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The publication of this Post Hearing Information Pack is required by The Stock Exchange of Hong Kong Limited
(the “Stock Exchange”) and the Securities and Futures Commission (the “Commission”) solely for the purpose of
providing information to the public in Hong Kong.

This Post Hearing Information Pack is in draft form. The information contained in it is incomplete and is subject to
change which can be material. By viewing this document, you acknowledge, accept and agree with the Company,
its sole sponsor, advisors or members of the underwriting syndicate that:
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this document is only for the purpose of providing information about the Company to the public in Hong
Kong and not for any other purposes. No investment decision should be based on the information contained
in this document;

the publication of this document or supplemental, revised or replacement pages on the Stock Exchange’s
website does not give rise to any obligation of the Company, its sole sponsor, advisors or members of the
underwriting syndicate to proceed with an offering in Hong Kong or any other jurisdiction. There is no
assurance that the Company will proceed with the offering;

the contents of this document or supplemental, revised or replacement pages may or may not be replicated in
full or in part in the actual final listing document;

the Post Hearing Information Pack is not the final listing document and may be updated or revised by the
Company from time to time in accordance with the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited;

the Post Hearing Information Pack does not constitute a prospectus, offering circular, notice, circular,
brochure or advertisement offering to sell any securities to the public in any jurisdiction, nor is it an
invitation to the public to make offers to subscribe for or purchase any securities, nor is it calculated to
invite offers by the public to subscribe for or purchase any securities;

this document must not be regarded as an inducement to subscribe for or purchase any securities, and no
such inducement is intended;

neither the Company nor any of its affiliates, its sole sponsor, advisors or members of its underwriting
syndicate is offering, or is soliciting offers to buy, any securities in any jurisdiction through the publication
of this document;

no application for the securities mentioned in this document should be made by any person nor would such
application be accepted;

the Company has not and will not register the securities referred to in this Post Hearing Information Pack
under the United States Securities Act of 1933, as amended, or any state securities laws of the United States;

as there may be legal restrictions on the distribution of this Post Hearing Information Pack or dissemination
of any information contained in this document, you agree to inform yourself about and observe any such
restrictions applicable to you; and

the application to which this document relates has not been approved for listing and the Stock Exchange and
the Commission may accept, return or reject the application for the subject public offering and/or listing.

If an offer or an invitation is made to the public in Hong Kong in due course, prospective investors are
reminded to make their investment decisions solely based on the Company’s prospectus registered with the
Registrar of Companies in Hong Kong, copies of which will be distributed to the public during the offer
period.
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SUMMARY

This summary aims to give you an overview of the information contained in this
document and is qualified in its entirety by, and should be read in conjunction with, the more
detailed information and financial information appearing elsewhere in this document. As this
is a summary, it does not contain all the information that may be important to you and we
urge you to read the entire document carefully before making your investment decision.
There are risks associated with any investment. Some of the particular risks in investing in
the [REDACTED] are set out in the section headed “Risk Factors” in this document. You
should read that section carefully before you decide to invest in the [REDACTED].

OVERVIEW

We provide AR/VR content and services in China, and in particular, the provision of AR/VR
marketing services to advertising customers was our largest revenue contributor during the Track
Record Period. According to iResearch, we ranked the first in terms of revenue in the AR/VR
content and services market in China, amounting to 2.6% of the market share in 2021. We also
ranked the first in terms of revenue in the AR/VR services market in China, which is a part of the
AR/VR content and services market, reaching 13.5% of the market share in 2021. According to
iResearch, the AR/VR content and services market size in terms of revenue in China was RMB21.7
billion in 2021 and is expected to increase from RMB35.7 billion in 2022 to RMB130.2 billion in
2026 at a CAGR of 38.2%.

We started shifting our business focus from games business to AR/VR content and services
businesses in April 2017 and completed the transition in May 2019. Notwithstanding our limited
operating history in the AR/VR content and services businesses, through accumulation of
experiences and know-hows, we have created a business providing a variety of services in
connection with AR/VR, mainly including (i) AR/VR marketing services, (ii) AR/VR content, (iii)
AR/VR SaaS and (iv) IP business:

(i) AR/VR marketing services. AR/VR marketing services business is currently our
primary source of revenue. The business model of our AR/VR marketing services
business is “we develop and we help you use”. We provide AR/VR content modules and
development tools and help our customers place their advertisements. We charge our
customers based on the performance outcome such as using CPA, CPC and CPM pricing
models and operational effect of the services. Working with media platforms and their
agents, we primarily provided AR/VR marketing services to our advertising customers
during the Track Record Period. Leveraging our advantages in technology and media
resources, we provide customers with AR/VR marketing services, including formulating
service plans, designing AR/VR marketing content, distributing AR/VR marketing
content, and collecting, monitoring and optimizing data and feedback, in order to realize
our customers’ business goals such as enhancing brand exposure and improving brand
awareness. We help advertising customers to create cross-platform and AR/VR
marketing materials, and furnish end users with an immersive experience. During the
Track Record Period, we provided AR/VR marketing services to a total of over 50
advertising customers and promoted over 250 advertising products, the majority of
which were apps and websites.
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(ii)

(iii)

(iv)

AR/VR content. Utilizing our self-developed AR/VR development engines, our AR/VR
content business offers customized content according to the needs of our customers. We
provide AR/VR content to customers from various industries, including entertainment,
gaming, education, culture and tourism, technology, healthcare and automobiles, and
bring end users a diversified and immersive experience in a virtual world. The business
model of our AR/VR content business is “we develop and you use”. We develop AR/VR
content according to the requirements of our customers, which are then utilized by the
customers in their businesses and provided to the end users. We generally charge a
one-off fee when we provide the content products to our customers. We also utilize
technology and experience accumulated in our AR/VR content business to support our
AR/VR marketing services and AR/VR SaaS businesses. During the Track Record
Period, we provided AR/VR content to over 60 customers, and gained experience from
more than 150 AR/VR content projects. For example, in 2021, we developed a VR
courseware customized for a middle-school geography course for an education business
subsidiary under an Internet technology group operating one of the largest search
engines in China in terms of the average daily active users in 2020. By simply wearing
a VR device, students can learn the structure of the earth, the formation of the air
pressure zones and other lessons in a visual and interactive way, thereby appealing to
the interest of students and enhancing their level of involvement, which ultimately
makes it easier for students to absorb the knowledge in the geography course.

AR/VR SaaS. Leveraging the experiences we accumulated in the AR/VR content and
services businesses, we provide standardized solutions on our AR/VR SaaS platform.
The business model of our AR/VR SaaS business is “you develop and you use”. Our
AR/VR SaaS platform enables our customers to generate, publish and utilize AR/VR
content. We charge our customers for subscribing to our SaaS products or for
developing customized SaaS solutions. Our AR/VR SaaS platform provides our
customers with a range of online AR/VR interactive content design, development and
distribution tools and empowers our customers to create activities that offer experiences
such as exhibition, showcase, live-streaming and marketing, with the goal to improve
the level and extent of participation of their end users. Our AR/VR SaaS business has
grown at a fast pace since 2020. The revenue from our AR/VR SaaS business increased
by 41.8% from RMB6.5 million in 2019 to RMB9.2 million in 2020, and further
increased by 122.9% to RMB20.6 million in 2021, and increased by 353.2% from
RMB2.1 million for the three months ended March 31, 2021 to RMB9.5 million for the
three months ended March 31, 2022. As of March 31, 2022, the number of our AR/VR
SaaS registered users reached over 14,000 and the number of our AR/VR SaaS
subscribed paying users reached over 2,200.

IP. Our IP business licenses IP rights to customers to enable them to develop games,
cartoons, TV plays, movies and other works. During the Track Record Period, we
mainly licensed out IPs we purchased from third parties. We have shifted our focus and
going forward, we will mainly use IP resources to support our AR/VR businesses and
license IP rights on a case-by-case basis to meet specific customer demands.
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The following table sets forth a breakdown of our revenue by service or product type in
absolute amounts and as a percentage of our total revenue for the years/periods indicated:

Year ended December 31, Three months ended March 31,
2019 2020 2021 2021 2022
(Unaudited)
Percentage Percentage Percentage Percentage Percentage
of total of total of total of total of total
Revenue revenue Revenue revenue Revenue revenue Revenue revenue Revenue revenue
(RMB’000) % (RMB’000) % (RMB’000) % (RMB’000) % (RMB’000) %
AR/VR marketing services. . 137,103 546 141,701 419 376,341 63.2 81,275 586 165574 73
AR/VR content. . . . . . . 45,323 181 114,758 339 161,395 21.1 42,611 30.7 53,685 235
ARVR SaaS. .. ... .. 6,514 2.6 9,238 21 20,588 35 2,101 1.5 9,522 42
... ... 30,519 122 29,811 8.8 4472 0.8 4717 34 - -
Others™ . ... .. ... 31,483 12,5 43,090 127 32,494 54 8,045 58 88 0.0
Total ... ........ 250,942 1000 338,598 100.0 595,290 100.0 138,749 100.0 228,869 100.0

Note: Our other businesses comprise text message services, promotion services, technical services, artist endorsement
services, and historically, games and games related business. We completed the winding-down of our games and
games related business in 2019. See the paragraph headed “Business — Our Business — Our Services and
Products — Other businesses” in this document for details.

OUR CUSTOMERS AND SUPPLIERS

Our customers for AR/VR marketing services are mainly advertisers and their agents. Our
customers for AR/VR content are mainly companies from various industries, including
entertainment, gaming, education, culture and tourism, technology, healthcare and automobiles.
Our customers for AR/VR SaaS are mainly customized AR/VR SaaS solutions customers and
subscribed paying users of our AR/VR SaaS platform. In each of 2019, 2020 and 2021 and the
three months ended March 31, 2022, revenue from our top five customers accounted for
approximately 46.1%, 38.5%, 39.2% and 30.7% of our total revenue for the respective year/period.
In each of 2019, 2020 and 2021 and the three months ended March 31, 2022, revenue from our
largest customer accounted for approximately 12.0%, 14.2%, 10.2% and 7.5% of our total revenue
for the respective year/period. Our top five customers during the Track Record Period were
Independent Third Parties and none of our Directors or their respective close associates or any
Shareholder (who to the best knowledge of our Directors owned more than 5% of our issued share
capital as of the Latest Practicable Date) had any interest in any of our top five customers as of
the Latest Practicable Date. For our pricing models, see the paragraphs headed “Business — Our
Business — Our Services and Products — AR/VR marketing services — Pricing models and fees
settlement”, “Business — Our Business — Our Services and Products — AR/VR content —
Pricing model” and “Business — Our Business — Our Services and Products — AR/VR SaaS —
Pricing and payment” in this document. For our sales and marketing, see the paragraph headed
“Business — Marketing and Brand Promotion” in this document.

Our major suppliers are primarily agents of media platforms which provide traffic and
companies which offer subcontracting and development services or provide content materials or
IPs. In each of 2019, 2020 and 2021 and the three months ended March 31, 2022, the expense paid
to our top five suppliers accounted for approximately 49.9%, 41.1%, 45.1% and 54.2% of our cost
of revenue for the respective year/period. In each of 2019, 2020 and 2021 and the three months

_3_
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ended March 31, 2022, the expense paid to our largest supplier accounted for approximately
16.1%, 9.7%, 13.5% and 14.8% of our cost of revenue for the respective year/period. Our top five
suppliers during the Track Record Period were Independent Third Parties and none of our
Directors or their respective close associates or any Shareholder (who to the best knowledge of our
Directors owned more than 5% of our issued share capital as of the Latest Practicable Date) had
any interest in any of our top five suppliers as of the Latest Practicable Date.

OUR COMPETITIVE ADVANTAGES AND DEVELOPMENT STRATEGIES

We believe the following competitive advantages have substantially contributed to our
success and will drive our future development: (i) a major provider of the AR/VR content and
services market in China and benefit from the competitive advantages in the Metaverse
development process; (ii) fast growing SaaS business; (iii) multifaceted AR/VR technology; (iv)
strong synergy effect among our various business segments; and (v) management team with a
broad vision and rich experience.

We are committed to building China’s leading Metaverse platform serving business customers
by connecting small and medium-sized companies with the Metaverse and building our own
Feitian Metaverse platform, which is currently at a preliminary stage. To achieve our vision, we
have prepared the following development strategies: (i) we intend to further optimize our operation
of AR/VR marketing services, AR/VR content and AR/VR SaaS businesses; (ii) we intend to
further expand our presence in the Metaverse ecosystem in China; (iii) we intend to strengthen our
R&D capabilities; (iv) we plan to strengthen and continue to optimize our sales and marketing
network; and (v) we intend to selectively pursue strategic investment and M&A.

COMPETITION

China’s AR/VR content and services market is highly fragmented with over 5,000 players in
the market. We are in direct competition with other AR/VR content and services providers in
China. We believe that we compete with our competitors on a number of factors, primarily
including technology, innovation, quality of services, business operation, price, financial resources,
brand recognition and reputation. We believe that our business has advantages over our
competitors’ in terms of multifaceted AR/VR technologies and AR/VR interactive content
production capabilities. Our multifaceted AR/VR technologies, namely the underlying technology,
the content technology and the platform technology, provide support for our AR/VR business. The
underlying technology is our core capability, which supports all our major businesses and
establishes our competitive advantages in the industry. The content technology addresses the
customers’ demand and provides us with a base to grow our business. The platform technology
enables our technology to be exported and empowers customers or developers to participate in the
content production together with us. As we are one of the earliest companies entering the AR/VR
content and services market in China, we have accumulated years of experience in AR/VR
interactive content production and have a wide industry coverage of customers. Our ability to
successfully compete against our competitors affects our ability to grow our business and our
results of operations. To distinguish ourselves from our competitors, we plan to further improve
our service and product offerings and strengthen our technology capabilities.
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LISTING AND DELISTING FROM THE NEEQ

On July 14, 2017, the shares of Ophyer Technology were listed on the NEEQ. On August 9,
2019, the then shareholders of Ophyer Technology resolved to apply for delisting of the shares of
Ophyer Technology from the NEEQ. As advised by our PRC Legal Advisors, Ophyer Technology
had been in compliance with all applicable PRC securities laws and regulations and rules and
regulations of the NEEQ in all material respects and Ophyer Technology had not been subject to
any penalties imposed by the NEEQ during the period of its listing on the NEEQ, and its delisting
from the NEEQ has fulfilled the required procedures. Our Directors confirm that Ophyer
Technology and its subsidiaries and controlled entities, shareholders and directors complied with
the applicable laws and regulations in all material respects and were not subject to any penalty,
investigation or disciplinary actions by the relevant regulatory authorities during the period of its
listing on the NEEQ. As advised by our PRC Legal Advisors, there was no breach or suspected
breach of the rules and regulations of the NEEQ by, or any disciplinary action by any relevant law
enforcement authority or regulation against, Ophyer Technology, its shareholders or its directors
during the period of its listing on the NEEQ up to the date of delisting. For further details, see the
paragraphs headed “History, Development and Corporate Structure — Corporate Development —
Ophyer Technology — Listing on the NEEQ and capital increase” and “History, Development and
Corporate Structure — Corporate Development — Ophyer Technology — Delisting from the
NEEQ” in this document.

CONTRACTUAL ARRANGEMENTS

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

(a)  Powers of attorney to exercise all shareholders’ rights in our
Consolidated Affiliated Entities

(b)  Exclusive option to acquire all or part of the equity interest in and/or
assets of our Consolidated Affiliated Entities
(c)  First priority security interest over the entire equity interest in our

Consolidated Affiliated Entities
Beijing Flowing Cloud  [--------n-mmmmmmmmmm oo oo oo Registered Shareholders

LA
Provide business ! :
support, technical | i Our Consolidated Affiliated Entities pay business support, technical and
and consulting i consulting services fees
services

Ophyer Technology

100% 100% 100% 70%
v v 7 7

Zhongrunxing Hupo Jinyuan Shenzhen Huachuang Beijing Xingshi

Note: For further details, see the section headed “Contractual Arrangements” in this document.

SHAREHOLDER INFORMATION

On December 13, 2021, Mr. Wang and Mr. Li entered into a concert party agreement,
pursuant to which Mr. Wang and Mr. Li confirmed, among other things, that since they became
shareholders and/or beneficial owners of Ophyer Technology or any member of our Group, they

_5_
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have been cooperating and are parties acting in concert with respect to the matters of Ophyer
Technology, and shall continue to do so until the termination of such concert party agreement, and
that they have been and shall continue to give unanimous consent, approval or rejection on any
material issues and decision in relation to the business of our Company and the relevant members
of our Group. Immediately upon the completion of the [REDACTED] and the [REDACTED],
assuming the [REDACTED] is not exercised, and without taking into account any Shares to be
issued upon the exercise of options which may be granted under the [REDACTED] Share Option
Scheme, Wang BVI (wholly-owned by Mr. Wang), Li BVI (wholly-owned by Mr. Li), and the
Wang Family Trust will, through Brainstorming Cafe (an investment holding company), be entitled
to control the exercise of voting rights of approximately [REDACTED] of the enlarged issued
share capital of our Company. Mr. Wang is the settlor and protector of the Wang Family Trust.
Accordingly, Mr. Wang, Mr. Li, Wang BVI, Li BVI, Cyber Warrior and Brainstorming Cafe will
together constitute a group of Controlling Shareholders under the Listing Rules.

[REDACTED] INVESTMENTS

Between July 2020 and November 2021, Ophyer Technology and our Company entered into
several capital increase agreements with our [REDACTED] Investors and there were various share
transfers among the then shareholders of Ophyer Technology and our [REDACTED] Investors.
Our Company also entered into a capital contribution agreement with a [REDACTED] Investor.
For further details, see the paragraph headed “History, Development and Corporate Structure —
[REDACTED] Investments” in this document.

SUMMARY OF HISTORICAL FINANCIAL INFORMATION

The table below includes, for the years/periods indicated, selected financial data derived from
our consolidated statements of profit or loss and comprehensive income, the details of which are
set forth in the Accountants’ Report in Appendix I to this document, and these should be read in
conjunction with the historical financial information in the Accountants’ Report in Appendix I to
this document, including the related notes.

Summary Consolidated Statements of Profit or Loss and Other Comprehensive Income

The following table sets forth a summary of our consolidated statements of comprehensive
income, with line items in absolute amounts and as percentages of our revenue for the
years/periods indicated:

For the year ended December 31, For the three months ended March 31,
2019 2020 2021 2021 2022
RMB’000 % RMB’000 % RMB000 % RMB’000 % RMB’000 %
(Unaudited)

Revenue. . . .. ... .. 250,942 100.0 338,598 100.0 595,290 100.0 138,749 100.0 228,869 100.0
Cost of revenue. . . . . . . (175,617) (70.0)  (233,894) (69.1)  (419,774) (70.5)  (101,463) (73.1)  (155,586) (68.0)
Gross Profit . . . . . . .. 75,325 300 104,704 309 175,516 29.5 37,286 269 73,283 320
Profit hefore tax. . . . . . 48,346 193 70,371 20.8 87,142 14.6 197 8.0 48,827 213
Profit and total

comprehensive income

for the year/period. . . . 41,879 16.7 60,252 178 71,719 12.0 9,186 0.6 38,205 16.7
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For the year ended December 31, For the three months ended March 31,
2019 2020 2021 2021 2022
RMB’000 % RMB’000 % RMB’000 % RMB’000 % RMB’000 %
(Unaudited)

Profit and total

comprehensive income

for the year/period

attributable to:
Owners of the Company. . . 41,879 16.7 58,883 174 70,202 11.8 8,040 6.2 38,278 16.7
Non-controlling interests. . . — — 1,369 04 1,517 0.2 546 0.4 (73) (0.0)

41,879 16.7 60,252 178 71,719 120 9,186 6.6 38,205 16.7

NON-IFRS MEASURE: ADJUSTED NET PROFIT

To supplement our consolidated financial statements presented in accordance with IFRS, we
also use non-IFRS measure, namely adjusted net profit, as an additional financial measure, which
is not required by or presented in accordance with IFRS. We believe that such non-IFRS measure
facilitates comparisons of operating performance from period to period by eliminating potential
impacts of certain items. We believe that such measure provides useful information to investors
and others in understanding and evaluating our consolidated results of operations in the same
manner as it helps our management. However, our presentation of adjusted net profit may not be
comparable to similarly titled measures presented by other companies. The use of such non-IFRS
measure has limitations as an analytical tool, and you should not consider it in isolation from, or
as substitute for analysis of, our results of operations or financial conditions as reported under
IFRS. Our presentation of non-IFRS measure should not be construed as an implication that our
future results will be unaffected by unusual items.

We define adjusted net profit as net profit for the year/period adjusted by adding fair value
changes on financial liabilities designated as at FVTPL, interest expense on other financial
liabilities and [REDACTED]. Fair value changes on financial liabilities designated as at FVTPL
and interest expense on other financial liabilities are non-cash in nature. As of December 31, 2021,
all of our financial liabilities designated as at FVTPL and other financial liabilities measured at
amortized cost had been converted into equity. The following table sets forth the reconciliation of
net profit to adjusted net profit for the years/periods indicated:

Year ended December 31, Three months ended March 31,
2019 2020 2021 2021 2022
(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)
(Unaudited)
Reconciliation of net profit to adjusted
net profit:
Profit for the year/period . .. ....... 41,879 60,252 71,719 9,186 38,205
Add:
Fair value changes on financial liabilities
designated as at FVTPL. . ... ... .. — 1,357 21,075 8,700 —
Interest expense on other financial
liabilities .. ................ — — 515 — —
[REDACTED]. . ............... [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED
Non-IFRS measure:
Adjusted net profit (unaudited) . . . . . 41,879 61,609 105,596 17,886 40,197
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Our net profit increased significantly by 315.9% from RMB9.2 million in the three months
ended March 31, 2021 to RMB38.2 million in the three months ended March 31, 2022, mainly due
to the increase in our revenue as our business expanded and the decrease in the fair value changes
on financial liabilities designated as at FVTPL as all of our financial liabilities designated as at
FVTPL had been converted into equity during the second half of 2021.

Gross Profit and Gross Margin

The following table sets forth a breakdown of our gross profit by service or product type in
absolute amounts and as a percentage of revenue, or gross margins, for the years/periods indicated:

For the year ended December 31, For the three months ended March 31,
2019 2020 2021 2021 2022
Gross Margin Gross Margin Gross Margin Gross Margin Gross Margin
RMB’000 (%) RMB’000 (%) RMB000 (%) RMB’000 (%) RMB’000 (%)
(Unaudited)
AR/VR marketing services. . 29,044 212 27490 19.4 81,933 27 16,729 20.6 38,055 230
AR/VR content. . . . . .. 21,690 479 54161 472 74534 46.2 17,167 403 29,691 553
ARVR SaaS . . ... L. 3292 505 4,886 529 11,255 54T 1,083 515 5,516 579
P 6,189 203 5,745 19.3 170 38 415 8.8 — —
Others™™ . . .. .. ... 15,110 48.0 12422 288 8,024 U7 1,892 235 U 233
Total ... ..... ... 75,325 30.0 104,704 309 175,516 295 37,286 269 73,283 320

Note: Our other businesses comprise text message services, promotion services, technical services, artist endorsement
services, and historically, games and games related business.

The following table sets forth a breakdown of our cost of revenue by nature in absolute
amounts and as a percentage of our total cost of revenue for the years/periods indicated:

For the year ended December 31, For the three months ended March 31,
2019 2020 2021 2021 2022
RMB’000 % RMB’000 % RMB’000 % RMB’000 % RMB’000 %
(Unaudited)

Traffic acquisition costs . . . 115,259 65.6 138,362 592 311497 4.2 69,042 68.0 126,732 81.5
Subcontracting and

development costs . . . . 21,319 12.1 22,586 97 36,878 8.8 8,368 82 14,632 94
Use of materials costs. . . . 1,547 43 36,792 157 44,481 10.6 14,995 148 5491 35
IP acquisition costs . . . . . 24330 13.9 24,066 10.3 4302 1.0 4302 42 — —
Amortization of intangible

assets . ... ... 4,434 2.6 5,124 24 10,560 25 2,439 24 3,071 24
Staff costs . . .. ... .. 1,813 10 2,359 1.0 5,488 1.3 1,383 14 2,294 1.5
Others ™ .. ... .. 865 0.5 4,003 1.7 6,568 1.6 934 1.0 2,766 1.7
Total ........ ... 175,617 100.0 233,894 100.0 419,774 100.0 101,463 100.0 155,586 100.0

Note: Other cost of revenue comprises rent of servers and sales commissions to agents in relation to our AR/VR SaaS
business.

During the Track Record Period, the largest component of our cost of revenue was traffic
acquisition costs, representing 65.6%, 59.2%, 74.2% and 81.5% of our total cost of revenue in
2019, 2020 and 2021 and the three months ended March 31, 2022, respectively. Our traffic
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acquisition costs increased from RMB115.3 million in 2019 to RMB138.4 million in 2020, and
further increased to RMB311.5 million in 2021, and increased from RMB69.0 million in the three
months ended March 31, 2021 to RMB126.7 million in the three months ended March 31, 2022,
primarily driven by the growth of our AR/VR marketing services business, as well as the increased
traffic acquisition costs in the market. Our traffic acquisition costs from the first quarter of each
calendar year generally account for a relatively smaller portion of our total traffic acquisition costs
in the year, in line with the seasonal fluctuations of our revenue. See the paragraph headed
“Financial Information — Major Factors Affecting Our Results of Operations — Seasonality” in
this document for more details on our seasonality. Our subcontracting and development costs
increased from RMB21.3 million in 2019 to RMB22.6 million in 2020, and further increased to
RMB36.9 million in 2021, and increased from RMBS&.4 million in the three months ended March
31, 2021 to RMB14.6 million in the three months ended March 31, 2022, primarily driven by the
growth of our AR/VR content business. We began to incur use of materials costs in 2019 as we
expanded our AR/VR content business in the entertainment industry and began to provide AR/VR
content to a customer in the entertainment industry in 2019 who required substantial procurement
of PGC video materials. Our use of materials costs increased from RMB7.5 million in 2019 to
RMB36.8 million in 2020, and further to RMB44.5 million in 2021, primarily due to our growing
AR/VR content business in the entertainment industry and the increasing demand from our
customers. Our use of materials costs decreased from RMB15.0 million in the three months ended
March 31, 2021 to RMBS5.5 million in the three months ended March 31, 2022, primarily due to
the decrease in the customer demand for PGC video materials.

Summary Consolidated Statements of Financial Position

As of
As of December 31, March 31,
2019 2020 2021 2022
RMB’000 RMB’000 RMB’000 RMB’000
Non-current assets. . . ............. 13,307 28,289 40,236 66,403
Current assets . . ...t ... 203,672 362,311 543,279 604,588
Current liabilities . ............... 97,814 211,016 134,201 184,247
Net current assets .. .............. 105,858 151,295 409,078 420,341
Non-current liabilities ............ — 167 2,744 1,969
Net assets . ..........oinn. .. 119,165 179,417 446,570 484,775

Our net current assets increased from RMB409.1 million as of December 31, 2021 to
RMB420.3 million as of March 31, 2022, primarily due to an increase of RMB38.0 million in our
prepayments and an increase of RMB37.5 million in our trade and other receivables and deposits,
partially offset by an increase of RMB17.2 million in bank borrowings, an increase of RMB17.2
million in our trade and other payables and a decrease of RMB16.0 million in our bank balances
and cash.

Our net current assets increased from RMB151.3 million as of December 31, 2020 to
RMB409.1 million as of December 31, 2021, primarily due to an increase of RMB110.3 million in
our bank balances and cash, an increase of RMB60.4 million in our prepayments, a decrease of
RMB48.4 million in our financial liabilities at FVTPL, a decrease of RMB23.3 million in our
contract liabilities, an increase of RMB25.9 million in our trade and other receivables and deposits
and a decrease of RMB16.4 million in our bank borrowings, partially offset by a decrease of
RMB11.3 million in our contract costs and an increase of RMB11.4 million in our trade and other
payables and a decrease of RMB4.3 million in our inventories.
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Our net current assets increased from RMB105.9 million as of December 31, 2019 to
RMB151.3 million as of December 31, 2020, primarily due to an increase of RMB92.3 million in
our bank balances and cash, an increase of RMB47.8 million in our prepayments and an increase
of RMB43.3 million in our trade and other receivables and deposits, partially offset by an increase
of RMB48.4 million in our financial liabilities at FVTPL, an increase of RMB25.4 million in the
contract liabilities, an increase of RMB21.7 million in our bank loans, a decrease of RMB17.3
million in the loan receivables and an increase of RMBI11.3 million in our trade and other
payables.

Our net assets increased from RMB119.2 million as of December 31, 2019 to RMB179.4
million as of December 31, 2020, primarily due to our net profit of RMB60.3 million in 2020. Our
net assets further increased to RMB446.6 million as of December 31, 2021, primarily due to our
net profit of RMB71.7 million in 2021 and the termination of preferred rights of the shares related
to our Group and conversion of preferred shares of RMB211.1 million, partially offset by
modification to financial instruments of RMB15.7 million. Our net assets further increased to
RMB484.8 million as of March 31, 2022, primarily due to our net profit of RMB38.2 million in
the three months ended March 31, 2022. For further information, see the Consolidated Statements
of Changes in Equity in the Accountants’ Report as set out in Appendix I to this document.

Summary Consolidated Statements of Cash Flows

For the three months ended

For the year ended December 31, March 31,
2019 2020 2021 2021 2022
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Reconciliation of operating cash flows

before movements in working capital

to net cash from operating activities
Operating cash flows before movements

in working capital . ... ......... 58,275 80,079 123,039 26,596 59,759
Add:
Changes in working capital . ....... (27,794) (51,035) (80,370) (31,118) (71,642)
Income tax paid . .............. (4,854) (4,096) (18,184) (6,563) (722)
Net cash (used in)/from operating

activities. . . .. ....... ... .. .. 25,627 24,948 24,485 (11,085)" (12,605)""
Net cash (used in)/from investing

activities . . . .. ... (22,912) 1,450 (16,898) (50,190) (16,095)
Net cash from financing

activities . . .. ... 5,985 65,914 102,680 21,471 12,756
Net increase/(decrease) in cash and

cash equivalents. . . .. ......... 8,700 92,312 110,267 (39,804) (15,944)
Cash and cash equivalents at the

beginning of the year/period . . . . . .. 3,005 11,705 104,017 104,017 214,279
Effect of foreign exchange rate changes . — — (5) — (20)
Cash and cash equivalents at the end

of the year/period. . ... ........ 11,705 104,017 214,279 64,213 198,315

- 10 -
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Note:

We recorded negative operating cash flow for the three months ended March 31, 2021 and 2022. Our net cash
used in operating activities was RMB11.1 million for the three months ended March 31, 2021, primarily due to (i)
a decrease in contract liabilities mainly because we completed the performance of certain AR/VR marketing
services and delivered AR/VR content and IPs in relation to the contract liabilities in the three months ended
March 31, 2021, and (ii) an increase in prepayments mainly for purchasing advertising traffic in connection with
our AR/VR marketing services as we usually secure traffic important to our operation at the beginning of the
year. Our net cash used in operating activities was RMB12.6 million for the three months ended March 31, 2022,
primarily due to (i) an increase in trade and other receivables and deposits due to the growth of our AR/VR
marketing services, AR/VR content and AR/VR SaaS businesses, and (ii) an increase in prepayments mainly for
purchasing advertising traffic in connection with our AR/VR marketing services as we usually secure traffic
important to our operation at the beginning of the year and for purchasing outsourcing services in connection with

our AR/VR content business expansion.

KEY FINANCIAL RATIOS

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

As of/For the

three months

ended
As of/For the year ended December 31, March 31,
2019 2020 2021 2022

Gross margin'” . .. ... ... .. ... 30.0% 30.9% 29.5% 32.0%

Net profit margin®. ... ........ ... 16.7% 17.8% 12.0% 16.7%

Return on equity® .. ............. 42.6% 40.4% 22.9% N/A

Return on assets™. ... ......... ... 22.7% 19.8% 14.7% N/A

Current ratio™ .................. 2.1 1.7 4.0 3.3

Gearing ratio® .. ........... ... .. 4.9% Net cash Net cash Net cash

Notes:

1. Gross margin equals gross profit divided by revenue for the period and multiplied by 100%. See the paragraph
headed “Financial Information — Description of Major Components of Our Results of Operations — Gross Profit
and Gross Margin” in this document for more details on our gross margins.

2. Net profit margin equals profit for the period divided by revenue for the period and multiplied by 100%. Our net
profit margin increased from 16.7% in 2019 to 17.8% in 2020 mainly due to the increase in our gross margin
attributable to our improved efficiency as our business expanded. Our net profit margin decreased from 17.8% in
2020 to 12.0% in 2021 mainly due to the effect of fair value changes on financial liabilities designated as at
FVTPL and [REDACTED]. Our net profit margin increased from 6.6% in the three months ended March 31, 2021
to 16.7% in the three months ended March 31, 2022 mainly due to our improved gross margin in the three months
ended March 31, 2022, and the effect of fair value changes on financial liabilities designated as at FVTPL in the
three months ended March 31, 2021. See the paragraphs headed “Financial Information — Three Months Ended
March 31, 2022 Compared to Three Months Ended March 31, 20217, “Financial Information — Year Ended
December 31, 2021 Compared to Year Ended December 31, 2020” and “Financial Information — Year Ended
December 31, 2020 Compared to Year Ended December 31, 2019” in this document for more details on our net
profit margins.

3. Return on equity equals profit for the period divided by average balance of total equity at the beginning and the
end of that period, then multiplied by 100%.

4. Return on assets equals profit for the period divided by average balance of total assets at the beginning and the end
of that period, then multiplied by 100%.

5. Current ratio equals total current assets divided by total current liabilities as of the dates indicated.

— 11 -
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6. Gearing ratio equals net debt divided by total equity as of the end of the period and multiplied by 100%. Net debt
equals bank borrowings and lease payables less bank balances and cash as of the end of the period.

Please see the paragraph headed ‘“Financial Information — Key Financial Ratios” in this
document for descriptions of the calculations of the above ratios.

RISK FACTORS

A summary of certain key risk factors we face include: (i) as we are in the new and
developing AR/VR content and services industry, our future operating results and prospects, as
well as our ability to forecast them, are subject to a number of uncertainties, which may materially
and adversely affect our profitability and prospects; (ii) due to our lack of or limited operating
history in the AR/VR content and services businesses, the Metaverse industry and the Feitian
Metaverse platform, it may be difficult for investors to evaluate our business and growth; (iii) if
we fail to improve and enhance the functionality, performance, reliability, design, security, and
scalability of our products and services timely to suit our customers’ evolving needs, our business,
financial condition, results of operations, and prospects may be materially and adversely affected;
(iv) we face intensive competition in the markets in which we operate and may not be able to
compete successfully against our existing and future competitors; and (v) if we determine our
intangible assets to be impaired, our results of operations and financial condition may be adversely
affected.

If any of the above key risk factors materialises, there may be a material and adverse effect
on our business, financial condition, results of operations and prospects. You should read the entire
section headed “Risk Factors” in this document before you decide to invest in the [REDACTED].

LEGAL PROCEEDINGS AND COMPLIANCE

During the Track Record Period and up to the Latest Practicable Date, we had not been
involved in any actual or pending litigation, arbitration or administrative proceedings (including
any bankruptcy or take-over proceedings) that we believe will have a material adverse impact on
our business, operating results, financial position or reputation. We are subject to a wide range of
PRC laws and regulations in the ordinary course of business. As advised by our PRC Legal
Advisors, save as disclosed in the paragraphs headed “Business — Employees” and “Business —
Property” in this document, we had complied with the laws and regulations of the PRC applicable
to us in all material respects during the Track Record Period and up to the Latest Practicable Date.

RECENT DEVELOPMENTS
Recent Development of Our Business Operations

Since the end of the Track Record Period and up to the Latest Practicable Date, our business
continued to expand. In the seven months ended July 31, 2022, we provided services to over 25
advertising customers and promoted more than 150 advertising products in respect of our AR/VR
marketing services business. In respect of our AR/VR content business, we carried out more than
60 AR/VR content projects for over 25 customers in the seven months ended July 31, 2022.
Furthermore, we carried out more than 170 customized AR/VR SaaS projects and acquired over
1,400 additional subscribed paying users of our AR/VR SaaS platform in the seven months ended
July 31, 2022. In the seven months ended July 31, 2022, the revenue generated from each of our
AR/VR marketing services, AR/VR content and AR/VR SaaS businesses increased compared to the
same period in 2021. According to our unaudited consolidated financial information for the seven
months ended July 31, 2021 and 2022, respectively, we recorded revenue of RMB322.3 million
and RMB556.5 million, and gross profit of RMB93.2 million and RMB175.1 million, representing
gross margin of 28.9% and 31.5%.

- 12 -
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We are responsible for the preparation of the unaudited consolidated financial information for
the seven months ended July 31, 2022 in accordance with the basis of preparation as well as the
accounting policies, which conform with the IFRS, and are consistent with those adopted for the
preparation of the historical financial information for the three years ended December 31, 2021
and the three months ended March 31, 2022 as set out in the Accountants’ Report in Appendix I to
this document. [Our unaudited consolidated financial information for the seven months ended July
31, 2022 has been reviewed by our reporting accountants in accordance with Hong Kong Standard
on Review Engagements 2410 “Review of Interim Financial Information Performed by the
Independent Auditor of the Entity” issued by the Hong Kong Institute of Certified Public
Accountants. ]

Impact of the COVID-19 outbreak

The COVID-19 pandemic had a certain impact on our business in 2020. Our revenue from
AR/VR content and services businesses grew at a slower pace in 2020, which was mainly due to
the COVID-19 outbreak as, to the best knowledge, information and belief of our Directors after
having made reasonable enquiries, some of our advertising customers scaled down their budget,
spending and marketing investment in the first half of 2020. As the COVID-19 pandemic has
gradually been brought under control in China, all of our business operations were back on track
during the second half of 2020.

An outbreak of the Omicron, a COVID-19 variant, in China and globally since the beginning
of 2022 had again caused more stringent measures implemented in the affected areas, including
temporary lock-down measures in various regions of China, including in particular Shanghai,
certain districts of Beijing and Hainan. To comply with the relevant anti-pandemic requirements of
the government of Chaoyang District, Beijing, we implemented a mandatory work-from-home
policy for the period from May 5, 2022 to May 29, 2022. Our office re-opened on May 30, 2022
and our employees resumed working in the office by batches. The COVID-19 pandemic situation
in China in the seven months ended July 31, 2022 was more severe as compared to the seven
months ended July 31, 2021 due to sporadic outbreaks in multiple regions. The recent COVID-19
outbreak in China has not had a material impact on our business operations and financial
performance.

As COVID-19 only had a relatively limited impact on our business during the Track Record
Period and up to the Latest Practicable Date, our Directors believe that the COVID-19 pandemic
will have a relatively limited impact on our businesses in the long term. Nevertheless, we plan to
stay alert and closely monitor and evaluate the market situation based on any development of the
COVID-19 pandemic in the future. For further information on the impact and risk of the
COVID-19 pandemic, see the paragraphs headed “Risk Factors — Risks Relating to Our Business
and Industry — We face risks related to natural disasters, health epidemics, and other public safety
concerns”, “Business — Impacts of COVID-19 on Our Operations in China” and “Financial
Information — Impact of COVID-19 on Our Operations” in this document.

Recent Regulatory Developments
Cybersecurity

On November 14, 2021, the CAC published the Draft Data Security Regulations. The Draft
Data Security Regulations stipulate that (i) a data processor which processes more than one million
users’ personal information aiming to list abroad; or (ii) a data processor which seeks to complete
a listing in Hong Kong which affects or may affect national security, is required to apply for

— 13 -
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cybersecurity review pursuant to relevant rules and regulations. Public consultation for the Draft
Data Security Regulations ended on December 13, 2021. The final version and effective date of
such regulations are subject to change with substantial uncertainty.

Further, on December 28, 2021, the CAC and 12 other PRC regulatory authorities jointly
revised and promulgated the Revised CAC Measures, which came into effect on February 15, 2022
and repealed the Measures for Cybersecurity Review ({H8%5 % 285 1% ) ) promulgated on April
13, 2020. According to the Revised CAC Measures, a platform operator with more than one
million users’ personal information aiming to list abroad must apply for cybersecurity review. A
platform operator carrying out data processing activities which affect or may affect national
security must apply for cybersecurity review.

On May 31, 2022, our PRC Legal Advisors conducted a phone consultation with the China
Cybersecurity Review Technology and Certification Center (3445 4 4 95 & H U BLEB 78 0
(the “Center”), which is a competent authority according to our PRC Legal Advisors. The Center
confirmed that (i) Hong Kong listings are not subject to the cybersecurity review requirement
under Article 7 of the Revised CAC Measures; (ii) an online platform operator with less than one
million users’ personal information is not required to file an application for cybersecurity review
under Article 7 of the Revised CAC Measures; and (iii) the Revised CAC Measures and the Draft
Data Security Regulations currently do not provide clear standards or guidance on the
determination of the circumstances which affect or may affect national security. As of the Latest
Practicable Date, (i) we only collected and stored limited personal data and we do not possess
more than one million users’ personal information; (ii) the user data collected by us within the
territory of the PRC as part of our business operations had been stored within the territory of the
PRC; (iii) we had not experienced any material cybersecurity and data privacy incident including
without limitation, data or personal information theft, leakage, damage, tampering, loss and illegal
use; and (iv) we had implemented appropriate technical and organizational measures and will
continually make effort to ensure our practices are compliant with applicable laws and regulations.
Based on the above phone consultation, the above facts and as advised by our PRC Legal
Advisors, the likelihood of our operations being classified as one that affects or may affect
national security is relatively low, and we are not required to file an application or notify the CAC
in writing of our Company’s proposed [REDACTED] in Hong Kong.

The Directors and our PRC Legal Advisors are of the view, and the [REDACTED] concurs,
that the Revised CAC Measures and the Draft Data Security Regulations (if implemented in
current forms) would not have a material adverse impact on our Group’s business operations or our
Company’s proposed [REDACTED] in Hong Kong. We will closely monitor the legislative and
regulatory development in connection with cybersecurity and data protection and will adjust and
enhance data practices in a timely manner to ensure compliance with all applicable laws and
regulations.

On July 7, 2022, the CAC promulgated the Measures on Security Assessment of Cross-border
Data Transfer ({EUPEH B8 25RM53F%)), which took effect on September 1, 2022. These
Measures specify the circumstances which will require security assessment before any cross-border
data transfer out of China can take place. Please refer to the paragraph headed “Regulatory
Overview — Laws and Regulations Relating to Information Security and Privacy Protection” in
this document for more details. As of the date of this document, (i) we have not received any
notification from relevant regulatory authorities regarding our identification as a critical
information infrastructure operator, (ii) we possess limited personal information and the numbers
are lower than the threshold, (iii) the identification of important data and the implementation are
still subject to elaboration by relevant government authorities, and (iv) our data collected and
generated in our daily business operation are kept within China and no overseas data transmission
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is involved during our daily business operations. Therefore, our Directors and our PRC Legal
Advisors are of the view that the Measures on Security Assessment of Cross-border Data Transfer
do not apply to us.

Foreign Investment Negative List

On December 27, 2021, the MOFCOM and the NDRC jointly promulgated the Negative List,
which came into effect on January 1, 2022, and repealed the Special Administrative Measures
(Negative List) for Foreign Investment Access (Edition 2020) ({4hp8 4% & AR Bl & PRAE 7t (B
15 H#)(20204F X)) ). Under the Negative List, the Internet information services, a subcategory of
the VATS Business, fall under the category of restricted businesses, and hence foreign investors
are restricted from holding more than 50% equity interests in companies providing such business
and must satisfy certain qualification requirements. Further, investment in “production and
operation of radio and television programs” is still prohibited. Therefore, as advised by our PRC
Legal Advisors, the Negative List will not affect the effectiveness of the VIE structure of our
Group and will not affect our Group’s business operations or our Company’s proposed
[REDACTED] in Hong Kong in any material respects.

Recent Development on VATS Requirements

On March 29, 2022, the State Council promulgated the 2022 Decision, which came into effect
on May 1, 2022. According to the 2022 Decision, the VATS Qualification Requirements as
stipulated in the 2016 Regulations were repealed. However, as of the Latest Practicable Date, no
applicable PRC laws, regulations or rules had provided clear guidance or interpretation about the
2022 Decision.

Based on the current regulations and policy mainly issued and implemented by the State
Council and the MIIT, prudential and consistent practices of competent authorities regarding
foreign-invested enterprises engaged in telecommunications business and as explained by the MIIT
during the 2022 MIIT Consultation, our PRC Legal Advisors advised that (i) the 2022 Decision
does not impose any additional requirements or restrictions on enterprises which have already
obtained the value-added telecommunication business operating license and the above regulatory
changes would not affect the validity and the legality of our ICP License and SP License; (ii) even
though the VATS Qualification Requirements were repealed, given that there were still no detailed
regulations or guidelines available for foreign investment in the value-added telecommunications
business in the PRC, an application by a foreign-invested enterprise for ICP License or SP License
will not be approved in practice until detailed regulations or guidelines are issued; and (iii) the
2022 Decision does not have a material adverse impact on our business operations.

As of the Latest Practicable Date, we had not received any inquiry or notice from the
competent authorities regarding the validity of our ICP License and SP License. We will closely
monitor any future development relating to the 2022 Decision and will take all necessary actions
to comply with applicable laws, regulations and specific requirements or guidance. For further
information, see the paragraph headed “Risk Factors — We may not be able to meet regulatory
requirements with respect to VATS, notwithstanding the 2022 Decision which came into effect on
May 1, 2022, our plan to unwind the Contractual Arrangements may be subject to certain
limitations” in this document.

Recent Development on Rules relating to Overseas Listing

On December 24, 2021, the CSRC issued the Provisions of the State Council on the
Administration of Overseas Securities Offering and Listing by Domestic Companies (Draft for

Comments) (B B BRI 55 A A ZEBE /NS AT a8 7 A LT A9 BERR E CE REBCR Z JUR))) (the “Draft

Administration Provisions on Overseas Offering and Listing”) and the Administrative Measures for
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the Filing of Overseas Securities Offering and Listing by Domestic Companies (Draft for Comments)
(RN ZEIR AN EEATRE S b i 22 A PR E (R L)) (together with the Draft Administration
Provisions on Overseas Offering and Listing, the “Draft VIE Regulations”). On December 24, 2021, the
CSRC published on its official website the “Relevant Officials of the CSRC Answered Reporter
Questions”, which set out that companies with VIE structure in compliance with domestic laws and
regulations are eligible to list overseas after filing with the CSRC. Public consultation for the Draft VIE
Regulations ended on January 23, 2022.

The Draft VIE Regulations apply to PRC domestic companies that seek to offer and list
securities in overseas markets, either by direct or indirect means. Please refer to the paragraph
headed “Regulatory Overview — Laws and Regulations Relating to Overseas Listing” in this
document for details. As advised by our PRC Legal Advisors, (i) the Draft VIE Regulations had
been released for public comments only and they are not legally binding and have not come into
effect. The final version and effective date of such regulations are subject to change with
substantial uncertainty; (ii) the [REDACTED] is not subject to any filing procedures with, or
approval from, the CSRC as of the Latest Practicable Date given that the Draft VIE Regulations
have not come into effect; and (iii) if the Draft VIE Regulations become effective in their current
form before the [REDACTED], other than uncertainties of the filing procedures which may be
further clarified in the final version of the Draft VIE Regulations and/or their implementation
rules, there is no material impediment for our Company to comply with the Draft VIE Regulations.

As advised by our PRC Legal Advisors, (i) our VIE structure does not violate any existing
PRC laws and regulations or otherwise constitute a legal obstacle to our proposed [REDACTED];
(i1) our proposed [REDACTED] does not violate any national security laws or regulations; and
(iii) we will not be required to complete any procedures imposed by the Draft VIE Regulations, if
they are implemented in their current forms after we have completed our [REDACTED].

In light of the above and taken into account the advice given by our PRC Legal Advisors, our
Directors are of the view, and the [REDACTED] concurs, that none of the recent regulatory
developments would have a material adverse impact on our business operation or financial
performance.

No Material Adverse Change

Our Directors have confirmed that, up to the date of this document, there has been no
material adverse change in our financial or trading position or prospects since March 31, 2022,
being the end date of our latest audited historical financial information, and there has been no
event since March 31, 2022 that would materially affect the information shown in the Accountants’
Report set out in Appendix I.

DIVIDENDS

The declaration, amount and payment of dividends are subject to the discretion of our
Directors and depend on our financial condition, earnings and capital requirements as well as
contractual and legal restrictions and our ability to receive dividend payments from our
subsidiaries in addition to other factors. Declaration and payment of dividends are also subject to
any applicable laws and the Articles of Association. The dividend distribution record in the past
may not be used as a reference or basis to determine the level of dividends that may be declared
by our Board or paid in the future. Currently, our Group does not have a fixed dividend policy and
does not have a predetermined dividend distribution ratio. During the Track Record Period, we did
not declare or pay any dividend.
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[REDACTED] STATISTICS®"

Based on the Based on the
minimum maximum
indicative indicative

[REDACTED] of [REDACTED] of
[REDACTED] per [REDACTED] per
[REDACTED] [REDACTED]
[REDACTED] of our Shares™® . .......... . ... ....... [REDACTED] [REDACTED]

Pro forma adjusted consolidated net tangible assets of our
Group attributable to owners of our Company per Share” . [REDACTED] [REDACTED]

Notes:

(1)  All statistics in this table does not take into account any Shares which may be allotted and issued pursuant to the
exercise of [REDACTED], or any Shares which may be issued pursuant to the exercise of options which may be
granted under the [REDACTED] Share Option Scheme, or any Shares which may be issued or repurchased by our
Company pursuant to the general mandates granted to our Directors to issue or repurchase Shares as described in
the section headed “Share Capital” in this document.

2) The calculation of [REDACTED] is based on [REDACTED] Shares expected to be in issue immediately after
completion of the [REDACTED] and the [REDACTED].

(3)  The pro forma adjusted consolidated net tangible assets of our Group attributable to owners of our Company per
Share is calculated after making the adjustments referred to in the paragraph headed “Unaudited Pro Forma
Financial Information — Unaudited Pro Forma Statement of Adjusted Consolidated Net Tangible Assets of the
Group Attributable to Owners of the Company” in Appendix II to this document and based on the [REDACTED]
Shares expected to be in issue immediately after completion of the [REDACTED] and the [REDACTED].

[REDACTED]

Using the [REDACTED] of [REDACTED] per [REDACTED] Share, being the mid-point of
the [REDACTED] of [REDACTED] to [REDACTED] per [REDACTED], we estimate that we
will receive [REDACTED] from the [REDACTED] of [REDACTED] (equivalent to
approximately [REDACTED]), assuming that there is no exercise of the [REDACTED]. In the
event that the [REDACTED] is exercised in full, we estimate that we will receive [REDACTED]
of [REDACTED] (equivalent to approximately [REDACTED]). We intend to use the
[REDACTED] for the following purposes: (i) approximately [REDACTED] of the
[REDACTED], or approximately [REDACTED], is expected to be used for enhancing our R&D
capabilities and improving our services and products; (ii) approximately [REDACTED] of the
[REDACTED], or approximately [REDACTED], is expected to be used for enhancing our sales
and marketing function; (iii) approximately [REDACTED] of the [REDACTED], or
approximately [REDACTED], is expected to be used for selected mergers, acquisitions, and
strategic investments; (iv) approximately [REDACTED] of the [REDACTED], or approximately
[REDACTED], is expected to be used for the development of our Feitian Metaverse platform over
the next 12 to 36 months; and (v) approximately [REDACTED] of the [REDACTED], or
approximately [REDACTED], is expected to be used for working capital and general corporate
purposes. For further information, see the section headed “Future Plans and [REDACTED]” in
this document.
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[REDACTED]

The total [REDACTED] borne or to be borne by us are estimated to be approximately
[REDACTED] (equivalent to approximately [REDACTED]) (comprising (i) [REDACTED] of
approximately [REDACTED], and (ii) non-[REDACTED] related expenses of approximately
[REDACTED], which consist of fees and expenses of legal advisors and reporting accountants of
approximately [REDACTED] and other fees and expenses of approximately [REDACTED]),
accounting for approximately [REDACTED] of the gross [REDACTED] of the [REDACTED],
assuming an [REDACTED] of [REDACTED] per Share, which is the mid-point of the indicative
[REDACTED] stated in this document and assuming that the [REDACTED] is not exercised. We
expect that approximately [REDACTED] (equivalent to approximately [REDACTED]) will be
charged to our statements of profit or loss and other comprehensive income as [REDACTED], and
approximately [REDACTED] (equivalent to approximately [REDACTED]) will be accounted for
as a deduction from equity upon the [REDACTED]. The [REDACTED] above are the latest
practicable estimate for reference only, and the actual amount may differ from this estimate. Our
Directors do not expect such [REDACTED] to have a material adverse impact on our results of
operation for the year ending December 31, 2022.
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In this document, the following expressions shall have the meanings set out below

unless the context otherwise requires.

“2016 Regulations”

“2022 Decision”

“Accountants’ Report”

“affiliate(s)”

“Articles” or “Articles of

Association”

“associate(s)”

“Audit Committee”

“B CA”

“Beijing Digital”

the Regulations for the Administration of Foreign-Invested
Telecommunications Enterprises ({ZPp#% & 515 B EE A
#iE)) promulgated by the State Council on December 11,
2001 and last amended by the State Council on February 6,
2016

the Decision of the State Council on Revising or
Abolishing Some Administrative Regulations ([ B B 7>
& BN g 1R FR A AT BUE BRI P E ) ) promulgated by  the
State Council on March 29, 2022

the accountants’ report of our Group set out in Appendix I

to this document

any person, directly or indirectly, controlling, controlled by
or under direct or indirect common control with another

person

the amended and restated articles of association of our
Company conditionally adopted on September 8, 2022 and
will come into effect upon the [REDACTED] (as amended,
supplemented or otherwise modified from time to time), a
summary of which is set out in Appendix III to this

document
has the meaning ascribed thereto under the Listing Rules
the audit committee of the Board

Beijing Communication Administration (3t 5% 7% sl % 2
5))

Beijing Flowing Cloud Digital Technology Co., Ltd.* (dt5T
R EFHFH M A PR F]), a limited company established
in the PRC on August 18, 2022 and a wholly-owned
subsidiary of Beijing Flowing Cloud
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“Beijing Flowing Cloud”

“Beijing Xingshi”

“Board”

“Brainstorming Cafe”

i)

“Business Day” or “business day’

“BVI”

“CAC”

“Catalog”

Beijing Flowing Cloud Technology Co., Ltd.* (L3 /¢ K ZEH)
B2 A BRZA ), a limited company established in the PRC on
November 17, 2021 and a wholly-owned subsidiary of
Ophyer HK

Beijing Xingshi Hudong Media Technology Co., Ltd.* (dL5T
BREEEHERHARAT), a limited liability company
established under the laws of the PRC on April 10, 2020 and

one of our Consolidated Affiliated Entities
the board of Directors

Brainstorming Cafe Limited, a company incorporated in the
Cayman Islands, with limited liability on November 5, 2021,
which is one of our Controlling Shareholders and owned as to
26.16%, 61.05% and 12.79% by Wang BVI, Cyber Warrior
and Li BVI, respectively

a day that is not a Saturday, Sunday or public holiday on
which banks in Hong Kong are generally open for normal

banking business
the British Virgin Islands

the Cyberspace Administration of China ("2 B & B W 4415
B E)

[REDACTED]

the Catalog of Industries Encouraged for Foreign Investment
(2020 version) jointly promulgated by the MOFCOM and the
NDRC on December 27, 2020 and became effective on
January 27, 2021, as amended, supplemented or otherwise

modified from time to time

- 20 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE
READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

DEFINITIONS
“Cayman Companies Act” or the Companies Law Cap 22 (Law 3 of 1961, as consolidated
“Companies Act” and revised) of the Cayman Islands
[REDACTED]
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“China” or “the PRC”

“close associate(s)”

“Companies Ordinance”

“Companies (Winding Up and
Miscellaneous Provisions)

Ordinance”

“Company Law” or “PRC Company

t3)

Law

LE T3

“Company”’,

113 EX]

we

LRI T3

our Company”, “us” or

“connected person(s)”

“connected transaction(s)”

“Consolidated Affiliated Entities”

[REDACTED]

the People’s Republic of China excluding, for the purposes of
this document, Hong Kong, the Macau Special Administrative

Region of the People’s Republic of China and Taiwan
has the meaning ascribed thereto under the Listing Rules

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)

the Company Law of the People’s Republic of China (H' 3£ A
RALHE 2> F]E), as amended, supplemented or otherwise

modified from time to time

Flowing Cloud Technology Ltd (& X EBFHEZ AR A]), an
exempted company incorporated in the Cayman Islands with
limited liability on June 24, 2021

has the meaning ascribed thereto under the Listing Rules
has the meaning ascribed thereto under the Listing Rules

the entities we control through the Contractual Arrangements,
namely Ophyer Technology, Hupo Jinyuan, Zhongrunxing,
Shenzhen Huachuang and Beijing Xingshi, the details of
which are

set out in the paragraph headed ‘“History,

Development and Corporate Structure —  Corporate

Development” in this document

- 22 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE
READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

DEFINITIONS

“Contractual Arrangements”

“Controlling Shareholder(s)”

“core connected person(s)”

“COVID-19”

“CSRC”

“Cyber Warrior”

“Deed of Indemnity”

the series of contractual arrangements entered into by, among
others, Beijing Flowing Cloud, the Consolidated Affiliated
Entities and the Registered Shareholders, the details of which
are set out in the section headed “Contractual Arrangements”

in this document

has the meaning ascribed to it under the Listing Rules and,
unless the context requires otherwise, refers to Mr. Wang, Mr.
Li, Wang BVI, Li BVI, Cyber Warrior and Brainstorming
Cafe (for more details, see the paragraph headed
“Relationship with Controlling Shareholders — Overview” in
this document); and “Controlling Shareholder” means any

one of them
has the meaning ascribed thereto under the Listing Rules
coronavirus disease 2019

China Securities Regulatory Commission ([ 75 75 B B 45 2
ZH ), a regulatory body responsible for the supervision

and regulation of the national securities market in China

Cyber Warrior Holdings Limited, a company incorporated in
the BVI with limited liability on November 10, 2021 which is
wholly-owned by Vistra Trust, and is one of our Controlling
Shareholders holding approximately 61.05% of the
shareholding in Brainstorming Cafe as of the Latest

Practicable Date

the deed of indemnity dated [*] 2022 entered into by Mr.
Wang, Mr. Li, Wang BVI, Li BVI and Brainstorming Cafe in
favor of our Company, pursuant to which Mr. Wang, Mr. Li,
Wang BVI, Li BVI and Brainstorming Cafe have given
certain tax and other indemnities in favor of our Company, as
further described in the paragraph headed “Statutory and
General Information — E. Other Information — 1. Tax and

other indemnities” in Appendix IV to this document
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“Deed of Non-Competition”

“Director(s)”

“Draft Data Security Regulations”

“EIT”

“EIT Law”

“Extreme Conditions”

“FVTPL”

“Grand Canal (Nanjing)”

the deed of non-competition dated [¢] 2022 entered into by
Mr. Wang, Mr. Li, Wang BVI, Li BVI and Brainstorming
Cafe in favor of our Company, as further described in the
paragraph  headed  “Relationship ~ with  Controlling

Shareholders — Deed of Non-Competition” in this document
the director(s) of our Company

the Regulations on the Administration of Cyber Data Security

(Draft for Comments) (484% Bidg 2 28 R G (HCRE R
) M) published by the CAC on November 14, 2021

enterprise income tax
the PRC Enterprise Income Tax Law

extreme conditions caused by a super typhoon as announced

by the government of Hong Kong

fair value through profit or loss

[REDACTED]

Jiangsu Grand Canal (Nanjing) Culture Tourism Development
Fund (Limited Partnership)* (VL& ] (5 50) SCAL R e 38
EEEHEREE)), a limited partnership established under the
laws of the PRC on July 6, 2020, a Shareholder and a
[REDACTED] Investor. For further details, see the paragraph

headed “History Development and Corporate Structure —

[REDACTED] Investments — Information regarding our
[REDACTED] Investors — Grand Canal (Nanjing)” in this
document

[REDACTED]
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9

“Group”, “our Group

or “uS”

“Guochuang Feitian”

“Hainan Yilin”

“Hefei Shuimu”

9 99 ¢

, “our”,

we

E)

our Company, our subsidiaries and the Consolidated
Affiliated Entities at the relevant time or, where the context
so requires, in respect of the period before our Company
became the holding company of our present subsidiaries
and consolidated affiliated entities, such subsidiaries and
consolidated affiliated entities of our Company at the

relevant time

Guochuang Feitian (Tianjin) Enterprise Management
Consultancy Partnership (Limited Partnership)* (B &I
RO BEEHFEHN B EEEREH)), a  limited
partnership established under the laws of the PRC on
January 18, 2021, a Shareholder and a [REDACTED]
Investor. For further details, see the paragraph headed
“History Development and Corporate Structure —
[REDACTED] Investments — Information regarding our
[REDACTED] Investors — Guochuang Feitian” in this

document

Hainan Yilin Investment Partnership (Limited Partnership)*
(BHIMBEEEB BEEREH)), a limited partnership
established under the laws of the PRC on October 29, 2021,
a Sharcholder and a [REDACTED] Investor. For further
details, see the paragraph headed “History, Development
and Corporate Structure — [REDACTED] Investments —
Information regarding our [REDACTED] Investors —

Hainan Yilin” in this document

Hefei Shuimu Venture Investment Enterprise (Limited
Partnership)* (G LK ARBIZEHREREEIRER)), a limited
partnership established under the laws of the PRC on July 19,
2016, a Shareholder and a [REDACTED] Investor. For
further details, see the paragraph headed “History,
Development and Corporate Structure — [REDACTED]
Investments — Information regarding our [REDACTED]

Investors — Hefei Shuimu” in this document
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“Hefei Xingcheng”

“Hong Kong”

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

Hefei Xingcheng Zhixiang Technology Co., Ltd.* (& EER
BEZRH AR, a limited liability company established
under the laws of the PRC on April 20, 2020, which was a
wholly-owned subsidiary of Ophyer Technology before its

deregistration on December 21, 2021

[REDACTED]

the Hong Kong Special Administrative Region of the PRC
Hong Kong dollars and cents respectively, the lawful

currency of Hong Kong

[REDACTED]
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“Hupo Jinyuan”

“ICP License”

“IFRS”

[REDACTED]

Beijing Hupo Jinyuan Media Co., Ltd.* (It 5{B% 14 YR 15
AM/2AE])  (formerly known as Beijing Hupo Jinyuan
Technology Co., Ltd.* (AtHIFHIEERIEARAR)), a
limited liability company established under the laws of the
PRC on March 29, 2011 and one of our Consolidated
Affiliated Entities

value-added telecommunications business operating license
(within business scope of Internet content provider) issued by

competent PRC Government authority

International Financial Reporting Standards
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“Independent Third Party” or a person or entity who, so far as our Directors are aware after
“Independent Third Parties” having made all reasonable enquiries, is not a connected

person of our Company under the Listing Rules

[REDACTED]

“iResearch” Shanghai iResearch Co., Ltd., an independent global market

research and consulting company
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“Jinan Taiyue”

“Kaiyuan Future”

“Kashi Fanxing”

“Latest Practicable Date”

“Li BVI”

Jinan Taiyue Equity Investment Fund Partnership (Limited
Partnership)* (B EBRHEREREABLEERAEE))
a limited partnership established under the laws of the PRC
on August 4, 2021, a Shareholder and a [REDACTED]
Investor. For further details, see the paragraph headed
“History, Development and Corporate Structure —
[REDACTED] Investments — Information regarding our
[REDACTED] Investors — Jinan Taiyue” in this document

Tianjin Kaiyuan Future Technology Venture Capital Fund
Partnership (Limited Partnership)* (K Bl I A28 B 7 A %
e HEHEEGAERSEE)), a limited partnership established
under the laws of the PRC on November 30, 2020, a
Shareholder and a [REDACTED] Investor. For further
details, see the paragraph headed “History, Development and
Corporate Structure — Per [REDACTED] Investments —
Information regarding our [REDACTED] Investors —

Kaiyuan Future” in this document

Kashi Fanxing Information Technology Co., Ltd. ("% &
= ERHE A BR/A ), a limited company established under the
laws of the PRC on May 9, 2018, which was a subsidiary of
Ophyer Technology before its deregistration on August 9,

2021

September 20, 2022, being the latest practicable date for the
purpose of ascertaining certain information contained in this

document prior to its publication

LYH. Ltd., a company incorporated in the BVI with limited
liability on June 8, 2021, which is wholly-owned by Mr. Li
and is one of our Controlling Shareholders holding
approximately 12.79% of the shareholding in Brainstorming
Cafe as of the Latest Practicable Date

[REDACTED]
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“Listing Rules”

“LPR”

“M&A Rules”

“Memorandum of Association” or

“Memorandum”

“Metaverse Industry Committee”

“MIIT”

“MOFCOM”

“Ml" Li”

[REDACTED]

the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (as amended, supplemented

or otherwise modified from time to time)

loan prime rate of the PRC, the benchmark lending rate a
commercial bank charged its prime customers; lending
interest rate of a loan can be set by adding or subtracting

basis points based on LPR

the Regulations on Merger with and Acquisition of Domestic
Enterprises by Foreign Investors (B FME 45 & 2 ff i 5% A
EMHED)

the amended and restated memorandum of association of our
Company, conditionally adopted on September 8, 2022 and
will come into effect upon Listing (as amended or

supplemented from time to time)

the Metaverse Industry Committee of China Mobile
Communications Association (B840 (5 B & & L FH =
#*¥ZH%), an industry committee established by China
Mobile Communications Association, a national organization
registered with the Ministry of Civil Affairs of the PRC (%
N BN BB

the Ministry of Industry and Information Technology of the
PRC (FF#E A RALANE T 2EA1{5 B AL EB) (formerly known as
the Ministry of Information Industry of the PRC (H#E A\ R4t
AR B )

Ministry of Commerce of the PRC (73 A &A1 B 5 75 &6)

Mr. Li Yanhao (Z=&fi¥%), a Controlling Shareholder, an
executive Director and the chief technology officer of our

Company
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DEFINITIONS

“Mr. Wang”

“Nanchang Xiaolan”

’

“Nanyang Ophyer’

“NDRC”

“NEEQ”

“Negative List”

“Ningbo Midu”

Mr. Wang Lei (7£4%), a Controlling Shareholder, an executive
Director, the chairman of the Board and the chief executive

officer of our Company

Nanchang Xiaolan Virtual Reality Industry Investment
Partnership (Limited Partnership)* (rd B/ NEE TR BB E e 2
BWEGBEEERE)), a limited partnership established
under the laws of the PRC on November 30, 2020, a
Shareholder and a [REDACTED] Investor. For further
details, see the paragraph headed “History, Development and
Corporate Structure — [REDACTED] Investments —
Information regarding our [REDACTED] Investors —

Nanchang Xiaolan” in this document

Nanyang Ophyer Technology Co., Ltd.* (FF5 % H KB
A BRZF]), a limited liability company established under the
laws of the PRC on September 29, 2017, which was a
wholly-owned subsidiary of Ophyer Technology before its
deregistration on October 29, 2021

National Development and Reform Commission (%45 J&
MHZ A )

National Equities Exchange and Quotations

the Special Administrative Measures (Negative List) for
Foreign Investment Access (2021 version), most recently
jointly promulgated by the MOFCOM and the NDRC on
December 27, 2021 and became effective on January 1, 2022,
as amended, supplemented or otherwise modified from time

to time

Ningbo Meishan Bonded Port Area Midu Investment
Partnership (Limited Partnership)* (&= A L1 £RA S [ K 2
BHHESGPLECEREY), a  limited partnership
established under the laws of the PRC on 30 May 2018, a
Shareholder and a [REDACTED] Investor. For further
details, see the paragraph headed “History, Development and
Corporate Structure — Per [REDACTED] Investments —
Information regarding our [REDACTED] Investors —

Ningbo Midu” in this document
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DEFINITIONS

“Nomination Committee”

“NPC”

“Ophyer BVI”

“Ophyer HK”

“Ophyer Technology”

the nomination committee of the Board

National People’s Congress of the PRC (& E ANRFEK
)

[REDACTED]

FTYD Ltd, a company incorporated in the BVI with limited
liability on July 19, 2021, a wholly-owned subsidiary of

our Company

Flowing Cloud Technology (HK) Limited (/&KX E#H) (&
)R A FR/A ), a company incorporated in Hong Kong
with limited liability on August 10, 2021, a wholly-owned
subsidiary of Ophyer BVI

Beijing Ophyer Technology Shares Co., Ltd.* (LI FE H R
BB AR A PR/ F]) (formerly known as Beijing Hengchuang
Zhaoye Technology Co., Ltd.* (dtITIEGIIEERIE AT FRA A
and Beijing Ophyer Technology Co., Ltd.* (630 % FRR K BHL
A FR7ZH])), a limited liability company established under the
laws of the PRC on March 19, 2008 and one of our
Consolidated Affiliated Entities
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DEFINITIONS

“PBOC”

“PRC Government”

“PRC Legal Advisors”

“[REDACTED] Investment(s)”

“[REDACTED] Investor(s)”

[REDACTED]

People’s Bank of China (4[] A R4R1T)

the central government of the PRC and all governmental
subdivisions (including provincial, municipal and other regional
or local government entities) and instrumentalities thereof or,

where the context requires, any of them

Hylands Law Firm, our legal advisors as to PRC laws and
regulations in connection with the [REDACTED]

the [REDACTED] investments in our Company undertaken by
the [REDACTED] Investors pursuant to the relevant
investments agreements. For further details, see the paragraph
headed “History, Development and Corporate Structure —
[REDACTED] Investments” in this document

certain investors of our Company who/which invested into our
Company prior to the [REDACTED] as described in the
paragraph headed “History, Development and Corporate
Structure — [REDACTED] Investments — Information
regarding our [REDACTED] Investors” in this document

[REDACTED]
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DEFINITIONS

“Registered Shareholders”

“Regulation S”

“Remuneration Committee”

“Reorganization”

“Revised CAC Measures”

“RMB” or “Renminbi”

“SAFE”

“SAMR?”, or formerly known as
“SAIC”

[REDACTED]

direct shareholders of Ophyer Technology, namely Mr. Wang,
Mr. Li, Ms. Peng Si (32/8), Ms. Li Shu Lan (ZE#]), Ms.
Song Lifang (“KEJ5), Mr. Wang Chongling (F4248), Ms. Yi
Huimin (£ %0), Ms. Li Xivjie (ZF7#), Mr. Liang Hui (%
##), Shanghai Wangyue, Xi’an Zhiyao, Xi’an Biyue, Grand
Canal (Nanjing), Ningbo Midu, Tongchuang Weiye, SAIF
Dynamiques, Hefei Shuimu, Shaanxi Big Data, Guochuang
Feitian, Kaiyuan Future, Tianjin Xinghuo, Zhongtong Xinyuan,
Nanchang Xiaolan, Shenzhen Chestnut, Shenzhen Linghang,
Jinan Taiyue, Hainan Yilin and Shanghai Zheji

Regulation S under the U.S. Securities Act
the remuneration committee of the Board

the corporate reorganization of our Group in preparation for the
[REDACTED], details of which are set out in the paragraph
headed ‘“History, Development and Corporate Structure —

Reorganization” in this document

the Measures for Cybersecurity Review (2021) ({#H4% % 2%
2 HF2%:(2021))) jointly promulgated by the CAC and 12 other
PRC regulatory authorities on December 28, 2021

Renminbi, the lawful currency of the PRC

State Administration of Foreign Exchange of the PRC (1 #E A
FOIL AN 1 TR B =) )

the State Administration for Market Regulation of the PRC ('
#E N\ RALAN B B 5 i1 4 B B ), and formerly known
as the State Administration of Industry and Commerce of the
PRC (3 A\ R A0 B T 47 B0 HH R
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DEFINITIONS

“SAIF Dynamiques”

“SASAC”

“SAT”

“SCNPC”

“Securities Activities Opinions”

“Securities and Futures Commission”

or “SFC”

“SFO”

“Shaanxi Big Data”

Shenzhen Futian SAIF Dynamiques Equity Investment Fund
Partnership (Limited Partnership)* (RN 48 H 22 & Bh S b
WERSEPEEEREY), a  limited  partnership
established under the laws of the PRC on December 5, 2016, a
Shareholder and a [REDACTED] Investor. For further details,
see the paragraph headed “History, Development and Corporate
Structure — [REDACTED] Investments — Information
regarding our [REDACTED] Investors — SAIF Dynamiques”

in this document

State-owned  Assets  Supervision and  Administration
Commission of the State Council of the PRC (H'#& A &A1
BB e A EE R E R R )

State Administration of Taxation of the PRC (¥ A &I
FHH5 L))

the Standing Committee of the National People’s Congress of

the PRC (B AR EREHHEZEE)

the Opinions on Lawfully and Severely Combating Illegal
Securities Activities (CBEAMKIENE BT E S ETIGHIMNE
L)) jointly promulgated by the General Office of the State
Council of the PRC together with the General Office of the
Communist Party of China Central Committee on July 6, 2021

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)

Shaanxi Big Data Business Incubation Management Center
Partnership (Limited Partnership)* (P PG K S A 3071k 57 2
HFOEBEEERAEY)), a limited partnership established
under the laws of the PRC on October 23, 2015, a Shareholder.
For further details, see the paragraph headed ‘History,
Development and Corporate Structure —  Corporate
Development — Ophyer Technology — Capital Increases in
2017 in this document
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DEFINITIONS

“Shandong Dingshang”

“Shanghai Chengxiang”

“Shanghai Shiao”

“Shanghai Wangyue”

Shandong Dingshang Enterprise Management Co., Ltd.* (1113
M AEEHAMRAR), a limited liability —company
established under the laws of PRC on April 5, 2016, was a
Shareholder of Ophyer Technology. For further details, see the
paragraph headed “History, Development and Corporate
Structure — Corporate Development — Ophyer Technology —
Delisting from the NEEQ” in this document

Shanghai Chengxiang Xingshi Information Technology Co.,
Lud* (B EAUE ERHCARAR]), a limited liability
company established under the laws of PRC on February 14,
2020, which was a subsidiary of Ophyer Technology before
its deregistration on July 29, 2021

Shanghai  Shiao Enterprise = Management Consultancy
Partnership (Limited Partnership)* (b i f {54 258 # 35
EBCEEREY)) (formerly known as  Tianjin
Zhangzhong Xinlan Enterprise Management Consultancy
Partnership (Limited Partnership)* (R P
A B AEERAY)), a limited partnership established
under the laws of the PRC on June 14, 2016, a former
shareholder of Ophyer Technology, which is ultimately held
as to 85% by Mr. Wang (the general partner) and 15% by Mr.
Li (the limited partner). For further details, see the paragraph
headed “History, Development and Corporate Structure —
Corporate Development — Ophyer Technology — Early

Development” in this document

Shanghai Wangyue Enterprise Management Consultancy
Partnership (Limited Partnership)* (78 KE B > 358 BEEk 0 &
%ﬁ%(ﬁ[ﬁ% %Z)) (formerly known as Tianjin Baoding
Enterprise Management Consultancy Partnership (Limited
Partnership)* (K E MAEEHHEAABEEERER)), a
limited partnership established under the laws of the PRC on
June 14, 2016, a Shareholder. For further details, see the
paragraph headed “History, Development and Corporate
Structure — Corporate Development — Ophyer Technology —

Early Development” in this document
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DEFINITIONS

“Shanghai Zheji”

“Share(s)”

“Shareholder(s)”

“Shenzhen Chestnut”

“Shenzhen Huachuang’

“Shenzhen Linghang”

’

Shanghai Zheji  Enterprise = Management Partnership
(Limited Partnership)* (LG8 AMSEETHEH EEFE R
&4%)), a limited partnership established under the laws of
PRC on July 1, 2021, a Shareholder and a [REDACTED]
Investor. For further details, see the paragraph headed
“History, Development and Corporate Structure —
[REDACTED] Investments — Information regarding our
[REDACTED] Investors — Shanghai Zheji” in this

document

ordinary share(s) with nominal value of US$0.00001 each

in the share capital of our Company
holder(s) of the Share(s)

Shenzhen Chestnut Investment Enterprise (Limited
Partnership)* (RINITETFHERHE (AREH) ), a limited
partnership established under the laws of the PRC on
August 19, 2021, a Shareholder and a [REDACTED]
Investor. For further details, see the paragraph headed
“History, Development and Corporate Structure —
[REDACTED] Investments — Information regarding our
[REDACTED] Investors — Shenzhen Chestnut” in this

document

Shenzhen Huachuang Yunjing Technology Co., Ltd.* (ZYI|
MR EZRHABRAR), a limited liability company
established under the laws of the PRC on January 12, 2021

and one of our Consolidated Affiliated Entities

Shenzhen Futian District Linghang Intelligent
Manufacturing Equity Investment Fund Partnership
(Limited Partnership)* (G4 H [ 98 A5 8 S 45 e RE 4% &
HEABEEEREY)), a limited partnership established
under the laws of the PRC on June 20, 2018, a Shareholder
and a [REDACTED] Investor. For further details, see the
paragraph headed “History, Development and Corporate
Structure — [REDACTED] Investments — Information
regarding our [REDACTED] Investors — Shenzhen

Linghang” in this document
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DEFINITIONS

“Shixin Network”

“SP License”

“Weifang Weiting”

“Sole Sponsor” or “Shenwan

Hongyuan”

Horgos Core Network Technology Co., Ltd.* (E# R H A
DHIFERI A BRAT]), a  limited liability company
established under the laws of the PRC on February 9, 2017,
which was a wholly-owned subsidiary of Ophyer
Technology before its deregistration on September 16, 2021

value-added telecommunications business operating license
(within the business scope of information services other
than Internet content provider) issued by competent PRC

Government authority

Weifang Weiting Anyi Enterprise Management Service
Partnership (Limited Partnership)* (#EY 1i Jgk 22 & 25 {264
MRBEABEEEREY)), a  limited  partnership
established under the laws of the PRC on September 4,
2019, holding 30% of the shareholding in Beijing Xingshi
as of the Latest Practicable Date. For further details, see
the paragraph headed “History, Development and Corporate
Structure — Corporate Development — Beijing Xingshi” in

this document

[REDACTED]

Shenwan Hongyuan Capital (H.K.) Limited, a licensed
corporation under the SFO permitted to carry on Type 1
(dealing in securities), Type 4 (advising on securities) and
Type 6 (advising on corporate finance) regulated activities
(as defined under the SFO)

[REDACTED]
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DEFINITIONS

“Stock Exchange”

“subsidiary(ies)”

“substantial shareholder(s)”

“Takeovers Code”

“Tianjin Xinghuo”

“Tongchuang Weiye”

“Track Record Period”

[REDACTED]

The Stock Exchange of Hong Kong Limited
has the meaning ascribed thereto under the Listing Rules
has the meaning ascribed thereto under the Listing Rules

the Codes on Takeovers and Mergers and Share Buy-backs
published by the SFC (as amended, supplemented or

otherwise modified from time to time)

Tianjin Xinghuo Yongsheng Enterprise Management
Partnership (Limited Partnership)* (K2 KK B 2EE
G EAERE)), a limited partnership established
under the laws of the PRC on 18 March 2021, a
Shareholder and a [REDACTED] Investor. For further
details, see the paragraph headed “History, Development
and Corporate Structure — [REDACTED] Investments —
Information regarding our [REDACTED] Investors —

Tianjin Xinghuo” in this document

Shandong Tongchuang Xinxing Zhilian Venture Investment
Partnership (Limited Partnership)* (L) SR TR] 1) 5 B 2281 e 1)
BHEABLEERAH)), a limited partnership established
under the laws of the PRC on January 4, 2021, a
Shareholder and a [REDACTED] Investor. For further
details, see the paragraph headed “History, Development
and Corporate Structure — [REDACTED] Investments —
Information regarding our [REDACTED] Investors —

Tongchuang Weiye” in this document

the period comprising the three years ended December 31,
2021 and the three months ended March 31, 2022
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DEFINITIONS

“United States” or “U.S.”

“U.S. dollars”, “US$” or “USD”

“U.S. Securities Act”

“VAT”

“VATS”

“VATS Qualification Requirements”

“Vistra Trust”

“Wang BVI”

“Wang Family Trust”

[REDACTED]

the United States of America, its territories, its possessions

and all areas subject to its jurisdiction

United States dollars, the lawful currency of the United
States

the U.S. Securities Act of 1933, as amended, and the rules

and regulations promulgated thereunder
value-added tax
value-added telecommunication services

has the meaning ascribed thereto in the paragraph headed
“Regulatory Overview — Laws and Regulations Relating to
VATS” in this document

Vistra Trust (Singapore) Pte. Limited, an Independent Third

Party professional trust company established in Singapore

Wanglei Co., Ltd., a company incorporated in the BVI with
limited liability on June 8, 2021, which is wholly owned by
Mr. Wang and is one of our Controlling Shareholders
holding approximately 26.16% of the shareholding in

Brainstorming Cafe as of the Latest Practicable Date

the trust established by Mr. Wang as the settlor and
protector, with Vistra Trust as the trustee, details of which
are set out in the paragraph headed “History, Development
and Corporate Structure — Reorganization — Offshore
Reorganization — Establishment of the Wang Family

Trust” in this document
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DEFINITIONS

“Wanjie Smart Marketing Platform”

“Xi’an Biyue”

“Xi’an Zhiyao”

“Zhongrunxing”

“Zhongtong Xinyuan”

44%”

Wanjie Smart Marketing Platform (&8 28T 8), our
current version of AR/VR SaaS platform, which was
launched in 2019

Xi’an Biyue Changxin Enterprise Management Partnership
(Limited Partnership)* (MEZHEMEZLETHA B4
F*HMAEH)), a limited partnership established under the
laws of the PRC on February 23, 2021, a Shareholder and a
[REDACTED] Investor. For further details, see the
paragraph headed “History, Development and Corporate
Structure — [REDACTED] Investments — Information
regarding our [REDACTED] Investors — Xi’an Biyue” in

this document

Xi’an Zhiyaoxiangde Enterprise Management Partnership
(Limited Partnership)* (P4 Z&&EHEMEEIGH M
FARAEH)), a limited partnership established under the
laws of the PRC on February 24, 2021, a Shareholder and a
[REDACTED] Investor. For further details, see the
paragraph headed “History, Development and Corporate
Structure — [REDACTED] Investments — Information
regarding our [REDACTED] Investors — Xi’an Zhiyao” in

this document

Zhongrunxing (Beijing) Culture Media Co., Ltd.* ("
B b)) UL A BR A7), a limited liability company
established under the laws of the PRC on November 13,
2017 and one of our Consolidated Affiliated Entities

Zhongtong Xinyuan Investment Management (Zibo)
Partnership (Limited Partnership)* (9 i 05 I 4% & & (1
YA B EEERE)), a limited partnership established
under the laws of the PRC on November 10, 2020, a
Shareholder and a [REDACTED] Investor. For further
details, see the paragraph headed “History, Development
and Corporate Structure — [REDACTED] Investments —
Information regarding our [REDACTED] Investors —

Zhongtong Xinyuan” in this document

per cent.
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DEFINITIONS

The English names of PRC laws, regulations, governmental authorities, institutions, and of
companies or entities established in the PRC included in this document are translations of their
Chinese names or vice versa and are included for identification purposes only. In the event of

inconsistency, the Chinese versions shall prevail.

The English names of the PRC entities mentioned in this document which are marked with

“*#” are translated, or transliterated from the Chinese name and are for identification purposes only.
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GLOSSARY OF TECHNICAL TERMS

This glossary contains definitions of certain terms used in this document in connection
with our Company and our business. The terms and their meanings may not correspond to

standard industry meaning or usage of these terms.

“SG”

“advertising customer(s)”

“AI”

“Android”

“aPaaS”

“API”

113 2

app

“ARN

“CAGR”

“CPA”

“CPC”

“CPMH

the 5th generation mobile network, a new global wireless
standard after 1G, 2G, 3G, and 4G networks

advertising customers include advertisers and their agents
artificial intelligence

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

smartphones and tablets

application platform as a service, a service model that
provides a platform and environment to allow developers to

build applications over the Internet

application programming interface, a set of routines,

protocols, and tools for building software applications
mobile application

augmented reality, an interactive experience of a real-world
environment where the objects that reside in the real world

are enhanced by computer-generated perceptual information
compound annual growth rate

cost per action, a pricing model where an advertising
customer is charged on the basis of each action of the end

user such as download, installation or registration

cost per click, a pricing model where an advertising

customer is charged on the basis of each click

cost per mille, a pricing model where an advertising

customer is charged on the basis of thousand impressions
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GLOSSARY OF TECHNICAL TERMS

“CPT” cost per time, a time-based pricing model where advertising

is paid on a fixed price for a given period

“CRM” customer relationship management, a strategy for managing
an organization’s relationships and interactions with

customers and potential customers

“DAU(s)” daily active users, which refers to the number of users who

log in to our AR/VR SaaS platform at least once during the

day
“HTML” hyper text markup language
“HS5” a mark-up language used for structuring and presenting

content on the World Wide Web, the fifth and current major
version of the HTML standard

“IEEE” the Institute of Electrical and Electronic Engineers

“impression(s)” the number of times the advertisement or content has been
displayed

“10S8” a mobile operating system developed and maintained by

Apple Inc. used exclusively in Apple touchscreen

technology including iPhones, iPods and iPads

“IoT” Internet of things, which refers to the Internet working of
physical devices, smart devices, and other items embedded
with  electronics, sensors, actuators, and network
connectivity which enable these devices or items to collect

and exchange data

“1P” intellectual property
“M&A” merger and acquisition
“MAU(s)” monthly active users, which refers to the number of users

who log in to our AR/VR SaaS platform in the relevant

calendar month

“Metaverse” a virtual universe with a sustainable existence based on the

real world through AR/VR and other technologies
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GLOSSARY OF TECHNICAL TERMS

“PBR” physically based rendering
“PGC” professionally generated content
“QR code” a machine-readable optical label that contains information

about the item to which it is attached
“R&D” research and development

“recurring customer(s)” for a particular year/period, being customer(s) who had

transacted with us during the preceding financial year

“SaaS” software as a service, a software licensing and delivery
model in which software is licensed on a subscription basis

and is centrally hosted
“UGceC”» user-generated content

“VR” virtual reality, the computer generated simulation of a
three-dimensional image or environment that can be

interacted with in a seemingly real or physical way

“Wi-Fi” a wireless local area network certified by the Wi-Fi
Alliance for wireless local area network products based on
the IEEE 802.11 standards, and a common IoT
communication protocol which is available in home and

business environments

“Wi-Fi 6” the IEEE 802.11ax-2021 standard for wireless local area
networks, an iteration of the Wi-Fi network protocol
approved by the IEEE on 9 February, 2021
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FORWARD-LOOKING STATEMENTS

FORWARD-LOOKING STATEMENTS CONTAINED IN THIS DOCUMENT ARE SUBJECT
TO RISKS AND UNCERTAINTIES

This document contains forward-looking statements relating to our plans, objectives,
expectations and intentions, which may not represent our overall performance for the periods of
time to which such statements relate. Such statements reflect the current views of our 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 document. You are strongly
cautioned that reliance on any forward-looking statements involves known and unknown risks and
uncertainties. The risks and uncertainties faced by our Company which could affect the accuracy

of forward-looking statements include, but are not limited to, the following:

. our business strategies and plans to achieve these strategies;

. our ability to meet the changing tastes and preference of our customers and end users;

. our future debt levels and capital needs;

. changes to the political and regulatory environment in the industry and markets in which

we operate;

. our expectations with respect to our ability to acquire and maintain regulatory licenses

or permits;

. changes in competitive conditions and our ability to compete under these conditions;

o future developments, trends and conditions in the industry and markets in which we

operate;
. general economic, political and business conditions in the markets in which we operate;
. effects of the global financial markets and economic crisis;
. our prospective financial information;
. our financial conditions and performance; and

. change or volatility in interest rates, foreign exchange rates, equity prices, volumes,

operations, margins, risk management and overall market trends.
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FORWARD-LOOKING STATEMENTS

In some cases, we use the words “aim,” “anticipate,” “believe,” “can,” “continue,” “could,”
“estimate,” “expect,” “going forward,” “intend,” “ought to,” “may,” “might,” “plan,” “potential,”
“predict,” “project,” “seek,” “should,” “will,” “would” and similar expressions to identify

forward-looking statements. In particular, we use these forward-looking statements in the
“Business” and “Financial Information” sections of this document in relation to future events, our
future financial, business or other performance and development, the future development of our

industry and the future development of the general economy of our key markets.

These forward-looking statements are based on current plans and estimates, and speak only as
of the date they were made. We undertake no obligation to update or revise any forward-looking
statements in light of new information, future events or otherwise. Forward-looking statements
involve inherent risks and uncertainties and are subject to assumptions, some of which are beyond
our control. We caution you that a number of important factors could cause actual outcomes to

differ, or to differ materially, from those expressed in any forward-looking statements.

Our Directors confirm that the forward-looking statements are made after reasonable care and
due consideration. Nonetheless, due to the risks, wuncertainties and assumptions, the
forward-looking events and circumstances discussed in this document might not occur in the way

we expect, or at all.
Accordingly, you should not place undue reliance on any forward-looking information. All

forward-looking statements contained in this document are qualified by reference to this cautionary

statement.
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An investment in our Shares involves significant risks. You should carefully consider all
of the information in this document, including the risks and uncertainties described below,
before making an investment in our Shares. The following is a description of what we
consider to be our material risks. Any of the following risks could materially and adversely
affect our business, financial condition and results of operations. The [REDACTED] of our
Shares could significantly decrease due to any of these risks, and you may lose all or part of

your investment.

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

hereof and is subject to the cautionary statements in the section headed “Forward-looking

Statements” in this document.

RISKS RELATING TO OUR BUSINESS AND INDUSTRY

As we are in the new and developing AR/VR content and services industry, our future
operating results and prospects, as well as our ability to forecast them, are subject to a
number of uncertainties, which may materially and adversely affect our profitability and

prospects.

We currently derive a significant portion of our revenue from our AR/VR marketing services,
AR/VR content and AR/VR SaaS businesses, and we expect this to continue for the foreseeable
future. The AR/VR content and services industry is also the scenario application tier of the
Metaverse ecosystem, according to iResearch. In 2019, 2020 and 2021 and the three months ended
March 31, 2022, revenue generated from our AR/VR marketing services, AR/VR content and
AR/VR SaaS businesses was RMB188.9 million, RMB265.7 million, RMB558.3 million and
RMB228.8 million, respectively, accounting for approximately 75.3%, 78.5%, 93.8% and 100.0%
of our total revenue during the same period. We are in a rapidly developing market. However, as
the AR/VR content and services industry, or the Metaverse scenario application tier, is new and

developing, our high historical growth rate may not be indicative of our future performance.

Our ability to accurately forecast our future operating results is limited and subject to a
number of uncertainties. We operate in a new and developing market and our business strategies
are subject to ongoing changes and developments of the industry. In particular, our profitability
and prospects depend on the continuing development and growth of the AR/VR content and
services industry and may be affected by a number of factors, many of which are beyond our
control, including but not limited to the general development trend of the industry, the emergence

of other alternative business methods, changes in government regulations or policies affecting the
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industry and the growth of the Internet industry in China or across the world in general. As the
Metaverse is a new and evolving concept and the development of the Metaverse is currently
immature, governments may impose regulations or guidelines on the Metaverse in the future. The
implementation of new regulations or guidelines could require us to change the way we conduct
our business, incur additional expenses or retain legal counsel or additional staff to ensure
compliance with such regulations. There can be no assurance as to the development and growth of
the AR/VR content and services industry at expected rates or at all, and our business model may
not be recognized by the market in a timely manner or at all. If the AR/VR content and services
industry fails to continue to develop and grow, or develops or grows more slowly than expected,

our profitability and prospects may be materially and adversely affected.

Due to our lack of or limited operating history in the AR/VR content and services businesses,
the Metaverse industry and the Feitian Metaverse platform, it may be difficult for investors

to evaluate our business and growth.

We shifted from games business to AR/VR content and services businesses in 2017 and
completed the transition in 2019. We launched our first AR/VR SaaS platform in 2017 and
generated revenue from our AR/VR SaaS business in 2019. With our limited operating history in
the AR/VR content and services businesses, our ability to accurately forecast our future operating
results is limited and subject to a number of uncertainties, including our ability to plan for and
model our future growth. We face various challenges and uncertainties, including the fact that we
operate in new and developing markets and elements of our business strategy are new and subject

to ongoing development.

Metaverse is at its early stage of development and is a constantly developing concept and
industry and is expected to continue to evolve. According to iResearch, Metaverse is at present
mainly at the 1.0 concept version stage, i.e. the experience attribute stage. Metaverse is expected
to evolve and go through Metaverse 2.0 and Metaverse 3.0 stages. For more information, please
see the paragraph headed “Industry Overview — Overview of Metaverse Ecosystem” in this
document. The development of the Metaverse is highly uncertain and currently immature. The
development of the Metaverse is subject to many challenges and constraints, including the
development of underlying technologies and infrastructure, imposition of government policies,
laws and regulations, and the constantly changing public perceptions. For example, regulations
governing the time for which minors may spend playing online games may be applicable to
gaming platforms of the Metaverse. If our Feitian Metaverse platform is deemed to be a gaming
platform by the authorities, the regulations governing the time for which minors may spend
playing online games may be applicable to us and we may incur additional expenses to comply

with the relevant regulations. As a participant of the Metaverse, we may be affected by the
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setbacks in the development of the Metaverse. See also the paragraph headed “— Any negative
publicity with respect to us, the AR/VR industry, Metaverse, or our partners may materially and

adversely affect our reputation, business and results of operations” in this section.

In November 2021, we announced that we will be publishing our Feitian Metaverse platform.
As our plan for Feitian Metaverse platform is at a preliminary stage with no committed business
model for monetization, our development of and future operation with respect to Feitian Metaverse
platform are highly uncertain and it may not be possible to fully discern the trends that we are
subject to. The development and monetization of our Feitian Metaverse platform depend on the
development of the Metaverse, which is itself developing and constantly evolving. We cannot
assure you that our attempts to monetize our Feitian Metaverse platform will be successful or that
we will generate sustainable revenue or profit from our Feitian Metaverse platform. We face a
variety of risks relating to monetizing our Feitian Metaverse platform, most of which are beyond

our control, including:

. we may fail to retain and expand our base of end users and business customers;

. we may fail to properly price our products and services on our Feitian Metaverse

platform;

. our monetization strategies may be limited by regulations or government policies. We
may not obtain all the licenses and permits required by regulations and government
policies to carry out our monetization strategies and there is no assurance that we will
be able to renew all necessary licenses and permits upon their expiration in a timely

manner or at all;

. we may fail to develop or implement new monetization strategies with respect to our

Feitian Metaverse platform;

. our products and services offered on Feitian Metaverse platform may fail to compete
effectively with the products and services introduced by our competitors. The Metaverse
is characterized by rapidly evolving technologies and standards. Our competitors may
develop or acquire alternative and competing technologies and standards that could
allow them to introduce products or services that better appeal to the end users and
business customers and provide similar competitive products or services at lower costs;

and

. we may fail to satisfy the expectations of the quality or reliability of our end users and

business customers.
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If for any reason we fail to effectively monetize our Feitian Metaverse platform or our
Feitian Metaverse platform does not succeed, we may not be able to maintain or increase our
revenue or sustain profitability, and our business, financial conditions, results of operations and

prospects will be materially and adversely affected.

We have encountered and will continue to encounter risks and challenges in emerging and
rapidly evolving industries, including our ability to, among other things, attract customers,
maintain or increase average spending per customer, increase our brand awareness and enhance
monetization. If we fail to address any of the foregoing risks and challenges, our business,

financial condition, and results of operations may be materially and adversely affected.

We may not be able to implement our growth strategies or manage our growth effectively.

Our future success depends, to a large extent, on our ability to implement our future plans.
We intend to, among other things, extend and enhance our current position in the AR/VR content
and services industry in China, including our AR/VR marketing services, AR/VR content and
AR/VR SaaS, and build a leading Metaverse platform in China. See the paragraph headed
“Business — Our Development Strategies” and the section headed “Future Plans and
[REDACTED]” in this document for detailed information of our future plans.

However, our ability to grow and implement our future plans will be subject to a wide range
of operational and financial requirements, including, among others, appropriate allocation of
capital investments in implementing various plans, formulation of a successful monetization plan
and adequate human resources. We may also be unable to realize our future plans in accordance
with the expected timetable, or at all, due to other risks and uncertainties which include, among
others, intensifying competition, our ability to retain key employees and maintain favorable labor
relations, our financial stability, and our existing business relationships with major customers and
suppliers. The execution of our future plans may also be hindered by other factors beyond our
control, such as market acceptance and growth of the AR/VR content and services industry, or
market acceptance and development of the Metaverse, general market conditions and the domestic

and international economic and political environment.

If we fail to implement our growth strategies or manage our growth effectively, this may
hinder our ability to capture new business opportunities and maintain our competitive edge, and
hence, our business, financial conditions, results of operations and prospects may be materially and

adversely affected.
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Our historical growth rates may not be indicative of our future growth.

We experienced rapid growth in our revenue during the Track Record Period. Our revenue
increased by RMB87.7 million, or 34.9%, from RMB250.9 million in 2019 to RMB338.6 million
in 2020, and further increased by RMB256.7 million, or 75.8%, to RMB595.3 million in 2021. Our
revenue increased by RMB90.2 million, or 65.0%, from RMB138.7 million in the three months
ended March 31, 2021 to RMB228.9 million in the three months ended March 31, 2022.

While our business has grown in the past, we cannot assure you that we will be able to
sustain our historical growth rate for various reasons, including uncertainty of our continuous
launch of new products and services, intensified competition within the AR/VR content and
services industry in China and unforeseen changes in the PRC laws and policies which may have
an impact on our businesses. The development of the Metaverse is also highly uncertain and
currently immature. Our plan for the Feitian Metaverse platform is at a very preliminary stage with
no committed business model for monetization. Our revenue, expenses and operating results may
vary from period to period due to factors beyond our control. We cannot assure you that our future
revenue will increase or that we will continue to be profitable. Accordingly, investors should not

rely on our historical results as an indication of our future financial or operating performance.

In addition, our anticipated expansion and investment in new products and services may place
a significant strain on our managerial, operational, financial and human resources. Our current and
planned personnel, systems, procedures and controls may not be adequate to support our future
operations. We cannot assure you that we will be able to effectively manage our growth or
implement all such systems, procedures and control measures successfully. If we are not able to
manage our growth or execute our strategies effectively, our business and prospects may be

materially and adversely affected.

Any negative publicity with respect to us, the AR/VR industry, Metaverse or our partners

may materially and adversely affect our reputation, business and results of operations.

Complaints, litigation, regulatory actions or other negative publicity that arises about the
AR/VR industry and Metaverse in general or our Group in particular, including on the quality,
effectiveness and reliability of our AR/VR marketing services solutions, our proprietary platform,
privacy, security practices or marketing content, even if groundless, could adversely affect our
reputation and customers’ confidence in us. For example, there has been some negative press
coverage on Metaverse on online news medias including Xinhuanet in China. Metaverse was
considered to be an overrated and immature concept and may be subject to stricter regulatory
scrutiny according to some online news media in China. Damage to our reputation and customers’
confidence can also arise for many other reasons, including employee misconduct, misconduct of

media platforms or other counterparties, failure by these persons or entities to meet minimum
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quality standards or otherwise fulfil their contractual obligations or comply with applicable laws
and regulations. Additionally, negative publicity with respect to our data or media platforms could
also affect our business and operations to the extent that our business and operations rely on these
partners. Moreover, we are vulnerable to adverse market perception as we operate in an industry
where integrity, customer trust and confidence are critical. Any litigation and disputes, misconduct
of our personnel, changes in senior personnel, customer complaints and the outcome of regulatory
investigations or penalties imposed upon us may harm our reputation. Any damage to our
reputation may cause our existing and potential customers to be reluctant to procure services from
us in the future and therefore may have a material adverse impact on our business, results of

operations, financial conditions and prospects.

Our business, growth and prospects are significantly affected by the growth in the SaaS
industry and the AR/VR marketing industry in China.

SaaS products remain less common and less mature in terms of development in China
compared to the United States. As a result, the transition to SaaS products in China may be slower
among customers with heightened data security concerns or demands for highly customizable
application software. Our customers’ acceptance of our SaaS products depends, to a large extent,
on their level of awareness of our SaaS product offerings and the widespread and global use of
SaaS products. We cannot assure you that the trend of adopting and utilizing such products by

customers will continue to grow in the future.

In addition, marketing through new means and channels such as AR/VR marketing remains
less established compared to other conventional means such as search engines. The future growth
of our business may be constrained by a combination of the (i) level of acceptance and expansion
of emerging AR/VR marketing channels, and (ii) continued use and growth of existing AR/VR
marketing channels. Even if AR/VR marketing becomes widely adopted, advertising customers
may not be familiar with, or be willing to make significant investments in, services such as ours to
assist them in managing their marketing across channels and devices. As a result, we cannot
predict with certainty the demand for our solutions and services or the future growth rate and size
of the market for our AR/VR SaaS products and AR/VR marketing services.

If we fail to improve and enhance the functionality, performance, reliability, design, security
and scalability of our products and services timely to suit our customers’ evolving needs, our
business, financial condition, results of operations and prospects may be materially and

adversely affected.
The markets in which we operate and compete are characterized by constant change and

innovation and we expect these markets to continue evolving rapidly. To date, our success has

been based on our ability to identify and anticipate the needs of our customers and design
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solutions and services that our customers required to develop their businesses. For further
information on the solutions and services we offer, see the paragraph headed “Business — Our
Services and Products” in this document. Our ability to attract new customers, retain existing
customers, increase sales to both new and existing customers and increase cross-sales among our
business segments will depend, to a large extent, on our ability to continue improving and
enhancing the functionality, performance, reliability, design, security and scalability of our

solutions and services.

We may also experience difficulties in keeping pace with rapidly developing technologies,
especially those applied in the AR/VR content and services industry such as AR/VR hardware,
Internet-related hardware and software, communication, cloud computing, machine learning,
application software development platform and database technologies. We may not be successful in
either developing these technologies or in applying them in our services or products in a timely
manner. Continuous improvement and enhancement of our solutions and services require
significant investment and we may not have sufficient resources to do so. To the extent we are not
able to improve or enhance the functionality, performance, reliability, design, security and
scalability of our solutions and services in a manner that responds to our customers’ evolving
needs, or our solutions and services lack the market attractiveness or the ability to solve the pain
points in the industry, our existing customers may not repurchase our solutions and services. In
particular, the introduction of significant technology changes and upgrades and expansion of our
AR/VR marketing services, AR/VR content and AR/VR SaaS may not be successful, or they may
not result in long-term success or significant increase in revenue for us. Failure in this regard may
significantly impair our revenue growth as well as negatively impact our operating results if the
additional costs are not offset by additional revenue. As a result, our business, financial condition,

results of operations, and prospects will be adversely affected.

Loss of any existing major media platforms or their agents may materially and adversely

affect our business and results of operations.

Apart from our customers, media platforms and their agents are also key participants in our
business. By matching the needs of customers with the traffic from media platforms, we enable
media platforms to monetize their traffic and assist our customers in gaining traffic of substantial
scale. Our continued access to attractive content distribution opportunities and premium media

resources remains crucial to our AR/VR marketing services business.

Our success depends on our ability to retain existing media platforms, deepen or expand our
relationships with our media platforms and their agents and establish cooperation relationship with
new media platforms in the future. For 2019, 2020 and 2021 and the three months ended March
31, 2022, agents of media platforms accounted for four, three, four and five of our top five

suppliers, respectively. As of the Latest Practicable Date, we had not owned or controlled any
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content distribution channel in China. We typically enter into agreements with media platforms or
their agents for a term of one year, and media platforms and their agents are generally not bound
by long-term contracts with us. If our media platforms or their agents are no longer satisfied with
the monetization efficiency generated by using our services, or if their traffic-related policies or
relevant industry policies are adopted or amended in a way unfavorable to us, they may reduce or
discontinue their cooperation with us and we would lose a portion or all of the advertising
inventories through which we can deliver advertisements. In the event that we cease to cooperate
with any existing major media platforms or their agents, we may not be able to complete the
advertising delivery for our customers in a timely manner or at all, and may incur significant costs
in finding new media platforms or new advertising traffic. We cannot assure you that we will be
able to maintain existing business relationship or deepen cooperation with them in the future. Loss
of access to any one of our existing major media platforms or the ability to source any alternative
media platforms in a timely manner, or at all, may negatively impact our capacity to help
customers reach their target consumers and may, in turn, affect our business, brand and results of

operations.

Limitations on our ability to collect and use data, or any challenges to our right to collect and
use such data, could significantly diminish the value of our technologies and services and
cause us to lose our customers and media platforms, and harm our business and results of

operations.

Interruptions, failures or defects in our data collection system as well as privacy concerns
regarding the collection of device-specific data could limit our ability to analyze such
device-specific data. In addition, there is no assurance that the PRC Government will not adopt
legislation that prohibits or limits the collection of device-specific data on the Internet and the use
of such data, or that third parties will not bring lawsuits against us relating to Internet privacy and
data collection. Due to the recent development of laws and regulations on data protection and
privacy, other companies such as our customers or suppliers will be subject to more stringent
requirements on data sharing with third parties, which may limit our ability to collect data from
such other companies. The PRC Government has enhanced its enforcement on the laws and
regulations in relation to privacy and data protection in the past and may continue to take
enhanced enforcement actions in the future. The Notice on the Illegal Collection and Use of
Personal Information by 129 Apps Such As “Keep” (BN Keep§ 129 3K App 175 4 K5 Ui 48 {1 I (1
MNMEBEWAFEE)) issued by the CAC in June 2021 is a recent example. The application
categories targeted by the competent PRC Government authority include, among others, fitness,
live-streaming, online shopping, education, women’s health, dating and application store. The
notice aims to enhance the CAC’s scrutiny of the collection and use of data by leading technology
companies so as to as prohibit them from infringing personal information and privacy. These laws
and regulations are constantly evolving and can be subject to significant changes. As a result, the

application, interpretation and enforcement of these laws and regulations are often uncertain,
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particularly in the rapidly evolving industries in which we operate, and may be interpreted and
applied inconsistently. For further information, see the paragraph headed “— We are subject to
complex and evolving laws, regulations and governmental policies regarding privacy and data
protection. Actual or alleged failure to comply with privacy and data protection laws, regulations
and governmental policies could damage our reputation, deter current and potential customers from
using our products and services and could subject us to significant legal, financial and operational
consequences” in this section. Third-party companies may adjust their policies on data access, data
collection and content restrictions from time to time, and such changes are beyond our control. For
example, in April 2021, Apple Inc. adopted a new consumer privacy protection policy, requiring
app platforms to get explicit permissions from users before tracking their activity across other apps
or websites that the app platforms do not own and allowing iPhone users to opt out to be tracked
on different apps when using their Apple devices. If third-party companies adjust their policies on
data access, data collection and/or content restrictions, we may be unable to provide effective
services and lose our customers and media platforms, and our business, financial condition and

results of operations would be adversely affected.

We were exposed to concentration risk and counter-party risk of reliance on our major

customers and suppliers during the Track Record Period.

During the Track Record Period, we generated a significant portion of our revenue from sales
to our major customers and we procured a significant portion of our total purchase amount from
our major suppliers. In each of 2019, 2020 and 2021 and the three months ended March 31, 2022,
our top five customers accounted for approximately 46.1%, 38.5%, 39.2% and 30.7% of our
revenue for the respective year/period. During the same periods, our largest customer accounted
for approximately 12.0%, 14.2%, 10.2% and 7.5% of our revenue for the respective year/period. In
each of 2019, 2020 and 2021 and the three months ended March 31, 2022, our top five suppliers
accounted for approximately 49.9%, 41.1%, 45.1% and 54.2% of our total cost of revenue for the
respective year/period. During the same periods, our largest supplier accounted for approximately
16.1%, 9.7%, 13.5% and 14.8% of our total cost of revenue for the respective year/period. As
such, we may be subject to concentration risk and counter-party risk from these major customers
and suppliers. See the paragraphs headed “Business — Our Customers” and “Business — Our
Suppliers” in this document for more details. In addition, our top five customers and top five
suppliers varied during the Track Record Period. We cannot guarantee that our major customers
and suppliers will continue to work with us or will not reduce their business with us. In particular,
we cannot guarantee that our customers will enter into new service contracts with Beijing Flowing
Cloud for the Non-restricted Businesses (as defined in the section headed “Contractual
Arrangements” in this document) upon termination or expiration of existing service contracts for
the Non-restricted Businesses. Moreover, we cannot guarantee that our major customers or
suppliers will not have a change of business scope or business model, will continue to maintain

their market position and reputation, will not cease to operate or will not experience operational or
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financial difficulties. Any material adverse change to the operation, financial performance or
financial condition of our major customers and suppliers may have a significant adverse impact on
us. If we are unable to find new customers and suppliers on comparable commercial terms or, in
the case of customers, with similar revenue contribution, within a reasonable period of time, or at
all, our business, financial condition, results of operations and profitability may be adversely
affected.

If we fail to effectively manage and control our traffic acquisition costs, our gross profit and

financial results will be adversely affected.

A significant portion of our revenue is generated using the CPA, CPC or CPM pricing model.
We pay our media platforms or their agents traffic acquisition costs for placing advertisements
using the CPA, CPC or CPM pricing model. The traffic acquisition costs in the market are beyond
our control. The increase in the traffic acquisition costs in the market will directly result in the
increase in our traffic acquisition costs. For 2019, 2020 and 2021 and the three months ended
March 31, 2022, our traffic acquisition costs amounted to RMB115.3 million, RMB138.4 million,
RMB311.5 million and RMB126.7 million, respectively, accounting for 65.6%, 59.2%, 74.2% and
81.5% of our total cost of revenue during the same period, driven partially by the increase in the
traffic acquisition costs in the market. Significant increases in the traffic acquisition costs in the
market will compress our profit margin and adversely affect our profitability and financial results.
We rely on historical data to conduct analysis and set advertisement placement strategies. If our
advertisement placement strategies do not lead to expected advertising targets, we may incur
higher costs than predicted, which will affect our gross profit. If we cannot effectively manage

such costs, our profitability and financial results will be adversely affected.

We recorded negative operating cash flow for the three months ended March 31, 2021 and
2022.

Our net cash used in operating activities was RMB11.1 million for the three months ended
March 31, 2021, primarily due to (i) a decrease in contract liabilities mainly because we completed
the performance of certain AR/VR marketing services and delivered AR/VR content and IPs in
relation to the contract liabilities in the three months ended March 31, 2021, and (ii) an increase in
prepayments mainly for purchasing advertising traffic in connection with our AR/VR marketing
services as we usually secure traffic important to our operation at the beginning of the year. Our
net cash used in operating activities was RMB12.6 million for the three months ended March 31,
2022, primarily due to (i) an increase in trade and other receivables and deposits due to the growth
of our AR/VR marketing services, AR/VR content and AR/VR SaaS businesses, and (ii) an
increase in prepayments mainly for purchasing advertising traffic in connection with our AR/VR
marketing services as we usually secure traffic important to our operation at the beginning of the

year and for purchasing outsourcing services in connection with our AR/VR content business
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expansion. For further information, see the paragraphs headed “Financial Information —
Discussion of Certain Key Consolidated Balance Sheets Items” and “Financial Information —

2

Liquidity and Capital Resources — Cash Flow” in this document.

We cannot assure you that we will be able to generate positive cash flows from operating
activities in the future. If we record net operating cash outflows in the future, our working capital
may be constrained which may adversely affect our financial condition. Our future liquidity,
payment of trade payables, and bank and other borrowings primarily depend on our ability to
maintain adequate cash inflows from our operating activities and adequate external financing. If
we are unable to maintain our sources of funding in a timely manner and on reasonable terms, or
at all, we may face liquidity issues and our business, financial condition and results of operations

may be materially and adversely affected.

We are exposed to credit risk in relation to our customers, which could adversely impact our

financial condition, results of operations and operating cash flow.

We are exposed to credit risk in relation to our trade receivables. The balance of our trade
receivables was RMB96.7 million, RMB139.8 million, RMB161.9 million and RMB197.9 million
as of December 31, 2019, 2020 and 2021 and March 31, 2022, respectively. As of December 31,
2019, 2020 and 2021 and March 31, 2022, our allowance for credit losses of trade receivables was
RMB5.5 million, RMB7.9 million, RMB7.0 million and RMB12.6 million, respectively. For 2019
and 2020, our impairment losses recognized on trade receivables was RMB2.6 million and
RMB2.4 million, respectively, and our impairment losses reversed on trade receivables for 2021
was RMBO0.9 million. For the three months ended March 31, 2022, our impairment losses
recognized on trade receivables was RMBS5.6 million. We generally grant a credit period ranging
from several working days to six months typically after receipt of our VAT invoice, which is
interest free with no collateral. We cannot guarantee that our customers will settle our trade
receivables in full or at all, whether within the credit period or not, and our trade receivable
turnover days may increase in the future. If any of our customers with significant outstanding trade
receivable balances were to become insolvent or otherwise unable to make payments in a timely
manner, or at all, we would have to make further provisions against such trade receivables, or
write off the relevant amounts, either of which could adversely affect our profitability and liquidity
position. See the paragraph headed “Financial Information — Financial Risks Disclosure — Credit

Risk” and Note 33 to the Accountants’ Report set out in Appendix I to this document.
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Any discontinuation, reduction or delay of any preferential tax treatments or government
grants that may be available to us in the future could materially and adversely affect our

business, financial condition and results of operations.

We have benefited from preferential tax treatments from the PRC Government. For example,
Ophyer Technology was qualified as a high and new technology enterprise and enjoyed lower
income tax rate of 15% during the Track Record Period. In addition, certain of our PRC
subsidiaries have been approved as small low-profit enterprises and were subject to a preferential
income tax rate of 5% or 10% during the Track Record Period. The PRC Government may decide
to reduce, eliminate, decline to renew or cancel our tax preferences in the future. Therefore, we
cannot assure you of the continued availability of such preferential tax treatments which we
currently enjoy. We also received government grants primarily in the form of interest subsidies,
which are typically on a one-off basis. Any discontinuation, reduction or delay of the preferential
tax treatments or government grants could adversely affect our financial condition and results of
operations. See the paragraph headed “Financial Information — Description of Major Components

of Our Results of Operations — Other Gains and Losses” in this document.

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

Deferred tax assets are generally recognized for all deductible temporary differences and
unused tax losses to the extent that future taxable profit will be available to utilize against such
asset recognized prior to their expiry. As of December 31, 2019, 2020 and 2021 and March 31,
2022, our deferred tax assets amounted to RMBO0.8 million, RMB1.1 million, RMB1.3 million and
RMB3.2 million, respectively. Significant management judgment is required to determine the
amount of deferred tax assets that can be recognized, based upon the timing and amount of
forecasted future taxable profits at the relevant times together with future tax planning strategies.
Any changes in management judgment as well as the future operating results of the relevant
entities would affect the carrying amounts of deferred tax assets to be recognized and the
recoverability of deferred tax assets recognized in our consolidated financial statements, and hence
could materially and adversely affect our financial condition and results of operation in future

years.

Our large prepayments to major suppliers for advertising traffic acquisition may involve

significant uncertainty.

During the Track Record Period, we made significant prepayments to major suppliers for
advertising traffic acquisition. The balance of our prepayments for advertising traffic acquisition as
of December 31, 2019, 2020 and 2021 and March 31, 2022 was RMB44.7 million, RMB85.9
million, RMB138.4 million and RMB171.5 million, respectively. If the amount of prepayments

paid to major suppliers for traffic acquisition increase significantly in the future, we may
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experience issues related to business operation and capital insufficiency caused by mismatched
prepayment for purchases of advertising traffic and the collection of trade receivables. In addition,
as we make prepayment with cash on hand, the significant increase in prepayment may adversely
affect our operating cash flow materially. Furthermore, as our prepayments are generally not
refundable, we will not be able to use refunds for prepayments to mitigate any stress on our
operating cash flow and our operating cash flow may be adversely affected. If our suppliers
change the price or material terms of our advertising traffic purchase arrangement, we may be
subject to price pressure and may incur more traffic acquisition costs than we expected. If our
suppliers fail to provide relevant traffic resources to us, our business may be materially and
adversely affected. Moreover, any material adverse change to the operation, financial performance

or financial condition of these suppliers may have a significant adverse impact on us.

Our operating results are subject to seasonal fluctuations.

We have experienced, and expect to continue to experience, seasonal fluctuations in our
revenue and results of operations. Our revenue from the first quarter of each calendar year
generally contributes a smaller portion of our total revenue in the year, primarily due to the
closure of businesses at the beginning of the calendar year in which the Chinese New Year
holidays fall, resulting in less demand from our customers. As a result, our revenue may vary from
quarter to quarter, and you may not be able to predict our annual results of operations based on a
quarter-to-quarter comparison of our results of operations. As a result of the continued growth of
our service and product offerings, we believe that our business may become more seasonal in the
future, and that historical patterns in our business may not be a reliable indicator of our future
sales activity or performance, and any quarterly fluctuations in our revenue and results of
operations could result in volatility and cause the price of our Shares to fall. As our revenue

grows, these seasonal fluctuations may become more pronounced as a result.

Failure to fulfill our obligations in respect of contract liabilities could materially and

adversely affect our results of operation, liquidity and financial position.

Our contract liabilities represent our obligations to provide the contracted services and
products to customers. Our contract liabilities mainly arise from the advance payments in relation
to our AR/VR marketing services, AR/VR content, AR/VR SaaS and IP products ordered by the
customers while the underlying services or products are yet to be provided. As of December 31,
2019, 2020 and 2021 and March 31, 2022, we had contract liabilities of RMB19.0 million,
RMB44.4 million, RMB21.1 million and RMB24.3 million, respectively. For further details, see
the paragraph headed “Financial Information — Discussion of Certain Key Consolidated Balance

Sheets Items — Contract Liabilities” in this document.
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There is no assurance that we will be able to fulfill our obligations in respect of contract
liabilities as the completion of our services or products is subject to various factors, including our
operation capabilities and normal operations of our business. If we are not able to fulfill our
obligations with respect to our contract liabilities, the amount of contract liabilities will not be
recognized as revenue, and we may have to return the advance payment made by our customers.
As a result, our results of operations, liquidity and financial position may be materially and

adversely affected.

We face intensive competition in the markets in which we operate and may not be able to

compete successfully against our existing and future competitors.

We face competition in various aspects of our business and we expect such competition to
continue to grow in the future. According to iResearch, there were more than 5,000 players in the
AR/VR content and services market in China and we only had a market share of 2.6% in terms of
revenue in 2021. Moreover, certain of our competitors have longer operating histories and
experience, larger customer bases, greater brand recognition, more extensive commercial
relationships within China, and greater financial, technical, marketing and other resources than we
do. As a result, such competitors may be able to develop products and services better received by
customers or may be able to respond more quickly and effectively to new or changing
opportunities, technologies, regulations or customers’ needs. Traditional online marketing
companies and offline advertising companies may compete with our AR/VR marketing services
business for our customers’ advertising budgets. We also compete for customers’ overall marketing
spending with direct marketing, print advertising companies and traditional media such as
television, radio and cable companies. In addition, some of our competitors may be able to
leverage a larger existing customer base and sales network to adopt more aggressive pricing
policies and offer more attractive sales terms. This could cause us to lose potential sales or compel
us to sell our solutions and services at lower prices to remain competitive, which may have a

material adverse impact on our results of operation and financial condition.

We may be subject to further competition if any of our competitors enter into business
partnerships or alliances or raise significant additional capital, or if established companies from
other market segments or geographical markets expand into our market segments or geographical
markets. Any existing or potential competitors may also choose to operate based on a different
pricing model or undercut prices in order to increase their market share. If we are unable to
compete successfully against our current or potential competitors, our business, results of

operations, and financial condition may be negatively impacted.
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We may be unable to obtain any additional capital required in a timely manner or on
acceptable terms, or at all. Further, our future capital needs may require us to sell additional
equity or debt securities that may dilute our Shareholders’ shareholdings or introduce

covenants that may restrict our operations or our ability to pay dividends.

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

uncertainties, including:

. our market position and competitiveness in the industries in which we operate;

. our future profitability, overall financial condition, results of operations and cash flows;

. general market conditions for capital-raising activities by our competitors or other

AR/VR content and services and SaaS product providers in China;

. uncertainty and immaturity of Metaverse in general; and

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

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

We store personal information belonging to our customers in relation to our AR/VR
marketing services and AR/VR SaaS products on our systems. If our security is compromised,
or such information is otherwise accessed without authorization, our reputation may be

harmed, and we may be exposed to potential liability and significant loss of business.

Under certain circumstances, we store mobile phone numbers and other confidential
information relating to our customers such as their names, addresses and contact information, and
are subject to PRC laws and regulations regarding privacy and the protection of data. We also
collect confidential data and information from third-party suppliers. We are required to collect and
use the confidential data and information in accordance with PRC laws and not to disclose or use
such data and information without consent. For further information, see the paragraph headed “—

We are subject to complex and evolving laws, regulations and governmental policies regarding
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privacy and data protection. Actual or alleged failure to comply with privacy and data protection
laws, regulations and governmental policies could result in us being ordered by the competent PRC
Government authorities to correct the illegal behavior, given a warning, confiscated of illegal
gains, ordered to terminate the provision of services, or imposed a fine; and could also damage our
reputation, deter current and potential customers from using our products and services and could
subject us to significant legal, financial and operational consequences” in this section and the
paragraph headed “Regulatory Overview — Laws and Regulations Relating to Information

Security and Privacy Protection” in this document.

We do not frequently monitor or review content uploaded and stored by our customers on our
system. Therefore, we do not control the substance of the content on our system, which may
include personal information. We cannot assure you that third parties will not succeed in their
attempts to obtain unauthorized access to any personally identifiable information relating to our
customers. Such information may also be otherwise exposed through human error or other
malfeasance. Any unauthorized access or compromise of such personally identifiable information

could have an adverse effect on our business, financial condition and results of operations.

System disruptions, distributed denial of service attacks, or other hacking and phishing
attacks on our system and security breaches may delay or interrupt services to our
customers, harm our reputation and subject us to significant liability, which in turn may

adversely affect our business, results of operations and financial results.

Notwithstanding that we did not experience any material interruptions in our system during
the Track Record Period, our system may be subject to system disruptions and distributed denial of
service (DDoS) attacks, a technique used by hackers to take an Internet service offline by
overloading its servers and we cannot assure you that any applicable recovery system, security
protocol, network protection mechanisms or other defense procedures are, or will be, adequate to
prevent such network or service interruptions, system failures or data losses. Additionally, our
infrastructure and system may also be breached if any vulnerabilities therein are exploited by

unauthorized third parties.

We may not be able to implement sufficient preventative measures or stop the DDoS attacks,
hacking and phishing attacks while they are occurring. A DDoS attack other hacking and phishing
attack or security breach could delay or interrupt our services to our customers. This, in turn, may
deter end users from visiting our customers’ AR/VR storefronts, hence affecting their overall user
experience. Any actual or perceived attacks or security breaches may also damage our reputation
and brand, expose us to risks of potential litigation and liabilities, and require us to expend
significant capital and other resources to alleviate problems caused by such attacks or security

breaches. Should a high-profile or highly publicized security breach occur with respect to other
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AR/VR content or service providers or SaaS products providers, customers may lose confidence in
the security of our products and service model as a whole, which would have a material adverse

impact on our ability to retain existing customers and attract new ones.

If the advertising performance data or other data provided to us is inaccurate or fraudulent,

it may have an adverse impact on our business, results of operations and reputation.

We depend on the accuracy and genuineness of advertising performance data and other data
provided by our advertising customers in evaluating the effectiveness of our advertising customers’
marketing campaigns and determining the AR/VR marketing services fees that we receive from
advertising customers and the traffic acquisition costs that we pay to media platforms or their
agents. There can be no assurance that our management procedures to secure data accuracy and
genuineness are always effective or adequate. If the advertising performance data or other data
provided by our advertising customers is inaccurate or fraudulent, we will not be able to improve
precision or achieve better performance for our advertising customers’ advertisements or greater
monetization efficiency for media platforms. If our system fails to detect fraudulent advertising
performance data or other data, we may have to pay unnecessary traffic acquisition costs to media
platforms or their agents based on these fraudulent data, and advertising customers may refuse to
pay us fees due to the ineffectiveness of the marketing campaigns, which could result in disputes
with our customers or media platforms or their agents, harm to our reputation and loss of our
advertising customers and media platforms, and adversely affect our business, results of operations

and financial conditions.

In addition, there is no assurance that there will not be illegitimate or fraudulent clicks on
advertisements, which would lower the return on our advertising customers’ investment, and hence
their willingness to use our services would be adversely affected. Any of these events will impair
the performance of our AR/VR marketing services business, reduce customer satisfaction, and lead
to loss of customers, which could harm our reputation and adversely affect our business, financial

condition, results of operations and prospects.

Misappropriation or misuse of marketing data could result in claims from our customers,
increased cost of operations, or adverse impact on our reputation, or otherwise harm our

business.

In providing our AR/VR marketing services, we have built data storage and computing
containers to store and compute information and data in relation to our AR/VR marketing services.
We cannot assure you that we will be able to completely prevent unauthorized individuals from
gaining access to these database servers. Unauthorized access to our servers or abuse by our

employees may take place, which could result in the theft or loss of our marketing data. If

— 64 —



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE
READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

RISK FACTORS

marketing data is misappropriated, misused or lost, we could lose customers or media platforms, or
become subject to liability or litigation, and our reputation could be harmed, any of which could

materially and adversely affect our business and results of operations.

Laws and regulations relating to data collection, processing, use, disclosure and retention are
continually evolving, are not always clear, and the measures we take to comply with these laws,
regulations and industry standards may not always be effective. Failure to comply with these laws
and regulations may subject us to penalties including fines, orders to suspend the relevant business
or suspend the business for rectification, or to revoke the relevant business permit or business
license. We may be subject to litigation or enforcement action or reduced demand for our services
or solutions if we fail to abide by applicable laws. Any proceeding or perception of concerns
relating to our collection, processing, use, disclosure, and retention of data, including our security
measures applicable to the data we collect, whether or not valid, could adversely affect our
reputation, force us to spend significant amounts on the defense of these proceedings, distract our
management, increase our costs of doing business and inhibit the use of our services, which could

materially and adversely affect our business, results of operations and financial condition.

If our products and solutions contain serious errors or defects, we may lose our sources of
revenue and our customers may lose confidence in our products and services. In addition, we
may incur significant costs in defending or settling claims with our customers as a result of

such serious errors or defects.

Products and solutions within the AR/VR content and services industry, such as those we
develop, often contain errors, defects, security vulnerabilities or software issues that are difficult
to detect and correct, particularly when first introduced or when new versions or enhancements are
released. If we are unable to successfully detect or correct accordingly in a timely manner or at all,
it could result in revenue loss, significant expenditures of capital, a delay or loss in market
acceptance and damage to our reputation and brand, any of which could have an adverse effect on

our business, reputation, financial condition, and results of operations.

Given that many of our customers use our products and services in processes that are critical
to their businesses, any error, defect, security vulnerability, service interruption or software issue
in our platform could result in losses to our customers. Our customers may seek significant
compensation from us for any losses they suffer or cease conducting business with us as well.
Further, our customers may share information about their negative experiences on social media,
which could damage our reputation and result in a loss of future sales. We cannot assure you that
provisions limiting our exposure to claims, which we typically include in agreements with our

customers, would be enforceable, adequate or would otherwise protect us from liabilities or
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damages with respect to any particular claim. Even if unsuccessful, a claim brought against us by
any of our customers would likely be time-consuming, costly to defend and may have a material
adverse impact on our reputation and brand, making it harder for us to sell our products and

services.

Any interruption or delay in services from third parties, including data center hosting
facilities and cloud computing server providers and other hardware and software vendors, or
from our inability to adequately plan for and manage service interruptions or infrastructure
capacity requirements, may impair the delivery of our services, and materially and adversely

affect our business and results of operations.

We rely on third-party data center hosting facilities and cloud computing platform providers
located in China. We also rely on computer hardware purchased from, software licensed from, and
cloud computing platforms provided by, third parties in order to offer our services. Any damage to,
or a failure of, our systems generally, including systems of our third-party platform providers,
could result in interruptions in our services. In the past, we have experienced interruptions in our
services, and such interruptions may occur in the future. Interruptions in our services may cause us
to issue credits or pay penalties to our customers, cause our customers to make warranty or other
claims against us. Any of this could create a material and adverse effect on our ability to attract
new customers, which in turn could reduce our revenue. Our business and reputation may also be
harmed if our customers, or potential customers, believe that our products and services are

unreliable.

We do not control the operation of any of these facilities provided by third-party providers,
which may be vulnerable to damage or interruption from earthquakes, floods, fires, power loss,
telecommunications failures, and similar events. These facilities may also be subject to break-ins,
sabotage, intentional acts of vandalism and similar misconduct, as well as local administrative
actions, changes to legal or regulatory requirements and litigious proceedings to stop, limit or
delay operations. There is no assurance that precautions taken by our third-party providers at these
facilities, such as disaster recovery and business continuity arrangements, would effectively
prevent the occurrence of an act of terrorism or natural disaster. A decision to close the facilities
without adequate notice or other unanticipated problems at these facilities could result in lengthy

interruptions in our services.

Additionally, these hardware, software, data and cloud computing platforms may not continue
to be available to us at reasonable prices, on commercially reasonable terms, or at all. If we lose
our right to use any of these hardware, software or cloud computing platforms, this could
significantly increase our expenses or otherwise result in delays in the provision of our services
until equivalent technology is either developed by us, or, if available, is identified, obtained

through purchase or license and integrated into our services. If the performance of such third
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parties proves unsatisfactory, or if any of them violates its contractual obligations to us, we may
need to replace such third-party and/or take other remedial action, which could result in additional
costs and materially and adversely affect the products and services we provide to our customers.
Further, the financial condition of our third-party providers may deteriorate over the course of our
contract term with them, which may also impact the ability of such third-party to provide the
agreed services, and have a material adverse effect on the services we provide to our customers,

and our results of operations.

If we lack requisite approvals, licenses or permits applicable to our business, it may have a

material adverse effect on our business and results of operations.

The laws and regulations on our industry and Internet-related businesses, and the licensing
and permit requirements pertaining to our Group and companies in the Internet-related business,
are relatively new and evolving. For example, the Supervision and Administration of Online
Trading ((HA%EAC 7 BB D)) (the “Online Trading Measures”) published by the SAMR
on March 15, 2021, which came into effect on May 1, 2021, aims to regulate business activities
involving the sale of commodities or provision of services through the Internet and other
information networks by online transaction operators. According to the Online Trading Measures,
online transaction operators may not engage in business operations without a licence or permit in
violation of any law, regulation or decision of the State Council. As advised by our PRC Legal
Advisors, we are not an online transaction operator, but shall be classified as an “other service
provider” that provides public and promotion services for online transaction operators as defined
under the Online Trading Measures. According to the Online Trading Measures, we are obliged to
promptly assist the SAMR in its legal investigation and enforcement against any illegal online
transactions, and are required to provide relevant data and information and to assist the regulatory
authorities by taking any necessary actions to stop any illegal act committed by an online
transaction operator. We may incur additional costs if we are required to provide assistance to the
regulatory authorities to stop any illegal act committed by an online transaction operator, which
may adversely affect our business and results of operations. See the section headed “Regulatory
Overview” in this document for details. The interpretation and enforcement of these laws and
regulations also involve significant uncertainties. As a result, in certain circumstances, it may be

difficult to determine what may be deemed to be a violation of applicable laws and regulations.

We are required to hold several licenses, permits and approvals in connection with our
business operation, such as the ICP license and the radio and television programs production
business license. For details, see the paragraph headed “Business — Licenses and Permits” in this
document. These licenses and permits are subject to periodic review and renewal by the relevant
government authorities and our continued compliance with certain standards and requirements.
Conducting business without these licenses, permits and approvals will expose us to a fine, and the

competent PRC Government authority may order us to suspend business for rectification or
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prohibit us from doing business if they consider our violations to be serious. There can be no
assurance that we have obtained or are able to renew all the permits or licenses required for
conducting our business in all jurisdictions where we operate, or that we will be able to maintain
our existing licenses or permits or obtain new ones. Non-renewal of, or delay in obtaining, all
requisite licenses and permits may disrupt our ongoing business operations, which may have a

material adverse effect on our business, results of operations and financial condition.

If the PRC Government considers that we were operating without proper approvals, licenses
or permits, or promulgates new laws and regulations that require additional approvals or licenses
or imposes additional restrictions on the operation of any part of our business, it has the power,
among other things, to levy fines, confiscate our income, revoke our business licenses, and require
us to discontinue our relevant business or impose restrictions on the affected portion of our
business. Any of these actions by the PRC Government may have a material adverse effect on our

business and results of operations.

We may be unable to obtain, maintain or protect our intellectual property rights and
proprietary information or prevent third parties from any unauthorized use of our

technologies.

Our trade secrets, trademarks, copyrights, patents, and other intellectual property rights are
critical to our success. As of the Latest Practicable Date, we had 31 trademarks in various
categories, nine invention patents, one design patent, 13 domain names, 287 software copyrights
and 21 artwork copyrights registered in China and 10 trademarks registered in Hong Kong. We
rely on, and expect to continue to rely on, a combination of confidentiality and non-compete,
invention assignment and license agreements with our employees, and third parties with whom we
have relationships, as well as our trademark, domain names, copyrights, trade secrets, patents, and
other intellectual property rights to protect our brand. However, events beyond our control may
pose a threat to our intellectual property rights, as well as to our products and services. Effective
protection of trademarks, copyrights, domain names, patents, and other intellectual property rights
is expensive and difficult to maintain, both in terms of application and costs, as well as the costs
of defending and enforcing those rights. We cannot assure you that our efforts to protect our
intellectual property rights are either sufficient or effective. As a result, our intellectual property
rights may be infringed, misappropriated or challenged, which could result in them being narrowed

in scope or declared invalid or unenforceable.

Similarly, our reliance on unpatented proprietary information and technology, such as trade
secrets and confidential information, depends in part on our agreements with employees and third
parties which contain restrictions on the use and disclosure of such intellectual property. These
agreements may be insufficient or may be breached, either of which could potentially result in the

unauthorized use or unauthorized disclosure of our trade secrets and other intellectual property,
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including to our competitors. As a result, we could lose our crucial competitive advantage derived
from such intellectual property. Significant impairments to our intellectual property rights, and
limitations on our ability to assert our intellectual property rights against others, may result in a

material and adverse effect on our business.

We may be subject to claims by third parties for intellectual property infringement.

We depend to a large extent on our ability to effectively develop and maintain intellectual
property rights relating to our business. However, we cannot assure you that third parties will not
put forward claims that our business infringes upon or otherwise violates patents, copyrights or
other intellectual property rights which they hold, whether such claims are valid or otherwise. We
may face allegations that we have infringed the trademarks, copyrights, patents and other
intellectual property rights of third parties, including our competitors, or allegations that we are
involved in unfair trade practices. Our products and services may become involved in litigious
proceedings relating to allegations of infringement of intellectual property rights, unfair
competition, invasion of privacy, defamation and violations of rights of third parties. The validity,
enforceability and scope of protection of intellectual property rights, particularly within China, are
still evolving. As we face increasing competition and as litigation becomes a more commonly
pursued method for resolving commercial disputes in China, we face a higher risk of being the

subject of intellectual property infringement claims.

Defending against intellectual property claims is costly and can impose a significant burden
on our management and resources. Further, there is no guarantee that we can obtain favorable final
outcomes in all cases. Any such intellectual property claims may harm our brand and reputation,
even if they are vexatious or do not result in liability. Any resulting liability or expenses, or
changes required to our products or services to reduce the risk of future liability, may have a

material adverse effect on our business, results of operations and prospects.

If we determine our intangible assets to be impaired, our results of operations and financial

condition may be adversely affected.

As of December 31, 2019, 2020 and 2021 and March 31, 2022, our intangible assets
amounted to RMB11.8 million, RMB25.8 million, RMB29.3 million and RMB53.9 million,
respectively, which consisted of (i) adaptation rights for novels, IP images and cartoon characters
for our own use in the AR/VR marketing services and AR/VR content businesses and on our
AR/VR SaaS platform and (ii) computer software. The value of intangible assets is based on a
number of assumptions made by our management. If any of these assumptions does not
materialize, or if the performance of our business is not consistent with such assumptions, we may
have to write off a significant portion of our intangible assets and record a significant impairment

loss. In addition, our determination on whether intangible assets are impaired requires an
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estimation of the carrying amount and recoverable amount of an intangible asset. If the carrying
amount exceeds its recoverable amount, our intangible assets may be impaired. During the Track
Record Period, we did not recognize impairment losses in respect of our intangible assets.
However, we cannot guarantee that in the future we will not record any impairment loss on our
intangible assets. The impairment of our intangible assets could have a material adverse effect on

our business, financial condition and results of operations.

We are dependent on the continued services and performance of our senior management and
other key employees, the loss of any of whom could adversely affect our business, operating

results and financial condition.

Our future performance depends on the continued services and contributions of our senior
management, including our chief executive officer, chief technology officer, chief financial officer,
vice president and other key employees to oversee and execute our business plans and identify and
pursue new opportunities and product innovations. Any loss of service of our senior management
or other key employees can significantly delay or prevent us from achieving our strategic business
objectives, and adversely affect our business, financial condition and operating results. From time
to time, there may be changes in our senior management team, resulting from the hiring or
departure of executives, which could also disrupt our business. Hiring suitable replacements and
integrating them within our business also require significant amount of time, training and

resources, and may impact our existing corporate culture.

If we are unable to attract, retain or motivate qualified personnel, our business may be

adversely affected.

Our future success depends, in part, on our ability to continue to attract and retain highly
skilled personnel specializing in the Internet-related services, software development, marketing and
art design. The inability to attract or retain qualified personnel or delays in hiring required
personnel may cause significant harm to our business, financial condition and operating results.
Our ability to continue to attract and retain highly skilled personnel, specifically employees with
high level of technical and engineering skills and employees with extensive experience in
designing and developing software and Internet-related services, will be critical to our future
success. If we lose the services of such qualified personnel, we may not be able to locate suitable
or qualified replacements, and may incur additional expenses to recruit and train new staff, which
could severely disrupt our business and growth, therefore materially and adversely affecting our

business, financial condition, results of operations and prospects.
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Meanwhile, the size and scope of our business may require us to hire and retain a wide range
of effective and experienced personnel who can adapt to a dynamic, competitive and challenging
business environment. Competition for talent and qualified personnel in the PRC’s AR/VR content
and services industry is intense, and the availability of suitable and qualified candidates in the
PRC is limited. Competition for these individuals could cause us to offer higher compensation and
other benefits to attract and retain them. In addition, even if we were to offer higher compensation
and other benefits, we cannot assure you that these individuals would choose to join or continue
working for us. If we fail to attract and retain personnel with suitable expertise, or to maintain an
adequate labor force on a continuous and sustained basis, our financial position and results of

operations could be materially and adversely affected.

Activities of our customers, employees, business partners and/or other third parties or the
content of our customers’ AR/VR storefronts could damage our brand, subject us to liability

and harm our business and financial results.

Our terms of service prohibit our customers from using our solutions or services to engage in
illegal activities, and our terms of service permit us to curb these customers and report such illegal
use to relevant authorities if we become aware of such illegal use. Our customers may nonetheless
engage in prohibited or illegal activities or upload content in violation of applicable laws, which
could subject us to liability. Further, our brand may be negatively impacted by the actions of
customers that are deemed to be hostile, offensive, inappropriate or illegal. We do not proactively
monitor or review the appropriateness of the content of our customers’ AR/VR storefronts and we
do not have control over our customers’ activities. The safeguards we have in place may not be
sufficient for us to avoid liability or avoid harm to our brand, especially if such hostile, offensive,
inappropriate or illegal use is high-profile, which could adversely affect our business and financial

results.

Furthermore, our employees, business partners, as well as other third parties who have
entered into business relationships with our business partners, may be subject to regulatory
penalties or punishments because of their non-compliance, which may, directly or indirectly, affect
our business. We cannot be certain whether such third parties have infringed or will infringe any
other parties’ legal rights or violate any regulatory requirements. We cannot rule out the possibility
of incurring liabilities or suffering losses due to any non-compliance by our employees, business
partners or other third parties. We cannot assure you that we will be able to identify irregularities
or non-compliances of our employees, in the business practices of our business partners or other
third parties, or that such irregularities or non-compliance will be corrected in a prompt and proper
manner. The legal liabilities and regulatory actions on our employees, business partners or other
third parties involved in our business may affect our business activities and reputation, which may

in turn affect our results of operations.
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We may be subject to legal proceedings in the ordinary course of our business. If the
outcomes of these proceedings are adverse to us, they could have a material adverse effect on

our business, results of operations and financial condition.

We may be subject to legal proceedings from time to time in the ordinary course of our
business, which could have a material adverse effect on our business, results of operations and
financial condition. We may receive formal and informal inquiries from government authorities
and regulators regarding our compliance with laws and regulations, which are evolving and subject
to interpretation. Claims arising out of actual or alleged violations of law could be asserted against
us by customers, suppliers, competitors, governmental entities in civil or criminal investigations

and proceedings or other entities.

There is no guarantee that we will be successful in defending ourselves in legal and
administrative actions or in asserting our rights under various laws. Even if we are successful in
our attempt to defend ourselves in legal and administrative actions or to assert our rights under
various laws, enforcing our rights against the various parties involved may be expensive,
time-consuming and ultimately futile. These actions could expose us to negative publicity and to
substantial monetary damages and legal defense costs, injunctive relief and criminal and civil fines
and penalties, including, but not limited to, suspension or revocation of licenses to conduct

business.

Our non-compliance with certain regulations regarding employee social welfare scheme in the

PRC could lead to the imposition of fines and penalties on us.

We are required to make social insurance and housing provident fund contributions for our
employees. During the Track Record Period, we did not pay housing provident funds for two
employees. If the relevant authorities determine that we have to make supplemental housing
provident fund contributions, and that we are subject to administrative fines, our business and
financial condition and results of operations may be adversely affected. As advised by our PRC
Legal Advisors, we may be subject to a maximum administrative fine of RMB100,000 for the
above non-payment of housing provident fund contributions. For details of the non-payment of

housing provident fund contributions, please refer to “Business — Employees” in this document.

Non-compliance with the PRC advertising laws, rules and regulations could subject us to

liabilities.

We provide marketing services to our advertising customers in our AR/VR marketing services
business. Advertisements from our advertising customers are placed on media platforms such as
websites, apps and social media platforms. Under the relevant PRC advertising laws and

regulations, we are obligated to monitor the advertising content provided by our advertising
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customers to ensure that such content is true, accurate and in full compliance with applicable laws
and regulations. Violation of these laws and regulations may subject us to penalties, including
fines, confiscation of our AR/VR marketing services income, orders to cease dissemination of the
advertisements and orders to publish an announcement correcting the misleading information. See
the paragraph headed “Regulatory Overview — Laws and Regulations Relating to Marketing
Business” in this document. We cannot assure you that all the content contained in the
advertisements provided by our advertising customers is true, accurate and in full compliance with
applicable advertising laws and regulations, especially given the uncertainty in the application of
these laws and regulations. The inability of our systems and procedures to adequately and timely
discover such non-compliances by our advertising customers may subject us to regulatory penalties

or administrative sanctions.

In addition, pursuant to relevant PRC advertising laws and regulations, Internet
advertisements should not affect users’ normal Internet use and Internet pop-up advertisements
must display a “close” sign prominently and ensure one-click close. All Internet advertisements are
also required to be marked with the word “advertisement” so that viewers can easily identify them
as such. Otherwise, the relevant regulatory authorities may order the online advertising service
providers to rectify within a certain time limit and/or impose a fine of no more than RMB100,000.
Failure to comply with these requirements and any penalties or fines may reduce the attractiveness
of our AR/VR marketing services and increase our costs and could materially and adversely affect

our business, results of operations and financial condition.

We may be subject to administrative sanctions or lawsuits from time to time in the course of
our AR/VR marketing services business. Our AR/VR marketing services business is required to
comply with the provisions of the Advertising Law of the PRC ("3 N RILAIE 5L ))
promulgated by the SCNPC last amended on April 29, 2021 and the Interim Measures for the
Administration of Internet Advertising (CH.J5 488 %5 B BRI 17115 )) issued by the SAIC on July
4, 2016, and is subject to the supervision of market supervision and management authorities.
Claims arising out of actual or alleged violations of law could be asserted against us by advertising
customers, media platforms, competitors, or by governmental entities in civil or criminal
investigations and proceedings or by other entities. These claims could be asserted under a variety
of laws and regulations in different jurisdictions, including but not limited to advertising laws,
Internet information services laws, intellectual property laws, unfair competition laws, data
protection and privacy laws. There is no guarantee that we will be successful in defending
ourselves in administrative and legal actions or in asserting our rights under various laws. Even if
we are successful in our attempt to defend ourselves in administrative and legal actions or to assert
our rights under various laws, enforcing our rights against various parties involved may be

expensive, time-consuming and ultimately futile. These actions could expose us to negative
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publicity and to substantial monetary damages and legal defense costs, injunctive relief and
criminal and civil fines and penalties. If we are subject to such penalties or sanctions, our

business, results of operations and financial condition could be materially and adversely affected.

We are subject to complex and evolving laws, regulations and governmental policies
regarding privacy and data protection. Actual or alleged failure to comply with privacy and
data protection laws, regulations and governmental policies could damage our reputation,
deter current and potential customers from using our products and services and could subject

us to significant legal, financial and operational consequences.

In recent years, privacy and data protection have become an increasing regulatory focus of
government authorities across the world. The PRC Government has enacted a series of laws,
regulations and governmental policies for the protection of personal data in the past few years.
Such regulatory requirements on data privacy are constantly evolving and can be subject to
varying interpretations or significant changes, resulting in uncertainties about the scope of our
responsibilities in that regard. For example, on June 10, 2021, the SCNPC promulgated the PRC
Data Security Law ({HF#HEN R ILFNE #PE % 21%)), which took effect in September 2021. The
Data Security Law provides for a security review procedure for the data activities that may affect
national security. On August 20, 2021, the SCNPC promulgated the PRC Personal Information
Protection Law ({*F3ENRILFEME AAG E£#7%)), which took effect from November 1, 2021,
which provides the circumstances under which a personal information processor could process
personal information and the requirements for such circumstances. The Personal Information
Protection Law clarifies the scope of application, the definition of personal information and
sensitive personal information, the legal basis of personal information processing and the basic
requirements of notice and consent. On July 10, 2021, the CAC published the Draft Cybersecurity
Review Measures (Revised Draft for Comments) ({H#E 2 PHEEFT HZECRE RAF))).
On December 28, 2021, the CAC revised and promulgated the Revised CAC Measures, which
came into effect on February 15, 2022. The Revised CAC Measures further restate and expand the
applicable scope of the cyber security review. Pursuant to the Revised CAC Measures, a platform
operator with more than one million users’ personal information aiming to list abroad must apply
for cyber security review. In addition, a critical information infrastructure operator purchasing
network products and services and platform operators carrying out data processing activities which
affect or may affect national security must apply for cyber security review. We are not a platform
operator which possesses personal information of over one million users and Hong Kong does not
fall within the definition of “abroad” in the provision. However, we fall into the category of
platform operators carrying out data processing activities. Given that the determination of “affect
or may affect national security” as stipulated in the Revised CAC Measures are subject to further
clarification by the CAC, our PRC Legal Advisors are of the view that as of the Latest Practicable
Date, it was not necessary for our Group to notify the CAC in writing of the proposed
[REDACTED] in Hong Kong. On November 14, 2021, the CAC publicly solicited opinions on the
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Draft Data Security Regulations. According to the Draft Data Security Regulations, data processors
shall, in accordance with relevant state provisions, apply for cyber security review when carrying
out the following activities: (1) the merger, reorganization or separation of Internet platform
operators that have acquired a large number of data resources related to national security,
economic development or public interests, which affects or may affect national security; (2) data
processors that handle the personal information of more than one million people intending to be
listed abroad; (3) the data processor intending to be listed in Hong Kong, which affects or may
affect national security; (4) other data processing activities that affect or may affect national
security. However, the Draft Data Security Regulations provide no further explanation or
interpretation for the meaning of “affects or may affect national security”. In addition, the Draft
Data Security Regulations also regulate other specific requirements in respect of the data
processing activities conducted by data processors through the Internet in view of personal data
protection, important data safety, data cross-broader safety management and obligations of Internet
platform operators. For example, the processors of important data or data processors who are listed
overseas shall carry out data security assessments by themselves or by entrusting data security
service agencies every year, and submit the previous year’s data security assessment report to the
cyberspace administration at the county-level city before January 31 of each year. As of the Latest
Practicable Date, the Draft Data Security Regulations had not come into effect and the public
comment period of the Draft Data Security Regulations had ended on December 13, 2021. We
cannot predict the impact of the Draft Data Security Regulations, if any, at this stage, and we will
closely monitor and assess any development in the rule-making process. It remains uncertain
whether the Draft Data Security Regulations will be applicable to our business, or whether the
future regulatory changes would impose additional restrictions on companies like us. If the enacted
version of the Draft Data Security Regulations mandate clearance of cyber security review and
other specific actions to be completed by companies like us, we may face uncertainties as to
whether such clearance can be timely obtained, or at all. Failure to comply with the cybersecurity
and data privacy requirements in a timely manner, or at all, may subject us to government
enforcement actions and investigations, fines, penalties and suspension of our non-compliant
operations, among other sanctions. See the paragraph headed ‘“Regulatory Overview — Laws and
Regulations Relating to Information Security and Privacy Protection” in this document. As a result,
we may be required to implement internal control measures to ensure compliance to comply with

such laws and regulations.

The laws and regulations regarding privacy and data protection in China are generally
complex and evolving, with uncertainty as to the interpretation and application thereof. As such,
we cannot assure you that our privacy and data protection measures are, and will be, always
considered sufficient under applicable laws and regulations. Additionally, the integrity of our
privacy and data protection measures is also subject to system failure, interruption, inadequacy,

security breaches or cyber-attacks. If we are unable to comply with the then applicable laws and
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regulations, or to address any data privacy and protection concerns, such actual or alleged failure
could damage our reputation, deter existing and potential customers from using our products and

services and could subject us to significant legal, financial and operational consequences.

Our strategy of making strategic acquisitions and investments may fail and may result in

material and adverse impact on our financial condition and results of operations.

As part of our business growth strategy, we may, in the future, acquire or invest in businesses
or companies that we believe can expand and strengthen our product and customer coverage, as
well as our technological capabilities. Our ability to implement our acquisition and investment
strategy will depend on our ability to identify suitable targets, our ability to reach agreements with
them on commercially reasonable terms, and within a desired timeframe, and the availability of
financing to complete acquisitions, as well as our ability to obtain any required shareholder or
government approvals. Our strategic acquisitions and investments could subject us to uncertainties
and risks, including high acquisition and financing costs, potential ongoing financial obligations
and unforeseen or hidden liabilities, failure to achieve our intended objectives, benefits or
revenue-enhancing opportunities, uncertainty of entering into markets in which we have limited or
no experience, and in which competitors have stronger market positions, costs associated with, and
difficulties in, integrating acquired businesses and managing a larger business, and diversion of
our resources and management attention. Our failure to address these uncertainties and risks may
have a material adverse effect on our liquidity, financial condition and results of operations. Even
if we are able to successfully acquire or invest in suitable businesses, we cannot assure you that
we will achieve our expected returns on such acquisitions or investments. As of the Latest
Practicable Date, we had not identified or pursued any acquisition target. If we fail to identify or
acquire suita