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SUMMARY

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

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

OVERVIEW

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

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

We have a diverse portfolio of games across different genres. As of September 30, 2019, we
operated 42 online games, comprising many popular games of major game genres such as RPG
(Ragnarok M and Shen Xian Dao (HD) (f{lli%# &% & # i), CCG (Girls’ Frontline (“> & Hi#)), SLG
(Heng Sao Qian Jun (### 7)) and battle arena game (Sausage Man (%5 k¥)). In 2016, 2017, 2018
and the nine months ended September 30, 2019, the average MAUs of our online games were 1.9
million, 3.7 million, 8.8 million and 19.2 million, respectively. As of September 30, 2019, we also
operated 12 pay-to-play premium games, such as ICEY (3#) and Muse Dash (it }l). We believe
that premium games further enrich our game portfolio and enhance our brand recognition among core
gamers. As of September 30, 2019, our game pipeline included 11 online games and seven premium
games which we expect to release by 2020.

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

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

To help gamers discover attractive games and share gameplay experiences, we co-founded
TapTap in 2016 through our investment in Yiwan. In 2016, 2017, 2018 and the nine months ended

-1-
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September 30, 2019, TapTap mobile app had average MAUs of 0.9 million, 10.2 million, 15.0 million
and 17.0 million, respectively. According to Frost & Sullivan, as of May 31, 2019, over 84% of
TapTap’s users were born after 1990, who grew up with improved living standards and better
education and are typically internet savvy and more willing to spend on games. According to the same
source, we have a large number of experienced gamers on TapTap who are willing to actively share
their gameplay experience and TapTap’s game ratings have become the most authoritative reference
standards in the mobile game industry in China. TapTap has not only created a vibrant and engaging
mobile game community that attracts and retains gamers, but also serves as a powerful distribution,
testing and evaluation platform for game developers, which further enables us to monetize our user
base. With the free-to-distribute policy for game developers in respect of distributing free-to-play
games and efficient internal game review procedures, TapTap enables game developers to
conveniently distribute their games on TapTap for download or testing. In addition, by feeding gamers
with personalized contents, TapTap helps developers promote their games through target marketing.
As of September 30, 2019, we attracted over 10,000 game developers who registered with TapTap and
made available over 6,500 mobile games for gamers to download and news information on over 41,000
games.

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

We grew rapidly during the Track Record Period. In 2016, 2017, 2018 and the five months
ended May 31, 2019, our revenue was RMB765.5 million, RMB1,344.4 million, RMB1,887.1 million
and RMB1,033.0 million, respectively, and our profit for the year/period was RMB23.4 million,
RMB120.5 million, RMB352.7 million and RMB267.5 million, respectively. We develop, publish and
operate games and generate game operating revenue, and provide online marketing services on TapTap
and generate information service revenue. See “Business—Our Revenue Model.”
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In 2016, 2017, 2018 and the five months ended May 31, 2019, our top five online games for
each period contributed to 90.9%, 83.1%, 75.6% and 81.6% of our game operating revenue,
respectively, and 89.6%, 77.5%, 63.7% and 67.4% of our revenue for the same period, respectively.
See “Business—Our Online Game—Game Performance.”

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

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

Expiration Revenue
date of recognition
Operating  licensing method
Title Source Launch Date Genre Markets  agreement Our role applied
ICEY (XA) oo Licensed November 2016 ARPG China and 2024 to Principal Gross
overseas  2027M
Muse Dash (Wi#ithfl) .. Licensed June 2018 Music Game China and June 2021 Principal Gross
overseas
To the Moon (£ ¥k) ... Self-developed May 2017 RPG Chinaand — Principal Gross
overseas
Heimdallr (2 #) ... Self-developed July 2018 RPG Chinaand — Principal Gross
overseas
The Swords (4l ... .. Licensed February 2016 ~ Casual Game China November Principal Gross
2021

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

2019:
Expected Launch Expected Launch

Title Source Date Genre Markets
The Furious Yama (K T/ BL) Licensed 20d half 2019 RPG South Korea
#COMPASS (I RHRAFAT R 55) Licensed 2nd half 2019 MOBA China
KarDia tou Abel (7 A2 ) Licensed 1st half 2020 RPG Japan
Arknights (B H 5 /) Licensed Ist half 2020 CCG Hong Kong, Macau and

Taiwan
Another Eden: The Cat Beyond Licensed 2nd half 2020 RPG China
Time and Space (73 —fffffi) : RG22
FAI5i)
Caravan Stories (iR1T4)%5 Licensed 2nd half 2020 RPG China and South Korea
Fantasy World (Fl#8 1t %) Self-developed 2nd half 2020 Simulation China
Vitality Idol IT (GG B 15 72) Self-developed 2nd half 2020 Simulation China
Project A Self-developed 2nd half 2020 CCG China
Project B Self-developed 2nd half 2020 MMORPG China
Project C Self-developed 2nd half 2020 Placement game China

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

KEY OPERATING DATA

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

Five months  Nine months

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

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

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

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

The increases in average MAUs of our online games during 2016, 2017 and 2018 are primarily
attributable to: (i) the launch of Ragnarok M in China in 2017 and in some overseas markets in 2018;
and (ii) the popularity of Sausage Man (&5 Jk#}) launched in 2018. The average MAUs of our online
games further increased to 18.0 million in the five months ended May 31, 2019 compared to 8.8
million in 2018, primarily attributable to (i) the average MAUs of Sausage Man (% /5JK¥f) continued
to grow in the five months ended May 31, 2019; and (ii) the successive launch of Ragnarok M in
several overseas markets and the growth of its average MAUs in China in the five months ended May
31, 2019. See “Business—Our Online Games—Game Performance.” The average MPUs of our online
games increased during the Track Record Period, primarily due to the launch of Ragnarok M in China
in 2017 and in various overseas markets in 2018 and the five months ended May 31, 2019 and the
monetization of Sausage Man (F5UK#) since February 2019. The ARPPU of our online games
increased in 2017 compared to 2016, primarily due to the launch of several games with higher
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ARPPUs in 2017. The ARPPU of our online games decreased in 2018 compared to 2017, primarily
due to the increase of the proportion of game operating revenue from Ragnarok M in overseas market
in 2018, for which our revenue represents a certain percentage of gross billings. The ARPPU of our
online games further decreased in the five months ended May 31, 2019 because the ARPPU of Sausage
Man (F5UK#) is relative low at the start of its monetization. See “Financial Information—Principal
Components of Combined Statement of Comprehensive Income—Revenue—Games.”

BUSINESS FLOW OF GAME OPERATING BUSINESS

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

In-house development —»
Game development
Commissioned Game publishing and
development T operating

Game Licensing >

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

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

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

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

OUR REVENUE SHARING ARRANGEMENT

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

OUR SUPPLIERS

Our major suppliers include game developers and distribution platforms. As of May 31, 2019,
we had maintained business relationship with our five largest suppliers for at least three years. For
2016, 2017, 2018 and the five months ended May 31, 2019, purchase from our five largest suppliers
amounted to a total of approximately RMB212.3 million, RMB 393.4 million, RMB341.0 million and
RMB151.3 million, respectively, accounting for approximately 50.0%, 53.1%, 44.0% and 44.3% of
our cost of revenue for the same periods respectively. See “Business—Our Suppliers.”
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OUR STRENGTHS

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

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

OUR STRATEGIES

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

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

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

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

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

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

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

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

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

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

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

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

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

WFOE @ Registered
(PRC) | Sharcholders®
4
| o 100%
E v A
X.D. Network

” denotes legal and beneficial ownership in the equity interest

__________ ” denotes the Contractual Arrangements

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

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

(3) Xindong Holding Co., Ltd. (LEi#5ERAFR/AA]), Shanghai Jiexin Investment Management Par