suppliers during the
Track Record Period.

Approximate
Transaction % of total cost of length of
Supplier amount procurement relationship Principal business
RMB in millions % Years
2017
Supplier A 20.3 26.8% 1 Advertising
Supplier B 9.4 12.4% 2 Advertising
Supplier C 8.1 10.7% 4 Landlord of our office
premises
Supplier D 34 4.5% 1 Advertising
Supplier E 2.5 3.2% 2 Game development
Total 43.7 57.6%
2016
Supplier C 11.4 12.9% 4 Landlord of our office
premises
Supplier B 11.3 12.7% 2 Advertising
Supplier F 9.4 10.6% 1 Advertising
Supplier G 4.9 5.5% 1 Advertising
Supplier H 4.7 5.3% 1 Advertising
Total 41.7 47.0%
2015
Supplier I 97.2 70.2% 3 Game development
Supplier C 10.5 7.6% 4 Landlord of our office
premises
Supplier J 8.4 6.1% 10 Server rental
Chengdu Peng Wan 3.1 2.2% 4 Game development and
operation
Supplier K 2.6 1.9% 6 Cloud server and
(Same as Customer A) promotion
Total 121.8 88.0%

Our transactions with the largest supplier in 2015 primarily consisted of the provision
of technology services from Changyou to Shenzhen 7Road, which was terminated following
our spin-off from Changyou in May 2015. See “Financial Information — Principal Profit or
Loss Components — Research and Development Expenses” for details.

HISTORICAL BUSINESS ACTIVITIES IN COUNTRIES SUBJECT TO INTERNATIONAL
SANCTIONS

The United States and other jurisdictions or organizations, including the European
Union, the United Nations and Australia, have comprehensive or broad economic sanctions

targeting Sanctioned Countries, or against industry sectors, groups of companies or
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persons, and/or organizations within such countries. Our users are located in more than
100 countries and regions, including among others the Relevant Countries where certain
International Sanctions are in place. During the Track Record Period, we entered into
agreements with game publisher partners, which were located in, among others, Cyprus and
Russia to publish different language versions of our games to users in the Relevant
Countries. For the years ended December 31, 2015, 2016 and 2017, based on accounting
records, invoices from our game publishers and other data we collected, our estimated
revenue derived from our games published in the Relevant Countries was RMB1.9 million,
RMBO0.9 million and RMBO0.8 million, representing 0.49%, 0.23% and 0.17% of our
revenue during the same periods, respectively. As advised by our International Sanctions
Legal Advisors, our Group’s business activities in the Relevant Countries during the Track
Record Period do not appear to implicate any restrictions under applicable International
Sanctions. This assessment was provided after the following steps were completed:

(a) reviewing documents provided by us about us, our business operations, marketing
efforts, revenues, sales contracts, customer lists, subsidiaries, branches, sales
offices and representatives, ownership structure and management;

(b) reviewing the list of game publisher partners by whom the sales to the Relevant
Countries were made during the Track Record Period against the lists of persons
and organizations subject to International Sanctions, and confirming that none of
these publishers is on such lists; and

(c¢) receiving written confirmation from us that except as otherwise disclosed in this
prospectus, neither our Group nor any of our affiliates (including any
representative office, branch, subsidiary or other entity which forms part of our
Group) conducted during the Track Record Period any business dealings in or
with any other countries or persons that are subject to International Sanctions.

Further, given the scope of our Global Offering and the expected use of proceeds as
set out in this prospectus, our International Sanctions Legal Advisors are of the view that
the involvement by parties in the Global Offering will not implicate any applicable
International Sanctions on such parties, including our Company, our Company’s investors,
shareholders, the Stock Exchange and its listing committee and group companies, or any
person involved in the Global Offering and accordingly, the sanctions risk exposure to our
Company, its investors and shareholders, and persons who might, directly or indirectly, be
involved in permitting the listing, trading and clearing of our Company’s shares (including
the Stock Exchange, its listing committee and related group companies) is very low.

Our Directors confirm that we have not been notified of that any International
Sanctions will be imposed on us for our sales through distributors to the Countries subject
to International Sanctions during the Track Record Period. None of the counterparties are
specifically identified on the Specially Designated Nationals and Blocked Persons by
OFAC or other restricted parties lists maintained by the European Union, Australia and the
United Nations and therefore would not be deemed as sanctioned targets. Such sales
through distributors do not involve industries or sectors that are currently subject to
International Sanctions and therefore are not deemed to be prohibited activities under the
relevant International Sanctions.
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We intend to continue to publish through distributors our games to end-users with
Countries subject to International Sanctions after the Listing with strict compliance with
our internal control procedures as described below, although our Directors do not expect
any material increase in our Group’s sales to these countries.

Our Directors and the Joint Sponsors, based on the advice from our International
Sanctions Legal Advisors as highlighted above, are of the view that the risk of sanctions
violations as a result of our Group’s sales through game publishers to the Relevant
Countries during the Track Record is remote.

Our Undertakings and Internal Control Procedures

We have undertaken to the Stock Exchange that, after the Listing, (1) we will not use
the proceeds from the Global Offering, as well as any other funds raised through the Stock
Exchange, whether directly or indirectly, to finance or facilitate any activities or businesses
with, or for the benefit of, the Countries subject to International Sanctions or Sanctioned
Persons where this would be in breach of International Sanctions, (2) we will not enter into
any sanctionable transactions that would expose our Group, the Stock Exchange, HKSCC,
HKSCC Nominees or our Shareholders to any risk of being sanctioned, and (3) we will
make timely disclosure on the Stock Exchange’s website and our own website if we should
believe that any of our business would put our Group or our Shareholders at risk of being
sanctioned and in our annual reports or interim reports our efforts on monitoring our
business exposure to sanctions risks and our business intention relating to the Countries
subject to International Sanctions.

We will continue to monitor and evaluate our business and take measures to protect
the interests of our Group and our Shareholders. The following measures have been fully
implemented as at the Latest Practicable Date to ensure compliance with the
abovementioned undertakings.

* we would evaluate sanctions risks prior to the determination of whether we
should embark on any business opportunity in the Countries subject to
International Sanctions and/or with Sanctioned Persons. According to our
internal control procedures, our international controls department must review
and approve all relevant business transaction documents from users or potential
users from Countries subject to International Sanctions and Sanctioned Persons.
We also have designated staff who are responsible for evaluating any sanctions
risks in our overseas operations. All of our designated staff are required to have
legal backgrounds and relevant experience. The designated staff will review
information relating to the counterparty of the contract (such as its identity,
shareholdings and the nature of the business) along with the draft business
transaction documentation. The designated staff will also check the counterparty
against the various lists of restricted parties and countries maintained by the
United States, the European Union, Australia or the United Nations, including,
without limitation, any government, individual or entity that is the subject of any
OFAC-administered sanctions which lists are publicly available, and determine
whether the counterparty is, or is owned or controlled by, and/or is financing or
facilitating, a person located in any of the Countries subject to International
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Sanctions or a Sanctioned Person. If any potential sanctions risk is identified, we
will seek advice from external international legal advisors with the necessary
expertise;

* if necessary, external international legal advisors will provide training programs
relating to the International Sanctions laws to our Directors, our senior
management, our legal team and other relevant personnel to assist them in
evaluating the potential sanctions risks in our daily operations. Our external
international legal advisors will provide the current list of Countries subject to
International Sanctions and Sanctioned Persons and entities to our legal team,
which will in turn disseminate such information to our employees; and

e regarding our game publisher customers, we will use our best efforts to ensure in
the future that our game publishers shall warrant to us, either in our contracts
with such game publishers, or through their delivery of an annual certification to
us, that they are complying with the International Sanctions laws in the course of
publishing our games.

With regard to the internal control measures set out above, and subject to the full
implementation and enforcement of these measures, the Joint Sponsors are of the view that
these measures provide a reasonably adequate and effective framework to assist our
Company in identifying and monitoring any material risk relating to International Sanctions
laws. Our Directors are also of the view that these measures will provide an adequate and
effective framework to assist us in identifying and monitoring any material risk relating to
International Sanctions laws so as to protect the interests of our Shareholders and us.

OUR TECHNOLOGY INFRASTRUCTURE

We have built a proprietary technology platform with robust data analytics capabilities
that integrates and tracks our business operations, which have also significantly contributed
to our success. We currently have a technical support team located in Shenzhen, China, to
maintain the stability of our current technology infrastructure and fix any technical issues
when they arise.

Multi-Dimensional Data Analysis Engine

We process large volumes of data related to gameplay and related activities. Our
proprietary multi-dimensional data analysis engine collates and structure our data in a
variety of ways so it can be used for ad-hoc analysis, real time in-line analysis and
standardized reports. Our data analytics system constantly tracks and analyzes users’
gameplay data. In addition, we feed the gameplay data collected from our third-party game
publisher partners to our data analytics system. Through these efforts, we are able to gain
invaluable insights into our users’ needs, preference and purchasing patterns, and to make
data-informed decisions.

Large Server Infrastructure and Network-based Caches

Our diversified online game portfolio and large global player base are supported by a
stable and powerful network infrastructure. All of our games featuring real-time
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interaction, which require our server network to respond promptly with low latency. As of
the Latest Practicable Date, we owned and leased a number of servers hosted in China. We
believe that our current network facilities provide us with sufficient capacity to carry out
our current operations and are able to be expanded to meet additional capacity needs
relatively quickly and with minimum incremental cost.

Data Center Service

The servers used in our game operation are hosted in data centers in different
geographic regions in China. The data centers in our network are owned and maintained for
us by data center service providers. We typically enter into leasing and hosting service
agreements with data center service providers that are renewable annually. The data center
service providers are responsible for providing server hosting space with stable power
supply, IP addresses, broadband Internet connection facilities and firewall monitoring
services that can meet our requirements. The data center service providers are also
responsible for the technical consulting and supporting services on a 24/7 basis. We are
obliged to pay service fees subject to the terms of the leasing and hosting service
agreements. We are responsible for the content and information stored and published on the
servers and the data center service providers and the server service providers are entitled to
terminate the agreements with us if we are found in the violation of the relevant laws and
regulations.

RESEARCH AND DEVELOPMENT

We are committed to investing in our in-house R&D capabilities in a cost-effective
manner. We strategically focus on (1) developing new mobile games and H5 games and
new editions and upgrades of our existing games, (2) upgrading our cross-platform
technology and our multi-dimensional data analysis engine, and (3) investing in creative
game projects promoted by our employees. As our R&D team has accumulated extensive
experience from the 14 proprietary online games launched to date, we believe that we have
built a scalable game development process, which allows us to minimize the duplication of
development efforts by sharing popular new features developed in one game among all new
games and utilizing a common code base comprising successful game functionalities and
virtual merchandising designs.

Headed by Mr. HU Min, our chief production officer, our R&D team consisted of 262
employees, who had an average of over five years of experience in the internet industry and
had been with us for an average of three years. Despite the implementation of our cost
control measure to optimize the workforce structure during the Track Record Period, the
average salaries per month for the members of our R&D team increased from RMB12,000
in 2015 to RMB13,000 in 2016 and RMB15,000 in 2017, a testament to our commitment to
continuously enhance our research and development capabilities.

Our R&D expenses were RMB149.5 million, RMB90.7 million and RMB92.5 million
in 2015, 2016 and 2017, respectively, accounting for 39.8%, 22.5% and 20.8% of our
revenue during the same periods, respectively.
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SALES AND MARKETING

We implement different marketing and promotional measures to market and promote
our online games, including social networks, online App marketplaces, and online game
portals. We design different marketing activities tailored for each type of games.

These activities include:

e In-game marketing. We organize user tournaments, in-game battles, leaderboard
rankings and other user activities. We reward users with top gameplay
performance by inviting them to special events organized by us. We also cross-
promote our games by presenting targeted game recommendations to our existing
users based on their interests and profiles.

*  Offline and online marketing. We promote our game through offline
advertisements and at trade shows and industry events. We also present our
games on various social media to further build our brand awareness.

o Celebrity or event-driven marketing. We develop and launch special editions for
our games for celebrities or special occasions such as on our anniversaries and
local festivals. We also invite celebrities to represent our certain games.

EMPLOYEES

As of December 31, 2017, we had 341 full-time employees, all based in Shenzhen,
China. The following table set forth the number of our employees by function as of
December 31, 2017:

Number of
Function Employees % of Total
Research and development 289 84.7
— Game development 262 76.8
— Game operation 27 7.9
Marketing and sales 7 2.1
General and administration 45 13.2
Total 341 100.0%

We believe that we owe much of our success to our people. Therefore, we strive to
build and maintain a strong workforce. We recruit our employees based on a number of
criteria, including their work experience, educational background and our vacancies, and
provide our employees with regular on-the-job education, training and other opportunities
to improve their skill sets. In compliance with the relevant PRC labor law, we enter into
individual employment contracts with our employees. These contracts cover matters such as
compensation, working hour, employee benefit, workplace safety, confidentiality
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obligations and grounds for termination. We set performance targets for our employees
based on their roles and regularly review their performance. The results of such reviews are
used in their salary determinations, discretionary bonus awards and promotion appraisals.

As required by PRC laws, we participate in various employee benefit plans that are
organized by municipal and provincial governments, including basic pension insurance,
unemployment insurance, basic medical insurance, occupational injury insurance, maternity
leave insurance, and to housing accumulation funds. We are required under PRC law to
make contributions to the employee benefit plans at specified percentages of the salaries,
bonuses and certain allowances of our employees, up to a maximum amount specified by
the local government from time to time.

We believe that we have maintained a good working relationship with our employees.
We did not have any labor union, nor did our employees negotiate their terms of
employment through any labor union or by way of collective bargaining agreements during
the Track Record Period. We did not experience any significant labor disputes or any
difficulty in recruiting staff for our operations during the same period.

COMPETITION

We are a China-based online game developer with integrated publishing capabilities.
The online game industry in which we operate is highly competitive, characterized by the
frequent introduction of new products and services, limited product lifecycles, evolving
industry standards, rapid adoption of technological and product advancements, as well as
price sensitivity on the part of users. We compete with other online game developers on our
abilities to develop highly engaging online games and localize game features, expand the
lifecycle of online games, assemble and exploit game IPs, retain and expand paying user
bases, continuously enhance user experience, maintain brand awareness and reputation, and
forge trusted relationships with major game publisher partners. We believe that we compete
effectively on these factors, leveraging our in-depth understanding of the target markets,
extensive industry experience, and proprietary technical know-how. In addition, we
consider our established global presence another competitive advantage over other online
game developers who rely on a single country to generate revenue.

We compete principally with online game developers and operators in both the PRC
market and our major overseas markets. In addition, game publishers, including our
business partners, may also build their own development capabilities, leveraging their
experience and market position in game publishing. Moreover, we compete more broadly
with providers of other forms of entertainment on the Internet or mobile devices, such as
social network services and video and music streaming services.

Some of our existing and potential competitors have significantly greater financial,
technological and marketing resources, a larger user base, stronger relationships with
industry participants and a larger and more diverse portfolio of online games, greater
development experience and resources than we do. For a discussion of risks relating to
competition, see “Risk Factors — Risks Relating to Our Business and Our Industry — We
may be challenged with increasingly intense competition, and the barriers to enter the
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online game industry are low. Both factors disfavor our market position and would
materially and adversely affect our results of operations.” and “Risk Factors — Risks
Relating to Our Business and Our Industry — We are faced with competition from a
broader entertainment industry. Our existing and prospective users may be attracted to
competing forms of entertainment such as television, movies and sports, social network
services, as well as other recreational options on the Internet.”

INTELLECTUAL PROPERTIES

We regard our proprietary domain names, copyrights, trademarks, trade secrets and
other intellectual property highly important to our business operations. We had 56
registered domain names as at the Latest Practicable Date, including 7road.com and
dandantang.com. We rely on a combination of patents, copyrights, trademarks and trade
secret laws to protect our intellectual properties. As of the Latest Practicable Date, we had
registered 196 copyrights of art works, 116 copyrights of software, 211 trademarks and
nine patent rights in China as well as 136 trademarks in overseas jurisdictions, including
Taiwan, Hong Kong, Macau, and the United States and three copyrights of software in the
uUs.

As of the Latest Practicable Date, we had (1) eight pending trademark applications in
China, (2) 24 pending trademark applications in overseas jurisdictions, including
Hong Kong, Macau, and the United States, and (3) three pending patent applications in
China. As our trade names, brands and trademarks are becoming more recognized in China
and overseas markets, we expect to devote additional resources to enhance the protection of
our trademarks and register our trademarks and other intellectual properties in overseas
markets where we offer our games. Most of our intellectual properties are owned by 7Road
Shenzhen for the purpose of maintaining and renewing its operating license as required by
relevant PRC government authorities. See “Appendix IV — Statutory and General
Information — B. Further Information about Our Business — 2. Intellectual Property
Rights” for detailed information for our intellectual properties.

We also have obtained intellectual property rights from third parties in the form of
software code, patented technology and trade secrets.

To the best knowledge of our Directors, we had not been subject to any material
dispute, claims for infringement upon third parties’ trademarks, licenses and other
intellectual property rights, as of the Latest Practicable Date.

We have adopted various measures to protect our intellectual property rights, such as
placing IP protection terms in our standard agreements with business partners and entering
into confidentiality agreements with our key employees. While we actively take steps to
protect our intellectual property rights, circumstances beyond our control could pose a
threat to our intellectual property rights. Measures we have taken may not be adequate to
prevent the infringement or misappropriation of our intellectual property. Also, we cannot
be certain that our games and services do not or will not infringe valid patents, copyrights
or other intellectual property rights held by third parties. We may be subject to legal
proceedings and claims from time to time relating to the intellectual property of others. See
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discussion in “Risk Factors — Risks Relating to Our Business and Industry — We cannot
be certain that our business operations do not or will not infringe on any patents, valid
copyrights or other intellectual property rights held by third parties. We may incur
significant legal expenses in case of third parties’ claims.” and “Risk Factors — Risks
Relating to Our Business and Industry — Our business and reputation may be adversely
affected by unauthorized use of our IPs.”

PROPERTIES

Our principle executive offices are located in Shenzhen, Guangdong province, China.
These properties are used for non-property activities as defined under Rule 5.01(2) of the
Listing Rules. They mainly include premises for our office space and research and
development center.

Owned Properties

As of Latest Practicable Date, we own one property in Shenzhen, China with a gross
floor area of 1,603.6 square meters in Shenzhen, China, currently under renovation and will
be used as a game development studio to support our business operations. We have
obtained all relevant properties title certificates and the building ownership certificates for
the property. According to Chapter 5 of the Listing Rules and section 6(2) of the
Companies Ordinance (Exemption of Companies and Prospectuses from Compliance with
Provisions) Notice, this prospectus is exempted from compliance with the requirements of
section 342(1)(b) of the Companies Ordinance in relation to paragraph 34(2) of the Third
Schedule to the Companies Ordinance which require a valuation report with respect to all
our Group’s interests in land or buildings, for the reason that, as of December 31, 2017,
none of the properties held or leased by us had a carrying amount of 15% or more of our
combined total assets.

Leased Properties

As of Latest Practicable Date, we had entered into certain lease agreements with
independent third parties in China with an aggregate leased area of approximately 4,700
square meters. The properties we leased are primarily used for our office space and staff
dormitory. Our lease agreements have a term ranging from one year to five years. Except
for our leased properties used as staff dormitory with an aggregate area of approximately
800 square meters, all the lessors have provided property ownership certificates to us
certifying that they have the right to lease such properties. Our PRC legal advisors advise
us that all of our leases are valid and legally binding. If any disputes arises due to the title
defects of the above-mentioned properties, we may have to relocate our staff dormitory but
our business, financial condition, results of operations and prospects would not be
materially affected as the estimated expenses for such relocation would be minimal.

Non-registration

All of our lease agreements have not been registered with the relevant administrative
authorities. We have been advised by our PRC legal advisors that the non-registration of
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lease agreements will not affect their validity, but competent administrative authorities may
order parties to the lease agreements to complete the registration within a certain time limit
and impose a fine ranging from RMB1,000 to RMB10,000 if the relevant parties fail to do
so. As such, we are entitled to use the properties according to the lease agreements. Our
Directors confirm that our business, financial condition, results of operations and prospects
would not be materially affected by any potential fines or penalties that may be imposed by
the administrative authorities for non-registration of the lease agreements.

INSURANCE

We do not maintain any insurance policies covering technology infrastructure for
losses due to fire, earthquake, flood or any other disaster. We do not maintain business
liability or interruption insurance, which, based on public available information available to
us relating to online game companies based in China, is in line with customary industry
practice in China. Any uninsured occurrence of business disruption, litigation or natural
disaster, or significant damages to our uninsured equipment or facilities could have a
material adverse effect on our results of operations. See “Risk Factors — Risks Relating to
Our Business and Industry — Our lack of insurance could expose us to significant costs and
business disruption.”

ENVIRONMENTAL, HEALTH AND WORKPLACE SAFETY COMPLIANCE

As an online game developer and operator, we do not believe that we are subject to
any significant environmental, health and workplace safety regulation in any jurisdiction in
which we conduct business. As a result, we did not incur environmental, health and
workplace safety compliance cost during the Track Record Period and we expect our future
annual costs in relation to environmental, health and workplace safety compliance to be nil
or immaterial.

LICENSES, PERMITS AND APPROVALS

Game Operations in China

As advised by our PRC legal advisors, we have obtained all licenses permits and
approvals which are material for our business operations in the PRC, including the ICP
L