Iﬁﬁt’ | fﬁq“_"pfffhﬁ? > | @ Edmodo | Q)xpromethean"’

1 ANNUAL

202 Trerort

- WERBERARAQA -

NETDRAGON WEBSOFT HOLDINGS LIMITED

()
1
[

(incorporated in the Cayman Islands with limited liability)
Stock Code: 777

= A%Y 5 WS D) ' MIX

Paper from
responsible sources

:-/. ." "_-.":' > ' , "'A.‘ :.‘..
-..f"..Ne‘tDra'gon -~ | LESS Fscrcoztees

e

MENNR



B &
CONTENT




Corporate Information 2

Corporate Culture and Social 19
Responsibilities _
Staff Relationship and Welfare 20
Directors and Senior Management 23
Report of the Directors 33 _
Corporate Governance Report /1
Environmental, Social and 84

Governance Report

Consolidated Statement of Profit
or Loss and Other Comprehensive

income 124
Consolidated Statement of

_Financial Position 126
Consolidated Statement of Changes

in Equity 129

Notes to the Consolidated Financial
Statements 135



02

CORPORATE INFORMATION

ANNUAL REPORT

BOARD OF DIRECTORS

Executive Directors

Mr. Liv Dejian (Chairman)

Dr. leung Lim Kin, Simon (Vice Chairman)
Mr. Liu Luyuan (Chief Executive Officer)
Mr. Zheng Hui

Mr. Chen Hongzhan

Non-executive Director

Mr. Lin Dongliang

Independent non-executive Directors
Mr. Chao Guowei, Charles

Mr. lee Kwan Hung, Eddie
Mr. Liv Sai Keung, Thomas

COMPLIANCE OFFICER

M. Liv Luyuan

COMPANY SECRETARY

Mr. Lau Hak Kin

QUALIFIED ACCOUNTANT

Mr. Yam Kwok Hei Benjamin, HKICPA, CA, CFA
M. Llau Hak Kin, HKICPA, FCCA, CFA

AUDIT COMMITTEE

Mr. Chao Guowei, Charles (Chairman of the Committee)
Mr. lee Kwan Hung, Eddie
Mr. Liv Sai Keung, Thomas

REMUNERATION COMMITTEE

Mr. lee Kwan Hung, Eddie (Chairman of the Committee)
Mr. Chao Guowei, Charles

Mr. Liv Sai Keung, Thomas

NOMINATION COMMITTEE

Mr. Liv Sai Keung, Thomas (Chairman of the Committee)
Mr. Chao Guowei, Charles
Mr. Llee Kwan Hung, Eddie

SHARE AWARD SCHEME COMMITTEE

Mr. lee Kwan Hung, Eddie (Chairman of the Committee)
Mr. Liv Sai Keung, Thomas

Mr. Yam Kwok Hei Benjamin

Mr. Lau Hak Kin

AUTHORISED REPRESENTATIVES

M. Liv Luyuan
Mr. Llau Hak Kin

HONG KONG LEGAL ADVISER

Jingtian & Gongcheng LLP

PRC LEGAL ADVISER

Jingfian & Gongcheng

AUDITOR

Deloitte Touche Tohmatsu
Certified Public Accountants
Registered Public Interest Entity Auditors



ANNUAL REPORT

03

CORPORATE INFORMATION

PRINCIPAL BANKERS

Bank of America
China Minsheng Banking Corp Ld.
The Hong Kong and Shanghai Banking Corporation Limited

HONG KONG BRANCH SHARE REGISTRAR
AND TRANSFER OFFICE

Tricor Investor Services limited
level 54

Hopewell Centre

183 Queen's Road East
Hong Kong

STOCK INFORMATION

Listing Place

Main Board of The Stock Exchange of Hong Kong Limited

Stock Code

777

Listing Date

24 June 2008

Stock Name

NETDRAGON

REGISTERED OFFICE

Crickef Square

Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111

Cayman Islands

HEAD OFFICE IN PRC

851 Building,
58 Wenquan Branch Road,

Fuzhou

HEAD OFFICE AND PRINCIPAL PLACE OF
BUSINESS IN HONG KONG

Units 2001-05 & 11, 20/F.
Harbour Centre, 25 Harbour Road

Wan Chai, Hong Kong

COMPANY WEBSITE

www.nd.com.cn



04

ANNUAL REPORT

GROUP FINANCIAL SUMMARY

CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE

INCOME

Revenue

Cost of revenue

Gross profit

Other income and gains

Impairment loss under expected
credit loss model, net of reversal

Selling and marketing expenses

Adminisfrative expenses

Development costs

Other expenses and losses

Share of results of associates

Share of results of joint ventures

Operating (loss) profit
Interest income on pledged bank deposits
Exchange gain (loss) on financial assets at fair value
through profit or loss, bank borrowings,
convertible preferred shares, convertible and
exchangeable bonds and derivative financial instruments
Fair value change on convertible preferred shares
Fair value change on financial assets af
fair value through profit or loss
Fair value change on derivative financial instruments
Net loss on disposal of property held for sale
Net fair value gain on held for trading invesiment

Finance cosfs

(Loss) profit before taxation

Taxation

(Loss) profit for the year

For the year ended 31 December

2017 2018 2019 2020 2021
RMB'000 RMB'000 RMB'000 RMB'000 RMB’000

3,867,623 5037539 5793075 6,137,640 RAVREREP
(1,687,860] (1,990,298) (1,937,823) (1,966,376) NpEAREE)]

2,179,763 3,047,241 3,855,252 4,171,264 REEpyELL]

95,393 118,189 139,568 230,884 223,893
(275] (11,717 (26,491) 1,607 (8,077)
(624,716 (697,871) (215,754 (893,513 IMCEEYAK)]
(734,560 (853,180 (883,083) (Q03,117) ICEEY-YE)]
[844,076) (022,867) (1,075,400] (1,175,928) NUAEEA1)]
(100,134 (150,308) (307,820 (326,817) VLT ARE))

(822) [1,370) (4,936] (15,080 (14,807)
(567 (1,717 (3,370 (1,783 (1,586)

(29,994) 526,400 777,966 1,087,523 LIy
2,558 3,607 3,181 3,263 819

3,250 (10,030) (1,052) 45,302 18,605
2,809 60,659 110,697 - -
- - 219 51,733 20,299

- - - 43,323 (2,879)

_ (68) _ _ -

58 - - - -
(10,409) (12,415) (24,742)  (157,680) AEERLL)

(31,728) 568,153 866,209 1,073,464 ERPELEYE]
(57,209 (91,349 (163,214] (217,644) EMPEEE Y4

(88,937) 476,804 /03,055 855,820 983,358
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GROUP FINANCIAL SUMMARY

CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE
INCOME

For the year ended 31 December

2017 2018 2019 2020 2021
RMB'000 RMB'000 RMB'000 RMB'000 RMB’000

Attributable to:
- Owners of the Company (20,843) 545,573 807,212 053,501 IR yXilo]
- Non-controlling interests (68,094) (68,769) (104,157) (97,681) (78,702)
[Loss) profit for the year (88,937) 476,804 703,055 855,820 983,358

(Loss) earnings per share

~ Basic (RMB cents) (4.12) 102.42 152.68 171.19 191.67
— Diluted [RMB cents] [4.12] 102.27 152.17 170.96 191.58

CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION

As at 31 December
2017 2018 2019 2020 2021
RMPB'000 RMB'000 RMB'000 RMB'000 RMB’000

Non-current assets 3,140,286 3,391,027 3,667,822 3,809,004 EERLYNK]
Current assets 2,695,371 3,354,915 4,089,088 6,123,311 WRLIL K]
Non-current liabilities (314,990 (464,570) (492,756)  (1,380,607) KU ELARE))
Current liabilities (1,036,606 (1,482,392) (1,903,106) (1,960,678) NpEELALY)]
Non-controlling inferests 65,106 133,824 235,273 155,414 239,791

Equity atfributable fo owners of

the Company 4,549,167 4,932,804 5,596,321 6,807,344 WY LRY)
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CHAIRMAN’S STATEMENT

Dear Shareholders,

2021 continues to be an extraordinary year with both opportunities and challenges. We are proud of our achievements as
we delivered yet another year of strong allround performance. 2021 marked our fifth consecutive year of growth in revenue,
operating profits and net profits, and this would not be made possible without our deep investments made in our technologies, IP
and sales partnership network. Our 2021 revenue increased by 14.6% YoY, reaching RMB7.0 billion as both our gaming and

education businesses continued fo grow strongly.

GAMING

Our gaming business hit new highs both in ferms of revenue and core segmental profits with 6.1% and 7.8% YoY increase,
respectively, as we continued fo pursue a balanced, sustainable growth strafegy, which resulted in acrossthe-board revenue
growth from PC and mobile platforms, as well as in both China and the overseas markets. We also achieved revenue growth in

all three of our flagship IPs — Eudemons, Conquer Online and Heroes Evolved.

Domestic regulatory developments in the gaming indusiry during the year have led to an everincreasing emphasis on quality
of gaming contents as well as end-user experience. As a prominent gaming developer in China with a long track record of
producing some of the most popular games with our legendary IPs, we are extremely well-positioned to capitalize on the growth
opportunity ahead of us. In 2021, our flagship IP Eudemons continued its upward growth trajectory with a 7.8% YoY revenue
increase. In the past 5 years, we saw our annual revenue from the Eudemons IP grew by 3.5 times on the back of a series of

significant enhancements in confent, gameplay and overall user experience.

We confinued to achieve breakthrough in innovation and extending our competencies to a broader spectrum of game genres.
In December 2021, we successfully launched our first ACGN mobile game under our new IP Under Oath, which not only
broadened our game genre capability, but also significantly extends our reach to young players and lays a solid foundation for
our overseas expansion fo capitalize on the huge ACGN addressable market globally. Furthermore, we are actively expanding
our genre porifolio info casual games as we expect fo commence testing of our Neopets Match-3 game this year, as well as

planning the development of a new card game.

We are also excited by the opportunities offered by the mefaverse. We are a sfrong believer in blockchain and decentralization
that will bring gaming experience fo a whole new level. We are one of the earliest and most experienced gaming developers
in China with deep expertise in providing immersive experience with highly-engaged communities within our games, and these
unique capabiliies will put us in a great position to develop successful games in the metaverse. In 2021, we inifiated planning of

our first blockchainbased metaverse game under our overseas IP Neopets.
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CHAIRMAN’S STATEMENT

Looking forward, we will continue to pursue a balanced growth strategy which will enable us to continue our growth trajectory in
the long run. We expect our revenue growth in 2022 to come from both existing games and new games. We will also ramp up

our effort in exploring the opportunity to develop blockchain-based games.

EDUCATION

Our education revenue in 2021 increased by 32.2% YoY, the highest growth rate in the past four years. The global pandemic in
the past two years has led o fundamental changes in education which have accelerated the adoption of classroom technology.
As the world returns to normalcy where most schools are fully open while some students cannot physically learn at school due to

Covid, virtually all schools are in need of technologies that support a blend of online and offline learning.

As K-12 educators look for fechnology fools to educate and interact with students in the new normal, our Promethean products
have proven to be the best optfion in the market as we confinued to maintain our number one market share position in the
infernational markets. We are continuing to win customers with our industry-leading hardware and software products, as well as
our strong service support and professional development capability that infegrate our deep education knowledge in the different
markets that we serve. The fastgrowing demand and the confidence that we have built with our customers have also led to higher

commitments by school districts in our products as we saw significant increase in large, multi-year rollouts during the year.

Our country rollout strategy continued to make progress. During the second half of the year, we successfully completed the first
pilot phase for English Smart Classroom Lab project in Thailand and expanded our sfrategic cooperation with Ghana Ministry of
Education with a target to implement a country-wide blended learning platform. In Egypt, we recently signed a definitive contract
to supply 94,000 Promethean interactive flat panels to K-12 schools across the country, another major milestone in our long-ferm
partnership with the Ministry of Education. We are expecting to commence software monefization in Egypt in 2022, and

meanwhile, we are actively in discussion to expand our offering in new initiatives around content and metaverse applications.

Llooking forward, we expect to see confinuous momentum in global blended learing market demand, which will continue fo drive
revenue growth for our Promethean business, and at the same fime, we are looking to expand our R&D investments significanily
in 2022 to enable software and content monetization on our classroom inferactive flat panel displays. We will also continue to
move forward with our several country rollout projects, which will give us a firstmover advantage in these unique opportunities fo

drive large-scale top-down adoption of our products.
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CHAIRMAN’S STATEMENT

CAPITAL RETURN MEASURES

| would like fo reiterate our commitment fo enhance shareholder value as we continue to execute capital refurn measures including
share buyback and dividends in view of our confidence in future growth prospects and our ability to generate sustained free cash
flow. In August, we announced a 3-year share buyback program with a total repurchased amount of up to USD300 million, and
to date, we have repurchased 16.2 million shares amounting to USD38.0 million. In fofal, we returned USD186.4 million to
our shareholders in 2021 via a combination of share repurchase and dividends declared, including a USDTOO million special

interim dividend announced in January 2022.

| look forward to continuing our journey and delivering another strong year in 2022. Thank you for your continued support and

trust. let's explore the bright future together.

Liv Dejian

Chairman
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MANAGEMENT DISCUSSION AND ANALYSIS

(1)

FINANCIAL HIGHLIGHTS AND REVIEW

Fiscal Year 2021 Financial Highlights

o Revenue was RMB7,035.5 million, representing a 14.6% increase YoY.

e Revenue from the games business was RMB3,641.6 million, representing 51.8% of the Group's fofal revenue and

registering a ©.1% increase YoY.

e Revenue from the education business was RMB3,231.0 million, representing 45.9% of the Group's total revenue and

registering a 32.2% increase YoY.

e Gross profit was RMB4,522.6 million, representing an 8.4% increase YoY.

e Core segmental profit' from the games business was RMB2,119.9 million, representing a 7.8% increase YoY.

e Core segmental loss' from the education business was RMB411.7 million, representing a 28.4% improvement YoY.

o EBITDA was RMB1,829.4 million, representing a 12.8% increase YoY.

o Operafing profit was RMB1,385.5 million, representing a 27.4% increase YoY.

o Non-GAAP operating profit? was RMB1,507.0 million, representing a 14.6% increase YoY.

° Profit attributable to owners of the Company was RMB1,062.1 million, representing a 11.4% increase YoY.

e NonGAAP profit atfributable to owners of the Company? was RMB1,290.3 million, representing a 13.0% increase
YoY.

e The Company declared a final dividend of HKDO.40 per ordinary share (2020: HKDO.25 per ordinary share),
subject to approval at the coming annual general meeting. Total dividends for the year (including special interim
dividend declared in January 2022) amounted to HKD2.23 per ordinary share [2020: HKDO.50 per ordinary

share), representing approximately 93.8% of the total profit atiributable to the owners for the year.
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MANAGEMENT DISCUSSION AND ANALYSIS

(1) FINANCIAL HIGHLIGHTS AND REVIEW (Cont'd)

Segmental Financial Highlights

FY2021 FY2020 Variance

(RMB’000) Gaming Education Gaming Education Gaming Education

[Restated) (Restated)

Revenue 3,641,562 3,231,003 3,432,666 2,443,941 6.1% 32.2%

Gross profit 3,473,642 995,312 3,301,513 758,605 5.2% 31.2%

Gross margin 95.4% 30.8% 906.2% 31.0% -0.8% -0.2%

Core segmental profit {loss)’ 2,119,937 (411,730) 1,967,160 (574,842) 7.8% -28.4%

Segmental operating expenses®

- Research and development (657,547) (500,903) (634,272) (536,678) 3.7% -6.7%

- Selling and markefing (418,952) (530,140) (401,142 (483,215) 4.4% 9.7%

— Administrative (318,294) (350,635) (306,586 (291,157 3.8% 20.4%

Nofe 1: Core segmental profit (loss) figures are derived from the Group's reported segmental profit (loss) figures (presented in accordance
with Hong Kong Financial Reporting Standard ("HKFRS") 8) but exclude non-core/operating, non-recurring or unallocated items
including government grants, finance costs of financial instruments, intercompany finance costs, impairment loss (net of reversal),
impairment loss of goodwill and intangible assets, impairment of inferest in an associate, fair value change and exchange loss
on financial assets at fair value through profit or loss (“FVTPL"), fair value change and exchange gain on derivative financial
instruments, interest expense and exchange gain on convertible and exchangeable bonds and redundancy payment.

Nofe 2: To supplement the consolidated results of the Group prepared in accordance with HKFRSs, the use of non-GAAP measures is
provided solely to enhance the overall understanding of the Group’s current financial performance. The non-GAAP measures are
not expressly permitted measures under HKFRSs and may not be comparable to similarly tifled measures for other companies.
The non-GAAP measures of the Group exclude share-based payments expense, amortisation of intangible assets arising on
acquisition of subsidiaries, impairment loss of goodwill and infangible assets, impairment of interest in an associate, fair value
change on financial assets at FVTPL, fair value change on derivative financial instruments, finance costs, interest income on
pledged bank deposits and exchange gain on financial assets at FVTPL, bank borrowings, convertible and exchangeable bonds
and derivative financial insfruments.

Note 3: Segmental operating expenses exclude unallocated expenses/income such as depreciation, amortisation and exchange

difference that have been grouped into SG&A categories on the Company's reported consolidated financial statements, but
cannot be allocated to specific business segments for purpose of calculating the segmental profit (loss) figures in accordance

with HKFRS 8.
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MANAGEMENT DISCUSSION AND ANALYSIS

(2) BUSINESS REVIEW AND OUTLOOK

NetDragon Websoft Holdings Llimited (the “Company”) and its subsidiaries [collectively referred to as the “Group”)
delivered yet another year of strong allround performance. 2021 marked the fifth consecutive year of growth in revenue,
operating profits and net profits, and this would not be made possible without deep investments made in the technologies,
IP and sales partnership network. In 2021, the revenue increased by 14.6% YoY, reaching RMB7.0 billion as both gaming

and education businesses continued to grow strongly.

Education revenue in 2021 increased by 32.2% YoY, the highest growth rafe in the past four years, as the Group saw
accelerated the market growth driven by increasing demand for blended leaming solutions around the world. As K-12
educators look for technology tools to educate and interact with students in the new normal of learning, Promethean
products have proven fo be the best option in the market as the Group continued to maintain the number one market share
position in the infernational markets. The Group's country rollout strategy also continued to make progress. During the
second half of the year, the Group successfully completed the first pilot phase for English Smart Classroom Lab project in
Thailand and expanded the strategic cooperation with Ghana Minisiry of Education with a target fo implement a country-
wide blended leaming platform. In Egypt, the Group recently signed a definitive contract to supply 94,000 Promethean
interactive flat panels to K-12 schools across the country, another milestone in the longterm partnership with the Ministry of

Education.

Gaming business recorded 6.1% in revenue growth and 7.8% in core segmental profits growth as the Group continued to
pursue a balanced, sustainable growth strategy, which resulted in acrossthe-board revenue growth from PC and mobile
platforms, as well as in both China and the overseas markets. The Group's flagship IP Eudemons continued its upward
growth trajectory with a 7.8% YoY revenue increase. The Group also saw the annual revenue from the Eudemons IP grew
by nearly 3.5 fimes in the past 5 years on the back of a series of significant enhancements in content, gameplay and
overall user experience. In December 2021, the Group successfully launched the new ACGN mobile game under the new
IP Under Oath [43%£47), which not only attests fo the ability in new genre development capability, but also significantly
extends the reach to young players and lays a solid foundation for the overseas expansion to capifalize on the huge

ACGN addressable market overseas.

The Group would like fo reiterate the commitment to enhance shareholder value as the Group continues fo execute capifal
refurn measures including share buyback and dividends in view of the confidence in future growth prospects and the ability
fo generate sustained free cash flow. In August 2021, the Group announced a 3-year share buyback program with a total
repurchased amount of up to USD300 million, and to date, the Group has repurchased 16.2 million shares amounting to
USD38.0 million. In total, the Group refurned USD186.4 million to the shareholders in 2021 via a combination of share

repurchase and dividends declared, including a USD100 million special interim dividend announced in January 2022.
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MANAGEMENT DISCUSSION AND ANALYSIS

(2)

BUSINESS REVIEW AND OUTLOOK (Cont'd)

Gaming Business

Gaming business continued its growth momentum with both revenue and core segmental profit hitting new highs. Revenue
of gaming business increased by 6.1% YoY to RMB3.6 billion, and core segmental profit increased by 7.8% YoY to
RMB2.1 billion.

Eudemons Online (1), the Group's core flagship IP, achieved revenue growth of 7.8% YoY, and meanwhile has
grown its revenue for 7 consecutive years. In 2021, the Group's focus was on understanding the needs of the players
together with an optimal monetization strategy that leads to higher revenue generated as a result of an enhanced playing
experience, while ensuring a balanced ecosystem within the games. The Group is also executed a multi-pronged content
strafegy that leads to expansion of monetizable contents (which add ufilities o the players and creates a pleasant user
experience on top of the core MMORPG elements. Furthermore, the Group launched two expansion packs and multiple
rejuvenation marketing campaigns during the year for the flagship game Eudemons Online (BE1) to drive revenue growth.
Another future revenue driver will be the upcoming new game Eudemons Mobile 2 (BE1s; 5% 2), which underwent several

rounds of testing during 2021 and is expected to be launched within 2022.

In 2021, overseas revenue increased 7.9% YoY as the Group continued to replicate the successful model for Conquer
Online (AEAR) in Egypt and expanded into the Philippines, U.S., Canada and Soudi Arabia. Further, as MOBA remains
one of the most popular game genres globally, the Group see significant opportunities in the overseas markets for the other
flagship game Heroes Evolved (382 7]) given its success in China with over 200 million registered users, and as such

the Group has increased ifs efforts in developing new markets for this game including Pakistan and Vietnam.

The Group reached another key milestone by launching a new IP in 2021 as the Company commenced open-befa fesfing
of the first ACGN mobile game Under Oath (42352 %Y) in December 2021 with over 1 million active users and 152,000
APA in the first month. The successful launch of this game represents an extension of game development capability o the
ACGN genre, which is another major game genre with hundreds of millions of players globally. The Group currently aims

to launch the first overseas version of Under Oath (4355 4Y) in Southeast Asia in the second half of this year.

The Group is also excited by the metaverse gaming space that gained tremendous fraction in 2021. During 2021, the
Group initiated planning of its first blockchain-based metaverse game under the wellknown overseas IP Neopets ([EEREEY)
with an alpha launch of the game scheduled in the second half of 2022. The Group’s vision for this game is to become
the leading player in the “pet” asset class on the blockchain, and the Group expects to differentiate with a “Play-and-Eam”
ecosystem with fun gameplay as the primary incentive o play, hence targefing both blockchain and mainstream players, as

well as an existing base of 150 million Neopets' players.

Looking forward, the Group will continue to pursue a balanced growth strategy which will enable the Group to continue its
growth trajectory in the long run. The Group expects its revenue growth to come from both existing games and new games.
The Group will also ramp up its effort in exploring the opportunity to develop blockchain-based games, both based on ifs

own IPs as well as new IPs.
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MANAGEMENT DISCUSSION AND ANALYSIS

(2) BUSINESS REVIEW AND OUTLOOK (Cont'd)

Education Business

Revenue from the education business increased by 32.2% YoY to RMB3.2 billion, while core segmental loss decreased by
28.4% YoY. The global pandemic in the past two years has led to fundamental changes in education as blended leaming
model has become a major global frend. The Group is in a strong position to capitalize on this unprecedented opportunity
as Inferactive Flat Panel Display (“IFPD") is widely seen as the “futureproof” technology to support hybrid learning, and the

Group is the clear market leader in this cafegory.

2021 is a year of accelerated market growth as the Group saw significant momentum in demand from K-12 schools
around the world. Shipment volume of interactive flat panel displays in the global K-12 market increased by 24.3% YoY
in 2021, representing the highest growth in the past 5 years. During the year, the Group continued to build on the market
leadership position, leading to 32.2% YoY revenue growth for education business. Specifically, the Group delivered
strong performance in all of the major markets as the Group maintained the No. 1 market share position in 4 of the fop 5
countries in ferms of revenue contribution, including the U.S., the U.K., Germany and France. The Group also continued
fo execute with operational excellence to overcome supply chain challenges, as the Group mitigated increase in materials
cost and freight cost by strategically enhancing the product mix and adoption of bestin-class logistics planning. The gross

margin for education business was 30.8% in 2021, compared to 31.0% in 2020.

The Group continued fo make progress during the year with country rollout. In Thailand, the pilot for English Smart
Classroom Lab Project was completed with significant quantifiable increase in students’ learning outcomes, and on the
back of that, the Group expects to move towards a nationwide paid pilot this year. In September 2021, the Group signed
a MOU with Ghana Ministry of Education to secure a longterm parinership to develop a country-wide blended leaming
platform. The Group also reached another major milestone in Egypt recently by signing a definitive contract fo supply
94,000 Promethean interactive flat panels to K-12 schools, and meanwhile large-scale adoption of Edmodo is expected
in 2022. The Group believes the adoption of Edmodo in Egypt will lead to further revenue opportunities down the road as
the Group expects Edmodo to be the go-to platform for confents and services for K-12 students, parents and teachers in the

country.

In China, the Group continued to execute the B2G strategy by working closely with education departments and schools
to identify and capture opportunities. During the year, the Group made solid progress with the Virtual Lab platform in
partnership with National Cenfer for Educational Technology (“NCET”, a unit directly aoffiliated with the Chinese Ministry
of Education] by successfully completing the nationwide pilot and covering more than 7,000 schools in 31 provinces that
provided the foundation for commercial roll-out in 2022. In November 2021, the Group achieved another major win
as the Group was awarded the tender to be the technical partner for the Ministry of Education’s National K-12 Smart
Education Platform Project. The Group expects this tender win will enable the Company to capitalize on future B2G revenue

opportunities, which will become mainstream going forward in China.
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MANAGEMENT DISCUSSION AND ANALYSIS

(2) BUSINESS REVIEW AND OUTLOOK (Cont'd)

Education Business (Cont'd)

Llooking forward, the Group expects the overall education business fo deliver another strong year in 2022. Global K-12

classroom penetration of interactive display is expected fo rise from 18% to 30% by 2025, providing ample room for

growth of Promethean panels, while increasing penetration of classroom panels will inevitably open up software and

confent monetization opportunities, which will put the Group in a great position as the leading blended learning service

provider.

Corporate Milestones and Awards in 2021

Year 2021

April

June

July

August

* For identification purpose only

Corporate Development Milestones/Recognitions

e Fujian Province Huayu Education Technology Co. ltd. * (fR&%& FE A B RHEAMR A R]) ("Fujian

Huayu”) was awarded “Unicorn Enterprise”* ([ & A EL ] 23 by the Office of the Construction
Leading Group of Digifal Fujian of Fujian Province (1@ & Bl Ft@ i R B E/ NERAE

Fujian Province NetDragon Putian Education Technology Co. ltd.* (f@i2& M5 L XA BHE
B 2A7R]) ("Fujian Putian”) was awarded “Gazelle Enferprise”* (& #2122£) by the Office of the
Construction Lleading Group of Digital Fujian of Fujian Province * (@24 Bl F i@ @22 R BE /)
ER N

Fujian NetDragon Websoft Co. ltd.* (f@iEA8RF E MRS SRMTAR A ) ["NetDragon
(Fujian)”) was awarded “Fuzhou Gulou District Copyright Collaboration Profection Associate”*
(BN EE R E VERE IR RR & B 2) by People’s Procuratorate of Gulou District, Fuzhou
City and the Gulou Brigade of Fuzhou Cultural Market Comprehensive Llaw Enforcement
Detachment* (8N & R ARBEELT - BN UL HERE BUES KSR AR

Fujian TQ Digital Inc. ({82 ABEIEER AR ("TQ Digital’) was awarded “2021 Fujian
Provincial leading Enferprise in Industry and Information Technology”* “2021 &igiE%& T3
s B LB HRBEFADRZE" by the Department of Industry and Information Technology of Fujian
Province (18i2& T M= 81LEE)

Fujian Putian was awarded “Top 10 Cultural Enterprises in Fujian Province” ({824 Xt 1%+
58] by the Office of Cultural Reform and Development Work Leading Group in Fujian Province (4@
BEXCREBHR TIEREAEARAE

NetDragon (Fujian) was awarded “Top 100 Enterprises with Competitiveness in Software and
Information Technology Service 2021"* (2021 GFE M5 BRI 3 ) B &R E) by
China Information Technology Industry Federation (FEIE F{5 B/T¥HE =
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(2) BUSINESS REVIEW AND OUTLOOK (Cont'd)

Corporate Milestones and Awards in 2021 (Cont’d)

Year 2021 Corporate Development Milestones/Recognitions

September e NeiDragon (Fujian) was awarded the “2021 Top 500 Enterprises in the Service Industry in
China"* (2021 FEFBIARTE % (R 50058) by China Enterprise Directors Association and
China Enterprise Confederation (FEIT#K e - PEPEBES

Octfober ¢ NefDragon [Fujian) was awarded “2021 Top 500 Private Enterprises of Invesiment in Research
and Development” (2021 R& R EMEER A S00%K) and 2021 Top 500 Private Enterprises
of Invention Patent” (2021 R&ERFEEHFERN 500K by AllChina Federation of Indusiry and
Commerce (FEEH TEEBRE S

* NetDragon (Fujian) was awarded “2021 Top 100 Privately Owned Enterprises in Fujian
Province”* (2021 F@EERE®F100%) by Fujian Province Federation of Industry and
Commerce (187EE Tt

e NefDragon (Fujian) was awarded “2021 Top 100 Enterprises in the Service Industry in
Fujian Province”* (2021822 AR5 2% 100 58) by Fujian Enferprises and Entrepreneurs
Confederafion ((BEETEEPERBAZ

e NetDragon (Fujian) was awarded the “2021 Top 30 Internet Enferprises in Comprehensive
Strength in Fujian Province” (2021 F 1824 BRI (R X474 B HEHE3058) by Fujian Internet
Sociely (f&8#2%& R 481 =)

* TQ Digital was awarded “2021 Top 100 Enferprises in the Strategic and Emerging Industry
in Fujian Province"* (2021 1@ @ BIBS 13T AE X (P 10038) by Fujian Enterprises and
Entrepreneurs Confederation (B2 & (PR REPERBA S

November e NetDragon (Fujian] was awarded the “2021 Top 50 Entferprises in Comprehensive Strength in
the Software and Information Technology Service Industry in Fujian Province”* (2021 F@&4
PHFE SRR R G T 1505812 by Fujian Software Indusiry Associafion (fBE224&
BHTE )

December e NetDragon (Fujian) was awarded “Top 100 Internet Enterprises in the PRC"* (B B B 48> 3
[ZE:

* For identification purpose only
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(3) LIQUIDITY AND CAPITAL RESOURCES

As at 31 December 2021, the Group had restricted bank balances, pledged bank deposits, bank deposits with original
maturity over three months and bank balances and cash of approximately RMB4,356.1 million (31 December 2020:
RMB4,309.1 million).

As at 31 December 2021, the Group had net current assets of approximately RMB4,386.7 million as compared with
approximately RMB4,162.6 million as at 31 December 2020.

(4) GEARING RATIO

The gearing rafio (consolidated bank borrowings/consclidated fotal equity) was 0.06 (31 December 2020: 0.05). As at
31 December 2021, tofal bank borrowings of the Group amounted to approximately RMB402.9 million (31 December
2020: RMB345.7 million) which included variable-rate loan of RMB191.5 million (31 December 2020: RMB273.1
million) and fixed-rate loan of RMB211.4 million (31 December 2020: RMB72.6 million). The bank borrowings of
RMB368.5 million (31 December 2020: RMB310.5 million) were secured by a pledge of property of a subsidiary, right-
of-use assets and corporate guarantee provided by the Company and its subsidiaries and the remaining bank borrowings

of RMB34.4 million (31 December 2020: RMB35.2 million) were unsecured.
(5) CAPITAL STRUCTURE

As at 31 December 2021, the Group's fofal equity amounted to approximately RMB7,074.6 million (2020: RMB6,651.9

million).
(6) CONTINGENT LIABILITIES

As at 31 December 2021 and 2020, the Group did not have any material contingent liabilities.
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(7)

(8)

(9)

SIGNIFICANT INVESTMENTS AND ACQUISITIONS AND DISPOSALS AND FUTURE
PLANS FOR MATERIAL INVESTMENTS AND CAPITAL ASSETS

Save as disclosed in this annual report, the Group did not have any material acquisitions and disposal of subsidiaries,

associates and joint ventures as at 31 December 2021.

During the year, the Group did not have other plans for significant investments and capital assets.

FOREIGN CURRENCY RISK

The Group operates mainly in the PRC, the United States of America and the United Kingdom. Most of its monetary assets,
liabilities and transactions are principally denominated in the functional currency of respective group entities, which is
Renminbi, US dollar and Great Britain Pound. However, the Group also has operations in Hong Kong, Australia and
Europe and the business transactions conducted in these areas during the year were mainly denominated and setiled in
Hong Kong dollar, Australian dollar and European dollar respectively. The Group currently does not have hedging policy
in respect of the foreign currency risk. However, the management closely monitors foreign exchange exposure to ensure

appropriate measures are implemented on a timely and effective manner.

CREDIT RISK

As at 31 December 2021, the Group's maximum exposure to credit risk which will cause a financial loss to the Group due
fo failure to discharge an obligation by the counterparties is arising from the carrying amount of the respective recognised

financial assets as stated in the consolidated statement of financial position.

In order to minimise the credit risk of trade receivables, contract assets, other receivables, refundable rental deposits and
loan receivables, the management of the Group has delegated a team responsible for determination of credit limits, credit
approvals and other monitoring procedures to ensure that follow-up action is taken fo recover overdue debts. In this regard,
the directors of the Company consider that the Group's credit risk is significantly reduced. In addition, the Group performs
impairment assessment under expected credit loss ["ECL") model on frade balances based on provision matrix, and frade

receivables and confract assets which are creditimpaired are assessed for ECL individually.

The credit risk on restricted bank balances, pledged bank deposits, bank deposit with original maturity over three months
and bank balances are limited because the counterparties are banks with high credit ratings assigned by inferational
creditrating agencies or state-owned banks located in the PRC. In this regard, the directors of the Company consider that

the ECL on these balances is insignificant.
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(9) CREDIT RISK (Contd)

The Group regularly monitors the business performance of the associates, joint ventures and related companies. The
Group's credit risks in these balances are mitigated through the value of the assets held by these enfities and the power to
participate or joinfly control the relevant activities of these entities. The directors of the Company believe that there are no
significant increase in credit risk of these amounts since initial recognition and the Group provided impairment based on
12-month ECL. Based on the assessment of the management, the ECL for these balances were insignificant and thus no loss

allowance was recognised.

The credit risk on liquid funds is limited because the counterparties are banks with good credit ratings and there is no

sigmficont concentration of credit risk.

The Group has no significant concentration of credit risk on trade receivables, other receivables and confract assets with

exposure spreading over a number of counterparties and customers.
(10)LIQUIDITY RISK

In the management of the liquidity risk, the Group monitors and maintains a level of cash and cash equivalents deemed
adequate by the management fo finance the Group's operations and mitigate the effects of fluctuations in cash flows.
The Group's policy is to regularly monitor current and expected liquidity requirements and its compliance with lending
covenants, to ensure that it maintains sufficient reserves of cash and adequate committed lines of funding from major
financial institutions to meet its liquidity requirements in the short and longer term. Based on the assessment of the

management, liquidity risk encountered by the Group is minimal.
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CORPORATE CULTURE AND SOCIAL RESPONSIBILITIES

CORPORATE CULTURE

Passion

We are passionate about work and collaboration with colleagues. We consider our work as a career and contribute our full
efforts. We enjoy the satisfaction from work, we are optimistic and positive, and are able to disseminate such positive energy in

the daily inferactions with colleagues, together with mutual trust, support and encouragement.
Learning

learning is a habit of every staff in the Group. We always have curiosity and the urge to learn. We will proactively invest time
and effort in learning, apply the skills we have learnt and expand our capabilities. VWe are good at self-examination and draw
conclusions from happenings around us, and are willing to share and exchange ideas with others to promote mutual teaching

and learning.
Innovation

Innovation is the driving force behind the success of the Group. We embrace changes, continuously explore and attempt new

and more effective concepts and methods, in order to launch new fechnologies and new products.
Aggressiveness

We are featured by aggressiveness. We like to distinguish ourselves by masfering opportunities, expressing opinions and ideas,
being responsible for or participating in the projects which arouse our interest, gaining resources and support to win market
opportunities and honestly communicating with others on development requirement. We believe that if everyone volunteers fo put

up their hands, internal impetus and team power will be inspired to expand our business.
Pursuit of excellence

Pursuit of excellence is a working standard for our staff. VWe aim for high aspirations and excellence, self-challenge and surpassed
expectations. We plan several steps ahead, striving to provide customers with the highest quality products and services, and

constantly challenge our own potentials while doing our best.
Fairness

Fairness is the working atmosphere we promote. The Group strives to create a working atmosphere with fair allocation, fair
procedures, public information and mutual respect. Through a public process and open supervision, the Group ensures that results

are fair and hopes that all employees can treat everything and everyone objectively and equally.
Customer comes first

Customer comes first is the philosophy in product design and services. Group staff have an acute judgement on market and
cusfomers. Through technology and services, cusfomer requirements are satisfied and steered quickly, and through confinuous
improvements in customer experience, we can create value for custfomers and acquire competitive advantages. Each staff also

adheres fo the concept even when providing services to our infemnal customers.
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HUMAN RESOURCES

As of 31 December 2021, total number of employees of the Group is 4,834.

In 2021, based on the Company'’s corporate sfrategies and objectives, a large number of outstanding talents in various
professional fields were atiracted by our extensive business platform and rapidly growing business frend. A fotal of 597
were recruited throughout the year, in which, 91 seniors mainly focusing on the areas of games and education were
infroduced. The Company has always atiracted and cultivated emerging forces with an open and innovative mindset. The
Compoany also launched the 2022 autumn campus recruitment campaigns in key renowned universities across the country,
which attracted the affention of high-quality fresh graduates at home and abroad, to continuously bring in new blood
into the Company. In addition to regular campus recruitment, the Company has established industry-university-research
cooperation relationships with a number of wellknown colleges and universities fo confinuously promote talent education in

colleges and universities. Moreover, in respect of oncampus recruitment brand, the Company were awarded the “2021

Best Employer” (2021 &fEAA EE5T).

The Group was active in exploring the best model for organisational management, with a more open, autonomous and
liberal culture and the construction and implementation of related mechanisms. Based on the affairs, we are actively
exploring flexible employment models, aiming to recruit global talents and optimize the talent structure of the organisation.
By using business tools as a grip for organizing knowledge on a trial basis, we are committed to building a borderless
organisation, a knowledge-based organisation and an empowering platform organisation. We will continue to promote
the improvement of organisational efficiency, reduce ineffective approval processes through the structuring of process
documents, thereby enhancing the infemnal management efficiency and promoting the disclosure of internal information.
With implementation of the concept of faimess, the Company discloses the information and procedures of human resources
management. It enables employees to participate in the management of the Company extensively with the help of BUG
mechanism with the characteristic of the Company, newly invested Al questionnaires, and commendation/complaint

collection cabins for midlevel and senior employees to protect their own rights and interests.

In terms of cadre management, we confinued fo promote the normalisation of checking, selection and empowerment of
cadres fo build a falented cadre team. The Company launched the “Young Cadre Program”, and deliberately promoted
"young people” in the selection of cadres, and selected outstanding young people with more passion, potential and
execution ability. It can help the Company to replenish more young power. By appointing more young people that
represent a larger proportion in the team, the cadre team can remain vigorous to boost the thinking and decision-making of

the Company more upto-date and future-oriented.
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4. In terms of performance management, we practiced the management concept of affairs-centered and independent
management, assisted in the implementation of strategies and the breakdown of goals, and established an organisational
and personal goal and performance assessment system based on this management concept to improve the efficiency
and effectiveness of performance management and create value for the organisation and business. Correspondingly, we
promoted the corporate affairoriented performance appraisal. On one hand, we paid attention fo the proactiveness and
performonce improvement of the staff with poor performonce. On the other hand, we promofed the opp|icotion of Al'in the
performance management and talent selection and structure upgrading through performance system and standardisation of
information management. It combined the strategic demand of the Company to continuously promote talents upgrade and
review sfaff's performance regularly. The Company encouraged, praised, counselled, improved and optimized our sfaff,
fo create a positive working atmosphere of survival of the fittest. It achieved a win-win situation between individual and the

organisation and build a harmonious employee relationship by optimizing talents structure and improving staff allocation.

5. In terms of compensation and benefits, we continued to pay attention to the salary dynamics of the market fo maintain the
competitiveness of remuneration packages; we formulated differentiated compensation strategies and allocated resources
fo key falents who are the main creafors of the corporate values. We further explored the corporate affairoriented payroll
model to boost employee motivation and improve their work productivity. Decentralisation simplifies the process, allowing
business teams 1o be more efficient and quickly keep up with the development needs of the Company. We continued
fo improve the welfare systems of the company, introduced digital Al management, promoted the standardisation and

automation of processes, and improved the satisfaction rate of employees.

6. In terms of talent cultivation, we responded to the needs of corporate affair-oriented management, and sfarted from the
perspectives of new management concepts, excellent working methods, education concepts and business products fo meet
the learning needs of personnel in the development of the organisation in terms of changes in awareness, cognition and
skills. We executed the education concept of the Company by applying the Company’s education products. Through Al
data analysis, deliberate exercises and business fools, we promoted the implementation of the corporate affairoriented

concept.

7. In terms of staff services, the Human Resources Shared Services Platform [SSC) integrated the shared services of various
departments in the Group, and acted as a Human Resources Centre fo provide information support for human resources
decision-making. In 2021, SCC targeted upgrading staff's experience. Through continuous optimisation and standardisation
of service system, it kept promoting Al intelligence and improving shared service quality, service efficiency, service efficacy
fo ensure service satisfaction. Making the prevention and control of the epidemic a regular practice. On the one hand,
we paid close affention to and followed the govemment policy, quickly upgraded the preventive and control measures of
the Company, and implemented the main responsibility of prevention and control of the epidemic in the enferprise. On the
other hand, we actively responded to the call of the govemnment authority for vaccination for the COVID-19, and organized
vaccination for employees by securing vaccination quotas and arranging special vaccination sites o protect the health of

employees and build a universal immunisation barrier.
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WORKING ENVIRONMENT

The Group provides a friendly and happy working environment for our staff, with spacious and well-equipped workplace,
including staff canteen, cafes, activity rooms, indoor and outdoor swimming pool, football court, basketball court, badminton
court, tennis court, squash courts and fitness center. A relaxed and pleasant working environment does not only enhance a sense
of belonging among staffs, but also enhance their work efficiency and creativity. The Group also organises various staff activities

such as camival, quarter marathon and new year gala.
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EXECUTIVE DIRECTORS

Liu Dejian, aged 50, Chairman of the Board and Executive Director

Mr. Liv led us to become one of the leading online game and mobile Internet operations companies in PRC. He is mainly
responsible for the overall business strategic development of the Group and is the chief game designer of our game development
tfeam. Mr. Liu leads the game development team on the design of the online game products. He formulates the development
policy and contributes to the growth of the Company as a competitive online game operator and developer. Currently, Mr.
Liu is committed to lead the Company’s transformation to an international design-oriented enterprise, and acfively promofing
Infernet education, leading the Group to become China’s leading online education industry force. Apart from his management
and leadership, Mr. Liu constantly holds training seminars to further enhance the development of our human resources. Under
his leadership, the Group was honoured as the “Top 30 Cultural Enterprises in the PRC" (2Bl b {b % = +58) for three
consecutive years and as “Top 100 Infernet Enterprises in PRC" (FRBI G B 48{b 2 B 58) for eight consecutive years. The Group
was also honoured as “Top 2000 Forbes Global business” (& B 2 IR EMT38) in May 2014, “Third Award of Top 100
Forbes Potential Enterprises in PRC" (1&fn HT BI/E N X B 58855 =), and “Top 100 National Software Comprehensive
Competitiveness Enferprises” (2 BIE (P LR E FF S B ) in 2015.

Mr. liv groduated with a Bachelor's degree of Science in Chemistry from University of Kansas in the USA in 1995, and received
a doctorate degree in education from Beijing Normal University in 2021 Prior fo sfarting Fujian NetDragon Websoft Co., lid. (#&
REBERT ERBEBIEERMTBR AR ("NetDragon (Fujian)’), Mr. Liu had been the vice-president of Beso Biological Research
Centre, Inc ("Beso”) from 1995 to 2005. He was also the vice-president of Fuzhou Yangzhenhua 851 Bio-Engineering Research
Inc. (“Fuzhou 851") from 1995 to 2000 and then promoted to be the president since 2001. Mr. Liv was first infroduced fo the
technology of Internet during his study in the USA when he established a website for marketing of softwares. Anticipating that
Infernet would have a good development opportunity in the PRC, he founded NetDragon [Fujian) in 1999 when he came back
to the PRC.

Mr. liv was awarded as the “Most Influential Person within the Online Game Industry in China in the Chinese Game Industry
Annual Conference 2009" in January 2010 (20094 [E 9 BB E £ & B 7 & 1 AY)). He waos also awarded as “Excellent
Entrepreneur of China Game Industry”* (FEIEEELTTEE SR K in the China Game Industry Annual Conference in
December 2009. He was appointed as vice-chairman of Fujian Province Association of Youth Entrepreneur* [1&&4 & G 1
EZRBE) in April 2006. He also obtained Fujian Youth Entrepreneur Achievement Award* (18225 FAIZEABLEE) in April
2005, Go Tone Fujian IT Industry Top 10 Outstanding Youth* (2IR@EETITE T RELFF) in May 2005, Cerlificate of
Fujian Entrepreneurial Tutor of the Chinese Youth Business International Programme* (F1EI 5 F 8 2 BIFR 5 B R 2RI E B A5
£ in June 2005, Fujian Youth Technology Award* (f8#4& B FEH%EE) in March 2010, Software Outstanding Talent in Fujian
Province* (f@EEEHEEH A) in September 2010 and Entrepreneurial Excellence Award in Haixi* (8PEEIZEIEA 5% in
April 2012, and he was appointed as a member of the Second Council of The Association for Redound Reposal, Fujian (f&2&
BIETREEE ZEEEE) in July 2012, Mr. Liu received the Management Talent Award* ($BE A#54E) in June 2011, Fujian

* For identification purpose only
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Business Building Haixi Outstanding Contribution Award* (f232 R #2875 H BRI 2E) and Fujian Donations of Non-public
Ownership Economy Welfare Outstanding Contribution Award* (f@EIER B IR BA L RE AR FEREBRE) in June
2013. Mr. Liu was awarded as the Entrepreneur of the Year in Entrepreneur Conference of CYZONE* (BIZEFSF & FHAIZEAY)
in November 2013. As the developer of “91 assistant” software first person, Mr. Liu received the Progress Prize Second Award
in Fujian Province Science and Technology* (1832& BIEHMTHE £ —F &) in January 2014. Mr. Liu was awarded the Special
Allowance Expert in State Council* (BIFSBt A BREREEZEK) in January 2015, the Publishing Award for Outstanding People in
Fujian Province* (fBEEEEF HIRAYIEE) in September 2015, Excellent leader in the Non-public Economy of Fujian Province*
(fBREIFRB I EEFERZE) in May 2016 and the Economic Award of Chinese Businessman of 2016 (2016 E
NEEHE AW in December of the same year. Mr. Liu was honoured as Senior Engineer* (ZX#% - iR BB A TIZAN)
with his outstanding fechnical achievements in May 2017. As the developer of “VR/AR Core Engine Technology Platform” first
person, Mr. Liu received the Progress Prize Third Award in Fujian Province Science and Technology* (fREE&E RIEHITE S =%
#2) in December 2021. Mr. liu is also a director of NetDragon Websoft (Hong Kong) Limited (“NetDragon (Hong Kong)”) and
NetDragon Websoft Inc. (“NetDragon (BVI)). Mr. Liu is a brother of Liv luyuan and a cousin of Zheng Hui.

Leung Lim Kin, Simon, aged 67, Vice Chairman of the Board, Executive Director, Chairman and Chief Executive Officer of

Fujian Province Huayu Education Technology Co. Ltd. ("Fujian Huayu")

Dr. leung joined the Company in March 2015. He is responsible for the planning, consolidation and operation of the education

business of the Company in the People’s Republic of China and the development of the online education business overseas.

Dr. leung had over 30 years of experience in both information technology and telecommunications indusfries. In 2005, he was
appointed as the president of Motorola Asia-Pacific, a company principally engaged in the production of data communication
and felecommunication equipment, where he was primarily responsible for the overall strategic planning and implementation in
the Asia-Pacific region. Since 2008, Dr. leung was the chief executive officer of Microsoft Greater China region, a company
principally engaged in developing, manufacturing, licensing and sales of software products, where he was primarily responsible

for overseeing overall business operations and for developing and implementing a regional strategy.

Prior to joining the Company, Dr. leung also held management roles at various educational institutions or corporations engaging
in education business. From 2009 to 2010, he was the governor of the Upper Canada College, an educational institution,
where he was primarily responsible for establishing and directing policy for the college and overseeing its financial affairs. In
2012, Dr. leung was the chief executive officer of Harrow International Management Services Limited, a company principally
engaged in the management of Harrow International Schools, where he was responsible for the development of new Harrow

International Schools and education services in Asia.

Dr. leung received his bachelor of arts degree and a doctorate in laws from the University of Western Ontario, Canada in 1978

and 2005 respectively and a doctorate in business administration from Hong Kong Polytechnic University in 2007.

* For identification purpose only
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Dr. leung currently serves as a member of the lvey Asia Advisory Board of the Richard Ivey School of Business of the University
of Western Ontario, an educational insfitution, where he is primarily responsible for advising the school on its mission strategy in
Asia. He is also a govemnor of Tung Wah College, an educational institution, where he is primarily responsible for determining
key governance issues. From 2010 to 2015, Dr. leung was a member of the International Advisory Committee of the Hong
Kong Polytechnic University. From 2015 to 2017, he was appointed as a member of the Steering Committee on Innovation
and Technology of HKSAR. Dr. leung is currently an independent non-executive director of PuraPharm Corporation Limited Stock
Code: 1498), a company listed on the Main Board of the Stock Exchange of Hong Kong Limited (the “Stock Exchange”). He is
also a director of ARHT MEDIA INC. (Stock Code: ART), a company listed on TSX Venture Exchange (TSXV).

Liv Luyuan, aged 48, Executive Director, Chief Executive Officer, Compliance Officer and one of the authorised

representatives of the Company

Mr. Liu is the executive Director, Chief Executive Officer, Compliance Officer and one of the authorised representatives of the
Company, and also serves as CEO of TQ Digital and director of NetDragon (BVI). Mr. Liu currently shoulders a number of social
services, such as acfing as the director general of the West Taiwan Strait Youth Entrepreneurs Foundation, vice chairman of Fujian
Youth Development Foundation, vice chairman of the Fujian Youth Federation, executive vice chairman of Fujian Enterprises and

Entrepreneurs Confederation, as well as the chairman of Fujian Youth Entrepreneurs Association.

As an oufstanding representative of the new social community taking part in the construction of the Fujian Weststrait Economic
Zone, Mr. liv has engaged in the operation and management of software enterprises and technology development since his
graduation from Chengdu Electronic Technology University in 1997, He has decades of experience in the management and
administration of technical insfitutions. Mr. Liu is in charge of overall management. He has sef up the project management
department, and introduced the game project management system to ensure a level of standards for game products. As the
Company's spokesman, he is also responsible for coordination with governmental depariments, media, and other external parties,
under which he has built up the Company’s public reputation. By taking part in various activities on behalf of the Company, he
shared new ideas and new technologies in animation and game indusiry. Furthermore, he set up the West Taiwan Strait Youth
Enfrepreneurs Foundation fo cultivate talent. Mr. Liv was awarded the “May 4th Youth Medal” and the tilles of “Fujian Brilliant

Enfrepreneur”, “Fujian Top Ten Economic People” and “Fujian Business Building Haixi Outstanding Contribution Award”.

Mr. liv graduated from Chengdu Electronic Technology University in 1997, with a degree in electro-mechanical engineering,
and lafer received an adjunct professor certificate from Fujian Normal University. Mr. Liu is a brother of Liu Dejian, and cousin of
Zheng Hui.

Chen Hongzhan, aged 49, Executive Director, Senior Vice President and Chief Technology Officer

Mr. Chen is the Senior Vice President, Chief Technology Officer and Executive Director of the Company. He is an experienced
online game developer with over 20 years of experience in the management of game development. He is mainly responsible for
game development of the Company. The technical team led by Mr. Chen is responsible for the Programme development and the
technical support fo the production of games of the Company. His technical support and experience have raised the efficiency

and quality of the Company's game development department.
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Mr. Chen graduated with a Bachelor's degree of Engineering in Mechanical Design and Manufacture (%% 5T K 243E ) from
Beihang University (Jb =ATZERRRARE ) in July 1995. Before joining the Company in 2001, Mr. Chen was a game developer.
Mr. Chen established his own online game studio from 1996 to 1999. Mr. Chen worked as the project manager in Chongging
Dazhong Software Company from 1998 to 2000 and the manager of the technical department in Beijing Beijibing Technology
Development Company Limited from 2000 to 2001.

Zheng Hui, aged 53, Executive Director, Chairman of NetDragon (Fujian) and NetDragon Communist Party Committee

Secretary

Mr. Zheng is an executive Director of the Company and is responsible for the overall management of the Group. Mr. Zheng has
accumulated over 20 years of management and administration experience, providing support to the Group's operation, and
coordinating, supervising and managing the duties of various departments. Mr. Zheng is one of the founding shareholders of
the Company, and he is currently the legal representative and director of Fujian NetDragon Websoft Co, Limited* (#@3E4H#E
FTERAREBRMAR AT, Fujian TQ Digital Inc. (B2 RBEEEEHRAF]), Fujian Province Huayu Education Technology
limited* (fBEEE FERHKBRHZBMRAF]) and Fujian Tianquan Education Technology Limited* (AR B BHE AR Q).
At the same time, he is also appointed in several positions, which includes the Deputy to the Fujian Thirteenth Provincial People’s
Congress* (1@8#E& %+ =[E AKX, the Deputy to the Fuzhou Fifteenth Provincial People’s Congress* (#& /N 5 +HfE AKX
H5K), the Deputy to the Fuzhou Sixteenth Provincial People's Congress* (18N 88+ 7B AR K], Vice Chairman of Fujian
Provincial Private Business Chamber of Commerce* (fBEERETEHEFEIERE K), Executive Vice Chairman of Fuzhou
Private Enterprise Association* ({8 REREKHEFHEIEK), member of China Culture and Entertainment Industry
Association* (R EIXALIREETTEH & E), Chairman of Fujian Cultural Enterprises Association* ({8 E Xk EHBEE R),
Chairman of Trade Development Association of Fuzhou City* (@M T AR E B REEHEER), Executive Vice Chairman
of the Fuzhou Chamber of E-Commerce* (@M EFEHEHEEHEEK), Vice Chairman of the Fujian Confidentiality
Associafion* (B2 EREWHEEIEK), Vice Chairman of the Fujian Technology Market Association* (#&&24& #3517 & &l
&), Vice Chairman of Fuzhou Talent Development Association* (@M A A B RE#E =2 &= &), Vice Chairman of Fuzhou

Software Industry Association.

Mr. Zheng was awarded as the Brilliant Entrepreneur of Game Industry in China* (PEI#EEIFTEEBR T HER) from 2016 fo
2020 and was recognised as the First Baich of Cultural Master in Fuzhou* (48N EH#LIUEEZ) in September 2018. He was
also awarded the fifle of “Model Worker” in the thirty-sixth session of evaluation by Fuzhou Municipality People's Government*
(RN E=+/NE4B)1EH). He has been appointed as the Secrefary of NetDragon Party* (88X ZERC) since 20106, has
received Non-Government Party Award* (3EAEZESELE) in 2018, be honoured as Outstanding Party Performer* (BT

% IYEE) in 2019, and was nominated as “Party Building Leaders of Digital Economy” in 2020.
Before founding NetDragon (Fujian] in 1999, Mr. Zheng worked in Beso and Fuzhou 851 from 1992 to 1999. He obtained a

graduation certificate from the Continuing Education Institute of Beijing Normal University in 2000. Zheng Hui is the cousin of Liu

Dejian and Liu Luyuan.

* For identification purpose only
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NON-EXECUTIVE DIRECTOR

Lin Dongliang, aged 59, Non-executive Director

Mr. Lin was appointed as a non-executive Director on 15 October 2007. Mr. Lin graduated with a Master’s degree in

Engineering Management in 1986 from Tsinghua University.

Mr. Llin is currently a general partner of IDG Capital. He has presided over a variety of investment projects in the IT industry
since 1995 with remarkable success. Prior fo joining IDG Capital, Dongliang was a Senior Research Fellow at the Development
Research Center of the State Department of China. He also previously worked for Citibank New York in 1992-1993. Mr. Lin
is currently a non-executive director of IDG Energy Investment Limited (Stock Code: 650), a company listed on the Main Board
of the Stock Exchange. Mr. Lin is also a director of Sichuan Shuangma Cement Co., ltd. (P9I E& FKER D B R A F]) (stock
code: 935), a company listed on the Shenzhen Stock Exchange.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Chao Guowei, Charles, aged 56, Independent non-executive Director

Mr. Chao was appointed as an independent non-executive Director on 15 October 2007. Mr. Chao is also the chairman of
the audit committee, a member of the remuneration committee and nomination commitiee. Mr. Chao is currently the Chairman of
the board of directors and Chief Executive Officer of SINA Corporation, a company listed on Nasdag. Mr. Chao joined SINA
Corporation as a Vice President of Finance in 1999 and served as its Co-Chief Operating Officer, President and Chief Financial
Officer before his current position as the Chairman of the board of directors and Chief Executive Officer. Mr. Chao is also the
Chairman of the board of direcfors of Weibo Corporation, a leading social media company listed on Nasdag and the Main
Board of the Stock Exchange and a director of Leju Holdings Limited, a leading real estate O20 integrated services platform,
which is listed on New York Stock Exchange, and a director of TuSimple Holdings Inc., a Nasdaglisted autonomous technology
company. Prior to joining SINA, Mr. Chao served as an experienced audit manager in PricewaterhouseCoopers LLP to provide
audit and business consulting services for companies in Silicon Valley, California. Mr. Chao was a certified public accountant
and the member of AICPA. Mr. Chao graduated with a Master's degree in professional Accounting from the University of
Texas at Austin in 1993, a Master's degree in Journalism from the University of Oklahoma in 1991 and a Bachelor's degree in

Journalism from the Fudan University in 1988.

Lee Kwan Hung, Eddie, aged 56, Independent non-executive Director

Mr. lee was appointed as an independent non-executive Director on 15 October 2007. Mr. lee is also the chairman of our

remuneration committee, a member of our audit committee and nomination committee.

He is a practicing solicitor and received his LL.B {Honours) degree and Postgraduate Certificate in Laws from the University of
Hong Kong in 1988 and 1989 respectively. He was then admitted as solicitor in Hong Kong in 1991 and in England and

Wales in 1997. He joined Howse Williams Bowers, a law firm in Hong Kong, as a consultant in 2014.
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Mr. Lee is currently the independent non-executive director of Embry Holdings Limited (Stock Code: 1388), Newton Resources Lid
(Stock Code: 1231), Tenfu (Cayman) Holdings Company Limited (Stock Code: 6868), Red Star Macalline Group Corporation
ltd (Stock Code: 1528), FSE lifestyle Services Limited (formerly known as “FSE Services Group Limited") (Stock Code: 331), Ten
Pao Group Holdings Limited (Stock Code: 1979), and Glory Sun Financial Group Llimited (Stock Code: 1282), all companies
listed on the Main Board of the Stock Exchange. Mr. lee was also an independent non-executive director of each of Landsea
Creen Properties Co., lid (Stock Code: 106) between July 2013 to June 2020, and China BlueChemical lid (Stock Code:
3983) between June 2012 and May 2021, all companies listed on Main Board of the Stock Exchange.

Liu Sai Keung, Thomas, aged 49, Independent non-executive Director

Mr. liuv was appointed as an independent non-executive Director on 15 October 2007. Mr. liu is also the chairman of our
nomination committee, a member of our audit committee and remuneration committee. He graduated with a MBA degree
from the Anderson School af the University of California, Los Angeles and a Bachelor's degree in Business Administration and
a Master's degree in Finance from the Chinese University of Hong Kong in 1995 and 1999 respectively. Mr. Liu is currently
the executive director and Chief Operation Officer of VCREDIT Holdings Limited (Stock Code: 2003), a company listed on the
Main Board of the Stock Exchange. Prior to joining VCREDIT Group in 2009, he served as the managing director of strategic
investments of GroupM China from 2007 to 2009 and the vice president of Star Group Limited from 2006 to 2007. He was
also served as a business development director of TOM Online Limited and an investment banking associate of the New York

office of Lehman Brothers Inc.

SENIOR MANAGEMENT

Yam Kwok Hei, Benjamin, aged 46, Chief Financial Officer and Senior Vice President

Mr. Yam joined the Group as our Chief Financial Officer in October 2013 and is responsible for financial management,
investor relations and strafegic business development. Mr. Yam has over 15 years of professional experience in financial services
spanning private equity, corporate finance and auditing. Prior fo joining the Group, he was a Partner at Entropy Ventures, a
cleantech venture capital firm, and before that, he worked for over 7 years at SAIF Parners, a pre-eminent Asian private equity
firm managing over USD4 billion, where he last served as Senior Vice President and was actively involved in leading the closing
and exit of numerous investment transactions in Greater China, as well as serving as an active board member of several porifolio

companies. Mr. Yam started his professional career as an auditor at Arthur Andersen.

Mr. Yam holds a Master of Science degree from Columbia University and a Bachelor of Commerce degree from University of
British Columbia. He is a Chartered Accountant, an associate member of the Hong Kong Institute of Certified Public Accountants

and a Chartered Financial Analyst charterholder.
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Yu Biao, aged 52, Senior Vice President, Chairman of Fujian Huayu (PRC), Chairman of Fuzhou Software Technology
Vocational College (1@ M ERH- B ZEH TR

Mr. Yu joined the Group in September 2009, Currently, he serves as Senior Vice President of the Company, Chairman of
Fujian Huayu (PRC) and Chairman of Fuzhou Software Technology Vocational College (1M EHEE 2 £ 178262), and is mainly
responsible for the planning, consolidation and operation development of the education business of the Company in the PRC and
the development of its overseas online education business, with a focus on comprehensive business that covers early childhood
education, basic education, higher education, vocational education, corporate training, and nonformal and lifelong education
to provide educational authorities, colleges, kindergartens, parents and teachers with professional and convenient education
services and feaching or fraining services through collaborations with educational authorities, colleges and enterprises by building
official services platforms and services portals, so as to promote wider application of information technology in education and
intelligent education that assisted us in culfivating and providing a large number of talents with practical skills. Mr. Yu also
concurrently serves as the vice president of the Association of Promoting Reading in the Public of Fujian Province (184 & R
ER#EERIER), director of VR/AR Vocational Education Steering Committee of Fujian Province (fRE4& VR/ARTTEREHF
5B ZEE), member of Council of Development of Warmth Projects of Fujian Province (1@2%& A TIR{EEE), member of
Digital Art Professional Committee of China Society of Image and Graphics (BBl Bl 22 G HIHEMTHEZEE), Director of
China Unicom 5G Applications Innovation Alliance | BB 8 5G & F gl ¥ Bk A IR = ).

Before joining the Company, Mr. Yu graduated from the Department of Light Industries of Fuzhou University in 1992, majoring in
food engineering. Mr. Yu was a director of Xiamen Digital Engine Network Co., ld. (EFIEFaIZM@E AR A F]) in 2000. He
was the assistant to the dean of Napier College of Fuzhou University (#& )N A2 ENapierZ2pz ) from 2000 to 2007. Mr. Yu
was the managing director of Fuzhou Bojie Education Consultation Co., lid. (1&/NEEHEEAABR AR in February 2004,
deputy director of the Chinese and Australian Class Project of Fuzhou No.8 Secondary School and the Chief Representative of
the Australian school in China in June 2006 and Managing Director of Fuzhou Bojie Child Education Technology Co., Lid. (&)
HEZEHE RHEERAE]) from 2008 to 2009. He has over 20 years of experience in education management.

Lin, Chiachuan, Peter, aged 51, Chief Designer and Vice President

After joining the Group in April 2013, Mr. lin has participated in its businesses, such as the development and design of
inferface and hardware of the Company’s products, research and development of educational equipment, and design of gaming
experience. He is currently responsible for the management of User Experience Design Center (UEDC) and Industrial Design
Centre (IDC) and cerfain overseas design feams. Mr. Lin served as the senior manager of the design centre of BenQ Corporation
(BenQ) from 2004 to 2006, and the chief designer of BenQ from 2006 to 2010, responsible for the design of brand-name
products. He joined Samsung Design China under Samsung Electronics as the creative director/deputy chief in 2012. Mr. Lin
graduated from Rochester Institute of Technology in New York, the U.S. and obtained a master's degree of fine arts (MFA|. He

has over 20 years of experience in design and development and management of brand-name products.
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Wang Song, aged 40, Chief Product Officer and Senior Vice President

Mr. Wang joined the Group in 2002 and is responsible for the game projects, such as Eudemons Online (/1) and Conquer
Online {{EAR). He has also participated in the planning of a number of major projects, including Monster & Me (LI EEH71R),
Zero Online {#&4), OL Tou Ming Zhuang Online {#%&OL) and OL Heroes of Might & Magic Online {1 &#OL). Since
2004, Mr. Wang has been planning the Eudemons Online 13 project, and in the past ten years, he has led the Eudemons
Online /&1) related projects to win numerous awards in China, successfully enter the overseas market, and achieve fens of
billions of income for the Company. Mr. Wang has also been responsible for the planning and research and development of
educational products of the Group since 2013. Since 2017, with the change of the Group's overall education business structure,
Mr. Wang has been fully responsible for the product business of the Group (including games and education). He is currently the
Chief Products Officer and Senior Vice President of the Company, mainly responsible for the Company's core product design,

major sfrategic recommendations and major decision making.

Lin Wei, aged 43, Senior Vice President and President of Fujian Huayu (PRC)

Mr. Lin joined the Group in 2008 and is currently the senior vice president of the Group and the president of Fujian Huayu (PRC),
mainly responsible for organisation and management of sales team, construction and expansion of sales channel and research
and development of hardware products for the educational business of the Group in the PRC. Before joining the Group, Mr. Lin

worked for DELL (China) and has over 15 years of experience in IT, mobile Infernet and education industries.

Mr. Lin also serves as the instructor of Yanwu Maker at the Software College of Xiamen University and has dedicated to the
integration of advanced technology (such as Al/VR/AR/big data) with education, so as to move the industry forward. In view
of this, Mr. lin actively encourages the implementation of virtual reality fechnology in higher vocational education. Since the
inception of the virtual reality competition in the National Vocational Student Skills Competition (ZBEmEHERFEAEE
WIREEIH) in 2017, Netdragon has been the organiser of this event for two consecutive years. Mr. Lin has facilitated the
cooperation of Netdragon with National Center for Schooling Development Programme fo set up Guoyu Huayu VR World
Laboratory project, thereby providing VR technology laboratory and talent cultivation programme for research undergraduate
education, applicationtype undergraduate education and vocational college. He has formed a VR educational alliance with
China Association for Educational Technology and The Open University of China to provide VR curriculum design and laboratory
construction programme for the Open University. Furthermore, Mr. Lin also serves on the editorial board of the “Arificial
Intelligence” ( A& §%) series, teaching materials for basic education published by the Shanghai Educational Publishing House.
He received the 2020 Echoing China Tencent Education Annual Ceremony Award (== =Z B2/ BB A F /5 5 114%)
and was recognised as the 2020 Education Industry leader (ZZE=ZEFEHEITEREAN) .
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Xiong Li, 46 years old, Chief Executive Officer of NetDragon (Fujian), Associate Dean of Chinese Academy of Education
Big Data, Deputy Director of National Engineering Laboratory for Cyberlearning and Intelligent Technology

Dr. Xiong joined the Group as Chief Executive Officer of NetDragon (Fujian) in July 2014, responsible for the Company's
general operation and management. His responsibilities include human resources, NetDragon University, public relations, art
development and corporate onthe-job training projects. In addition, Dr. Xiong was appointed as deputy director of National
Engineering Laboratory for Infernet Education Intelligent Technology and Application in November 2017. He was also appointed

as the Associate Dean of Chinese Academy of Education Big Data in January 2019.

Dr. Xiong has over 16 years of management experience in both information technology and infermet industries. Before joining the
Group, Dr. Xiong served as director of human resources at Shanda Group, and then as executive director of human resources and
director of the office of the president. During this time, he oversaw and operated Shanda’s unique game-orienfed management
system and has applied for an intellectual property patent. Previously, Dr. Xiong was also a project manager of human resources
at China Mobile where he led the building of competence model and won the 2nd prize of national management innovation
issued by China’s Ministry of Industry and Information Technology. Dr. Xiong received a bachelor's degree in automation from
University of Science and Technology of China in 1999 and a docforate degree in management science and engineering in

2004 when graduated early. Dr. Xiong has published over 20 academic papers in domestic and foreign core journals.
Chen Hong, aged 46, Chief Technology Officer (“CTO") of Fujian Huayu and Senior Vice President

Mr. Chen joined the Group as CTO of Fujian Huayu in April 2018, fully responsible for technical development strategy planning,
research and development, difficult challenges and innovation, capacity improvement and other technical management issues in
the education business field. Prior to joining the Group, Mr. Chen served as General Manager of VMware Beijing R&D Center,
R&D Director of CPD China and Japan, and CTO of SVM (Joint Venture of Sugon and VMware). Mr. Chen has rich management
experiences in large-scale teams of Chinese and global companies, Sinoforeign joint ventures and startups. He also has excellent
management skills in Infernet education, education arfificial intelligence, cloud computing, operating system, network, storage,
system management automation and large enterprise software development, festing, product management, customer technical
support, and R&D center management. Mr. Chen obtained a master's degree in engineering from Beijing Institute of Technology

in 1999 and a master's degree in business administration from Tsinghua University in 2008.

Garwin Chan, aged 40, Chief Strategy Officer of Edmodo

Mr. Chan joined the Group in March 2019 as the Chief Strategy Officer of Edmodo. Prior to Edmodo, he was the chief financial
officer at The Third Stone Holdings Limited, an e-commerce and blockchain startup. Prior to that, Mr. Chan was a private
equity and credit investment executive, having spent 8 years with Bain Capital in the US and in Asia, before joining a Chinese
conglomerate fo lead their private equity investments. Mr. Chan graduated from Harvard College with a BA in Economics, and

from Harvard Business School with a Master in business administration.
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Lin Chen, aged 40, Senior Vice President

Mr. lin joined the Group in 2009, currently serves as the senior vice president of the Group. He is responsible for the
management of the design center, the design planning center and QA department. Mr. Lin is an experienced expert in the area
of software quality management. After joining the Group, Mr. Lin has led the QA technology feam to continuously improve
software quality management system and ensure product safety and reliability of the Company, and has in turn achieved
remarkable result in ensuring software safety. Since 2013, Mr. Li has concurrently served as the head of the design center and
was responsible for management of the game design, software design, UED and industry design teams. He proactively promotes
improvement of design ability, cultivation of design talents, consideration and promotion of design method and helping the Group
fo transform info an infernational design enterprise. Since 2018, Mr. lin has served as the senior vice president of the Group,
responsible for the management of the design center, the design planning center and the QA department. Concurrently, he has
been deeply involved in strategic work of the Group, such as decision-making in research and development of the gome and

education business.

Before joining the Group, Mr. Lin worked in the Global Information Technology Services department, responsible for testing and

delivery of overseas IT projects. He is experienced in software quality management and overseas business management.
Vin Riera, aged 51, Chief Executive Officer of Promethean

Vin Riera was appointed as Chief Executive Officer at Promethean in January 2017. Vin is responsible for Promethean’s “mission
to develop the transformative fechnologies, educational content and dynamic experiences that motivate students o leam”. He is
committed to furthering the legacy of success and continuing fo place Promethean customers at the center of everything it does.
Prior to working for Promethean, Vin has served as the Chief Executive Officer at Collegis Education, Chief Executive Officer
at Edmentum and held executive leadership roles at Gateway and Orange Business Services. Vin holds a Bachelor of Business
Administration from Western New England University and has over 25 years of successful experience across the hardware,

software and business services fields.
QUALIFIED ACCOUNTANT AND COMPANY SECRETARY

Lau Hak Kin, Wood, aged 44, Financial Controller, Qualified Accountant, Head of Compliance and Corporate Affairs and

Company Secretary

Mr. Lau joined the Group as Financial Confroller and Head of Compliance and Corporate Affairs in February 2014 and
was appointed as the Company Secretary of the Group in September 2014. Mr. lau holds a bachelor’s degree in business
administration, majoring in accountancy, from the Chinese University of Hong Kong. He is an associate member of the Hong
Kong Institute of Certified Public Accountants, a fellow member of the Association of Chartered Certified Accountants and a CFA
charterholder. He has over 10 years of experience in financial management, risk management, accounting, faxation and auditing
and previously worked for PricewaterhouseCoopers and acting chief financial officer of Asian Citrus Holdings Limited before

joining the Group.
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The Directors are pleased to present the annual report and the audited consolidated financial statements of the Group for the year

ended 31 December 2021.

PRINCIPAL ACTIVITIES

The Company was incorporated in the Cayman Islands as an exempted company with limited liability on 29 July 2004 and is
an investment holding company. The shares of the Company have been listed on the Main Board of the Stock Exchange since

24 June 2008.

The Group is principally engaged in online and mobile gomes development, including games design, programming and
graphics and online and mobile games operation, education business, mobile solution, products and marketing business and

property project business.

Details of the principal activities of the Company’s principal subsidiaries are set out in nofe 55 of Notes to the Consolidated

Financial Statements.

BUSINESS REVIEW

The fair review of the Group's business for the year ended 31 December 2021 is set out in “Management Discussion and

Analysis” section on pages 11 to 15.

Details of analysis of the financial key performance are sef out in “Management Discussion and Analysis” section on pages 9 to

10.

PRINCIPAL RISKS & UNCERTAINTIES

Competition in the online and mobile game industry in the global market, including the PRC, is becoming increosmg|\/ intense.
There are already several online and mobile game companies, such as Zynga.com, Electronic Arts, Perfect World, IGG Inc,
NetEase.com, Tencent Holdings Limited and Changyou.com, which have successfully listed their shares on NASDAQ, or the
Hong Kong Stock Exchange. These companies all have strong financial resources. Moreover, there are many venture-backed
private companies focusing on online game development further intensifying the competition, particularly in the global market.
Recently, many of the competitors have not only been aggressively recruiting falent to bolster their game development capabilities,
but also increasing their spending on game marketing. Increased competition in the online and mobile game market may make it

difficult for the Group to retain our existing employees, affract new employees, acquire new players and sustain our growth rate.

The Company is affected by the emergence of new technologies and games. New technologies in online game development or
operations could render the games that the Group designs or plans to develop obsolete or unatiractive o players, thereby limiting

our ability to recover the development costs, which could potentially adversely affect our future profitability and growth prospects.
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BUSINESS REVIEW (Cont'd)
PRINCIPAL RISKS & UNCERTAINTIES (Cont'd)

The Group relies on the spending of our game players for our revenue, which may in turn depend on the players’ level
of disposable income, job security, perceived future eamings capabilities and willingness to spend. The global economy
experienced a slowdown since the financial crisis, and the slowdown was further exacerbated by European debt crisis. It is
uncertain how long and o what extent global economic difficulties will continue and how much adverse impact it will have on the
economies in markefs where we operate our games, such as North America, Europe, and Asia. If our game players reduce their
spending on playing games due fo such uncertain economic conditions, our business, financial condition and results of operations

may be adversely affected.
Details of the risks relating to the contractual arrangements are set out on pages 53 to 57.
KEY RELATIONSHIPS WITH EMPLOYEES, CUSTOMERS AND SUPPLIERS

The future success of the Group is heavily dependent upon the continued service of our key executives and other key employees.
In particular, the Group relies on the expertise and experience of Liu Dejian, an executive Director, in our business operations.
Mr. Liv is mainly responsible for overall business strategic development and is the chief game designer of our game development
team. Mr. Liu leads the game development team on the design of our online game products. He formulates our development

policy and confributes o our growth as a competitive online game operator and developer.

The operating environment of the online game industry is changing rapidly. In order to maintain profitability and financial and
operational success, the Group must continuously develop new online games that are affractive to players, make improvements to the
existing games that appeal to players and enhance the technical and ariistic features of all of our games. The success of our games

largely depends on our ability to anficipate and respond effectively fo the ever changing customer preferences and demand.

The Group's suppliers include primarily server and bandwidth leasing companies and game operation service providers and
it also relies on third party service providers in various aspects. The distribution and payment channels comprise (i) direct sales
supported by online payment service providers and distribution partners, [ii] pre-paid card sales supported by distributors
throughout the PRC, and (iii) cooperation channels supported by our cooperation partners. In addition, the Group relies on third
parties in providing Interet support to our online games and also relies on an independent third party for the license from the

GAPP, which is fundamental to our business, to publish our games.

The performance and the results of operation of the Group as set out in this Annual Report are hisforical in nature and past
performance is not a guarantee of future performance. This Annual Report may contain forward-looking statements and opinions
that involve risks and uncertainties. Actual result may also differ materially from expectations discussed in such forwardHooking
statements and opinions. Neither the Group nor the Directors, employees or agents of the Group assume any obligations or

liabiliies in the event that any of the forward-looking statements or opinions does not materialise or furns out fo be incorrect.
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COMPLIANCE WITH LAWS AND REGULATIONS

In relation to human resources, the Group is committed to complying with the requirements of the Personal Data (Privacy)
Ordinance, and ordinances relafing to disability, sex, family status and race discrimination, as well as the Employment
Ordinance, the Minimum Wage Ordinance and ordinances relating fo occupational safety of employees of the Group, so as to

safeguard the inferests and well-being of its employees.

The Group is also committed to safeguarding the security of personal data. When collecting and processing such data, the
Group complies with the Personal Data (Privacy) Ordinance and the guidelines issued by the Office of the Privacy Commissioner

for Personal Data, with a view to protecting the privacy of its employees and customers.

On the corporate level, the Group complies with the requirements under the Companies Ordinance (Chapter 622 of the Laws
of Hong Kong) ["Companies Ordinance”), the Rules Goveming the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the “listing Rules”) and the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) (the “SFO”) for,
among other things, the disclosure of information and corporate governance, and the Group has adopted the Model Code for

Securities Transactions by Directors of Listed Issuers (the “Model Code”).
Workplace Quality

The Group is an equal opportunity employer and does not discriminate on the basis of personal characteristics. The Group
has employee handbooks outlining terms and conditions of employment, expectations for employees’ conduct and behavior,

employees’ rights and benefits. VWe establish and implement policies that promote a friendly and respectful workplace.

The Group believes that employees are valuable assets of an enterprise and regards human resources as ifs corporate wealth.
We provide on-the-job training and development opportunities to enhance our employees’ career progression. Through different

fraining, staff's professional knowledge in corporate operations, occupational and management skills are enhanced.

Health and Safety

The Group prides itself on providing a safe, effective and congenial work environment. Adequate arrangements, fraining and
guidelines are implemented fo ensure the working environment is healthy and safe. The Group provides health and safety

communications for employees to present the relevant information and raise awareness of occupational health and safety issues.

The Group values the health and wellbeing of staff. In order to provide employees with health coverage, staff are entitled to

medical insurance benefits as well as other health awareness programmes.
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RESULTS AND APPROPRIATIONS

The results of the Group and appropriations of the Company for the year ended 31 December 2021 are set out in the

Consolidated Statement of Profit or Lloss and Other Comprehensive Income on page 124.
The interim dividend of HKDO.40 for the six months ended 30 June 2021 was paid on 18 Ocfober 2021.

The Directors now recommend the payment of a final dividend of HKDO.40 per share. The final dividend is expected to be
payable on or before Friday, 8 July 2022 to shareholders whose names appear on the register of members of the Company on

Thursday, 9 June 2022, amounting to approximately RMB178,317,000.

PROPERTY, PLANT AND EQUIPMENT

During the year under review, the Group acquired certain property, plant and equipment for the year ended 31 December

2021.

Details of movements in the property, plant and equipment of the Group for the year ended 31 December 2021 are set out in

note 14 of Notes to the Consolidated Financial Statements.
SHARE CAPITAL

Details of movements of the Company's issued shares for the year ended 31 December 2021 are sef out in note 42 of Nofes o

the Consolidated Financial Statements.
RESERVES

Movements in the reserves of the Group for the year ended 31 December 2021 are set out in the Consolidated Statement of

Changes in Equity.
DISTRIBUTABLE RESERVES OF THE COMPANY

As at 31 December 2021 and 2020, the Company had reserves available for distribution to shareholders, which comprises
the dividend reserve of approximately RMB810,514,000 (2020: approximately RMB118,044,000), share premium of
approximately RMB1,985,077,000 (2020: approximately RMB2,219,742,000) and retained earnings of approximately
RMB242,381,000 (2020: approximately RMB288,248,000) of the Company.
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MAJOR CUSTOMERS AND SUPPLIERS

The aggregate revenue from sales of goods or rendering of services atfributable to the Group's five largest customers and the
Group's largest custfomer accounted for approximately 20.9% and approximately 8.8%, respectively, of the Group's fotal revenue
for the year. The aggregate purchases aftributable to the Group's five largest suppliers and the Group's largest supplier accounted

for approximately 62.1% and approximately 35.9%, respectively, of the Group's total purchase for the year.

So far as is known to the Directors, none of the Directors, their close associates, or shareholders (which to the best knowledge of
the Directors] owned more than 5% of the number of issued shares of the Company had any beneficial interest in the Group's five

largest suppliers and customers during the year.

DIRECTORS AND DIRECTORS’ SERVICE CONTRACTS

The Directors who held office during the year and up to the date of this report were as follows:

Executive Directors

Mr. Liv Dejian (Chairman)

Dr. Leung Lim Kin Simon (Vice Chairman)
Mr. Liu Luyuan (Chief Executive Officer)
Mr. Zheng Hui

Mr. Chen Hongzhan

Non-executive Director

Mr. Lin Dongliang

Independent non-executive Directors

Mr. Chao Guowei, Charles [Notes 2, 3 and 5)

Mr. lee Kwan Hung, Eddie (Notes 1, 4, 5 and 8)
Mr. Liv Sai Keung, Thomas (Notes 1, 3, 6 and /)
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DIRECTORS AND DIRECTORS’ SERVICE CONTRACTS (Cont'd)

Notes:
1. Member of Audit Committee

2. Chairman of Audit Committee

3. Member of Remuneration Committee
4. Chairman of Remuneration Committee
5. Member of Nomination Committee

6. Chairman of Nomination Committee

7. Member of Share Award Scheme Committee

8. Chairman of Share Award Scheme Committee

The Directors’ profile is set out on pages 23 fo 28.

Each of the executive Directors has entered into a service contract with the Company and each of the non-executive Director and
independent non-executive Directors has entered info an appointment letter with the Company, all for an initial term of three years
commenced on 24 June 2008 and renewable aufomatically for successive terms of one year each commencing from the day
next after the expiry of the current term unless and until terminated in accordance with ifs terms or by either party thereto giving o
the other not less than three months’ prior writien notice. Each of the executive Directors will receive a salary which is subject to

annual review at the discretion of the Board.

The determination of the salary payment to the Directors will be based on salaries paid by comparable companies, time

commitment, the duties and responsibilities of the Directors in the Company, the Company's performance and its remuneration

policy.

Each of the executive Directors may also be entifled to a bonus payment in such amount as shall be defermined by the Board in
its absolute discretion provided that the aggregate sum of such bonus payments in any financial year shall, unless the Board shall
determine otherwise, not exceeding 1% of the audited consolidated net profit of the Group after taxation but before extraordinary

items in the relevant financial year.

In accordance with arficle 87(1) of the articles of association of the Company, Mr. Liu Dejian, Dr. leung Lim Kin, Simon and Mr.

Chao Guowei, Charles, will refire by rofation af the forthcoming annual general meeting (the "AGM").
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DIRECTORS AND DIRECTORS’ SERVICE CONTRACTS (Cont'd)

In accordance with arficle 86(3) of the articles of association of the Company, any Director appointed from time to time by the
Board as an addition fo the existing Board shall hold office only until the next following annual general meeting of the Company

and shall then be eligible for re-election.

Mr. Liu Dejian, Dr. leung Lim Kin, Simon and Mr. Chao Guowei, Charles being eligible, will offer themselves for re-election at
the AGM of the Company. None of the Directors proposed for re-election has a service contract with the Company or any of its
subsidiaries which is not determinable by the Company within one year without payment of compensation [other than statutory

compensation).

The Company has received annual confirmations of independence from Mr. Chao Guowei, Charles, Mr. lee Kwan Hung, Eddie

and Mr. liu Sai Keung, Thomas and considers them to be independent.

DIRECTORS" AND CHIEF EXECUTIVES' INTERESTS AND SHORT POSITIONS IN SHARES,
UNDERLYING SHARES AND DEBENTURES

As at 31 December 2021, the inferests and short positions of the Directors and chief executive of the Company in the shares,
underlying shares or debentures of the Company or any of its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (Cap 571 of the laws of Hong Kong) [“SFO")), which were required to be nofified to the
Company and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including inferests or short positions which
they were taken or deemed to have under provisions of the SFOJ, or which were required to be entered in the register kept by the
Company pursuant fo Secfion 352 of the SFO or which were required, pursuant to the Model Code for Securities Transactions
by Directors of Listed Issuers (the “Model Code”) as set out in Appendix 10 to the Rules Governing the Listing of Securities on the

Stock Exchange [the “Listing Rules”), to be notified to the Company and the Stock Exchange, were as follows:

Number of shares

and underlying
shares held or
amount of Approximate
Name of Capacity and registered capital percentage of
Name of Director Company nature of interests contributed shareholding
(Note 1)
Liu Dejian [Nofe 2) The Company Beneficial owner, through 250,822,457 (1) 46.00%
a controlled corporation and
beneficiary of a frust
leung Lim Kin, Simon The Company Beneficial owner 5,446,310 (1) 1.00%

{Note 4)
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DIRECTORS" AND CHIEF EXECUTIVES' INTERESTS AND SHORT POSITIONS IN SHARES,
UNDERLYING SHARES AND DEBENTURES (Cont'd)

Name of Director

Liu Luyuan (Nofe 2)

Liu Luyuan (Nofe 3/

Zheng Hui [Note 2)

Zheng Hui [Note 3)

Chen Hongzhan [Nofe 5/

Chao Guowei, Charles
{Note &)

lee Kwan Hung, Eddie
{Note /)

liu Sai Keung, Thomas

{Note 8)

Nofes:

Name of

Company

The Company

NetDragon [Fujian]

The Company

NetDragon [Fujian]

The Company

The Company

The Company

The Company

Capacity and

nature of interests

Beneficial owner and

beneficiary of cerfain trust

Beneficial owner

Beneficial owner and through

confrolled corporations

Beneficial owner

Beneficial owner and

beneficiary of certain frust

Beneficial owner

Beneficial owner

Beneficial owner

Number of shares
and underlying
shares held or
amount of
registered capital
contributed

Note 1)

250,822,457 (l)

RMB299,880,000 (L)

250,822,457 (l)

RMB299,880,000 (U)

11,197,019 (1)

438,500 (1)

632,519 ()

818,019 ()

Approximate
percentage of

shareholding

46.00%

99.96%

46.00%

99.96%

2.05%

0.08%

0.12%

0.15%

1. The letter "l" denotes the shareholder’s long position in the shares, underlying shares and share capital of the relevant member of the

Group.
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DIRECTORS" AND CHIEF EXECUTIVES' INTERESTS AND SHORT POSITIONS IN SHARES,
UNDERLYING SHARES AND DEBENTURES (Cont'd)

Notes: (Contd)

2. Liu Dejian is interested in 100.00% of the issued voting shares of DJM Holding ltd., which in turn is interested in 35.04% of the issued
voting shares of the Company. Liu Dejian is also interested in 0.35% of the issued voting shares of the Company which is represented by

beneficial interest of 1,884,000 shares and a beneficiary of a trust of 197,019 shares.

Liu Luyuan is interested in 4.26% of the issued voting shares of the Company which is represented by interest held as a beneficiary of
certain frust holding in aggregate 21,541,819 shares, and the rest being underlying shares of interest of 1,684,000 share options
granted by the Company.

Zheng Hui is interested in 100.00% of the issued share capital of Fitter Property Inc., which in tumn is inferested in 3.49% of the issued
voting shares of the Company. Zheng Hui is interested in 100.00% of the issued share capital of Eagle World International Inc., which in
turn is interested in 2.55% of the issued voting shares of the Company. Zheng Hui is also interested in 0.27% of the issued shares of the
Company which is represented by beneficial interest of 1,497,000 shares.

Liu Dejian is a brother of Liu Luyuan and a cousin of Zheng Hui who have agreed fo act in concert fo acquire interests in the shares in the
Company. All of Liu Dejian, Liu Luyuan and Zheng Hui are deemed to be interested in 46.00% of the issued voting shares of the Company
through their direct and deemed shareholding in all of DIM Holding ltd., a trust in favour of Liu Luyuan, a trust in favour of Liu Dejian, Fitter
Property Inc., Eagle World International Inc. and their respective shares held as beneficial owner in each of their personal capacities.

3. Lliu luyuan and Zheng Hui are interested in 0.07% and 99.89%, of the registered capital of Fujian NetDragon Websoft Co., ltd. (1@iE48
BEFT E MBS BEITE R 2 F)) ("NetDragon (Fujian])) respectively. Liu Luyuan and Zheng Hui have agreed to act in concert fo acquire
inferests in the registered capital of NetDragon (Fujian). All of Liu Luyuan and Zheng Hui are deemed to be interested in 99.96% of the
registered capital of NetDragon (Fujian).

4. leung lim Kin, Simon is interested in 1.00% of the issued vofing shares of the Company which is represented by beneficial interest of
1,446,310 shares and the rest being the underlying shares of interest of 4,000,000 share options granted by the Company.

5. Chen Hongzhan is inferested in 2.05% of the issued voting shares of the Company which is represented by personal interest of 156,200
shares and interest held as a beneficiary of certain trust holding in aggregate of 11,040,819 shares.

6. Chao Guowei, Charles is interested in 0.08% of the issued voting shares of the Company which is the underlying shares of inferest of
438,500 shares options granted by the Company.

7. lee Kwan Hung, Eddie is interested in O.12% of the issued vofing shares of the Company which is represented by personal inferest of
114,519 shares and the rest being underlying shares of interest of 518,000 share options granted by the Company.

8. Liu Sai Keung, Thomas is interested in 0.15% of the issued voting shares of the Company which is represented by personal interest of

300,019 shares and the rest being underlying shares of inferest of 518,000 share options granted by the Company.

Save as disclosed above, to the best knowledge of the Directors, as at 31 December 2021, none of the Directors and chief
executive of the Company had any inferest and short positions in any shares, underlying shares or debentures of the Company or
any of ifs associated corporations [within the meaning of Part XV of the SFO) which were required to be nofified to the Company
and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including inferests and short positions which they
were faken or deemed to have under such provisions of the SFO), or which were required fo be entered in the register kept by
the Company pursuant fo Section 352 of the SFO or which were required, pursuant to the Model Code fo be nofified to the
Company and the Stock Exchange.
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DIRECTORS’ INTERESTS IN TRANSACTION, ARRANGEMENT OR CONTRACTS OF
SIGNIFICANCE

Save as disclosed under the paragraph headed "CONNECTED TRANSACTIONS" stated in this report and nofe 51 of the Notes
to the Consolidated Financial Statements, no transaction, arrangement or contract of significance in relation to the Company’s
business, fo which the Company was a party and in which a Director or an entity connected with a Direcfor had a material

interest, whether directly or indirectly, subsisted at the end of the year or at any time during the year under review.

SUBSTANTIAL SHAREHOLDERS’ INTERESTS AND OTHER PERSONS’ INTERESTS AND
SHORT POSITIONS IN SHARES, UNDERLYING SHARES AND DEBENTURES

So far as is known to the Direcfors, as at 31 December 2021, the following persons (other than a Director or chief executive
of the Company) had, or were deemed or taken to have interests or short positions in the shares or underlying shares of the
Company which would fall to be disclosed to the Company under the provisions of Divisions 2 and 3 of Part XV of the SFO or,
which were required to be entered in the register kept by the Company under Section 336 of the SFO or, who were directly or

indirectly interested in 10% or more of the issued voting shares of any other member of the Group:

Number of shares

and underlying

shares held or Approximate
Name of Name of Capacity and amount of registered percentage of
Shareholder Company nature of interests capital contributed shareholding
(Nofe 1)
DIM Holding Ld. The Company Beneficial owner 191,078,100 (L) 35.04%
IDG Group The Company Beneficial owner 55,533,320 (1) 9.82%
(Note 2)
Ho Chi Sing The Company Through controlled 55,533,320 (1) 9.82%
(Note 2) corporations
Zhou Quan The Company Through controlled 50,470,735 (1) 9.26%
(Note 2) corporations
Nofes:

1. The letter “L" denotes the shareholder ‘s long position in the share capital of the relevant member of the Group.
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SUBSTANTIAL SHAREHOLDERS' INTERESTS AND OTHER PERSONS’ INTERESTS AND
SHORT POSITIONS IN SHARES, UNDERLYING SHARES AND DEBENTURES (Cont'd)

Notes: (Contd)

2. The IDG Group is comprised of four limited parinerships, namely IDG Technology Venture Invesiments, L.P., IDG-Accel China Growth
Fund L.P., IDG-Accel China Growth Fund-A L.P. and IDG-Accel China Investors L.P., being interested in approximately 2.00%, ©.03%,
1.23% and 0.56% respectively, in the Company who are deemed to be acting in concert o acquire interests in the Company, and their

respective controlling entities. The controlling structure of each of the above partnerships is as follows:

al IDG Technology Venture Investments, L.P. is controlled by its sole general partner, IDG Technology Venture Investments, LLC, which

in turn is confrolled by its managing members, Zhou Quan and Ho Chi Sing.

b) IDG-Accel China Growth Fund L.P. and IDG-Accel China Growth Fund-A L.P. are controlled by their sole general partner, IDG-
Accel China Growth Fund Associates L.P., which in turn is controlled by ifs sole general partner, IDG-Accel China Growth Fund GP
Associates Lid.. IDG-Accel China Growth Fund GP Associates Lid. is held as to 35.00% by each of Zhou Quan and Ho Chi Sing.

c) IDG-Accel China Investors L.P. is controlled by its sole general partner, IDG-Accel China Invesfors Associates Lid., which in turn is

held as to 100.00% by Ho Chi Sing.

Save as disclosed above, the Directors are not aware of any persons (other than a Director or chief executive of the Company)
who had, or were deemed or taken to have interests or short positions in the shares or underlying shares of the Company which
would fall to be disclosed to the Company under the provisions of Divisions 2 and 3 of Part XV of the SFO or, which were
required fo be enfered in the register kept by the Company under Section 336 of the SFO or who were directly or indirectly

inferested in 10% or more of the issued voting shares of any other member of the Group as af 31 December 2021.
RELATED PARTY TRANSACTIONS

Related party fransactions entered into by the Group for the year ended 31 December 2021 are disclosed in nofe 51 to the
consolidated financial statements of Group. Save as disclosed in below sections of this report, all other material related party

fransaction did not constitute non-exempted connected fransactions or continuing connected fransactions under the Listing Rules.
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CONNECTED TRANSACTIONS
ND STRUCTURE CONTRACTS
ND Cooperation Framework Agreement

With a view to offer further profection to the inferests of the Company and the shareholders as a whole by means of contractual
arrangements, Fujian TQ Digital Inc. (@R EIEHRR 2 ) ("TQ Digital’) and Fujian NetDragon Websoft Co., ltd. (@248
BERTHMAB AR5 BRITBRR AR ("NetDragon (Fujian)’) and its equity holders entered info the sfructure contracts (fogether with
the contracts enfered info between NetDragon (Fujian) and Fujian TQ Online Interactive Inc. (“TQ Online”) as set out below, the
“ND Structure Contracts”), which superseded the cooperation arrangements between TQ Digital and NetDragon (Fujian) effective
from 1 January 2007. The registered owners of NetDragon (Fujian) are: (i) Liu Luyuan, an executive Director (as to approximately
0.07%), lii) Zheng Hui, an executive Director (as to approximately 99.89%), (i) Chen Minlin, an employee of Fuzhou 851 (as o
approximately 0.02%], and (iv) Lin Yun, an employee of the Group (as to approximately 0.02%).

In view of the Enterprise Income Tax law adopted by the National People’s Congress of the PRC on 16 March 2007, a wholly
foreign owned enterprise, TQ Online, has been set up to gradually substitute TQ Digital in our operation. TQ Online has entered
into the NID Structure Confracts with NetDragon (Fujian) on 16 May 2008. As TQ Digital is and will still be the party operating
the existing versions of the Group's online games, all ND Structure Confracts enfered into between TQ Digital and NetDragon
(Fujian) will be refained.

Under the ND Structure Contracts, NetDragon (Fujian) is responsible fo collect the revenue generated from the operation of the
games. Through the ND Structure Confracts, we are able to recognise and receive the economic benefits of the business and
operations of NetDragon (Fujian). The ND Structure Contracts enable TQ Digital and TQ Online to control over and to acquire
the equity inferests in and,/or assets of NetDragon (Fujian] when permitted by the relevant PRC laws and regulations.

On 15 October 2007, TQ Digital and NetDragon (Fujian] entered into a cooperation framework agreement (the “ND
Cooperation Framework Agreement’) pursuant to which TQ Digital and NetDragon (Fujian) agreed fo cooperate in the provision
of services relating to the online game development for and the operation of the online game business of NetDragon (Fujian).
The ND Cooperation Framework Agreement and the terms of reference of the management committee (the “ND Management
Committee”) laid down the principles that the ND Management Committee shall have right to determine the amount of license
and service fees payable by NetDragon (Fujian) with reference to the amount of expenditure incurred by NetDragon (Fujian)
in the conduct of its business and operations and its working capital requirements, including the guiding principles that (i
NetDragon (Fujian) shall pay the maximum amount of fees to TQ Digital without incurring any loss for each financial year; and
(i) the net asset value of NetDragon (Fujian) shall not exceed its net assef value as at 31 December 2000, being approximately
RMB15,000,000. Further details of ND Management Commitiee are sef out in the section of “Corporate Governance
Report” under the paragraphs of “ND Management Committee”. This principle will ensure that all of the net profit affer tax of
NetDragon (Fujian) in each financial year shall be paid to TQ Digital as service or license fees, and will give flexibility to the ND
Management Committee to implement the ND Structure Confracts and ifs underlying principles more effectively in response fo
constantly changing the PRC laws and regulation.

On 16 May 2008, TQ Online and NetDragon (Fujian) entered into another cooperation framework agreement with the same
terms as the ND Cooperation Framework Agreement, save as fo the date, duration and the subsfitution of TQ Digital by TQ
Online. The term of such cooperation framework agreement is 10 years commencing from 16 May 2008 and ending on 15
May 2018, and automatically renewable for successive 10 year terms provided that TQ Online does not issue any nofice of
fermination one month before the fermination date.
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ND STRUCTURE CONTRACTS (Cont'd)
ND Cooperation Framework Agreement (Cont'd))

As a result of the ND Structure Contracts, TQ Digital and TQ Online are able to control NetDragon (Fujian], and accordingly, it
is regarded as our subsidiary and its results are to be consolidated into our consolidated financial statements. Since NetDragon
(Fujian) was under the common control of the same group of persons before and after our formation, the results and financial
posifions of NetDragon (Fujian) is combined into our consolidated financial statements using merger accounting as if NetDragon
(Fujian] was part of us since ifs respective date of establishment or since the date when it first came under the common control.

In accordance with the terms of the ND Cooperation Framework Agreements, TQ Digital and TQ Online [where relevant)
entered info (1) cooperation and license agreements in respect of online games; (2] online games software development service
agreements; and (3] fechnical support service agreements with NetDragon (Fujian), for the purpose of license, development of
online games and provision of technical services fo NetDragon (Fujian). Details of the agreements are set out below:

Date of
agreement signed Name of agreement Summary of agreement Terms of agreement
15-10-2007 and Cooperation and TQ Digital will license online . 10 years commencing from
20-11-2007 license agreements in game softwares to NetDragon 01-01-2007 10 31-12-2016*
respect of online games (Fujian) for use in the PRC e Consideration for an initial license
fee and a per annum license fee
determined as a percentage of
NetDragon (Fujian)'s annual gross
revenues
15-10-2007 Online game software TQ Digital will provide online o 10 years commencing from
development service software development service 01-01-2007 to 31-12-
agreement fo NetDragon [Fujian) 2016~
e Consideration of a service fee
15-10-2007 Technical support TQ Digital will provide ° 10 years commencing from
service agreement fechnical support services fo 01-01-2007 to 31-12-
NetDragon (Fujian) 2016~
4 Consideration of a per annum
services fee defermined as
a percentage of NetDragon
(Fujian])'s annual gross
revenues
16:05-2008 Online game software TQ Online will provide online o 10 years commencing from
development service software development service 16052008 to 15-05-
agreement fo NetDragon (Fujian) 20184

° Consideration of a service fee

automatically renewable for successive 10 year terms provided that TQ Digital does not issue any notice of fermination one month before
the termination date

automatically renewable for successive 10 year terms provided that TQ Online does not issue any notice of termination one month before
the termination date
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ND STRUCTURE CONTRACTS (Cont'd)

ND Cooperation Framework Agreement (Cont'd))

Date of

agreement signed Name of agreement

16:05-2008 Technical support service
agreement

01-03-2009 Cooperation and license

agreements in respect

of online games

ND Equity Inferest Pledge Agreement

Summary of agreement

TQ Online will provide
fechnical support services fo

NetDragon (Fujian)

TQ Online will license online
game softwares to NetDragon

(Fujian) for use in the PRC

Terms of agreement

10 years commencing from
16:05-2008 to 150520184
Consideration of a per annum
services fee determined as

a percentage of NetDragon
(Fujian]'s annual gross revenues
10 years commencing from
01032009 fo 28-02-20194
Consideration for an initial license
fee and a per annum license fee
determined as a percentage of
NetDragon (Fujian)'s annual gross

revenues

On 28 September 2007, TQ Digital, NetDragon (Fujian) and all equity holders of NetDragon (Fujian) entered info an equity

interest pledge agreement, pursuant to which all such equity holders granted to TQ Digital a confinuing first priority security

inferests over their respective equity interests in the registered capital of NetDragon [Fujian), representing all of the equity interest

in its registered capital, for the purpose of securing the performance of the confractual obligations by NetDragon (Fujian)'s equity

holders under the ND Structure Contracts.

the termination date

aufomatically renewable for successive 10 year terms provided that TQ Online does not issue any notice of termination one month before
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ND STRUCTURE CONTRACTS (Cont'd)
ND Agreement for the Exclusive Right to Acquire Equily Inferest and Assets

On 15 October 2007, TQ Digital, NetDragon (Fujian) and all of the equity holders of NetDragon (Fujian) entered into an
agreement for the exclusive right to acquire equity interest and assets, pursuant to which NetDragon (Fujian) and all its equity
holders granted to TQ Digital or ifs designee (a) a right fo acquire part or all of the equity inferest in the registered capifal of
NetDragon (Fujian); and (b] a right to acquire part or all of the assets of NetDragon (Fujian) from the equity holders of NetDragon
(Fujian] as and when permitied by the relevant PRC laws and regulations. The amount of consideration payable by TQ Digital
to the equity holders of NetDragon (Fujian) shall be a nominal amount or the lowest possible amount permissible under the
applicable PRC law. If the minimum amount of consideration stipulated under the relevant PRC laws and regulations is higher than
the nominal amount at the time of exercise of the acquisition right, Liu Dejian, Liv luyuan and Zheng Hui had jointly, severally and

irevocably underiaken fo reimburse the Company or ifs subsidiaries of any amount in excess of the nominal amount.
ND Equity Holders” Voling Rights Proxy Agreement

On 15 October 2007, all equity holders of NetDragon (Fujian] enfered info an equity holders’ voting rights proxy agreement
(the “ND Proxy Agreement”] with TQ Digital and NetDragon (Fujian), pursuant to which all equity holders of NetDragon (Fujian)
have irrevocably authorised TQ Digital or @ nominee designated by TQ Digital (which will likely be a director of TQ Digital) to
exercise all their voting rights in NetDragon (Fujian). The ferm of the ND Proxy Agreement shall continue indefinitely for so long as

NetDragon (Fujian] subsists in order to secure our control over NetDragon (Fujian).
ND Other Contracts

The Directors expect that there may be other confracts, such as service agreement and/or cooperation and license agreement,
to be entered from time fo time (the "ND Other Contract(s|’) between the Company and its subsidiaries on the one hand and
NetDragon (Fujian) on the other. Save as disclosed in this report, no ND Other Contract subsisted at the end of the year or at

any fime during the year under review.
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ND STRUCTURE CONTRACTS (Cont'd)
Change in one of the Registered Owners of NetDragon (Fujian)

On 3 May 2021, the then registered owners of NetDragon (Fujian), NetDragon (Fujian) and TQ Digital have entered into the
following agreements in relation fo the change in registered owner of equity interests in NetDragon (Fujian) from Liu Dejian fo

Zheng Hui:

(1) the equity transfer agreement entered into between Liu Dejian and Zheng Hui, pursuant to which Liv Dejian agreed to

fransfer 3.2337% equity inferest in NetDragon (Fujian) to Zheng Hui ot a consideration of RMB®,701,050;

(2)  the pledge release agreement entered info between TQ Digital and Liu Dejian, pursuant to which TQ Digital and Liu Dejian

agreed to release the pledge over Liu Dejian’s equily interest in NetDragon (Fujian); and
(3)  the supplemental ND sfructure contracts, which included:

[i)  the supplemental equity interest pledge agreement entered info between TQ Digital and Zheng Hui, pursuant to
which Zheng Hui agreed to grant to TQ Digital a continuing first priority security inferests over the equity interest as a

result of the equity transfer of Liu Dejian to Zheng Hui; and

[i)  the supplemental agreement entered into between TQ Digital, NetDragon (Fujian) and the then registered owners
of NetDragon (Fujian) to amend (a) the Agreement for the Exclusive Right to Acquire Equity Interest and Assets; (b)
the Equity Holders" Vofing Rights Proxy Agreement; and (c) the Equity Interest Pledge Agreement, pursuant to which,
among other things, Liu Dejian shall be released from all rights and obligations under these three agreements, and the
rights and obligations imposed on TQ Digital, NetDragon (Fujian) and the remaining registered owners of NetDragon

(Fujian] under these three agreements remain unchanged.
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CONNECTED TRANSACTIONS (Cont'd)
BEST ASSISTANT CONTROL DOCUMENTS
WAIVER FROM THE STOCK EXCHANGE AND ANNUAL REVIEWY

As Liu Luyuan and Zheng Hui, being the executive Directors and the controlling shareholders of the Company, are inferested in an
aggregate of 99.96% in NetDragon (Fujian], NetDragon (Fujian) is technically an associate of Liu luyuan and Zheng Hui, and
therefore a connected person of the Company. Transactions between the Company, NetDragon Websoft Inc. (“NetDragon (BVI)'),
TQ Digital, TQ Online or NetDragon (Hong Kong] or NetDragon [USA) (all being wholly-owned subsidiaries of the Company) on
one hand and NetDragon (Fujian) on the other hand, including the ND Structure Contracts and the ND Other Contracts, would
technically consfitute connected fransactions under the listing Rules. The Stock Exchange has granted a specific waiver fo the
Company from strict compliance with the connected transactions requirement of Chapter 14A of the Listing Rules in respect of the
ND Structure Contracts and the ND Other Contracts. Details of the waiver, together with its conditions, are set forth in the listing

document of the Company dafed 27 May 2008 (the “Listing Document”).

On 10 February 2015, Fujian Tianquan Education Technology Limited (“Fujian Tianquan”), Fujian Province Huayu Education
Technology Limited (“Fujian Huayu”) and NetDragon (Fujian) have entered into the Best Assistant Confrol Documents (as defined
below). Pursuant to the Specific Waiver granted by the Stock Exchange to the Company at around the time of Listing, the
framework of the ND Structure Contracts may be cloned in relation fo any existing or new wholly foreign owned enterprise,
operating company or foreign-invested telecommunication enterprise (“FITE") that the Company might wish to establish, without

obtaining the approval of the Shareholders on terms that the protections for the Shareholders described in the Specific Waiver

will apply.

The Best Assistant Control Documents are cloned from the ND Structure Contracts such that Fujian Tianquan will receive service
fees from Fujian Huayu, and the total amount of which shall be defermined by the Best Assistant Management Committee [as
defined below] with reference to the amount of expenditure incurred by Fujian Huayu in the conduct of its business and operations
and its working copifo| requirements under the guiding princip|es that (i) Fujian Huayu shall pay the maximum amount of fees to
Fujian Tianquan without incurring any loss for each financial year; (i) the net asset value of NetDragon (Fujian) af the end of the
year, on a stand alone basis or when aggregated with all of its subsidiaries including but not limited to Fujian Huayu and its
subsidiaries, shall not exceed ifs net asset value as at 31 December 2006, being approximately RMB15,000,000; and {iii] the
net assef value af the end of the year of Fujion Huayu shall not exceed ifs registered capital as at 31 December 2014, being

approximately RMB200,000,000.

The Directors confirm that this arrangement ensures that substantially all economic benefits generated from the operation of Fujian
Huayu will be enjoyed by Fujian Tianquan and will give flexibility fo the Best Assistant Management Committee to implement the
Best Assistant Control Documents and its underlying principles more effectively in response to consfantly changing PRC laws and

regulations.
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CONNECTED TRANSACTIONS (Cont'd)
BEST ASSISTANT CONTROL DOCUMENTS (Cont'd)
WAIVER FROM THE STOCK EXCHANGE AND ANNUAL REVIEW (Cont'd)

As the Best Assistant Control Documents are cloned from the ND Structure Contracts, tfransactions under the Best Assistant Control

Documents are exempt from Shareholders” approval.

The amount of revenue and assets subject to the contractual arrangements under the ND Structure Contracts and the Best Assistant
Control Documents accounted for approximately 46.1% and 10.3% of the Group's tofal revenue and assets, respectively, for the

year ended 31 December 2021.

The Company's independent non-executive Directors have reviewed the ND Structure Contracts, the ND Other Contracts and the
Best Assistant Control Documents and confirmed that the relevant fransactions carried out thereunder during the year ended 31
December 2021 have been entered into in accordance with the relevant provisions of the ND Structure Contracts, the ND Other
Contracts and the Best Assistant Confrol Documents, have been operated so as to allow (a) the economic inferest generated by
NetDragon (Fujian) flows to TQ Digital and TQ Online; and (b the economic interest generated by Fujian Huayu flows fo Fujian
Tianquan; and the new structure contracts (including the Best Assistant Confrol Documents) entered info, renewed and/or cloned
during the year ended 31 December 2021 were enfered into on terms that are fair and reasonable so far as the Company is

concemed and in the interests of the shareholders of the Company as a whole.

Each of NetDragon (Fujian) and Fujian Huayu has provided to the Company an undertaking that they will allow the Company

and its audifor fo have full access fo relevant records of NetDragon (Fujian] and Fujian Huayu, respectively.

On 10 February 2015, Fujian Tianquan Education Technology Limited (“Fujian Tianquan”), Fujian Province Huayu Education
Technology Limited (“Fujian Huayu") and NetDragon (Fujian) entered into the Best Assistant Cooperation Framework Agreement
(as defined below), a technical support service agreement, an equity inferest pledge agreement, an exclusive acquisition rights
agreement and a proxy agreement (collectively, the “Best Assistant Control Documents”). The registered owner of Fujian Huayu is

NetDragon (Fujian).

Save for the entering info of the Best Assistant Control Documents, defails of which are disclosed below, there were no other
new arrangements pursuant fo or under the confractual arrangements entered into, renewed or reproduced between the Group
and the PRC operational enfity during the year ended 31 December 2021, and there was no material change in the contractual

arrangements and,/or the circumstances during the year ended 31 December 2021.
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BEST ASSISTANT CONTROL DOCUMENTS (Cont'd)
Best Assistant Cooperation Framework Agreement

On 10 February 2015, Fujian Tianquan and Fujian Huayu have entered info a cooperation framework agreement (the “Best
Assistant Cooperation Framework Agreement”] pursuant to which Fujian Tianquan and Fujian Huayu agreed to cooperate in the
provision of value-added telecommunications services relating to the online educational softwares business development for and
the operation of the online educational softwares business of Fujian Huayu. The Best Assistant Cooperation Framework Agreement
and the terms of reference of the management committee (the “Best Assistant Management Committee”) laid down the principles
that the Best Assistant Management Committee shall have right fo determine the amount of license and service fees payable by
Fujian Huayu with reference to the amount of expenditure incurred by Fujian Huayu in the conduct of its business and operations
and its working capital requirements, including the guiding principles that (i) Fujian Huayu shall pay the maximum amount of fees
to Fujian Tianquan without incurring any loss for each financial year; (i) the net asset value of NetDragon (Fujian] of the end of
the year, on a stand alone basis or when aggregated with all of its subsidiaries including but not limited to Fujian Huayu and its
subsidiaries, shall not exceed ifs net asset value as at 31 December 2006, being approximately RMB15,000,000; and (iii) the
net asset value at the end of the year of Fujian Huayu shall not exceed its registered capital as at 31 December 2015, being
approximately RMB200,000,000. This principle will ensure that all economic benefits generated from the operation of Fujian
Huayu in each financial year will be enjoyed by Fujian Tianquan as service or license fees, and will give flexibility 1o the Best
Assistant Management Committee fo implement the Best Assistant Control Documents and ifs underlying principles more effectively

in response to constantly changing the PRC laws and regulation.

As a result of the Best Assistant Control Documents, Fujian Tianquan is able to confrol Fujian Huayu, accordingly, it is regarded
as subsidiary of Best Assistant (Cayman) and its results are to be consolidated into financial statements of Best Assistant (Cayman).
Since Fujian Huayu was under the common control of the same group of persons before and after our formation, the results and
financial positions of Fujian Huayu is combined info financial statements using merger accounting as if Fujian Huayu was part of

us since its date of establishment or since the date when it first came under the common control.
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BEST ASSISTANT CONTROL DOCUMENTS (Cont'd)

Best Assistant Cooperation Framework Agreement (Cont'd)

In accordance with the terms of the Best Assistant Cooperation Framework Agreement, Fujian Tianquan entered info the technical

support service agreement with Fujian Huayu, for the purpose of license, development of educational softwares business and

provision of technical services to Fujian Huayu. Details of the agreement are set out below:

Date of
agreement signed Name of agreement Summary of agreement  Terms of agreement
10022015 Technical support Fujian Tianquan will provide @ For an indefinite ferm commencing
service agreement fechnical support services from 10022015, unless
fo Fujian Huayu Fujian Huayu have fransferred all

ifs assefs or equity interests fo

Fujian Tianquan or a party

designated by Fujian Tianquan
e Consideration of a per annum

services fee determined as

a percenfage of Fujian Huayu

annual gross revenues
Best Assistant Equity Inferest Pledge Agreement

On 10 February 2015, Fujian Tianquan, Fujian Huayu and NetDragon [Fujian) enfered info an equity inferest pledge agreement,
pursuant to which NetDragon (Fujian] granted to Fujian Tianquan a continuing first priority security interests over ifs equity interests
in the registered capital of Fujian Huayu, representing all of the equity inferest in its registered capital, for the purpose of securing

the performance of the contractual obligations by Fujian Huayu under the Best Assistant Control Documents.

Best Assistant Exclusive Acquisition Rights Agreement

On 10 February 2015, Fujian Tianquan, Fujian Huayu and NetDragon (Fujian) entered info an exclusive acquisition rights
agreement, pursuant fo which Fujian Huayu and NetDragon (Fujian) granfed to Fujian Tianquan or its designee (a) a right to
acquire part or all of the equity interest in the registered capital of Fujian Huayu; and (b) a right to acquire part or all of the
assets of Fujian Huayu from NetDragon (Fujian) as and when permitted by the relevant PRC laws and regulations. The amount
of consideration payable by Fujian Tianquan to NetDragon (Fujian) shall be a nominal amount or the lowest possible amount

permissible under the applicable PRC law.
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BEST ASSISTANT CONTROL DOCUMENTS (Cont'd)
Best Assistant Proxy Agreement

On 10 February 2015, NetDragon (Fujian) entered into a proxy agreement with Fujian Tianquan and Fujian Huayu, pursuant to
which NetDragon (Fujian) have irrevocably authorised Fujian Tianquan or a nominee designated by Fujian Tianquan fo exercise
all their voting rights in Fujian Huayu. The term of the Best Assistant Proxy Agreement shall continue indefinitely for so long as

Fujian Huayu subsists in order to secure our control over Fujian Huayu.
REASONS FOR ENTERING INTO THE CONTRACTUAL ARRANGEMENTS

As NetDragon (BVI) and Best Assistant are companies incorporated in the British Virgin Islands and Cayman Islands respectively,
their PRC subsidiaries, TQ Digital, TQ Online and Fujian Tianquan are considered as wholly foreign-invested enterprises. The PRC
government restricts foreign investment in value-added telecommunications businesses. The arrangements under the contractual
arrangements are designed specifically to confer upon TQ Digital and TQ Online (in the case of the ND Structure Contracts) and
Fujian Tianquan (in the case of the Best Assistant Control Documents) the right fo enjoy all the economic benefit of NetDragon
(Fujian) and Fujian Huayu respectively, and to prevent leakages of assets and values of NetDragon (Fujian) and Fujian Huayu to

their ultimate shareholders.
RISK RELATING TO THE CONTRACTUAL ARRANGEMENTS
There is no assurance that the coniractual arrangements are in compliance with existing or future PRC laws and regulations.

The Company has not encountered any inferference from any governing bodies in operating its business through NetDragon (Fujian)

and/or Fujian Huayu under the contfractual arangements.

However, it cannot be assured that the PRC government or judicial authorities would agree that the contractual arrangements comply
with PRC licensing, registration, other regulatory requirements or policies that may be adopted in the future. If the PRC government
or judicial authorifies determines that the contractual arrangements do not comply with applicable laws and regulations, it could
have broad discrefion in dealing with such incompliance, including:

1. requiring the nullification of the contractual arrangements;

2. levying fines and/or confiscating the proceeds generated from the operations under the contractual arrangements;
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RISK RELATING TO THE CONTRACTUAL ARRANGEMENTS (Cont'd)
There is no assurance that the coniractual arrangements are in compliance with existing or future PRC laws and regulations. (Cont'd)

3. revocation of the business licenses or operating licenses of NetDragon (Fujian), Fujian Huayu, TQ Digital, TQ Online and/

or Fujian Tianquan;

4. discontinuing or placing restrictions or onerous conditions on the business operations of NetDragon (Fujian), Fujian Huayu,
TQ Digital, TQ Online and/or Fujian Tianquan;

5. imposing conditions or requirements which the Group may not be able to comply with or safisfy;
6. requiring the Group fo undergo a costly and disruptive restructuring; and

7. taking other regulatory or enforcement actions that could be harmful to or even shut down online game business and/or

online education business of the Group.

The imposition of any of the above-mentioned consequences could result in a material and adverse effect on the Group's ability
fo conduct its business. In addition, if the imposition of any of these consequences causes TQ Digital, TQ Online and/or Fujian
Tianquan fo lose the rights to direct the activities of NetDragon (Fujian] and/or Fujian Huayu or their respective rights fo receive
their economic benefits, the Group would no longer be able to consolidate the financial results of NetDragon (Fujian) and/or

Fujion Huayu and thus affect its financial results.
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Each of TQ Digital, TQ Online and Fujian Tianquan relies on the contractual arrangements fo control and obfain the economic
benefit from NetDragon (Fujian] and Fujian Huayu, the operating entities in the PRC, which may not be as effective in providing

operational control as direct ownership.

If NetDragon (Fujian), Fujian Huayu and/or their ultimate shareholders breach their obligations under the contfractual
arrangements or if TQ Digital, TQ Online and/or Fujian Tianquan loses effective control over NetDragon (Fujian) and/or Fujian
Huayu for any reason, TQ Digital, TQ Online and/or Fujian Tianquan would need to bring a claim against them under the terms
of the contractual arrangements. The confractual arrangements are governed by the PRC law and provide that any dispute arising
from these arangements will be submitted to the Fuzhou Infernational Economic and Trade Arbitration Commission, for arbitration,
the ruling of which will be final and binding. Furthermore, personal liabilities of ultimate shareholders of NetDragon (Fujian)
and Fujian Huayu may also subject the equity inferest they hold in NetDragon (Fujian) and Fujion Huayu fo court preservation
actions or enforcement. The legal framework and system in the PRC, particularly those relating fo arbitration proceedings, is not
as developed as other jurisdictions such as Hong Kong. As a result, significant uncertainties relating to the enforcement of legal
rights through arbitration, litigation and other legal proceedings remain in the PRC, which could limit TQ Digital, TQ Online and/
or Fujian Tianquan's ability to enforce the confractual arrangements and exert effective control over NetDragon (Fujian) and/or
Fujian Huayu. If NetDragon (Fujian), Fujian Huayu and/or their ultimate shareholders fail to perform their respective obligations
under the contractual arangements, and TQ Digital, TQ Online and/or Fujian Tianquan is unable to enforce the contractual
arrangements, or suffer significant delay or other obstacles in the process of enforcing the contractual arrangements, the Group's

business and operations could be severely disrupted, which could materially and adversely affect its results of operations.
Certain ferms of the ND Structure Agreements and the Best Assistant Control Documents may not be enforceable under PRC laws.

Under PRC laws, an arbitral body granfing any injunctive relief or provisional or final liquidation order to preserve the assets of
or any equity interest in PRC legal entities in case of disputes shall submit the application to courts in the PRC. Therefore, such
remedies may not be available to TQ Digital, TQ Online and/or Fujian Tianquan, notwithstanding the relevant contractual
provisions contained in the ND Structure Agreements and the Best Assistant Control Documents. PRC laws allow an arbitral body
to award the fransfer of assets of or an equity interest in NetDragon (Fujian) and Fujian Huayu in favour of an aggrieved party. In

the event of non-compliance with such award made by the arbitral body, enforcement measures may be sought from the court.

In the event that NetDragon [Fujian), Fujian Huayu and/or any of their ultimate shareholders breaches any of the ND Structure
Contracts and/or the Best Assistant Control Documents, TQ Digital, TQ Online and/or Fujian Tianquan may not be able to
obtain sufficient remedies in a timely manner, and its ability to exert effective control over NetDragon (Fujian) and/or Fujian
Huayu and conduct ifs business could be materially and adversely affected and the financial performance of the Group could be

materially and adversely affected.
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RISK RELATING TO THE CONTRACTUAL ARRANGEMENTS (Cont'd)

The contractual arrangements may be subject to scrutiny by the PRC fax authorities and any finding that TQ Digital, TQ Online,
Fujian Tianquan, NetDragon (Fujian) and/or Fujian Huayu owes additional taxes could substantially reduce the consolidated net

income and the valve of the Group.

Under the contractual arrangements, NetDragon (Fujian) will transfer all of its profits to TQ Digital and TQ Online, while
Fujian Huayu will transfer all of its profits to Fujian Tianquan. Such profits will be net of any accumulated loss, working capital
requirements, expenses and tax and therefore substantially reduce NetDragon (Fujian) and Fujian Huayu's taxable income.
These arrangements and fransactions are related party transactions which must be conducted on an arm'’s length basis under
applicable PRC tax rules. In addition, under PRC laws and regulations, arangements and transactions among related parties may
generally be subject to audit or scrutiny by the PRC tax authorities within ten years after the taxable year when the arangements
or fransactions are conducted. As a result, the determination of service fees and other payments fo TQ Digital and TQ Online by
NetDragon (Fujian) and to Fujian Tianguan by Fujian Huayu under the contractual arrangements may be challenged and deemed
not in compliance with such tax rules. The Group could face material and adverse tax consequences if the PRC tax authorities
defermine that the confractual arangements were nof entered info on an arm’s length basis and therefore adjust the taxable
income of NetDragon (Fujian] and/or Fujian Huayu in the form of a transfer pricing adjustment which refers to the prices that
one member of a group of affiliated corporation’s charges to another member of the group for goods, assets, services, financing
or the use of infellectual property. A transfer pricing adjustment could, among other things, result in a reduction, for PRC tax
purposes, of expense deductions recorded by NetDragon (Fujian) and/or Fujian Huayu, which could in turn increase NetDragon
(Fujian] and/or Fujian Huayu's tax liabilities. Any such adjustment could result in a higher overall tax liability of the Group. In
addition, the PRC fax authorities may impose late payment fees and other penaliies on NetDragon (Fujian] and/or Fujian Huayu
for any unpaid taxes. The consolidated net income of the Group may be materially and adversely affected if NetDragon (Fujian)
and/or Fujian Huayu's tax liabilities increase or if it is subject to late payment fees or other penalties. As a result, the value of the

Group may be materially and adversely affected.
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ACTIONS TAKEN BY THE GROUP TO MITIGATE THE RISKS

During the year ended 31 December 2021, the Group has implemented the following measures to ensure the effective operation

of the Structured Contracts and the Group’ s compliance with the Previous Structured Contracts and the Structured Contracts:

®  major issues arising from the implementation and compliance with the Structured Confracts or any regulatory enquiries from

government authorities will be submitted fo the Board, if necessary, for review and discussion on an occurrence basis;

e the Board will review the overall performance of and compliance with the Previous Structured Contracts and the Structured

Contracts at least once a year;

e the Company will disclose the overall performance and compliance with the Previous Structured Contracts and the

Structured Confracts in its annual/inferim report to update the Shareholders and potential investors;

e the Directors will provide periodic updates in the annual/interim reports regarding the qualification requirements as
stipulated under the FITE Regulations and the development of the Foreign Investment Law, including the latest relevant
regulatory development as well as the plan and progress in acquiring the relevant experience to meet these qualification

requirements; and

e the Company will engage external legal advisers or other professional advisers, if necessary, to assist the Board to review
the implementation of the Previous Structured Contracts and the Structured Contracts, review the legal compliance and to

deal with specific issues or matters arising from the Previous Structured Contracts and the Structured Contracts.
UNWINDING OF THE CONTRACTUAL ARRANGEMENTS

It is the infenfion of the Group fo unwind the confractual arrangements when foreign investment in the development and operation

of online game and online education business is no longer restricted in the PRC.

However, as at the date of this report, there is no unwinding of any of the confractual arrangements or failure to unwind when the

restrictions that led fo the adoption of the confractual arrangements are removed.
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Tenancy Agreements between TQ Digital, NetDragon (Fujian) and Fuzhou Yangzhenhua 851 Bio-Engineering Research
Inc. (“Fuzhou 8517)

On 20 January 2015, NetDragon (Fujian] entered into the renewal tenancy agreement [the “2015 Renewal Tenancy
Agreement”) with Fuzhou 851 fo renew the 2012 Renewal Tenancy Agreements for a period from 22 January 2015 to 21
January 2018. On 19 January 2018, NetDragon (Fujian) entered into the renewal tenancy agreement (the “2018 Renewal
Tenancy Agreement”) with Fuzhou 851 to renew the 2015 Renewal Tenancy Agreement. As Fuzhou 851 is 100% wholly
owned by DM Holding lid., a substantial shareholder of the Company and therefore, Fuzhou 851 is a connected person of the
Company under the Listing Rules. As such, the transactions contemplated under the 2018 Renewal Tenancy Agreement constitute
confinuing connected transactions of the Company. The aggregate annual cap for the 2018 Renewal Tenancy Agreement
based on the total annual rental payable under the 2018 Renewal Tenancy Agreement for each of the financial years ended 31

December 2018, 2019 and 2020 is RMB7,724,103 (equivalent to approximately HKD®,412,000].

Further defails of the 2018 Renewal Tenancy Agreement are set forth in the announcement of the Company dated 19 January

2018.

On 19 January 2021, NetDragon (Fujian] entered info the renewal tenancy agreement (the "2021 Renewal Tenancy
Agreement”) with Fuzhou 851 fo renew the 2018 Renewal Tenancy Agreement for a term of three years commencing from
22 January 2021 to 21 January 2024. As Fuzhou 851 is owned as to approximately 11.61% and 88.39% by DJIM Holding
ltd., o substantial shareholder of the Company and Liu Dejian, an executive Director, respectively and therefore, Fuzhou 851
is a connected person of the Company under the Listing Rules According to HKFRS 16 “leases” which has come into effect on
1 January 2019, the Group is required fo recognise the value of the rightofuse assefs on ifs statement of financial posifion in
connection with the 2021 Renewal Tenancy Agreement, this fransaction will be regarded as acquisition of assets by the Group
pursuant fo the Listing Rules. The transaction contemplated under the 2021 Renewal Tenancy Agreement constitutes connected

transaction of the Company under Chapter 14A of the Listing Rules.
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CONTINUING CONNECTED TRANSACTIONS

The Group enfered info the following transaction which constituted continuing connected transactions under the Listing Rules. The
transaction falls within the ambit of Rule 14A.76(2) of the Listing Rules and is subject to reporting and announcement requirements
but exempt from the independent shareholders” approval under Chapter 14A of the listing Rules. Details of the transaction

subsisted during the year under review are set out as follows:

Transaction in relation to Recreation Centre Agreement between TQ Digital and Fuzhou 851

On 24 April 2018, NetDragon (Fujian) enfered into the renewal recreation centre agreement (the “2018 Renewal Recreation
Centre Agreement”), pursuant to which Fuzhou 851 agreed to provide certain services regarding the usage of various recreation
faciliies at the Recreation Centre to the Group and ifs staff for a period from 25 April 2018 to 24 April 2021 af an annual fee
of RMB®,500,000 (equivalent to approximately HKD11,780,000).

Further details of the 2018 Renewal Recreation Centre Agreement are set forth in the announcement of the Company dated 24
April 2018.

On 23 April 2021, NetDragon (Fujian) entered info the renewal recreation centre agreement (the “2021 Renewal Recreation
Centre Agreement”), pursuant fo which Fuzhou 851 agreed to provide certain services regarding the usage of various recreation
facilities at the Recreation Centre to the Group and ifs staff for a period from 25 April 2021 to 24 April 2024 at an annual fee
of RMB1 1,700,000 (equivalent to approximately HKD13,984,000).

Further details of the 2021 Renewal Recreation Centre Agreement are set forth in the announcement of the Company dated 23
April 2021.

CONFIRMATION OF THE INDEPENDENT NON-EXECUTIVE DIRECTORS

The independent non-executive Directors have reviewed the above fransaction conducted during the year ended 31 December

2021 and confirmed that the transaction:
() has been entered into in the ordinary and usual course of the business of the Group;

(i) has been enfered into either on normal commercial terms or, if there are no sufficient comparable transactions to judge
whether they are on normal commercial terms, on terms no less favourable fo the Group than those available fo or from

independent third parties;

(i) has been enfered into in accordance with the 2018 Renewal Recreation Centre Agreement and the 2021 Renewal
Recreation Centre Agreement on terms that are fair and reasonable and in the inferests of the shareholders of the Company

as a whole; and

[iv]  has not exceeded the annual cap for the year ended 31 December 2021 as disclosed in the relevant announcement the

Company.
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COMPLIANCE WITH DISCLOSURE REQUIREMENTS

For further details of the nature and exfent of each of the connected person's inferest in each of the Transactions, please refer
fo the section headed “Corporate Governance Report — Directors’ Inferest In Transaction, Arrangement or Contract” below.
The Company has complied with the applicable requirements of Chapter 14A of the listing Rules in respect of the continuing

connected transactions.
AUDITOR'S LETTER ON DISCLOSED CONTINUING CONNECTED TRANSACTIONS

In addition, the Company has engaged its auditor fo report on the ND Structure Contracts, the ND Other Contracts, the Best
Assistant Control Documents and the Transactions under the 2021 Renewal Recreation Centre Agreement of the Group in
accordance with Hong Kong Standard on Assurance Engogements 3000 “Assurance Engagements Other Than Audits or
Reviews of Historical Financial Information” and with reference to Practice Note 740 “Auditor’s Letter on Continuing Connectfed
Transactions under the Hong Kong Listing Rules” issued by the Hong Kong Institute of Certified Public Accountants. The audifor
has issued unqualified opinion containing the conclusion in respect of the ND Structure Contracts, the ND Other Contracts and

the Best Assistant Control Documents which are in compliance with the Rule 14A.56 of the Listing Rules.

The auditor has also issued unqualified opinion containing the conclusions in respect of the transaction under the 2021 Renewal

Recreation Centre Agreement set out above which are in compliance with the Rule 14A.56 of the listing Rules.
PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company's arficles of association or the laws in the Cayman Islands which

would oblige the Company to offer new shares on a pro rafa basis to existing shareholders of the Company.
AUDIT COMMITTEE

The Company established the audit committee on 15 October 2007 which comprises three independent non-executive Directors,

namely, Chao Guowei, Charles (chairman), lee Kwan Hung, Eddie and Liu Sai Keung, Thomas.

The audit committee is primarily responsible for the review and supervision of the Group's financial reporting process, risk
management and infernal control system. It has mef with the extemnal auditors of the Group to review the accounting principles
and practices adopted by the Company and the audited annual financial statements of the Group for the year ended 31
December 2021.
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MODEL CODE FOR SECURITIES TRANSACTIONS

The Company has adopted Model Code for Securities Transactions by Directors of Listed Issuer (the “Model Code”) as sef out
in Appendix 10 of the listing Rules and the code of conduct for Directors in their dealings in the Company’s securities. Having
made specific enquiry to all the Directors of the Company, all the Directors confirmed that they have complied with the required

standard of dealings as set out in the Model Code for the year ended 31 December 2021.

CORPORATE GOVERNANCE CODE

The Company has complied with the CG Code throughout the year ended 31 December 2021 as confained in Appendix 14 of
the Listing Rules.

A report on the principal corporate governance practices adopted by the Company is set out on pages 71 to 83.
PERMITTED INDEMNITY

The Byelaws provides that each Director or other officer of the Company shall be entitled to be indemnified out of the assets of
the Company against all losses or liabilities which he or she may sustain or incur in or about the execution of the duties of his or
her office or otherwise in relafion therefo. In addition, the Company has maintained appropriate directors and officers liability

insurance in respect of relevant legal actions against the Directors.
COMPETITION AND CONFLICT OF INTERESTS

None of the Director nor any of their respective associates, as defined in the Listing Rules, has interest in any business that
competes or may compete, either directly or indirectly, with the businesses of the Group, or has any other conflict of interests with
the Group as af 31 December 2021 and as af the date of this report.

PURCHASE, SALE OR REDEMPTION OF SECURITIES

During the year ended 31 December 2021, the Company bought back a total of 12,967,500 shares on the Stock Exchange
at an aggregate consideration of HKD238,755,418 before expenses. All such shares were subsequently cancelled in February
2022. The repurchases were made for the benefit of the Company and its shareholders as a whole with a view to enhancing the

earnings per share of the Company.
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PURCHASE, SALE OR REDEMPTION OF SECURITIES (Cont'd)

Details of the share buy-backs are as follows:

Number of
ordinary Aggregate
shares Price per share consideration
Month of purchase bought back Highest Lowest paid
HKD HKD HKD
August 2021 332,500 17.14 16.56 5,628,360.50
September 2021 6,734,000 19.36 17.32 124,236,922.50
October 2021 850,000 18.56 17.28 15,233,030.00
November 2021 1,200,000 17.96 16.76 20,206,060.00
December 2021 3,851,000 20.45 17.56 72,751,045.00

Save as disclosed above, neither the Company nor any of its subsidiaries had purchased, sold or redeemed any of the

Company'’s securities during the year ended 31 December 2021.

PUBLIC FLOAT

Based on the information that is publicly available to the Company and within the knowledge of the Directors as af the lafest

practicable date prior fo the issue of this report, the Company has maintained the prescribed public float under the Listing Rules.

SHARE OPTION SCHEME

Pursuant to the resolufion of the shareholders of the Company dated 24 May 2018, the Company adopted a new share option

scheme (the “2018 Share Option Scheme”) to replace its previous share option scheme.

The 2018 Share Option Scheme was adopted for the purpose of providing incentives or rewards to participants (being
employees (whether fulltime or part time|, executives or officers of the Group (including executive and non-executive directors
of Members of the Group) and business consultants, agents and legal and financial advisers of the Group who the Board
considers, in ifs sole discretion, will contribute or have contributed to the Members of the Group) (“Participants”) as incentives
and/or rewards for the Eligible Participants’ contribution to the Group, and any of its associated companies, the Group's holding

company and the subsidiaries and the associated companies to the Group's holding company (the “Members of the Group”).

The 2018 Share Option Scheme became effective on 24 May 2018 and, unless otherwise cancelled or amended, will remain

in force for 10 years from that date.
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The maximum number of shares which may be issued upon exercise of all options granted and to be granted under the 2018
Share Option Scheme is 53,341,969 shares, representing 10% of the issued shares of the Company as at the date of adoption
of the Share Option Scheme and 9.86% of the issued shares of the Company as af the date of this annual report. As at the
date of this report, there are a tofal of 47,041,969 shares available for issue under the 2018 Share Option Scheme, which
represented 8.70% of the issued shares of the Company. The maximum number of shares issuable under share options granted
to each eligible participant in the Share Option Scheme (including both exercised and outstanding options) within any 12-month
period is limited to 1% of the shares of the Company in issue. Any grant or further grant of share options in excess of this limit is
subject fo shareholders” approval in a general meefing. A grant of share options under the Share Option Scheme fo a direcfor,
chief executive or substantial shareholder of the Company, or to any of their associates, is subject to approval in advance by
the independent non-executive directors (excluding any independent non-executive director who is the grantee of the Option). In
addition, any share options granted fo a substantial shareholder or an independent non-executive director of the Company, or
to any of their associates, which would result in the shares issued and to be issued, upon exercise of all options already granted
and to be granted (including options exercised, cancelled and outstanding), fo such person in the 12-month period up to and
including the date of the grant in excess of 0.1% of the shares of the Company in issue and with an aggregate value (based on
the closing price of the Company’s shares at the date of grant) in excess of HKD5 million, are subject to shareholders” approval

in advance in a general meefing.

The offer of a grant of share options may be accepted within 28 days from the date of offer upon payment of a nominal
consideration of HKD1 in fotal by the grantee. The exercise period of the share options granted is determined by the directors,
save that such a period shall not be more than 10 years from the date of offer of the share options and subject to the provisions
for early termination as set out in the Share Option Scheme. There is no requirement of o minimum period for which an option

must be held before it can be exercised.

The exercise price of the share options shall be not less than the highest of (i) the Stock Exchange closing price of the Company's
shares on the date of offer of the share options, which must be a date on which the Stock Exchange is open for business of
dedling in securities; (i) the average Stock Exchange closing price of the Company’s shares for the five trading days immediately

preceding the date of offer; and {iii] the nominal value of a share of the Company on the date of offer.
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Pursuant to the resolution of the shareholders of the Company dated 24 May 2018, the Company adopted a new share option
scheme (the “2018 Share Option Scheme’] fo replace the existing share option scheme which expired on 12 June 2018 (the
"2008 Share Option Scheme”). Details of the share options outstanding and movement during the year ended 31 December
2021 are as follows:

2008 Share Option Scheme

As at As ot
1 January Number of share options 31 December
Grantee Date of grant  Exercise Price 2021 Granted  Exercised  Cancelled Lapsed 2021
HKD

Independent non-executive Directors
Chao Guowei, Charles 04122013 15.72 238,500 - - - - 238,500
31.03.2017 23.65 100,000 - - - - 100,000
Lee Kwan Hung, Eddie 04.12.2013 1572 318,000 - - - - 318,000
31.03.2017 23.65 100,000 - - - - 100,000
Liv Sci Keung, Thomas 04.12.2013 1572 318,000 - - - - 318,000
31.03.2017 23.65 100,000 - - - - 100,000

Others

Employess 28.04.2011 480 341,867 - 46,192 - 295,675 -
22.07.2011 460 8,000 - 8,000 - - -
23.04.2012 574 127517 - 41,850 - - 85,067
12.09.2012 720 50,250 - - - - 50,250
16.01.2013 11.164 131,250 - 82750 - - 48,500
25.04.2014 14.66 278,000 - 278,000 - - -

Total 2,111,384 - 456,792 - 295,675 1,398,917
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SHARE OPTION SCHEME (Cont'd)

2018 Share Option Scheme (Cont'd)

As at As ot

1 January Number of share options 31 December

Grantee Date of grant ~ Exercise Price 2021 Granted Exercised  Cancelled Lapsed 2021
HD

Executive Directors
Leung Lim Kin, Simon 24.01.2020 207 4,000,000 - - - - 4,000,000
Independent non-executive Directors
Choo Guowe, Charles 24.01.2020 20.07 100,000 - - - - 100,000
lee Kwan Hung, Eddie 24.01.2020 2107 100,000 - - - - 100,000
Liv Sai Keung, Thomas 24.01.2020 20.07 100,000 - - - - 100,000
Others
Employess 24.01.2020 2107 2,000,000 - - - 1000000 1,000,000
Total 6,300,000 - - - 1000000 5,300,000
Notes:

1. For vesting period and exercise period of the opfions granted under the 2008 Share Option Scheme and the 2018 Share Option

Scheme, please refer to nofe 43 of the Notes fo the Consolidated Financial Statements.

2. The weighted average closing price of the shares immediately before various dates during 2021 on which the optfions were exercised was

HKD20.11.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR DEBENTURES

Apart from the Share Option Scheme disclosed above and set out in note 43 of Nofes to the Consolidated Financial Statements,
at no time during the year was the Company, its holding company or any of its subsidiaries and fellow subsidiaries a party o
any arrangement fo enable the Directors, their respective spouse or minor children to acquire benefits by means of the acquisition

of shares in, or debentures of, the Company or in any other body corporate.
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SHARE AWARD SCHEME

The Company

The Board approved and adopted the share award scheme (the “NetDragon Share Award Scheme”) on 2 September 2008
and it was amended by the resolution passed on 31 August 2018 to extend a period of 10 years, in which selected employees
of the Group are entitled to participate. Unless early terminated by the Board, the NetDragon Share Award Scheme shall be
valid and effective for a term of ten years commencing on 31 August 2018. The Board shall not grant any award of shares if
the nominal value of awards in aggregate granted by the Board under the NetDragon Share Award Scheme is over 10% of the

issued capital of the Company from fime fo time.
Pursuant to the rules of the NetDragon Share Award Scheme, the Group has signed an agreement with Bank of Communications
Trustee Limited (the “Trustee”), for the purpose of administering the NetDragon Share Award Scheme and holding the awarded

shares before they are vested.

Details of the shares awarded under the NetDragon Share Award Scheme during the year ended 31 December 2021 are as

follows:
Average  Outstanding at Awards Outstanding at
price per 1 January Granted vested Forfeited 31 December Vesting
Grantee Date of grant share 2021  during period  during period  during period 2021  period
(HKD)
Nore
Executive Directors
Leung Lim Kin, Simon 19 Apiil 2018 18.96 436,320 - 190,890 27,270 218,160 30 Apil 2018 -
30 Apil 2022
Leung Lim Kin, Simon 26 March 2021 18.96 - 120,000 120,000 - - 26 March 2021
Others
Employess 19 Apiil 2018 18.96 340,320 - 112790 79,450 148,080 30 April 2018 -
30 April 2022
776,640 120,000 423 680 106,720 366,240

Nofe: These shares were purchased by the Trustee of the Share Award Scheme at an average price of HKD18.96 per share.



ANNUAL REPORT 67

REPORT OF THE DIRECTORS

SHARE AWARD SCHEME (Cont'd)
The Company (Cont'd)

366,240 awarded shares granted to a number of selected participants, including employees and directors, were outstanding
as at 31 December 2021. The awarded shares, will be transferred to the selected directors or employees at nil consideration,
subject 1o receipt by the Trustee of (i) transfer documents duly signed by the Trustee and the selected employee within the period
stipulated in the vesfing notice issued by the Trustee fo the selected employee; and |ii) a confirmation letter from the Company that

all vesting conditions having been fulfilled.

Subject to the acceptance by the relevant selected employees, such transferred awarded shares may be held by the selected

employees in their own names or such nominees, including any frustees, as designated by the selected employees.
Best Assistant Education Online Limited (“Best Assistant”)

On 7 August 2012, Best Assistant adopted a share award scheme as amended on 13 February 2015 (the “Best Assistant Share
Award Scheme”) in which selected participants include senior management employees of Best Assistant and/or its subsidiaries
(“Best Assistant Group”), consultants to Best Assistant Group employed by any member of the Company, its associated companies
or their subsidiaries (excluding Best Assistant Group) and any person who contributes fo the development of Best Assistant Group
which has been cerfified and defermined by the board of directors of Best Assistant with the affirmative vote of one director

appointed by IDG Investors, Vertex or Alpha.

Subiject to early termination, the Best Assistant Share Award Scheme shall be valid and effective for a term of ten years
commencing on 7 August 2012. Best Assistant may also transfer shares awarded under the Best Assistant Share Award
Scheme whether vested or unvested 1o other trusts and if there is a change in control of Best Assistant, all awarded shares shall
immediately be vested. The board of directors of Best Assistant may also waive any vesting conditions with the affirmative vote
of one direcfor appointed by IDG Investors, Vertex or Alpha. The maximum number of shares which may be granted to the
participants under the Best Assistant Share Award Scheme shall not exceed ten percent (10%) of the fofal issued share capital
of Best Assistant from fime fo time or such number of shares as determined by the board of directors of Best Assistant with the

affirmative vote of one director appointed by IDG Investors, Vertex or Alpha.

Pursuant to the rules of the Best Assistant Share Award Scheme, Best Assistant has signed an agreement with the Trustee, for the

purpose of administering the Best Assistant Share Award Scheme and holding the awarded shares before they are vested.
Subject to, infer alia, the receipt by the Trustee of (i) the prescribed transfer documents duly signed by the selected participants
within the period stipulated in the vesting nofices; and i) confirmation from Best Assistant that all vesting conditions having been

fulfilled, the awarded shares will be transferred to the selected participants at nil consideration upon vesting.

As at 31 December 2021, no awarded shares were granted under the Best Assistant Share Award Scheme.
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ISSUE OF SERIES A PREFERRED SHARES BY BEST ASSISTANT

On 6 January 2015, Best Assistant entered info a subscription agreement ("Series A Agreement”) with IDG-Accel China Growth
Fund-L.P., IDG-Accel China Growth Fund-A LP., IDG-Accel China Investors L.P. (together referred to as “IDG Investors”), Vertex
legacy Continuation Fund Pte Lid. (formerly held by Vertex Asia Fund Pte. Lid.) (“Vertex”), Hong Kong Alpha Group Limited (formerly
known as Alpha Animation and Culture (Hong Kong) Company Limited) (*Alpha”), Catchy Holdings Limited, DM Holding Lid.,
Creafive Sky International Limited and NetDragon Websoft Inc. ["NetDragon BVI”), a direct wholly owned subsidiary of the
Company (collectively referred to as “Series A Investors”] for the allotment and issue of an aggregate of 180,914,513 Series
A preferred Shares ("Series A Preferred Shares”) for a total consideration of USD52,500,000 [equivalent to approximately
HKD409.5 million). The Series A Agreement and the issue and allotment of the Series A Preferred Shares were completed on 13
February 2015. The net proceeds raised from the issuance of Series A Preferred Shares of Best Assistant were also applied and

fully utilized as intended.

Assuming all of the Series A Preferred Shares are fully converted into ordinary shares of Best Assistant, the Company's interest in

ordinary shares of Best Assistant will be reduced from 90.28% to approximately 83.40%.

As at 31 December 2021, no Series A Preferred Shares have been converted into ordinary shares of Best Assistant.

ACQUISITION OF EDMODO, INC. AND ISSUE OF SERIES B PREFERRED SHARES BY BEST
ASSISTANT

On 6 April 2018, Best Assistant, Digital Train Limited (“Digital Train") as purchaser, a wholly-owned subsidiary of Best Assistant,
Educate Merger Sub, Inc. (“Merger Sub”), a wholly-owned subsidiary of the purchaser, Edmodo, Inc. ["Edmodo”), Fortis Advisors
LLC, in its capacity as representative of the shareholders of Edmodo, and the Company, solely with respect as guarantor for
the timely performance of the obligations of Best Assistant and Digital Train entered info an agreement and plan of merger (the
"Agreement and Plan of Merger”), pursuant to which Digital Train acquired Edmodo, for consideration in the form of cash and

stock collectively valued in the amount of USD137,500,000, by way of merger under the laws of the State of Delaware.
Upon closing which took place on 2 May 2018, the Merger Sub merged with and into Edmodo, the separate corporate
existence of Merger Sub ceased, and Edmodo shall continue its corporate existence as a wholly owned subsidiary of Digifal

Train in accordance with Delaware law.

The consideration (subject to downward adjustment as provided in the Agreement) was satisfied by (i) payment of an amount in

cash equal to USD 15,000,000 and |ii] the issue of 112,560,245 Best Assistant Series B Shares.

As at 31 December 2021, no Series B Preferred Shares have been converted info ordinary shares of Best Assistant.
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ISSUE OF SECURED CONVERTIBLE AND EXCHANGEABLE BONDS BY BEST ASSISTANT
AND ISSUE OF UNLISTED WARRANT UNDER SPECIFIC MANDATE

On 10 November 2019, the Company, Best Assistant, NetDragon BVI, Digital Train, Promethean World Limited, Nurture
Education (Cayman) limited (the “Investor”), Madison Pacific Trust Limited as the Agent and the Security Agent entered into the
Bond and Warrant Purchase Agreement (the “Purchase Agreement”), pursuant fo which (i) Best Assistant agreed fo issue to the
Investor and the Investor agreed to purchase the Convertible and Exchangeable Bonds in the aggregate principal amount of
USD150 million (equivalent to approximately HKD1,174.5 million); and i) simulianeously with the issue of the Convertible and
Exchangeable Bonds, the Company would issue fo the Investor the unlisted warrants. The issue of Convertible and Exchangeable
Bonds and the Warrants fo the Investor is a strategic collaboration with the Investor, an insfitutional investor with extensive

experience and active investiments in the Greater China education secfor.

Closing of the Purchase Agreement took place on @ March 2020, and Best Assistant has issued to the Investor, Convertible and
Exchangeable Bonds which can be converted to 279,510,479 ordinary shares of Best Assistant, representing 11.16% of the
total outstanding share capital of Best Assistant on a fully diluted and as-converted basis, and the Company has issued the unlisted
Warrant to the Investor which can be converted to 11,502,220 Warrant Shares of the Company. As a result of the payment of
the Company's dividend and pursuant to the relevant warrant instrument, effective as of 28 February 2022, the subscription price
of the relevant warrant instrument is adjusted from HKD21.1998 1o HKD19.6698. The net proceeds raised from the issuance of

Convertible and Exchangeable Bonds and warrants were also applied and fully utilized as intended.

As at 31 December 2021, no Convertible and Exchangeable Bonds were converted into ordinary shares of Best Assistants and

no warranfs were converted info shares of the Company.

USE OF PROCEEDS FROM TOP-UP PLACING AND SUBSCRIPTION

On 13 February 2020, the Company entered info the placing and subscription agreement (the “Placing and Subscription
Agreement’) with DJM Holding lid. (the “Vendor”), Mr. Liu Dejian and China International Capital Corporation Hong Kong
Securities Limited (the “Placing Agent”), pursuant fo which (i) the Vendor agreed to place, through the Placing Agent, on a fully
underwritten basis, 33,000,000 ordinary shares held by the Vendor (the “Top-up Placing Shares”) at the price of HKD23.70
per Topup Placing Share; and |ii) the Vendor conditionally agreed to subscribe for 33,000,000 new ordinary Shares to be
subscribed for by the Vendor, being the number of the Top-up Placing Shares actually placed by the Placing Agent on behalf
of the Vendor pursuant fo the ferms of the Placing and Subscription Agreement (the “Top-up Subscription Shares”) at the Price of
HKD23.70 per Top-up Subscription Share (the “Top-up Placing and Subscription”). The aggregate nominal value of the Topup
Subscription Shares is USD330,000. The closing price per share as quoted on the Stock Exchange on the date of the Placing
and Subscription Agreement was HKD23.20. The Directors are of the view that the Topup Placing and Subscription will benefit
the Group's long term development and broaden the Company’s equity base to facilitate the future growth and development of ifs

business.
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USE OF PROCEEDS FROM TOP-UP PLACING AND SUBSCRIPTION (Cont'd)

Completion of the Top-up Placing took place on 17 February 2020 and the Topup Subscription took place on 25 February
2020. A tofal of 33,000,000 Top-up Placing Shares have been successfully placed to not less than six placees and the
33,000,000 Top-up Subscription Shares had been allotted and issued to Mr. Liu Dejian pursuant to the general mandate. The
aggregate gross proceeds from the Top-up Placing and Subscription are approximately HKD782.10 million and the aggregate
net proceeds from the Topup Placing and Subscription are approximately HKD773.44 million after deducting the commission
payable fo the Placing Agent, professional fee and other related costs and expenses in relation to the Top-up Placing and

Subscription. On such basis, the net price of each Top-up Subscription Share is approximately HKD23.44.

As at 31 December 2021, all net proceeds from the Top-up Placing and Subscription have been utilised as intended for funding

the expansion of education business.
AUDITOR

The consolidated financial statements for the year ended 31 December 2021 have been audited by Deloitte Touche Tohmatsu
("Deloitte”), the auditor of the Company. A resolution will be submitted in the AGM of the Company to re-appoint Deloitte as
auditor of the Company.

On behalf of the Board

Leung Lim Kin, Simon

Vice Chairman

Hong Kong, 29 March 2022
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The Directors believe that good corporate govermnance practices serve as an effective risk management for the Company and

hence, the shareholders of the Company will benefit from the high standard of corporate govemnance.

The Company has applied the principles set out in the Corporate Governance Code (the “CG Code”) contained in Appendix 14
of the Listing Rules.

Throughout the year, save as disclosed in this Corporate Governance Report, the Company has complied with the provisions as

previously sef out in the CG Code in Appendix 14 to the Listing Rules during the year.

On 1 Jonuary 2022, the amendments to the Corporate Governance Code [the “New CG Code”) came info effect and the
requirements under the New CG code will apply fo corporate governance reports for financial year commencing on or after
1 January 2022. The Board will continue fo review and enhance its corporate governance practice of the Company fo ensure

compliance with the New CG Code and align with the latest developments.

MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS

The Company has established its code of conduct regarding securities transaction by Directors, senior management and relevant
employees on terms no less exacting than the required sfandard indicated by the Model Code as set out in Appendix 10 to the
Listing Rules. Having made specific enquiry of all Directors, all Directors confirmed that they have complied with the required
standard set out in the Model Code and ifs code of conduct regarding directors’ securities transactions during the year under

review.

THE BOARD

The Board is composed of five executive Directors (including the Chairman and the Chief Executive Officer of the Company) and
four non-executive Direcfors (of whom three are independent non-executive Directors), whose biographical detfails are set out in
"Directors and Senior Management” section on pages 23 fo 28. Save as disclosed herein, none of the members of the Board

has any financial, business, family or other material relevant relationship to one another.

Each of the non-executive and independent non-executive Direcfors has entered info an appointment letter with the Company, all
for an initial term of three years commencing on 24 June 2008 and renewable automatically for successive terms of one year
each commencing from the day next after the expiry of the current term unless and until terminated in accordance with the terms

of the appointment letter or by either party thereto giving to the other not less than three months' prior written nofice.

Duties of the Board including delegation to management

The Board is responsible for overall strategic formulation and performance monitoring of the Group. It delegates dayto-day
operations of the Company fo the committees and senior management within the control and authority framework set by the
Board. In addition, the Board has also delegated various responsibilities to the audit committee, the remuneration commitiee, the

nomination committee and the share award scheme committee. Further details of these committees are sef out in this report.
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Duties of the Board include:

(i) ensuring, maintaining and overseeing the infernal control systems of the Group;

(i)  sefting the objectives of management of the Group;

(i) monitoring the performance of management of the Group;

[iv]  ensuring that a framework of prudent and effective controls is in place to enable risks fo be assessed and managed; and

[v]  overseeing the management of NetDragon's relationships with stakeholders, such as, shareholders, customers, the
community, interest groups, employees and others who have a legitimate inferest in the responsible conduct of the Group's

business.

During the year ended 31 December 2021, the Board held four meetings and the attendance of each of the Directors at Board,

committee and general meetfings held in 2021 is sef out below:

Share Award Annuadl

Full Audit Remuneration Nomination Scheme General
Directors Board  Committee Committee =~ Committee  Committee* Meeting
Executive Directors
Liu Dejian (Chairman] 4/4 N/A N/A N/A N/A 0/1
leung Lim Kin Simon (Vice Chairman) 4/4 N/A N/A N/A N/A 1/1
Liu Luyuan (Chief Executive Officer] 4/4 N/A N/A N/A N/A 0/1
Zheng Hui 4/4 N/A N/A N/A N/A 0/1
Chen Hongzhan 4/4 N/A N/A N/A N/A 0/1
Non-executive Director
lin Dongliang 4/4 N/A N/A N/A N/A 0/1
Independent non-executive

Directors

Chao Guowei, Charles 4/4 4/4 1/1 1/1 N/A 0/1
lee Kwan Hung, Eddie 4/4 4/4 1/1 1/1 N/A 1/1
liu Sai Keung, Thomas 4/4 4/4 1/1 1/1 N/A 0/1

The Share Award Scheme Committee of the Company did not hold any meeting during the year under review.
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The CG Code provision E. 1.2 requires that the Chairman of the Board should aftend the annual general meeting of the Company
["AGM") and should invite the Chairman of the audit, remuneration, nomination and any other committee (as appropriate)
to attend the AGM and in their absence, he should invite another member of the committee or failing this his du|y oppointed
delegate(s) to attend. These persons should be available to answer questions af the AGM. Mr. Liu Dejian, the Chairman of the
Board, could not attend the AGM of the Company held on 3 June 2021 as he had another engagement which was important fo
the Company's business. Mr. lee Kwan Hung, Eddie and Mr. Liv Sai Keung, Thomas both are members of the audit committee,
Mr. lee Kwan Hung, Eddie attended the AGM held on 3 June 2021. Due to other commitment, Mr. liu Sai Keung, Thomas and
the chairman of the audit committee, Mr. Chao Guowei, Charles did not attend the AGM of the Company held on 3 June 2021.

Board and commitiee minutes are recorded in appropriate defail. Draft minutes are circulated to Directors for comments within

reasonable time after each meeting and the final version is open for Directors’ inspection.

The Directors are enfifled, upon reasonable request, to seek independent professional advice in appropriate circumstances, af the
Company's expenses. The Board shall resolve to provide separate appropriate independent professional advice to the Direcfors

to assist the relevant Directors fo discharge their duties.

In full compliance with Rule 3.10 of the Listing Rules, the Company has appointed three independent non-executive Directors, at
least one of whom has appropriate professional accounting qualifications. The Board considers that all independent non-executive
Directors have appropriate and sufficient industry or finance experience and qualifications to carry out their duties so as fo profect

the interests of the shareholders of the Company.

In addition, the Company has received from each of the independent non-executive Directors an annual confirmation of their
independence pursuant fo Rule 3.13 of the Listing Rules. These Directors have served on the Board for more than nine years and
their independence have been verified. The Nomination Committee is fully satisfied that they demonstrate complete independence
in character and judgement both in their designated roles and as board members. The Board considers that all independent

non-executive Directors are being considered to be independent by reference to the factors stated in the Listing Rules.

All Directors have full and timely access to all relevant information as well as the advice and services of the Company Secretary,
with a view to ensuring that Board procedures and all applicable rules and regulations are followed. The Directors are also
provided with monthly updates which contain periodic financials with summaries and covering highlights of the Company's
major businesses of key events, outlook and business related matters of the Group. The monthly updates present a balanced
and understandable assessment of the Company's performance and position. The non-executive Director and independent
non-executive Directors may take independent professional advice af the Company's expense in carrying out their functions, after

making a request to the Board.
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DIRECTORS’ INTEREST IN TRANSACTION, ARRANGEMENT OR CONTRACT

With reference to the ND Structure Contracts enfered into among TQ Digital, TQ Online and NetDragon (Fujian), the executive
Directors, Messrs. Liu Luyuan and Zheng Hui, are inferested in an aggregate of 99.96% in NetDragon (Fujian). Transactions
between the Company, NetDragon [BVI), TQ Digital, TQ Online, NetDragon [Hong Kong) or NetDragon (USA) (all being
wholly-owned subsidiaries of the Company| on one hand and NetDragon (Fujian) on the other hand, including the ND Structure
Contracts and the ND Other Contracts would technically constitute connected transactions. Details for the ND Structure Contracts
and the ND Other Contfracts are sef out in pages 44 to 48 in the section of “Report of the Directors” under the paragraphs of “ND

Structure Contracts”.

With reference fo the Best Assistant Control Documents entered into among Fujian Huayu and NetDragon (Fujian), NetDragon
(Fujian] and Fujian Huayu (being a subsidiary of NetDragon (Fujian)) are technically associates of Messrs. Liu Dejian, Liu Luyuan
and Zheng Hui, and therefore connected persons of the Company. Transactions between the Company or its subsidiaries, except
Best Assistant (Cayman) and subsidiaries of Best Assistant (Cayman) (the “Best Assistant Group Companies”) on one hand and
Best Assistant (Cayman) or Best Assistant Group Companies on the other hand, including the Best Assistant Control Documents
would technically constitute connected fransactions. Details for the Best Assistant Confrol Documents are sef out in pages 49 to

53 in the section of “Report of the Directors” under the paragraphs of “Best Assistant Control Documents”.

With reference fo the continuing connected transactions for the Renewal Tenancy Agreement entered into between TQ Digital or
NetDragon (Fujian) on one hand and Fuzhou 851 on the other and with reference to the continuing connected transactions for
the Renewal Recreation Centre Agreement and the Renewal Recreation Centre Agreement enfered into between TQ Digital or
NetDragon (Fujian) on one hand and Fuzhou 851 on the other hand, Fuzhou 851 is 100% wholly owned by DIM Holding lid.,

a substantial shareholder of the Company. Thus, Fuzhou 851 is deemed fo be a connected person to the Company.

With reference fo the Series A Agreement entered into, among others, Best Assistant (Cayman) and the Series A Investors for the
allotment and issue of an aggregate of 180,914,513 Series A Preferred Shares for a total consideration of USD52,500,000
[equivalent to approximately HKD409.5 million), DJM Holding Lid. was allotted 2,987,605 Series A Preferred Shares. DJM
Holding Ltd. is a substantial shareholder of the Company and is wholly owned by Mr. Liu Dejian, the chairman and an executive

Director. Thus, DJM Holding Lid. is considered as a connected person to the Company.

Defails for the continuing connected fransactions are sef out in pages 59 to 60 in the section of “Report of the Directors” under

the paragraphs of “Continuing Connected Transactions”.

Save as the above, none of the Directors is materially interested, either directly or indirectly, in any transaction, arrangement or

contract of significance of the Company during the year ended 31 December 2021 or as at the end of the year.
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CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The positions of the chairman and the chief executive officer are held by Mr. Liu Dejian and Mr. Liu Luyuan, respectively.

In order to reinforce their respective independence, accountability and responsibility, the role of the chairman is separated from
that of the chief executive officer. The chairman provides leadership and is responsible for the effective functioning of the Board in
accordance with good corporate governance practice and ensuring the effectiveness of the Board. With the support of the senior
management, the chairman is also responsible for ensuring that the Directors receive adequate, complete and reliable information

in a timely manner and appropriate briefing on issues arising af Board meetings.

The chief executive officer focuses on managing the Company and ifs subsidiaries, developing and implementing objectives,
policies and sfrategies approved and delegated by the Board. The chief executive officer is in charge of the Group's day-o-day
management and operations and is also responsible for developing strategic plans and formulating the organisational structure,

control systems and internal procedures and processes for the Board's approval.

AUDIT COMMITTEE

The Company esfablished the audit committee (the “Audit Commitiee”) on 15 Ocfober 2007 which has adopted written terms of
reference in compliance with the CG Code Provision. The primary duties of our audit committee are 1o review and supervise our

financial reporting process, risk management, internal control and corporate governance systems.

The Audit Committee reviews the quarterly, interim and annual consolidated financial results of the Group. In addition, the Audit
Committee also reviews and approves the pricing policy and the performance for the continuing connected transactions and
connected fransactions relating to ND Structure Contracts, ND Other Contracts and Best Assistant Control Documents of the

Group.

The Audit Committee held two meetings during the year ended 31 December 2021. The major work performed by the Audit
Committee in respect of the year ended 31 December 2021 included reviewing and recommending the re-appointment of
external auditor, approving the terms of engagement (including the remuneration) of the external auditor and the audit plan,
reviewing the unaudited inferim report and inferim results announcement for the six months ended 30 June 2021, reviewing the
audited financial statements and final results announcement for the year ended 31 December 2021, reviewing the work of the
Group's internal audit and assessing the effectiveness of the Group's systems of internal control, risk management, corporate
governance and cost control. The Audit Commitiee also discussed with the management fo ensure that the Company is having
adequate resources, qualified and experienced staff of the accounting and financial reporting function, and training programmes

and budget.

Our Audit Committee comprises three independent non-executive Directors, namely Chao Guowei, Charles, lee Kwan Hung,

Eddie and Liu Sai Keung, Thomas. Chao Guowei, Charles is the chairman of the Audit Committee.
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The written terms of reference are posted on the websites of the Stock Exchange and the Company. The Group's audited
consolidated financial statements for the year ended 31 December 2021 have been reviewed by the Audit Commitiee. The
Audit Committee is of the opinion that the preparation of such results complied with the applicable accounting standards and

requirements and that adequate disclosures have been made.

INTERNAL CONTROL AND RISK MANAGEMENT

The Board recognises its responsibility for maintaining a sound and effective system of internal control to safeguard the
shareholders’ investment and the Company’s assefs, and for reviewing ifs effectiveness. The Board has entfrusted the Audit
Committee and professional external consultant with the responsibility fo review the infernal control and risk management systems

of the Group, which include financial, operational and compliance controls and risk management functions.

During the year under review, the Board has conducted review on the effectiveness of the infernal control and risk management
system of the Group through discussion with the audit committee on audit findings and control issues. These procedures provide
reasonable, but not absolute, assurance against material errors, losses and fraud, and manage rather than eliminate risks of

failure in the Group's operational systems and in the achievement of the Group's business objectives.

The Board has also considered the adequacy of resources, qualifications and experience of sfaff of the Company’s accounting

and financial reporting function, and their training programmes and budget.

The Board, based on the review of the Audit Committee, is safisfied that the Group has maintained sound and effective risk

management and infernal control systems for the year ended 31 December 2021.

REMUNERATION COMMITTEE

The Company established the remuneration committee (the “Remuneration Committee”] on 15 October 2007 which adopts
the model of determining remuneration packages and policy for all executive Directors and senior management and make
recommendation on the remuneration of non-executive Directors to the Board. The remuneration of all our Directors and senior
management is subject o regular monitoring by the Remuneration Committee to ensure that levels of their remuneration and

compensation are appropriate.

During the year ended 31 December 2021, the Remuneration Committee held a meeting fo review the salary structure of the
employees of the Company as well as the remuneration of senior management staff. The Remuneration Committee also reviewed
the remuneration of the Directors by assessing their performance and with reference to the remuneration level of directors of

comparable listed companies and also approved the terms of the executive Directors’ service contracts.

QOur Remuneration Committiee comprises three independent non-executive Directors, namely Chao Guowei, Charles, Llee Kwan

Hung, Eddie and Liu Sai Keung, Thomas. lee Kwan Hung, Eddie is the chairman of the Remuneration Committee.

The written terms of reference are posted on the websites of the Stock Exchange and the Company.



ANNUAL REPORT 77

CORPORATE GOVERNANCE REPORT

EMPLOYEE AND EMOLUMENT POLICY

The emolument policy of the employees of the Company is set up by the Board on the basis of their merit, qualifications and

competence.

The emoluments of the executive Direcfors and senior management of the Company are reviewed and determined by the
Remuneration Committee, having regard to the Group's operating results, individual performance and comparable market

statistics.

The Group has adopted the Share Opfion Scheme, the NetDragon Share Award Scheme and the Best Assistant Share Award
Scheme to motivate Directors and eligible employees. Details of the schemes are set out in the paragraphs headed “Share Option
Scheme” and “Share Award Scheme”. None of the directors waived any emoluments during the year ended 31 December

2021.

NOMINATION COMMITTEE

The Company established a nomination committee (the “Nomination Committee”) on 15 October 2007 which has adopted
written terms of reference in compliance with the CG Code Provision. The Nomination Committee determines the nomination
policy and follows a formal, fair and transparent procedure for the appointment of new Directors fo the Board. The Nomination
Commitiee reviews the structure, size and composition of the Board, identifies suitably qualified candidates to become Board
members and select or make recommendations to the Board on the selection of candidates nominated for directorships and
succession planning for directors. During this process, the Nomination Committee considers candidates based on merit and with

due regard to the benefits of diversity on the Board.

During the financial year ended 31 December 2021, a meeting was held to review the structure, size and composition of
the Board and assessed the independence of the three independent non-executive Directors of the Company. The Nomination

Committee is of the view that the current Board demonstrates a balanced composition with sufficient independence element.

Our Nomination Committee comprises three independent non-executive Directors, namely Chao Guowei, Charles, lee Kwan

Hung, Eddie and Liu Sai Keung, Thomas. Liu Sai Keung, Thomas is the chairman of the Nomination Committee.

Potential new directors are selected on the basis of their qualifications, skill and experience which the Nomination Committee

considers will make a positive contribution to the performance of the Board.

On 30 August 2013, the Board adopted the board membership diversity policy for maintaining the appropriate skills and

experience required by the Company’s business and a diversity of perspectives on the Board.
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The following is a summary of the board diversity policy:

e reviewing and assessing the composition of the Board to maintain an appropriate range and balance of talents, skills,

experience and background on the Board;

e recommending candidates for appointment fo the Board by considering merit against objective criteria and with due regard

for the benefits of diversity on the Board; and

e conducting the annual review of the effectiveness of the Board by considering the balance of talents, skills, experience,

independence and knowledge of the Board and the diversity of the Board.

The achievement of these criteria will be measurable on an objective review, which can enhance the diversity of background and

experience of individual directors and the effectiveness of the Board in protecting shareholders’ interess.

The written terms of reference of the Nomination Commitiee are posted on the websites of the Stock Exchange and the Company.
Nomination Policy

The Nomination Committee recommends candidates for nomination to the Board, which approves the final choice of candidates.
The Nomination Commitiee was responsible to maintain the nomination policy of the Company (the “Nomination Policy”)
and review the same regularly. The objective of the Nomination Policy is to assist the Company in fulfilling its duties and
responsibilities as provided in its ferms of reference. This Nomination Policy sefs out, inter alia, the selection criteria and the
evaluation procedures in nominating candidates to be appointed or re-appointed as Directors of the Company.

When making recommendations regarding the appoiniment of any proposed candidate to the Board or re-appointment of any
existing member(s) of the Board, the Nomination Committee shall consider a variety of factors including without limitation the
following in assessing the suitability of the proposed candidate:

[a)  Reputation for integrity;

(b)  Accomplishment, experience and reputation in the business and other relevant sectors relate to the Company and/or its

subsidiaries:

[c)  Commitment in respect of sufficient time and attention to the Company’ s business;

(d)  Diversity in all aspects, including but not limited to gender, age, cultural/educational and professional background, skills,

knowledge and experience;

[e)  The ability fo assist and support management and make significant contributions to the Company’ s success;
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() Compliance with the criteria of independence as prescribed under Rule 3.13 of the Rules Governing the Listing of Securities
on Main Board of The Stock Exchange of Hong Kong limited for the appointment of an independent non-executive

Director; and

[g)  Any other relevant factors as may be determined by the Nomination Committee or the Board from fime fo time.

The Committee believes that independence is an important part of fulfilling the Directors” duty to supervise the management of the
business and affairs of the Company. Non-executive Direcfors and Executive Directors are required to disclose his/her competing
businesses to the Company. Cross-directorships in Hong Kong or overseas between Directors are also reviewed annually.
The Nomination Committee is accountable for assessing whether any competing businesses or interlocking directorships could
materially inferfere with the exercise of objective and unfettered judgement by relevant Directors or their ability to act in the best

inferests of the Group.

ND MANAGEMENT COMMITTEE

The Company established the ND Management Committee pursuant to the ND Structure Contracts fo oversee the business and

operations of NetDragon (Fujian).

The ND Management Committee comprises four members, of which each of TQ Digital and NetDragon (Fujian) is entitled to
appoint two members from its respective board of directors. Other than by reason of retirement, resignation, incapability or death,
a member of the ND Management Committee may only be removed by the party who originally appointed such member. As a
general requirement, the members appointed by NetDragon (Fujian) must also be the equity holders of NetDragon (Fujian) as well
as directors of TQ Digital. In the case where the number of members who concurrently act as a director of both TQ Digital and
NetDragon (Fujian] is less than two, TQ Digital is entifled to appoint an addifional member of the ND Management Committee.

As such, under the ND Structure Confracts, the ND Management Committee is allowed to have a maximum of five members.

Currently, the ND Management Commitiee comprises Liu Dejian and Liu Luyuan who were appointed by NetDragon (Fujian), and
Zheng Hui and Chen Hongzhan who were appointed by TQ Digital. The directors of NetDragon (Fujian) comprise Liu Dejian, Liu
Luyuan, Zheng Hui, being executive Directors, and Wang Song, being a member of our senior management. Further details of
the above members of the ND Management Committee are sef out in the section headed “Direcfors and Senior Management” in

this annual report.
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BEST ASSISTANT MANAGEMENT COMMITTEE

The Best Assistant Management Committee was esfablished on 3 March 2015 pursuant to the Best Assistant Confrol Documents
fo oversee the business and operations of Fujian Huayu. Through its control over Fujian Huayu, the Best Assistant Management
Comnmittee is also able to oversee the business and operations of the subsidiaries of Fujian Huayu. The Best Assistant
Management Committee comprises four members, of which each of Fujian Tianquan and Fujian Huayu is entifled to appoint two
members from its respective board of directors. Other than by reason of refirement, resignation, incapability or death, a member
of the Best Assistant Management Commitiee may only be removed by the party who originally appointed such member. In the
case where the number of members who concurrently act as a director of both Fujian Tianquan and Fujian Huayu is less than
two, Fujian Tianquan is entifled to appoint an additional member of the Best Assistant Management Committee. As such, under

the Best Assistant Control Documents, the Best Assistant Management Committee is allowed to have a maximum of five members.

Currently, the Best Assistant Management Committee comprises Liu Dejian and Liu Luyuan who were appointed by Fujian Huayu,
and Zheng Hui and Wang Song, who were appointed by Fujian Tianquan. The directors of Fujian Huayu comprise Liu Dejian,
Liu Luyuan, Zheng Hui, Chen Hongzhan, being executive Directors, and VWang Song. Zheng Hui is also the general manager of

Fujion Huayu.
SHARE AWARD SCHEME COMMITTEE

In recognition of the confribution of employees and to provide them with incentives in order to retain them for the confinual
operation and development of the Group and fo affract suitable personnel for further development of the Group, the Company
established a share award scheme committee on 2 September 2008 for the purpose of administration of the Share Award

Scheme.

Our share award scheme commitiee comprises two independent non-executive Directors, namely lee Kwan Hung, Eddie and Liu

Sai Keung, Thomas and members of the senior management, namely Yam Kwok Hei, Benjamin and Lou Hak Kin.
TRAINING AND SUPPORT OF DIRECTORS

All Directors have been given relevant guideline materials regarding the duties and responsibilities of being a Director, the
relevant laws and regulations applicable to the Directors, duty of disclosure of interest and business of the Group and such
induction materials will also be provided to newly appointed Directors shorily upon their appointment as Directors. All Directors
have been updated on the latest developments regarding the Listing Rules and other applicable regulatory requirement to ensure
compliance and enhance their awareness of good corporate governance practices. The Directors confirmed that they have
complied with the Code Provision A.6.5 of the CG Code effective on 1 April 2012 on Directors” training. In 2021, all Directors
have participated in continuous professional development by reading materials/in house briefing on regulatory and corporate

governance matters to develop and refresh their knowledge.
DIRECTORS' INSURANCE

The Company has arranged appropriate insurance cover in respect of the legal action against the Directors.
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AUDITOR’S REMUNERATION

During the year under review, the remuneration paid to the Company's external auditors, is set out as follows:

RMB'000

Audit services 9,044
Non-audit services 219
Q9,263

The above non-audit services include professional advisory fees relating to the quarterly review services, accounting services and

internal control review.
DIRECTORS’ RESPONSIBILITY FOR THE CONSOLIDATED FINANCIAL STATEMENTS

The Directors are responsib|e for the preparation and the frue and fair presentation of these consolidated financial statements in
accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants and
the disclosure requirements of the Hong Kong Companies Ordinance. This responsibility includes designing, implementing and
maintaining internal control relevant to the preparation and the true and fair presentation of the consolidated financial statements
that are free from material misstatement, whether due fo fraud or error; selecting and applying appropriate accounting policies;
and making accounting esfimates that are reasonable in the circumstances. The Directors acknowledge such responsibilities. The
Directors, hoving made appropriate enquiries, confirm that The\/ are not aware of any material uncerfainties re|oTing to events or

conditions that may cast significant doubt upon the Company's ability to continue as a going concern.

The statements of the Company's external auditors regarding their responsibilities on the financial statements are set out in the

Independent Auditor’s Report on pages 118 to 123.
COMPANY SECRETARY

Mr. Llau Hak Kin, Financial Controller and Head of Compliance and Corporate Affairs of the Company, has been appointed by
the Company as company secretary since September 2014. He is also the primary contact person of the Company. During the
year ended 31 December 2021, Mr. Lau Hak Kin has taken no less than 15 hours of relevant professional trainings to update

his skills and knowledge.
COMMUNICATIONS WITH SHAREHOLDERS AND INVESTORS

The Company recognises the imporfance to maintain an on-going dialogue with the shareholders. The management personnel
responsible for investor relations held regular meetings with equity research analysts, fund managers and institutional shareholders
and invesfors. A shareholders” communication policy, which is reviewed by the Board on regular basis, had been established to
promote effective engagement with shareholders, both individual and institutional, investors and other stakeholders, giving them
ready access to balanced and understandable information about the Company and corporate proposals and making it easy for

Shareholders to participate in general meetings.
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PROCEDURES FOR SHAREHOLDERS TO CONVENE AN EXTRAORDINARY GENERAL
MEETING

There are no provisions allowing shareholders to propose new resolutions at the general meetings under the Cayman Islands
Companies Law (2012 Revision). However, according tfo article 58 of the Arficles of Association of the Company, any one or
more shareholders holding at the date of deposit of the requisition not less than oneenth of the paid up capital of the Company
carrying the right of voting at general meetings of the Company shall at all times have the right, by written requisition to the Board
or the Secrefary of the Company, to require an extraordinary general meeting to be called by the Board for the transaction of any
business specified in such requisition; and such meeting shall be held within two (2) months after the deposit of such requisition.
If within twenty-one (21) days of such deposit the Board fails fo proceed to convene such meeting the requisitionist(s) himself
(themselves| may do so in the same manner, and all reasonable expenses incurred by the requisitionist(s) as a result of the failure

of the Board shall be reimbursed fo the requisitionist(s) by the Company.

PROCEDURES FOR SHAREHOLDERS TO PROPOSE A PERSON FOR ELECTION AS A
DIRECTOR

The provisions for a shareholder fo propose a person for election as a director of the Company are laid down in article 88 of
the Company's Arficles of Association. No person other than a Director refiring at the meeting shall, unless recommended by the
Directors for election, be eligible for election as a Director at any general meeting unless a notice signed by a shareholder (other
than the person fo be proposed] duly qudlified to attend and vote at the meeting for which such notice is given of his infention
to propose such person for election and also a nofice signed by the person fo be proposed of his willingness to be elected shall
have been lodged at the head office or at the registration office provided that the minimum length of the period, during which
such noticels) are given, shall be at least seven (7) days and that (if the notices are submitted after the dispatch of the nofice of
the general meeting appointed for such election) the period for lodgment of such notice(s) shall commence on the day after the
dispatch of the nofice of the general meeting appointed for such election and end no later than seven (7) days prior to the dafe of

such general meefing.
PROCEDURES FOR SENDING ENQUIRIES TO THE BOARD

Shareholders should direct their questions about their shareholdings to the Company’s Hong Kong branch share registrar and

transfer office: Tricor Investor Services Limited at Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong.

For other enquiries or proposals to the Board, Shareholders may send written enquiries to the Company by
fax: [852) 2850 7066 or mail to Units 2001-05 & 11, 20th Floor, Harbour Centre, 25 Harbour Road, Wan Chai, Hong Kong.

SUFFICIENCY OF PUBLIC FLOAT

As at the date of this report, based on the information that is publicly available to the Company and within the knowledge of the
Directors, the Company maintains a sufficient public float with more than 25% of the issued shares of the Company being held by

the public.
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DIVIDEND POLICY

Dividend Policy is adopted and approved by the board of directors of the Company as the guideline on dividend distribution
regarding future dividends to be paid by the Company with effect from 26 March 2019. The Company is committed to
maintaining sufficient resources and flexibility to meet the Company’ s financial and operational requirements. At the same time,

the Company confinually seeks ways to enhance shareholders’ value o ensure susfainable longterm yields for shareholders.

The dividend payout ratio shall be determined or recommended, as appropriate, by the Board at its absolute discretion affer

taking into account the Company’ s financial results, future prospects and other factors, and subject to:

—  the Articles of Association of the Company;

—  the applicable restrictions and requirements under the laws of the Cayman Islands;

—  any banking or other funding covenants by which the Company is bound from time to time;

—  the investment and operating requirements of the Company; and

—  any other factors that have material impact on the Company .

Under the Cayman Islands Companies Act and the Arficles of Association of the Company, all of our shareholders have equal

entitlement to dividends and disfributions. The Board shall have the right fo review the Dividend Policy from fime fo time as if

deems fit according fo the financial and business development requirements of the Company.

SHAREHOLDERS RELATIONS

The Group is committed to maintaining a high level of transparency and employs a policy of open and timely disclosure of
relevant information o its shareholders. The Board sirives to encourage and maintain constant dialogue with its shareholders
through various means. The Directors host the annual general meefing each year to meet the shareholders and answer their
enquiries. The Company also updates ifs shareholders on its lafest business developments and financial performance through its
annual, interim and quarterly reports. The corporate website of the Company has provided an effective communication platform

to the public and the shareholders.

There has not been any significant change in the Company's constitutional documents during the year ended 31 December
2021.

The AGM will be held at Boardroom 6, Renaissance Harbour View Hotel, 1 Harbour Road, Wanchai, Hong Kong on Thursday,
2 June 2022.
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ABOUT THIS REPORT

The Board is pleased to present the Environmental, Social and Governance [“ESG’) report of the Group for the year ended 31
December 2021 in accordance with the Environmental, Social and Governance Reporting Guide under Appendix 27 of the
Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited. The ESG Report focuses of the principle
business activities of the Group that have significant ESG impacts and covers the susfainability performance and policies on the

Company and its subsidiaries.

ESG GOVERNANCE

As a global leader in building internet communities, the Group believes that it is responsible to promote sustainable development,
to help build a fair and equal society and to achieve high standard of corporate governance. The Group is fully committed to
achieve ESG excellence by effective implementation of the governance structure and strict compliance of the Group's policies.
The Group firmly believes that as the Group follows through on the sustainability visions, the Group would also be put in a great
posifion fo deliver sustainable return for the investors. The Board is responsible for overseeing the management of ESG related
issues and risks in business operations, implementing the ESG strategies, and reviewing the ESG report. In addition, regular
briefings and reporting are arranged to keep the Board abreast of the latest ESG trend and the Group's ESG performance. The
management and staff of the Group with corresponding expertise in ESG issues would assist the Board in idenfifying relevant

ESG issues to the Group, monitoring the progress and implementation of ESG policies, procedures and initiatives.

STAKEHOLDER ENGAGEMENT

Stakeholders’ opinions are important for the Group to achieve continuous improvement. The Group maintains regular
communication channels with key stakeholders, including customers, employees, suppliers, media, shareholders, regulators and
the communities, to undersfand their expectations and address their concerns. The Group collects feedbacks from stakeholders
regularly through a range of channels such as general meetings, Company websites, inferviews, constructive discussions, surveys

and feedback programmes.
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IDENTIFYING MATERIAL ISSUES

Stakeholder participation facilitates the identification of potential risks as well as business opportunities. Based on the stakeholders’
feedback from various communication channels, ESG issues were ranked and prioritised in terms of their importance fo
stakeholders and to the Group's business development. Results of the materiality analysis is presented in the following materiality

matrix:

MATERIALITY MATRIX BEEMsEE

@ 1516
@ 17.18

@ 14 @ 11,12
@ §.910,13

@ 67
@ 12345

HEMFTENEER _
Lower gignificance to the Group’s stakeholders Higher

Laower ﬁﬂﬁ#ﬁﬂﬁ!iﬁ

Higher
Significance to the Group’s Business

ESG Aspects ESG Materiality Topics for the Group

A:  Environmental

AT: Emissions Air Emissions and Gas Emissions

1.
A2:  Use of Resources 2. Waste Management
A3:  The Environment and Natural Resources 3. Energy Consumptions
A4: Climate Change 4. Water and Effluent Consumption
5. Materials Consumptions
6. Environmental Risk Management
7. Climate Changes
8. Human Resources Arrangement
B:  Social Q. Employment and Remuneration Policy
B1: Employment 10. Diversity and Equal opportunity
B2: Health and Safety 11, Employees’ Health and Workplace Safety
B3: Development and Training 12.  Employee Development
B4: labour Standards 13.  Antichild and Forced Labor
BS5:  Supply Chain Management 14.  Supplier Management
B6:  Product Responsibility 15, Quality and Safety of Goods and Services
B7:  Anti-Corruption 16.  Intellectual Property Rights and Profection of Privacy and Data Safety
B8: Community Investment 17.  Anticorruption and Anti-money laundering
18.  Community Investment



86 ANNUAL REPORT

ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT

A. ENVIRONMENTAL PROTECTION

The Group currently engages in online gaming and online education business and its nature of business is not related to
manufacturing or other business which produces emissions (including greenhouse), waste (hazardous and non-hazardous), or
other business which have a significant effect on the environment. Therefore, the Group does not confribute to any significant

impact in these areas.

The Group recognises the importance of implementing policies and strategies in line with best practices to address climate
change risks and mitigate the associated impacts on the Group's business operations. Climate change risks, such as rising sea
levels, extreme weather events and rising temperatures, can impact the Group's business, assets and stakeholders. Therefore,
the Group is committed to doing its part to combat climate change and conserve the recourses by monitoring the Group's most

relevant environmental issues.

Emissions

The Group has enhanced its management of emissions through technological and recycling solutions that seek fo reduce the
emission of relevant pollutants and greenhouse gases, waste discharged into water and land, as well as the generation of

hazardous and non-hazardous waste.

The Group commit o reducing the Greenhouse Gases ("GHG") emissions in line with the Paris Agreement [i.e., fo limit global
warming fo 1.5°CJ. The Group has set ambitious decarbonisation targefs to realise this and will annually purchase enough

carbon credits fo compensate for the remaining GHG emissions and achieve carbon neutrality.

The Group has drastically reduced direct (scope 1) and indirect (scope 2) energy consumption of the Group and will confinue
to decarbonise this by transitioning fo renewable energy at the Group's headquarter, offices and sites. To tackle the emissions
associated with the fransportation of goods, the Group is promoting road fravel where possible, and opening 3 new US hubs,
which the Group anticipates drastically improving routing efficiency. To tackle staff mobility, the Group will revise the global
travel policy with more restrictive travel protocols, learning from the Covid-19-related carbon savings. The Group will also explore
greener fravel incentives for employees in sites where commuting via public fransport is feasible and transitioning towards electric

vehicle use.
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Use of Resources

The Group has been minimizing the adverse effect of ifs business on the environment by enhancing operational efficiency and
implementing environmental measures. All the operations of the Group are committed to ensure compliance with the relevant laws
of the jurisdiction where it belongs and to review the practices of business on a regular basis, in order fo identify methods for

enhancing sustainable development and deploy measures for more effective use of resources.

Environment and Natural Resources

The Group runs its daily office operation with the objectives of energy conservation, adequate utilisation of resources with waste-
recycling, as well as enhancing environment awareness of the staff. The Company has spared no effort to advocate “reducing”,
"re-use” and “recycling” and reduce energy consumption by encouraging the staffs the use of email for infernal and external
communications, using efiles atf the server, double-sided printing and photocopying, promotion of the use of recycled paper,
reduce unnecessary printing and photocopying, making best effort in recycling all office supplies and equipment using LED
lighting and further installation of occupancy and motion sensors, and reducing the packaging around the purchased products,

number of containers and the resultant transport emissions by increasing volume of the container.

Climate change

Climafe change has been an alarming issue all over the world. Some may even coin it as climate “emergency”. Hence, the
Group has identified and assessed the risks of climate change and developed measures to safeguard the safety of its employees,
including strictly complying with relevant extreme weather guidelines issued by the government. The Group has worked out
emergency guidelines and measures fo reduce damage from disaster attacks in the future. The Group will also follow the Carbon
Neutrality Project, which aims to decarbonise the Group through for example, reduction in fransport, which will promote the
Group's environmental credentials and reduce its environmental impact. Policies for climate changes will be reviewed on a

regular basis fo ensure their effectiveness.
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Summary of Environmental Performance

A1: Environmental

Aspect Al: Emissions

KPIAT. T

KPI'AT.2

KPI'AT.3

KPIAT.4

The types of emissions and respective emissions dafa.

Direct (Scope 1) and energy indirect (Scope 2)
greenhouse gas emissions (in tonnes) and intensity (per
ActivPanel)

Total hazardous waste produced (in tonnes) and

intensity (per ActivPanel)

Total non-hazardous waste produced (in tonnes) and

intensity (per ActivPanel)

Greenhouse gas (GHG) emissions relating to
operational acfivities covering buildings, staff mobility
and fransport.

In 2021, the Group’s GHG emissions were
9,610 tCO2e.

Scope 1 = 11CO2e (<1%)

Scope 2 - 288 tCO2e (3%)

Scope 3 - 9,321 1CO2e (97%)

Total = 9,610 tCO2e

KPI = 0.055 tCO2e/ActivPanels sold
Number of ActivPanels sold = 175,088

Hazardous waste produced = 3,100 kg
KPI = 0.0177Kg/ActivPanels sold
Number of ActivPanels sold = 175,088

Non-hazardous waste — 10.4 tonnes
KPI = 0.00006 tonnes/ActivPanels sold
Number of ActivPanels sold = 175,088
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Aspect A2: Use of Resources

KPI A2.1

KPI A2.2

KPI A2.3

KPI A2.4

KPI A2.5

Direct and/or indirect energy consumption by type in
fofal (kWh in "000s) and infensity (per ActivPanel)

Water consumption in total and intensity (per

ActivPanel)

Description of energy use efficiency targef(s) set, and

steps taken fo achieve them.

Description of whether there is any issue in sourcing
water that is fit for purpose, water efficiency fargef(s)

sef, and sfeps faken fo achieve them.

Total packaging material used for finished products {in

tonnes).

Only Electricity used in offices.

Electricity — 892 MWh

KPI = 5.10kWh/ActivPanels sold
Number of ActivPanels sold = 175,088

Woter usage 1,246 m?
KPI = 0.007 m3/ActivPanels sold
Number of ActivPanels sold = 175,088

Electricity used in Office 5% reduction of previous

years usage.

Achieved by additional LED lighting and further

installation of occupancy and motion sensors.

There are no issues sourcing water.

Total weight of packaging materials placed on the
Global market 6,825 tonnes.

KPI= 0.034 tonnes/ActivPanels sold
Number of ActivPanels sold = 175,088
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B. SOCIETY

Employment

The Group offers equal opportunities to all job seekers regardless of race, color, nationality, religion, gender, age, disability or
other bias prohibited by any other relevant lows. The policy of the Group is fo select the most suitable person who corresponds
fo particular job requirements taking intfo account of educational background, working experiences, skills, personal integrity
and considerations such as potential to grow in line with the Group. The Group freats every staff with equality and none of
their appointment, remuneration packages and promotions will be affected on the grounds of their social identity, such as race,

ethnicity, nationality, gender, religion, age, sexual orientation, political grouping and marital status.

In order to affract, nurture and retain qualified employees, the Group is committed to offer professional development opportunities
and a healthy working environment for all the employees. In addition, the Group also pursues the principle of employment with

equality. The Group requires the employees to bear high standard of business ethics and promotes good personal integrity.

The Group conducts reviews of the remunerations and benefits scheme regularly to ensure the remunerations and benefits remain
competitive. Moreover, the Group continues to review the scheme annually and adjusts the remunerations and other benefits of
the employees in accordance with the prevailing market condition, including medical scheme, health check, overseas business

frip insurance, fraining allowance and refirement benefits.

The Group strongly advocates community spirit of mutual respect and equal opportunities. The Group strictly complies with the
laws of Equal Opportunities, including Sex Discrimination Ordinance, Race Discrimination Ordinance, Disability Discrimination
Ordinance and Family Status Discrimination Ordinance. To ensure diversification and equality in career opportunities, the
principles of recruitment, remuneration and promotion of the Group are based on the working experiences, skills and performance

of the employees, who will not be discriminated on the grounds of age, race, disability, gender or family.

As at 31 December 2021, the Group had its overall headcount of 4,834 with 97% of fulltime employees, 89% of the
employees were based in PRC and Hong Kong and the remaining 11% were based overseas including US and UK. Male and
female employees accounted for 62% and 38% of the overall headcount respectively. Employees aged between 30 and 50
accounted for 48% of the overall headcount while employees aged under 30 and above 50 accounted for 44% and 38% of the

overall headcount respectively.
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During the reporting period, the Group recorded a turnover rate of approximately 39%. The table below shows the employee

turnover rate by gender, age group and geographical region:

2021

Turnover

rate*

By Gender

Male

Female

By Age Group
Under 30

Between 30 and 50
Above 50

By Geographical Region
China

Hong Kong

Others

* The tumnover rate is calculated by: (number of employees who left the Group during the year/average number of employees at the

beginning and end of the year) x 100%
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ll.  Health and Safety

Health and safety of employees are the most important obligations concerned by the Group. The Group's management team
endeavors fo identify, assess and eliminate possible health and safety risks existing in the Group's operations. During the past
three years, the Group was not aware of any material work-related health and safety incidents and no work-related fatdlities in

the Group.

1. Safely

1.1. Security sfaff are deployed on duty for 24 hours a day to monitor full coverage of all working venues and they conduct
patrols and inspections strictly to ensure a safe working environment. We have established fire services system and
professional fire services team in place and organise regular fraining sessions on fire safety annually, such as fire and
evacuation drills, rescue drills for lifttrapped victims and explosion prevention drills, to improve our rescue and employees’

selfrescue ability and safety awareness.

1.2. We have also formulated safety standards and rules for practices and operations in various job positions, accompanied by

a comprehensive fraining programme, to ensure the operational safety of employees.

1.3. During the pandemic, the Company has developed clearcut mechanism for epidemic prevention and confrol and gained
in-depth understanding of the relevant procedures including those of entering the Company, quarantine and disinfection,
which enabled us to handle emergencies in an orderly and efficient manner. These helped us to ensure that offices in the
two places will survive the epidemic and resume normal work order quickly. No case of infection was found following the

resumption of work.

2. Health

In compliance with the national EHS regulations, we have continuously improved our environmental safety protective system fo

ensure a safe working environment and hold ourselves accountable fo the society and our employees.

2.1. Material security: The Group has established strict rules for various processes, such as procurement, acceptance inspection

and equipment maintenance, to ensure food safety and normal operation of equipment.

2.2. Energy consumption such as water and electricity has been under sfrict confrol af our workplace to reduce emissions and

save energy.

2.3. We organise regular medical examination for all staff annually and has established a medical clinic with recruited
professional doctors and nurses as well as required facilities to ensure that diagnosis and treatment are provided for
common diseases, and preliminary treatment will be provided to accidental injury cases for timely transfer to hospital for

further treatment.
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lll.  Development and Trainings

Staff Training

NetDragon University is a base for nurturing management and technological talents of the Group. As a powerful support and an
important part of the overall strategy of the Group, NetDragon University is committed to providing professional and systematic
training services to staff. In 2021, NetDragon University assumed the important role of supporting and empowering knowledge
organisation for the whole organization, actively promoting the implementation of knowledge organisation affairs; practicing the
concept of Huayu Education, through knowledge precipitation and best practice extraction, supplemented by different learning
means and learning products, to realize the overall professional capacity of NetDragon, and help the career development of

NetDragon students and the upgrading of NetDragon falents.
Achievements in 202]

In line with the strategic development and key business development of the Company, during 2021, the enterprise-school
cooperation department and Netdragon Digital Education Town formed an integrated system of “industry-teaching-creation”
and continued fo promote the research and study projects in the Education Town; each faculty group made every effort fo assist
the Company in achieving the annual goals of education businessrelated projects and improving the skills of key positions.
In response fo the “corporate affairoriented” concept put forward by the Company, the Company implemented the value of
learning culture, carried out mandatory leaming for all employees, drove the learning atmosphere and empowered employees’
thinking through the quality content production; helped promote the knowledge organisation of the Company, developed fools
for certification development affairs, and promoted the implementation of the certification development affairs of the Company;
in terms of management fraining, the Company esfablished a learning zone for management posts, which iterated management

post courses and promofed management post leaming fo help the Company confinuously upgrade its management.

In 2021, NetDragon University organised a total of 205 various training events with tofal attendance of 111,045 participants

[excluding external forums and teaching within NetDragon University.
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1. External Training:

o NetDragon University and Netdragon Digital Education Town formed an integrated system of “industryfeaching-creation”,
developed and designed four types of curriculum systems and 23 study courses integrated with academic subjects for the

Education Town's study programs, aftracting a total of 5,000 people to the town.

e Through expansion fraining fo support the attraction of Digital Education Town, serving 4,493 people, including 19
sessions of quality development for the external customer team of the Party Construction Institute, 1 session of winter
camp for research and technology sports, and 16 sessions of quality development for research projects, with an average

satisfaction score of 4.85.

° CAFA Design Methodology: Completing “Design Methodology” in the CAFA, the only higher education insfitutions of Arts in the
Ministry of Education, systematic curriculum development and class of the CAFA can boost to achieve the productization target
of Design Methodology curriculum. It is also the best practice of Netdragon Al courseware + practical teaching. Project solution
infegrates electronic textbooks and affair fools, which are education products of the Company, so as to relieve feacher’s teaching
and guidance pressure and enhance efficiency of preparing coursework and class. Enhancing leaming experience of students
through the platform of case study, projectbased leaming, affair tools and design methodology, and educational concept of
leaming-based-onneed are also successfully achieved. The project was of great significance in upgrading design methodology
knowledge curriculum system. lts in-depth feaching model, curriculum design SOP, granular database of teaching activities were

successfully applied in various productization projects of methodology.

e Beijing Normal University's “Design and learning Project”: Supporting the Smart leaming Institute of Beijing Normal
University to complefe research and development and teaching of the 2021 school curriculum of the Design and Leaming
programme. The programme adopted an “online + offline” teaching method, and was based on the “PBL projectbased
learning” and empowered by design methodological fransaction tools. 19 education product designs, covering areas
including subject education, quality education, vocational education and others were accomplished with the joint guidance
of graduate students, undergraduate students, veteran designers and university and college teachers from more than 30
universities and colleges, thus enhancing the innovative design capabilities. Meanwhile, the curriculum not only integrated
NetDragon's concept of “leaming on demand” with products such as Al courseware and electronic textbooks, but also
infroduced design literacy such as “discovering beauty” into the curriculum, helping students fo keep their passion for life. It

was well received by feachers and students.

o Promotion of design methodology in the society: Completing revision of the teaching materials (electronic version) for
Product Design Methods for higher vocational education and delivered a new version of teaching materials to 28 higher
vocational colleges and universities. Follow-up materials would be published and delivered to 143 cooperative colleges
and universifies. At the same time, phase | of design methodology training for teachers was organized and completed
covering 4 colleges and universities. With the aid of online workshop training and certification, sharing of key teaching
strategies and provision of a rich granular database of teaching activities, and teaching programs, college teachers could
therefore prepare and present course materials of “Design Methodology” in a more professional and easier way, in turn

ensuring efficiency in teaching.



ANNUAL REPORT 95

ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT

2. nternal Training:

Mandatory learning programs for all employees: According to the “corporate affairoriented” management needs
of the Company, we have designed and developed more than 20 online series of courses, one course per week, which are
launched from the perspectives of new management concepts, excellent working methods, education concepts and business
products, with clear corporate characteristics and case practices, and each course has achieved 90% of participation and
complefion rate which satisfied the leaming needs of personnel in the development of the organisation in terms of changes in

awareness, cognition and skills. In 2021, we complefed 36 delivery tasks with more than 140,000 participants.

Skills promotion project for key positions: \We continued fo push forward the implementation of the requirements
for upgrading key positions, assisted the education business to promote agile development, and promoted the upgrade of the
research and development system; launched a special Unity source code fraining program fo improve the 3D development
capabilities of the Company; promoted the upgrade of service awareness in Taihe Yayu Company to improve the working
atmosphere and enhance the service experience; used affairs fools as a grip, analyzed personnel skills dafa, and formed The
case sfudy of core value and roadmap for deliberate practice, covering Q0 senior designers in the design center; in-depth talent
fraining cooperation with Fuzhou University and Fujian Normal University, efc., sorfing out the preservice fraining program for
8 key positions in each center, and recruiting more than 40 quality graduates for the Company in total with the new school

recruitment model of training for recruitment.

Senior management seminar projects: According to the voting resulfs of the issues in the “Vice President Strategy
Discussion Pool”, more than 300 senior management students were invited to parficipate in discussion sessions. 110 people
participated in two rounds of discussion sessions in order to conduct team discussions and make collective efforts for the strategic
business issues of the Company, and 92 viewpoints and counfermeasures were collected to support the strategic business

development needs of the Company.

Management training projects: e have launched an online management post learning zone, which includes mandatory
management post courses based on the management requirements of the Company and excellent management theories in the
industry; combined with the problems encountered in the actual work of the management post, we help the management post to
improve their management ability and help the Company to continuously upgrade its management through the form of survey and
research, online microclass pre-study and offline workshop.

Routine training projects:

Skills training: In 2021, NetDragon University organised a fotal of 64 trainings on skills with 4,416participants, including
24 NetDragon Skills Forums with 1,991 participants.

Experiential training: The development of 14 teams was completed with 469 participants.

New staff training: A total of 17 training sessions were organised for new staff with 1,409 participants.
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Certification projects:

Internal affairs certification: \We have completed the design of the certification development methodology tools;
completed the sorting out of the implementation process of the cerfification operation methodology and the design of the
electronic documentation of the certification operation; completed the development and optimization of the cerfification
development methodology course series, and completed the online and offline teaching of TOPTOON customers; completed
the development of eight typical cases in the non-objective category; and in the year of 2021, completed the development/

optimization/cancellation/reuse of a total of 139 subjects.

U3D series certification: In 2021, the Unity programming development primary certification and the Unity programming
development intermediate certification were organized monthly; with 19 participants for the primary certification and 20

participants for the intermediate certification.

Design methodology certification: a fofal of 14 sessions of design methodology primary certification were organised with

233 participants in fotal and 13 sessions of design methodology improvement class cerfification with 37 participants in tofal.
3. Construction of Platform Function and Content:

Construction of platform function: \We launched a new version of the course module (teaching class), which covers the
original open classes and adds classroom practice capabilities and offline session functions; providing sharing functions at the
learning resource level (including the web end); supporting oral questions in the examination module; supporting the validation
of 2 simulated fraining courses, and providing feedback to submit function-related suggestions to help optimize the learning

experience.

Construction of platform content: In 2021, a total of 1,184 courses were uploaded, including 108 training certification

courses.

Platform operation: In 2021, the accumulative learning time was 270,723.23 hours with average learning fime per person
of 24.58 hours. For the three examination questions per day at the Company level: 181 examinations were organized with

average daily participation of 982 persons and a rate of accuracy of 55%.

Overview of administrator cultivation: In 2021, a fotal of 23 administrators were cultivated and the accumulative

number of administrators cultivated amounted to 284 persons.
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IV.  Labour practices

The Group has been in strict compliance with the Employment Ordinance and in no circumstances engaged in any forced labour

or child labour.

V. Management of the Supply Chain

In 2021, Promethean World limited (“Promethean”) had a total of 23 key suppliers. The geographical split of these suppliers was

as follows:
Indicators 2020 2019 2018 2017 2016 2015
Number of Key suppliers! 22 21 23 17 15 11
By region:
Asian countries other than PRC and

Hong Kong 1 3 3 2 2 4 1
Australia o 0 0 0 0 0
UK 1 0 1 2 0 0 1
us 8 7 8 11 5 1 ]
PRC ) 6 7 6 7 5 4
UAE (o} 1 0 0 0 0 0
Hong Kong S 2 2 1 ] 4 3
European Counfries other than UK ] 0 1 2 1 1
Total amounts invoiced by

key suppliers (GBP million) 198.2 1751 246.9 183.7 Q5.8 Q0.7

! Key Suppliers refers to suppliers of products/services whose tofal contract sum amounted to $1m or more in any given year.

Promethean has a documented supplier on-boarding process that is undertaken in respect of significant suppliers of products o
the Group. This process includes a review of quality processes, Health & safety, training & development, labour ethics and the
environment.

The Promethean’s operations team periodically visit significant suppliers in the normal course of business.

During the year, the Promethean Group was not aware that any key suppliers had any significant actual and potential negative
impact on business ethics, environment protection, human rights and labour practices nor was the Group aware that any of them

had any non-compliance incident in respect of human rights issues.

Engaging suppliers: Key ODM suppliers are managed by the Quarterly Business Review (QBR) process.
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The number of suppliers where the practices are being implemented. Promethean’s two suppliers of Interactive Flat Panels account
for 70% of total company spend are managed by the QBR process. Other Key suppliers based on pareto 80% value are

managed by six or twelve month business reviews.

These are implemented and monitored by way of a QBR presentation pack which is produced for the review meeting and

subsequent actions logged and reviewed/ closed out at the following meeting.
VI.  Product Liability
The Group enforces a complete set of infernal policies and procedures on information security management based on the

framework in the “Information Safety Technology and Personal Information Safety Standard” (GB/T 35273-2020) that released

by PRC Govemnment in March 2020, which cover all relevant business lines of the Group. These policies and procedures include

the following:
*  Fullcycle preventive measures covering data collection, fransmission, sforage and usage phases
e Clear definition of data owners' right

®  Mechanism to handle collection of complaints and response procedures

®  Mechanism for reporting of dafa breach incidences

. Data protection impact assessment

° Organizational measures to strengthen information security management
o Regular engagement and cooperation with the regulatory bodies

Privacy and Data Security Principles of the Group are as follows:

Data Collection Phase :

®  Principle of legality: No data collected from any illegal channels

®  Principle of Minimum Necessity: Only collect the data necessary to fulfill the application

e Principle of Autonomy: Set isolated application scenarios and provide unbundled services, allowing for user’s autonomy

®  Principle of Authorized Consent: Fully inform users about the intent, method and range of the data collection before their

Outhorizoﬂon, and no data collection without user authorization
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Data Storage and Transmission Phase :

° Shortest Time Principle: The sforage period is the minimum fime required

e Deldentification Management: Apply de-identification after the data collection, sfore the data separately and strengthen

access and usage confrol

e Encryption Measures: Apply national encryption standard during data storage and transmission

Data Access and Application Phase :

e Principle of Access Control: Implement minimum access control strategy, internal supervision and approval process for dafa

revision and download

° Principle of Purpose limitation: Dafa application must comply with the purpose stated during collection phase, any

applications beyond the stated purpose need separate authorization

e Principle of Publicity Restrictions: Utilize de-identification technology to exclude sensitive information in the presentation of

personal dafa fo protect privacy and security

The Group is committed fo protecting personal data owners' rights during all business operations. Users have explicit rights and

convenient channels fo inquire, revise, delete, revoke the authorization of all their personal data.

The fully complies with all relevant laws and regulations on cross border transmission of personal data to ensure users’ privacy
and personal data are safe and profected. The Group achieved segregated management of onshore and offshore personal data
by implementing effective business structures together with the use of technology infrastructures of the Group. Going forward, the

Group will continue to strive to uphold the highest global standard to enhance Privacy and Data Security.

Based on the standard of a computerised software fest, the Group has performed strictly product inspection, including function
test, weak network test, safety test, compatibility test, integration test and inferface fest, etc. and applied extensively automated
festing fechnology o avoid and control, to the largest extent, risks of human factors to ensure the product functions and various
indexes meet the quality standard. Moreover, for the purpose of a further guarantee for continuous improvement on product
quality and on the quality of the production procedures, the Group has esfablished an analysis mechanism for causes fo defects
and prevention measures for defects through big data management of BUG, along with regular technologies exchanges with

corporates and universities, as well as confinuous improvement and testing for related new tools and new methods.
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The Group has faken the following measures to guarantee product quality:

1. Giving out daily journals on quality, demonstrating on a multidimensional scale the quality and progress of the latest version
of the products, and coordination for issues addressing on a timely basis to avoid and control risks fo the largest extent in

order to ensure the progress of the products;

2. On the basis of the 7 x 24 cloud service of the automated testing technology, performing self-development of a failored
festing cloud platform to conduct various specific tests such as funcfions, compatibility, network and safety for the products

for a comprehensive protection of quality;

3. Strict implementation of the procedures and standards related to quality confrol, including review of product demand, test
activities such as management of test plans, management of fest rules, management of test performance, management of

feedback on risks and management of bug information;

4. Establishment of a quality monitoring and control system through online dial testing, by performing regular/triggered dial
festing tasks automatically to discover production defects in a timely manner, instant monitoring and control of product

quality can be guaranteed;

5. In accordance with the requirements under Cybersecurity law of the PRC (8§ % 2%) and other relevant laws and
regulations, the Group developed standards for security fest and regulations or guidelines for testing in relation to five
areas, namely protection of personal privacy on Apps, information security for users, realname registration, content security
and anti-addiction system of games, Moreover, the Group submitted festing reports on product conformity in a timely
manner using self-developed security scanner and its online quality monitoring technology that is unique in the industry for
the purpose of compliance. These measures supported the Company’s products in complying with laws and regulations of

the State.

6. Minor Internet User Protfection

e To profect minor internet users, 16 self-operated games of the Group (including <Eudemons>, <Conquer>, and
<Heroes Evolved>| are connected to the national realname registration system. Furthermore, the Group implemented
playingtime confrols for minor gamers in accordance with the <Notice on Further Strengthening Regulation to
Effectively Prevent Online Gaming Addictions Among Minors> issued by the National Administration of Press and

Publication.

*  Add age-appropriate reminders in prominent positions within the game download, user registration and user log-on
interfaces of the games according to the requirements by China Audiovideo and Digital Publishing Association, and

applies similar age-appropriate reminders in all promotion materials.

®  Promote the online parental supervision platform launched by the Group to help parents prevent excessive use of
online services by minors and provides allchannel and seamless service support for parents and has a dedicated
process and feam in place to deal with minor gamer refund issues in compliance with relevant regulations and

industry best practices.



ANNUAL REPORT 101

ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT

In 2021, the Group was not aware of any incidents of non-compliance with regulations and voluntary codes concerning
the provision and use of the Group's products and services, including but not limited to, product and service information and
labelling, marketing communications including advertising, promotion and sponsorship, and property rights including intellectual

property rights that have a significant impact on the Group.

Health, Safety and Environment: Promethean limited fransitioned over fo the revised International Environmental Management

Systems Standard ISO 14001:2015 in 2018

In accordance with the ISO 14001 certification requirements, Promethean Limited are subject to annual surveillance audits and
a recertification audit every three (3) years. At the recertification audit, which, due to Covid Restrictions, took place remotely
in July 2021, Promethean Llimited was confirmed as demonstrating that Promethean Limited operated in line with and met the

requirements of ISO14001:2015. The next surveillance audit is expected to take place in July 2022.

An Environmental Management System is a structured framework used by organisations to manage and reduce their impact on

the environment.

It brings with it many benefits for a business, including:

Reduced impact on the environment to maintain a healthy planet for future generations

legal compliance

Reduced operational costs by improving efficiency

e Compefitive advantage during a fender process

The Group has had no health & safety related product recalls during the six years ending 31 December 2021.

Product Recalls

During the six years ending 31 December 2021, Promethean has had no significant product failures. Any normal run rate failures

are covered by Promethean’s warranty offerings.
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Customer Enquiries

Promethean also monitors customer feedback and product related enquiries. Of the customer enquiries received over the course of

the four years ending 31 December 2021, less than 1% of such enquiries result in a complaint.

As per the below table in six (6] years Promethean had 563,829 inbound contacts to the Confact Centre, 405 of these were

complaints, as such only 0.07% were complaints.

Contacts  Complaints %
Year into Support received  Complaints
2016 Q1,615 41 0.04%
2017 Q4,294 76 0.08%
2018 99,818 111 0.11%
2019 113,158 Q3 0.08%
2020 77,600 38 0.05%
2021~ 87,344 46 0.05%
Total 563,829 405 0.07%

* Up to 31 December 2021

The complaints are dealt with on a case by case basis via feedback Customer Safisfaction surveys. These are dealt with by a

dedicated team who record the feedback and in return contact the customers in order to best resolve the complaint.

Classflow and Data Privacy

ClassFlow is a service which collects personally identifiable information from teachers, parents and students. Since its inifial
release in 2014, Promethean has made significant efforts to comply with data privacy regulations around the world. Promethean
has made significant efforts to ensure that it is particularly sensitive to its use of personally identifiable information belonging to
students (children under the age of 18). To that end, Promethean has developed a privacy policy which is constantly updated
with each new release of the Service and takes info consideration the everchanging legal regulatory landscape on a global

level. To date, there have been no incidents of security or data breaches related to the ClassFlow Service.
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Quality Assurance

Promethean’s commitment to a continual improvement in our processes and products is a pillar of our business strategy.
Maintaining quality and achieving customer satisfaction are mutual goals of both Promethean and our Suppliers. To achieve these
objectives, Promethean’s global Quality Assurance is working with our supplier/business partners fo continually improve product/

processes to ensure that very high standards, in terms of Quality, Reliability, Cost and Delivery (QCD) performance, are achieved.

The overall responsibilities include ensuring that Quality Assurance principles are built into the supplier/business partners new
product release and product life cycle processes; driving a culture of continual improvement whilst also ensuring that they maintain

ISO Q001 Quality Management System certification, compliance and other relevant standards.

VII.  Anti-corruption

The Group goes to great length to ensure the employees adhere to business ethics af the highest standard. In December 2001,
the Group released the ‘Employee Disciplinary Action Measures', which provides a full set of code of conduct, including
comprehensive rules related to business ethics. The policy is now at its 7.3 version and has undergone 15 rounds of updates in
the past two decades. Apart from providing frainings to all employees, the Group actively communicate the relevant business
ethics principles to employees of suppliers and business partners. Leveraging the unique technological capability, the Group has
also developed funcfions in the infernal OA system to collect, handle and resolve “complaints and compliments for middle to
senior-level employees” and so called infernal “BUG". These two functions are infended to collect anonymous complaint reports
towards unfair policies and rules, or unethical behavior by certain employees, especially those in middle fo senior levelpositions.
The whistleblower’s information is also being well protected and kept strictly confidential. To ensure proper execution, the Group
has a dedicated Internal Audit Department that works together with the Human Resources Department to implement the program.
Over the years, this robust governance measure has served fo extensively defect problems within the Group operations, leading

fo creation of infernal process and procedures to prevent the same problems from happening.
In addition fo the above, the Group stricily requires all subsidiaries to follow relevant regulations globally, such as ‘Prevention of
Bribery Ordinance’ in Hong Kong, Foreign Corrupt Practices Act” in the US, and the Group has also adopted relevant aspects of

OECD Anti-Bribery Convention rules infto the Group's policies.

During 2021, the Group did not have any fraud cases such as bribery, extortion, fraud and money laundering.
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VIIIl.  Community Contribution (Public Service Activities)

Major Community Contribution Events of NetDragon in 2021

The Group is committed to fulfilling corporate social responsibility in providing feedback to the community by maintaining long-

term susfainability of our businesses and the communities in which we operafe and acfively engaging in community confribution

activities.

The activities undertook by the Group as at 31 December 2021 include:

January

NetDragon’s intelligent classroom solution was adopted as a statewide project by

the Ministry of Education of Sarawak, Malaysia

The Minister of Education, Science and Technology Research of Sarawak state of Malaysia approved
NetDragon’s holistic edtech intelligent education solution, which will be used in the first phase of the
statewide project aiming fo provide local students with equal access fo digital education. The project will
explore whether students could effectively master the skills required by the 21st century society through
digital education. It was also intended to solve the problem of imbalance in the teaching of science and

mathematics subjects caused by shortage of teachers in rural schools.

Fujian Province Huayu Education Technology Limited (BEZE/AKBENKARAT)
(“Fujian Huayu”) participated in the research on the topic of “Blockchain + Chinese

Education”

The research on the topic of "Blockchain + Chinese Education” participated by Fujian Huayu was
successfully completed. The research was initiated by Cultural China Fund under the Chinese Language
and Culture Education Foundation, and brought together an expert research team consisting of Tsinghua
University, Beijing No.4 Online School, Fujian Huayu and other individuals. Through implementation and
results of the research, Fujian Huayu was able to promote the application of blockchain technology in
digital education combining with the characteristics of decentralization, traceability and nontampering of
blockchain technology. This research has generated much value for the enhancement of the credibility of
teaching data, an open and fair education policy, copyright protection of digital education resources, and

consruction of an intelligent and open education ecosystem.
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Fujian Huayu joined hands with the China’s lunar and planetary exploration

projects to explore a new model of space education

Fujian Huayu signed a cooperation framework agreement with #8855 A ARHR LR ) BREF AT
and Kuaike Infelligent Technology (Shanghai] Co., lid.. In the future, Fujian Huayu will cooperate with the
cooperative parties in the areas of education and digital media distribution for China's lunar planetary

exploration projects to develop digital products for popularization of aerospace science education.
p Proj p aignal p pop p

By joining hands with %35 A2 &) and Kuaike Intelligent Technology (Shanghai) Co., Lid. [TRERE &E
A7) and leveraging advanced technologies such as arfificial infelligence and big data, Fujian Huayu
will develop digital products for popularization of aerospace science education, which will fully stimulate
interest of young people to actively explore the mysteries of science, enhance their awareness of the
aerospace and promote pafriotism, and sow the seeds of “ Chinese dream, the dream of flight, the dream
of aerospace” in the young generation, in tumn contributing to the development of China’s aerospace

education.

The 6th Smart Learning Academic Week kicked off and NetDragon supported future

education with its innovative design

The 6th Smart leamning Academic Week was held online from 13 to 20 January 2021, which was
organised by Beijing Normal University, the National Engineering Laboratory of Cyberleaning and
Intelligent Technology and Application for Internet Education (B Et#E# B & e i RIEABR TIEE
§2%), and the Instfitufe of Smart Llearning of Beijing Normal University, in cooperation with Fujian Huayu.
Through holding seminars of specific themes and the Clobal Future Education Design Competition (&%
RIRHBRETAE), local and overseas wellknown academic experts, teachers and representatives from
fechnology enterprises were invited o participate in the event and give deep thought fo the application of
artificial intelligence, analysis of leaming, virtual reality and other technologies in education, as well as the
frend and direction of education reform in the postpandemic era. The event aimed at further strengthening

academic exchanges and promoting twoway empowerment of technology and education.
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A letter of appreciation was issued by the Ministry of Education to Fujian Huayu for

sowing seeds of hope in the poverty-stricken areas

Fujian Huayu received a leffer of appreciafion from the Department of Science and Technology of the
Ministry of Education. It is stated in the letter that: “Fujian Huayu, adhering to a high sense of social
responsibility, has actively responded to the call of the Minisiry of Education, participated in the critical
moves fo implement the cyber intelligence support project, and given a generous donation of hardware
facilities of VR innovation and smart laboratory to the impoverished counties. Fujian Huayu has received full
recognition and heartfelt appreciation from local government of the impoverished counties. The great act
of love by Fujian Huayu has enabled the teachers and students in impoverished areas to share the results
of educational informatization, has sown the seeds of hope in those areas, and has contributed valuable

effort to the cultivating socialist successors in allround development.”

In recent years, the Department of Science and Technology of the Ministry of Education has carried out
in-depth poverty alleviation, through science and technology in colleges and universities, and poverty
alleviation through education, and has taken critical moves for implementation of the cyber intelligence
support project, in order to improve the information infrastructure and teaching environment of schools
in impoverished areas. When taking the critical moves, Fujian Huayu donated hardware facilities of VR
innovation and smart laboratory to three impoverished counties, namely Chuxiong in Yunnan, Ziyun in
Cuizhou and Sanjiang in Guangxi. At the same time, Fujian Huayu also cooperated with the National
Center for Educational Technology fo jointly donate a complete set of products and resources for virtual
experiments, and provide fraining services fo facilitate the enhancement of the level of educational

informatization in local areas.

Fujian Huayu helped to organize the Global Future Education Design Competition (&
BRARRHE R AE) to expand the boundary of individualised education

From 18 to 20 January 2021, the finals of the 2020 Global Future Education Design Competfition”
was successfully held. The competition was organised by Beijing Normal University and implemented
by the Infernational Exchange and Cooperation Office of Beijing Normal University, the student union
of Beijing Normal University, the Smart learning Institute of Beijing Normal University, the International
Research and Training Centre for Rural Education of the UNESCO, and Fujian Huayu, with the theme of
“seeing the future through the pandemic, seeing the world through students, and seeing education through
design”. It aimed af raising society's awareness of inclusive education, promoting the achievement of the
United Nations' Sustainable Development Goals, and preparing rich and effective solutions for the future

education, full of uncertainties, based on the perspective of university students worldwide.
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February

March

NetDragon’s Design Methodology has been used in the classroom of the CAFA!

NetDragon Websoft Inc. allied with CAFA to jointly develop the professional course for game design,
and the course content and effectiveness of teaching were highly appraised by the teachers and students
of CAFA. This cooperation was a beneficial attempt of school-enferprise interaction as well as a useful

exploration of schoolenterprise alliance for cultivation of creative talents.

Fujian Huayu joined hands with Beijing Normal University Education Group (JtEiX
#HE % E) to create Al courseware

Fujian Huayu entered info a cooperative agreement with Beijing Normal University Education Group,
pursuant to which both parties will commence production of the first batch of Al courseware for children’s
music teaching. Fujian Huayu will use Al, 3D and other technologies to simulate real classroom teaching
scenarios to present the knowledge in children’s music feaching and provide lively and interesting feaching
confent so as to provide enlightenment teaching to children in a more intelligent way. It was reported that
the first batch of Al courseware for children’s music teaching would be prioritised o be adopted by 12

kindergartens which were affiliates of Beijing Normal University Education Group.

The Global Digital Education Resource Production Base was selected on the list of
key tasks of the National Digital Economy Pilot Zone (EIRHFEERBRERERTKE
E)

The Fujian Provincial Government issued the “Work Plan for the National Digital Economy Innovation and
Development Pilot Zone (Fujian) " KEIRE F B AT EHRBE (182) T1E7 %)) and announced
the list of key tasks in the pilot zone. The Global Digital Education Resource Production Base under
consfruction by NetDragon was selected as an important sftarting point for the pilot zone to accelerate the
construction of the “Digital Silk Road” (EIF44:#). To be included as one of the key tasks of the National
Digital Economy Innovation and Development Pilot Zone (Fujian) is another important milestone for the
construction of the Global Digital Education Resource Production Base. In the next stage, the base will
make good use of the preferential policies, further accelerate the pace of construction and strive to build a
globally oriented digital education industry highland so that digital education will become a business card

for Digital China to go globall
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NetDragon joined hands with the Institute of Psychology of the Chinese Academy
of Sciences to promote mental health education for primary and secondary school

students

With the professional and systematic mental health education curriculum resources for primary and
secondary schools provided by the Insfitute of Psychology of the Chinese Academy of Sciences, and
integrating with digital fechnologies such as Al, AR, VR and 3D, Fujian Tianquan Education Technology
Limited, a subsidiary of NetDragon, has created scenarios for the use of the “Mental Health Education
Platform for Primary and Secondary Schools” (F/NBLIREEEHE F &). The platfform would provide
support for the 2021 “Positive Psychological Quality Cultivation Project for Primary and Secondary School
Students” (FR/NEAEREROIEMEEEIEE) in Cangshan District of Fuzhou City. 16 experimental
schools, including Maiding Primary School (2£T8/]M2), Cangshan Experimental Primary School (& 1L[&
E /N2 and Fuzhou No. 40 Middle School (f8/NZE A+ £2), will take the lead fo use the platform fo

offer mental health feaching to primary and secondary school students.

Fujian Huayu was elected as the vice chairman unit of the Online Education
Professional Committee (ERHEEZEE) to promote healthy development of online

education

The inaugural meeting of the Online Education Professional Committee of the China Federation of Intemet
Sociefies (H BIA84% T Z4BAEES &) was held in Beijing, and Fujian Huayu was elected as the vice

chairman unit of the Online Education Professional Committee.

The Online Education Professional Commitiee is the third branch of the Federation with 58 member-units
initially, comprising member-units in the federation who are engaging in the field of online education. The
commitiee has strived to unite social organizations, Infernet enferprises, experts and scholars in the field of
online education, build a communication platform, consolidate social consensus, strengthen self-discipline
in the industry, and better gather academic resources and strengths in the industry to promote healthy

development of online education.
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NetDragon joined hands with UNESCO to build a digital education resources

platform for teachers worldwide.

The official website of the UNESCO Institute for Information Technology in Education ([UNESCO
ITE) announced that they would join hands with NetDragon, the world's leading creator of internet
communities, to launch the joint Project “Teacher Capacity Building with Al and Digital Technologies:
Elibrary for Teachers”. The project is aimed to support the ongoing growth and capacity building of
feachers in the era of smart learning by fully unleashing the potential of ICT and Artificial Intelligence [Al).
It would provide around 100,000 educators at global level with open educational resources, free public
fools as well as online and onsite trainings, thereby empowering teachers to deliver quality and equitable

education.

Fujian Huayu joined hands with the fifth Institute of the Ministry of Industry and
Information Technology to build the China Xinchuang Education Big Data Training
and Certification System (R E{ERIHE X BB REFRR)

Fujian Huayu and the Fifth Insfitute of Electronics of the Ministry of Industry and Information Technology
[TIEEPEFE LT have reached a cooperation agreement to jointly build the China Xinchuang
Education Training and Cerfification System. Both parties will establish a website for Xinchuang
Certification and publish training news and related information; all the trainees who participate in the
fraining and obtained the certificate of completion will be listed online in batches; the conditions and forms
of application for companies and schools to apply for Xinchuang Certification will be published; and the
list of companies and schools that have successfully obtained Xinchuang Certification will be published in
batches. Both parties would develop a training course system for enterprises and colleges and universities.
Courses for enterprises will mainly be based on the existing courses by the Fifth Institute of the Ministry
of Industry and Information Technology with appropriate adjustments according to the needs of local
governments and enterprises. New feaching models such as animation and Al will be developed and
embedded. Trainings for colleges and universities, focusing on practical skills, will be developed by Fujian
Huayu according tfo the requirements of different disciplines to meet the needs of graduates to study and

obtain qualification certificates.
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April The project donated by Fujian Huayu were launched in Guizhou and Yunnan
Province to support targeted poverty alleviation through informatization of

education

The virtual experimental products of the central library and the VR innovation and smart laboratory jointly
donated by Fujian Huayu and the National Center for Educational Technology were launched in Minority
Senior Middle School in Ziyun Autonomous County, Guizhou Province (RIZ= & £2) and Beipu Middle
School (AE/HH£2) in Chuxiong Autonomous Prefecture, Yunnan, and were officially put into use. After a
period of classroom practice and exchange of feedbacks, teaching tools including VR virtual experiments
were shown fo have significanily improved teaching effect, were thus wellreceived by teachers and

students.

NetDragon’s Digital Technology has empowered aerospace science education

From 1 to 30 April, the theme exhibition of “The Centennial of the Founding of the Communist Party ® A
Powerful Nation in Aerospace” ((ZE B F * fiR58E) was exhibited at the Cultural Corridor of Nanjing
East Road Metro Station in Shanghai. The theme exhibition was jointly organised by the Lunar Exploration
and Space Engineering Center of China National Space Administration and #2855 A i ARHE (AL )
BREMFE LA with the "Our Space” Innovative and Practice Center ("FFIHIAZE"BIFTEEH ) and
jointly promoted by Kuaike Intelligent Technology (Shanghai] Co., Lid., with full technical support from
NetDragon. The organizer hoped fo showcase major scientific and technological achievements such as
China’s lunar and Mars exploration and manned space missions through the theme exhibition, so that the
public could better understand China's aerospace industry. The exhibition was also presented as a gift for
the centenary of the Communist Party of China to promote the aerospace spirit of vigorous coordination,

selfless dedication, rigor and pragmatism, and the courage fo climb higher.
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Fujian Huayu and the National Center for Educational Technology reached strategic

cooperation to promote the construction of new norm in education

On 13 April 2021, Fujian Huayu and the National Center for Educational Technology officially signed a
strafegic cooperation framework agreement in the Digital Education Town located in Fuzhou. Both parties
would be committed fo creating a new infelligent education model based on emerging fechnologies such
as virtual redlity, artificial infelligence and big data, and exploring the boundary of developing educational

informatization.

Based on the sirategic cooperation agreement, Fujion Huayu and the National Center for Educational
Technology will carry out strategic cooperation in areas such as virtual simulation technology, online
learning, artificial intelligence, game-based leamning so as fo facilitate the development of educational
informatization from multiple dimensions. In the future, both parties will continue to cooperate to develop
more innovative education products based on the new online learning model of “new education
infrastructure” and will establish an online learning service system highlighting the characteristics of
intelligence, independence, selfhelp and progressiveness. Promotion of such products and system will be
conducted in areas which fulfil necessary conditions, with an aim to promote basic education nationwide

fo form a new teaching model combining online and offline education.

“Digital Party Building” summit forum was held in 2021! NetDragon Launched the
“Centennial Celebration Project for the Founding of the Party” (ZE B FEEI2E)

On 23 April, the 2021 "Digital Party Building” summit forum with the theme of “Centennial Communist
Party with a Youthful Spirit, New Empowerment by Digital Party Building” [2¥ BF ESEHTE 2R

§¢) was held in NetDragon Digital Education Town.

At the forum, Fuzhou Digital Party Building (NetDragon) Academy (18 E1F 2 & (485E) 5 Ft), as one
of the organizers, presented the “Centennial Celebration Project for the Founding of the Party” under the
cooperation of the production teams of the projects “Immersive Film Show of 100th Anniversary of the
Founding of the Party” and “Productization of Robots”. It showcased a series of achievements of digital
party building and intfroduced new digital party building products, including the “Permanent Digital Party
Building Exhibifion Hall" created with cuttingedge digital technology; the “CAVE Immersive Film Show of
the Party's History” which highly integrated virtual reality system with education in the history of revolution;
the multi-functional “Party History Study Pod” for individualised and intelligent party history study and
education; and the “Party Building Al Robots” which used arfificial intelligence to help intelligent party
building. In the future, they would also inject new momentum into Fuzhou's “digital party building” to

confinue to serve the grassroots and promote development.
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Smart Learning Institute of Beijing Normal University joined hands with NetDragon
released the Analysis of Informatised Classroom Teaching Behavior (({E2{LREH2

TRD))

On April 26, the Smart Leaming Insfitute of Beijing Normal University and NetDragon jointly released the
report on “Analysis of Informatised Classroom Teaching Behavior” at the Digital Society Subforum of the
4th Digital China Summit (Bt BIZ %1 &). The report was one of the important results of the Digital
China Summit and had positive reference value for promoting in-depth integration of information technology
and classroom feaching process. The Analysis of Informatised Classroom Teaching Behavior provided
a comprehensive insight into the development trend and characteristics of informatised feaching, which
would bring new inspirafion to the whole teaching process from infegration of information technology info

teaching activity design, feaching behavior implementation to teaching evaluation reflection.

Entering the old revolutionary base area: NetDragon donated intelligent education

products to Yan’an Zaoyuan Primary School (ZRZEE/N28)

On 12 May 2021, “Joyful Reading ® Makes Life Better: Igniting Hope, Warming Children’s Hearts” (13
BT - BURF L - 1BBRE ), one of the activifies of the series “Revisit The Old Revolutionary Base
Ared" (EEZFEER) organised by the Game Working Commitiee of China AudioVisual and Digital
Association under the guidance of China Audio-Visual and Digital Publishing Association, was held in
Yan'an Zaoyuan Primary School in Shaanxi Province. NetDragon and 29 caring enferprises entered into
the old revolutionary base area and donated to Yan'an Zaoyuan Primary School a batch of intelligent
classroom software and hardware products and supporting resources, including 101 education PPT
preparation and teaching integrated software, 101 intelligent classroom education software, Prometheus
interactive LCD touch screen and tablefs. Those feaching resources will be used in daily teaching activities
of Yan'an Zaoyuan Primary School to help the construction of intelligent classrooms in the schools in the

old revolutionary base area.

Fujian Huayu became a member of the Chinese Language Alliance (# 3 #:%) and

actively participated in promotion of international Chinese education

Fujian Huayu became a member of the Chinese Language Alliance officially. Through the jointly-
established infemational Chinese education exchange platform, Fujian Huayu will actively communicate
and cooperate with members of the alliance to achieve the exchange, integration and innovation of
information, resources, fools and channels. Joining the Chinese language Alliance is conducive to the
promotion of cooperation between Fujian Huayu and authoritative teaching and research institutions.
It has infroduced an integration of abundant teaching resources, scientific education concepts and the
Company's advanced technology fo create digital Chinese education solutions that fulfilled the demand of
overseas markefs, which in turn effectively meets the needs for inferational Chinese education network fo

improve teaching quality in an allround way in the postpandemic era.
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June

NetDragon launched its digital party building products in Beijing to co-create a

digital party building ecosystem

On May 17, an infelligent party building product launch event and digital party building roundtable
meeting was held by Xinhuanet.com in Beijing, fo which Fujian Huayu's project team of “Good Party
Members of China” was invited. At the meeting, the project team of “China Good Party Members”
released the digital solution for the political life hall of NetDragon's party members (Party Building
Exhibition Hall). The solution aims to provide a low-cost and fastbuilt standardised exhibition hall solution
of "digitalization + education in patriotism and revolutionary tradition” for the governments at all levels,
enferprises and schools. It combines digital fechnologies, such as VR/AR, with education in patriotism
and revolutionary tradition, and enhances the appeal of education in patriotism and revolutionary tradition
by an innovative and excellent cultural presentation and teaching models of education in patriotism and

revolutionary tradition.

Fujian Huayu and Xinhua Net Co.,lid., as strategic partners for many years, will further integrate the
authoritative content system and professional technology system to jointly develop new application

scenarios and explore new development paths fo creafe a digital party building ecosystem.

NetDragon assisted Serbia’s National Teacher Education Informatization Program to

be launched

NetDragon VWebsoft Inc. signed a memorandum of understanding on trilateral strategic cooperation with
the Teacher Education College of the University of Belgrade (B B8 H1E A EHANZ A £0t) in Serbia
and the Serbian Insfitute for Improvement in Education (28R # 520 A B R ZTFA). Pursuant to which they
will jointly facilitate the commencement and launch of Serbia’s National Teacher Education Informatization
Program (hereinafter as the “National Education Program”) to cultivate quality teachers of the digital era
and strengthen the development of teachers for basic education, so as to promote the development of
intelligent education in Serbia through educational research and teacher training. NetDragon has once
again received recognition from Serbian Education Department, after the delegation of Serbian President
Aleksandar Vucic visited the Belgrade Robotics and Artificial Intelligence Education Center (B B#& 2/
BAMATIEGEHE L) which were jointly built by NetDragon in June 2020. This marked a positive

progress of the cooperation for national education between NetDragon and Serbia.
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NetDragon and TCL entered into a strategic cooperation to jointly build a global

education ecosystem

On June 18, NetDragon and TCL signed a sfrategic cooperation agreement in Digital Education Town
in Binhai New Town, Fuzhou. Pursuant to which both parties will jointly design, research and develop
teaching equipment benchmarking products targeted the needs of the global education market for
application scenarios. This sfrong collaboration is a complementary combination of high-end and high-
quality resources, which enables them to jointly build a sofe and efficient interconnected digital education
ecosystem. This will allow more schools and families to access fair and intelligent education terminals and

rich and inferesting contents, in turn add momentum fo the globalisation of the “Education China Initiative”
(BT ZR).

July NetDragon joined hands with China Railway Association (F %) to facilitate
construction of the “Digital Triathlon Sports City” (27 # A =1HE& 2 )

NetDragon Websoft Inc. entered into a strategic cooperation with the China Triathlon Sports Association
(B A = I8EEHE), and the "China Triathlon Sports Association — Netdragon Sports and Education
Integration Experimental Base” (2 B A =IR:E 8 i 2 BRE AL & BEREM) and the "China Triathlon
Sports Association — Netdragon Youth Training Base” (R R A =THEB R EMES D FIIHREH)
were officially launched. Under the guidance of the “Digital Triathlon Goals” (158 =), both parties will
use the Digital Education Town as a carrier to give full play to their respective technological edges and
resources, and would cooperate fo facilitate infegration of sports and education, create smart stadiums,
carry out digitalised event operations, and promote digitalised youth training. Together they would build

the Digital Education Town into a world-renowned “Digital Triathlon Sports City”.

NetDragon and the School of Design of CAFA promoted the establishment of

teaching practice base

The research team of the topic of The Design and Research on Inheritance Model of Intangible Cultural
Heritage under Future Scenarios KARMIG R T IEBBHRRBREABAREHIE)) led by Professor
Zhang Xinrong (5&RAREE), the deputy dean of the School of Design of CAFA, initiated offcampus feaching
practice activities in the Digital Education Town. NetDragon has been relying on the Digital Education
Town to promote cooperation with the School of Design of CAFA for jointly establishing an offcampus
feaching practice base. This activity will further consolidate the functions of the town as an offcampus
feaching practice base, which exploits the functions as a platform of the fown in terms of talent cultivation,

cultural exchange, teaching cooperation, scientific research, team building, etc.
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August

NetDragon participated in the drafting of China’s first association standard for

game audio design and development process

China Audio~video and Digital Publishing Association officially released the Association Standard for the
Game Audio Design and Development Process ((#285E SAREFTEEFIEEMAE)) (hereinafter referred fo as
the “Standard”), which is the first standardised references to the development process in the Chinese game
audio industry in China. It gives a standardised reference fo the development process. As a leading global
internet community creafor and one of the pioneers of online games in China, NetDragon Websoft Inc.
participated in the drafting of the Standard. Practitioners believe that the release of the Standard has a
positive effect on standardization of the development of gome audio design process, improving the overall
production quality of China’s game products, and promoting the development of China’s game research

and development o a higher level.

NetDragon signed a memorandum of understanding with the Ministry of Education

in Thailand to launch English Smart Classroom Lab project

NetDragon has signed a memorandum of understanding with the Office of the Basic Education
Commission of the Ministry of Education in Thailand to build English smart classroom laboratory for local
schools in Thailand. The signing of the memorandum of understanding is an important milestone for the
Ministry of Education in Thailand to achieve Education 4.0 program, which aims to nurture Thai students
with global competitiveness to embrace the new economic era of innovation and digital technology. This
collaboration will have a positive and transformative impact on education in Thailand, which it will not
only help fo improve the quality of education in Thailand, but also contribute to the longterm development

of the Thai economy.

Fujian Huayu reached strategic cooperation with Children’s Fun Publishing Co., Ltd.

Fujion Huayu reached a sfrategic cooperation framework agreement with Children’s Fun Publishing Co.,
lid. Both parties will leverage on their advantages in resources, technology and channels, actively explore
the infegrafion and innovation of information technology and paper publications, and jointly study the
combination of localised contents and overseas publications. The promotion and application of digital
reading interactive experience model in the market will be promoted, and the development, sharing and

use of high-quality digital resources will be continued to promote.
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September

Fujian Huayu has established a strategic cooperation with China Science Publishing
& Media Group Ltd.

Fujian Huayu and China Science Publishing & Media Group Lid. established strategic cooperation
agreement, both will collectively organize educational informatization of online and offline quality
publishing resources and channel resources, and cooperate fo develop short videos for science
popularization of educational products. At the same fime, both parties will make use of their industrial
advantages fo build a global data base with experts and scholars and construct a vertical infellectual

network social platform based on content.

Strait Digital Sports Competition was successfully held and injected new energy to

digital sports

2021 Strait Digital Sports Competition came o an end at the Education Conference and Exhibition Center
of Changle Digital Education Town in Fuzhou. As a highlight project of the Qth Straits Youth Day (/875
#), 2021 Strait Digital Sports Competition was collectively held by Fujian Radio & Television Network
and Netdragon Websoft Holdings Limited. In the future, an in-depth cooperation in vertical fields of
eSports can be further promoted across the Strait, to set up an eSports culture communication platform and
explore a breakthrough for eSports together. It can promote straits youth to cooperate in the fields of talents
fraining, culture and creativity, digital content and innovation and entrepreneurship, and collectively boost

the eSports industry in China moving forward to a new stage of high-quality development.

Esports communication activity as a bridge, 2021 Strait Digital Sports Competition facilitated exchanges
between straits youth and industry players, and provided new development opportunities for cross-strait
eSports. At the same time, faking advantage of the form of eSports and taking the opportunity of those
activities, the Fujian model of exploring the TV + digital sports industry was launched, and a new track

was set up for the construction of digital economy.
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October

NetDragon and the Ministry of Education of Ghana signed a memorandum of

cooperation to implement the nationwide blended learning system

NetDragon announced that it signed a memorandum of cooperation with the Ministry of Education of
Chana. Both parties will establish a longterm cooperative relationship. NetDragon will invest in a range of
solutions and services fo help the Ministry of Education of Ghana achieve its education goals and ensure
equal access o quality education and lifelong leaming opportunities for all Ghanaians. This collaboration
aims fo ensure that everyone has access to a quality education regardless of socio-economic conditions
and geographical location. Moreover, this blended learning system integrates cutting-edge education
fechnology into the education sysfem, to develop the skills the young people need, so as to boost the
social and economic development. At the same time, it will also revolutionize teaching methods, benefiting

Q.3 million students across Ghana.

NetDragon’s successful cooperation in Africa was included in the China-Africa
Economic and Trade Cooperation: Case Studies and Plans ((F K E SERHIHRE))

The 2nd China-Africa Economic and Trade Expo was held at Changsha. Prior 1o its opening, the China-
Africa Economic and Trade Cooperation: Case Studies and Plans, a highlight of the Expo, was also
officially launched. That case study demonstrates the achievements and experience of China-Africa
economic and frade cooperation in all aspects. The case of China-Egypt digital education cooperation
presented by NetDragon was included in the chapter of “Technology Innovation and Digital Economy”".
It shares good experiences and practices of China-Africa economic and frade cooperation, fo accelerate

China-Africa economic and trade cooperation fo develop to a higher level with better quality.

Live-teaching of Design Methodology in K12 class of “Red Army’ Schools”

Design Methodology, which was once taught in some renowned schools like Harvard University and the
CAFA, finally comes o ifs first K12 editionl On October 25, Liu Dejian, the chairman of NetDragon, was
invited by the Fuzhi Spiritual Education Center to teach at Nanyang Red Army" Schools, Yulingiao Battle
Red Army’ Schools, Baisha Gutian Meeting Spiritual Red Army" Schools, Zhiluo Battle Red Army” Schools
and Caixi Shi Ming Red Army" Schools through remote live broadcasting. Students from those 15 Red

Army’ Schools attended a design enlightenment course with the theme of Litle Designers.

Design Methodology reached another phased achievement in teaching in K12 class. It can help children
fo gradually gain a deeper understanding of design-related knowledge, expand their logical thinking
and practical skills, and set a benchmark and model for the curriculum to enter more primary schools

nationwide in the future.
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TO THE MEMBERS OF NETDRAGON WEBSOFT HOLDINGS LIMITED

(incorporated in the Cayman Islands with limited liability)

OPINION

We have audited the consolidated financial statements of NetDragon Websoft Holdings Limited (the “Company”) and its
subsidiaries [collectively referred to as the “Group”) set out on pages 124 to 304, which comprise the consolidated statement of
financial position as at 31 December 2021, and the consolidated statement of profit or loss and other comprehensive income,
consolidated statement of changes in equity and consolidated statement of cash flows for the year then ended, and nofes fo the

consolidated financial statements, including a summary of significant accounting policies.

In our opinion, the consolidated financial statements give a frue and fair view of the consolidated financial position of the Group
as at 31 December 2021, and of its consolidated financial performance and its consolidated cash flows for the year then ended
in accordance with Hong Kong Financial Reporting Standards ["HKFRSs") issued by the Hong Kong Institute of Certified Public
Accountants ["HKICPA") and have been properly prepared in compliance with the disclosure requirements of the Hong Kong

Companies Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong Standards on Auditing ("HKSAs") issued by the HKICPA. Our
responsibilifies under those standards are further described in the Auditor's Responsibilifies for the Audit of the Consolidated
Financial Statements section of our report. We are independent of the Group in accordance with the HKICPA's Code of Ethics
for Professional Accountants (“the Code”), and we have fulfilled our other ethical responsibilities in accordance with the Code.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the consolidated
financial statements of the current period. These matters were addressed in the context of our audit of the consolidated financial

statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters.
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TO THE MEMBERS OF NETDRAGON WEBSOFT HOLDINGS LIMITED (Cont’d)

KEY AUDIT MATTERS (Cont'd)

Key audit matter
Recognition of revenue from online and mobile games

We identified the recognition of revenue from online
and mobile games as a key audit matter due to financial
significance of revenue to the consolidated financial statements.

Online and mobile games revenue of approximately
RMB3,64 1,562,000 for the year ended 31 December 2021
was recognised dfter the actual usage of the game points in the
online and mobile games by the customers for obtaining virtual
products or premium features. Advance received in respect of
unutilised game points and those arising from inactivated pre-
paid game cards is recognised as contract liabilities.

How our audit addressed the key audit matter

Our procedures in relation fo the recognition of revenue from
online and mobile games included:

e evaluating both key manual and automated controls over
the revenue recognition process in respect of online and
mobile games revenue;

e obtaining calculation of online and mobile games
revenue and performing recalculation of the revenue with
reference fo game points ufilised by customers during the
year, on a sample basis, using computer-assisted audit
techniques;

e performing substantive analytical procedures on the
self-developed online and mobile games revenue with
reference to game points utilised by customers, on a
sample basis, during the year;

e performing recalculation of the corresponding contract
liabilities with reference to the unutilised game points, on
a sample basis; and

e obfaining the report which contains the unufilised game
poinfs generated by the computer system and performing
festing, on a sample basis, by computer-assisted audit
techniques.
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KEY AUDIT MATTERS (Cont'd)

Key audit matter

How our audit addressed the key audit matter

Impairment of goodwill and intangible assets with indefinite useful lives

We identified the impairment of goodwill and infangible assets
with indefinite useful lives arising from historical acquisitions
as a key audit matter due to the use of management’s
estimation of the value in use of the cash-generating unifs to
which goodwill and intangible assets with indefinite useful
lives are allocated, in the course of management's impairment
assessment.

In management's impairment assessment, it requires the
estimation of the recoverable amount of the cash-generating
units fo which goodwill and infangible assets with indefinite
useful lives have been allocated, which is the higher of the
value in use or fair value less costs of disposal. The value in
use calculation requires the Group to identify cash-generating
units, estimate growth rates in cash flow forecasts and suitable
discount rate applied fo these forecasts in order fo calculate the
present value.

The carrying amounts of goodwill and intangible assets
with indefinite useful lives were RMB217,087,000 and
RMB229,500,000 respectively as at 31 December 2021.
Details of goodwill and intangible assets with indefinite useful
lives and the impairment tesfing on goodwill and infangible
assets with indefinite useful lives are disclosed in Notes 23, 17
and 24 to the consolidated financial statements respectively.

Our procedures in relation fo the impairment of goodwill and
infangible assets with indefinite useful lives included:

®  obtaining the cash flow forecasts provided by the
management, and assessing the reasonableness of the
assumptions and methodologies used by management in
their impairment assessment by comparing the cash flow
forecasts, growth rates and discount rate used in these
forecasts to the future business plan, market dato and
industry benchmarks;

e evoluating the accuracy of management's forecasts by
comparing previous forecasts with historical results;

®  cvaluating the sensitivity analysis of the forecasts for
reasonably possible change in any of the assumptions
made; and

®  involving our internal valuation specialist to assess the
appropriateness of the underlying valuation methodology
and discount rafe applied in the cash flow forecasfs.



ANNUAL REPORT 121

INDEPENDENT AUDITOR’S REPORT

TO THE MEMBERS OF NETDRAGON WEBSOFT HOLDINGS LIMITED (Cont’d)

OTHER INFORMATION

The directors of the Company are responsible for the other information. The other information comprises the information included

in the annual report, but does not include the consolidated financial statements and our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we do not express any form of

assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other information and,
in doing so, consider whether the other information is materially inconsistent with the consolidated financial statements or our
knowledge obtained in the audit or otherwise appears to be materially misstated. If, based on the work we have performed, we
conclude that there is a material misstatement of this other information, we are required fo report that fact. We have nothing to

report in this regard.

RESPONSIBILITIES OF DIRECTORS AND THOSE CHARGED WITH GOVERNANCE FOR
THE CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation of the consolidated financial statements that give a true and
fair view in accordance with HKFRSs issued by the HKICPA and the disclosure requirements of the Hong Kong Companies
Ordinance, and for such infernal control as the directors determine is necessary to enable the preparation of consolidated

financial statements that are free from material misstatement, whether due to fraud or error.
In preparing the consolidated financial statements, the directors are responsible for assessing the Group's ability to continue as
a going concern, disclosing, as applicable, matters related to going concemn and using the going concern basis of accounting

unless the directors either intend fo liquidate the Group or fo cease operations, or have no redlisfic alfernative but fo do so.

Those charged with governance are responsible for overseeing the Group's financial reporting process.
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INDEPENDENT AUDITOR’S REPORT

TO THE MEMBERS OF NETDRAGON WEBSOFT HOLDINGS LIMITED (Cont’d)

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free from
material misstatement, whether due fo fraud or error, and to issue an auditor’s report that includes our opinion solely to you, as a
body, in accordance with our agreed ferms of engagement, and for no other purpose. VWe do not assume responsibility fowards
or accept liability to any other person for the confents of this report. Reasonable assurance is a high level of assurance, but is
not a guarantee that an audit conducted in accordance with HKSAs will always defect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably

be expected fo influence the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise professional judgment and maintain professional skepticism

throughout the audit. We also:

° Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or error,
design and perform audit procedures responsive fo those risks, and obtain audit evidence that is sufficient and appropriate
fo provide a basis for our opinion. The risk of not defecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of

internal control.

e Obtain an understanding of internal control relevant to the audit in order o design audit procedures that are appropriate in

the circumsfances, but not for the purpose of expressing an opinion on the effectiveness of the Group's internal control.

e FEvaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related

disclosures made by the directors.

e Conclude on the appropriateness of the directors’” use of the going concem basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists related fo events or conditions that may cast significant doubt on
the Group's ability fo continue as a going concern. If we conclude that a material uncertainty exists, we are required to
draw attention in our auditor’s report to the related disclosures in the consolidated financial statements or, if such disclosures
are inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to the dafe of our

auditor’s report. However, future events or conditions may cause the Group fo cease fo continue as a going concem.
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INDEPENDENT AUDITOR’S REPORT

TO THE MEMBERS OF NETDRAGON WEBSOFT HOLDINGS LIMITED (Cont’d)

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS (Cont'd)

° Evaluate the overall presentation, structure and confent of the consolidated financial statements, including the disclosures,
and whether the consolidated financial statements represent the underlying transactions and events in a manner that

achieves fair presentation.

e Obfain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within
the Group fo express an opinion on the consolidated financial siatements. VWe are responsible for the direction, supervision

and performance of the group audit. VWe remain solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the

audit and significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

We also provide those charged with govemnance with a statement that we have complied with relevant ethical requirements
regarding independence, and to communicate with them all relationships and other matters that may reasonably be thought to

bear on our independence, and where applicable, actions taken to eliminate threats or safeguards applied.

From the matters communicated with those charged with governance, we defermine those matters that were of most significance
in the audit of the consolidated financial statements of the current period and are therefore the key audit matters. VWe describe
these matters in our auditor’s report unless law or regulation precludes public disclosure about the matter or when, in extremely
rare circumstances, we determine that a matter should not be communicated in our report because the adverse consequences of

doing so would reasonably be expected to outweigh the public inferest benefits of such communication.

The engagement partner on the audit resulting in the independent auditor’s report is Lee Ka Kei.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

29 March 2022
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2021

2021 2020

NOTES RMB’000 RMB'000

Revenue 5 7,035,496 6,137,640
Cost of revenue (2,512,930) (1,966,376)
Gross profif 4,522,566 4,171,264
Other income and gains 5 223,893 230,884
Impairment loss under expected credit loss model, net of reversal 7 (8,077) 1,607
Selling and marketing expenses (955,413) (893,513
Administrafive expenses (955,673) (Q03,111)
Development costs (1,159,308) (1,175,928)
Other expenses and losses 5 (266,118) (326,817
Share of results of associates (14,807) (15,080
Share of results of joint ventures (1,586) (1,783

Operating profit 1,385,477 1,087,523
Inferest income on pledged bank deposits 819 3,263
Exchange gain on financial assets at fair value through profit or loss,
bank borrowings, convertible and exchangeable bonds
and derivative financial instruments 18,605 45,302
Fair value change on financial assets at fair value through profit or loss 20,299 51,733
Fair value change on derivative financial instruments (2,879) 43,323

Finance costs 6 (185,896) (157,680)

Profit before taxation 1,236,425 1,073,464
Taxation Q (253,067) (217,644)

Profit for the year 10 983,358 855,820
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2021

2021 2020
NOTE RMB’000 RMB'000

Other comprehensive [expense) income for the year, net of income tax:

ltem that may be reclassified subsequently to profit or loss:

Exchange differences arising on franslation of foreign operations (24,716) (11,568)
ltem that will not be reclassified to profit or loss:
Fair value (loss) gain on equity instruments
at fair value through other comprehensive income (2,645) 6,042
Other comprehensive expense for the year (27,361) (5,5206]
Total comprehensive income for the year 955,997 850,294
Profit (loss) for the year attributable to:
— Owners of the Company 1,062,060 953,501
— Non-confrolling interests (78,702) (97,681)
983,358 855,820
Total comprehensive income (expense) for the year attributable to:
— Owners of the Company 1,036,088 Q44,235
— Non-controlling interests (80,091) (93,941)
955,997 850,294
RMB cents RMB cents
Earnings per share 13
- Basic 191.67 171.19
— Diluted 191.58 170.96
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AT 31 DECEMBER 2021

ANNUAL REPORT

Non-current assets

Property, plant and equipment

Rightof-use assets

Investment properties

Intangible assets

Interests in associates

Interests in joint ventures

Equity instruments at fair value through other comprehensive income
Financial assets at fair value through profit or loss

Loan receivables

Other receivables, prepayments and deposits

Deposits made for acquisition of property, plant and equipment
Goodwill

Deferred tax assets

Current assets

Properties under development

Properties for sale

Inventories

Loan receivables

Trade receivables

Other receivables, prepayments and deposits
Contract assefs

Amount due from a related company

Amounts due from joint ventures

Tax recoverable

Financial assets at fair value through profit or loss
Restricted bank balances

Pledged bank deposits

Bank deposits with original maturity over three months

Bank balances and cash

NOTES

2021
RMB’000

1,939,499
428,278
77,062
772,309
35,119
14,977
8,105
266,078
8,220
37,543
4,690
217,087

135,076

3,944,043

316,872
205,273
685,117
22,207
831,986
481,455
11,692
2,945
25,273
1,852
7,828
1,047
630,000

3,717,246

6,940,793

2020
RMB'000

1,092,708
455,011
76,529
625,771
49,659
16,563
10,808
281,194
10,421
62,841
3,630
241,332

43,437

3,869,904

263,915
253,367
316,909
22,042
525,353
399,537
12,236
47

Q74
14,035
5,781
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AT 31 DECEMBER 2021

Current liabilities

Trade and other payables

Contract liabilities

Lease liabilities

Provisions

Derivative financial instruments
Amount due to an associate

Amount due to a joint venture
Convertible and exchangeable bonds
Bank borrowings

Dividend payable to non-controlling interests

Tax payable

Net current assets
Total assets less current liabilities

Non-current liabilities

Other payables

Convertible preferred shares
Convertible and exchangeable bonds
Bank borrowings

lease liabilifies

Deferred tax liabilities

Net assets

NOTES

2021
RMB’000

1,455,221
357,240
63,571
88,784
42,565
936
15,000
402,910

127,882
2,554,109
4,386,684

8,330,727

10,763

1,069,874

95,370

__8o1m

1,256,118

7,074,609

2020
RMB'000

1,091,369
405,483
56,224
71,501
40,894
3,484
593
15,351
154,597
Q99

121,083
1,960,678
4,162,633

8,032,537

5,409
Q76,765
191,073
116,453

Q0,907
1,380,607

6,651,930
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AT 31 DECEMBER 2021

ANNUAL REPORT

NOTE

Capital and reserves
Share capital 42

Share premium and reserves

Equity attributable to owners of the Company

Non-controlling inferests

2021
RMB’000

39,795

7,274,605

7,314,400

(239,791)

7,074,609

2020
RMB'000

40,951

6,766,393

6,807,344

(155,414)

6,651,930

The consolidated financial statements on pages 124 to 304 were approved and authorised for issue by the Board of Directors

on 29 March 2022 and are signed on its behalf by:

Zheng Hui

DIRECTOR

Leung Lim Kin, Simon

DRECTOR
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31

DECEMBER 2021

Attrbutable to owners of the Company

Equity
instruments
atfair value
Employee through other
Capitel Property  Treasury  shore-based comprehensive Non-
Shore Share  redempfion Other Copital ~ Statutory  Dividend  revaluation share compensation  Translation inome  Retained controlling Totol
capital ~ premium reserve reserve Teserve  reserves reserve eserve Teserve reserve reserve Teserve profis  Subtotal  inferests equity
B OO0 RVBO00 RB000 AB000 R0 RVB000 RB000 B0 RBIO00 RVB000 B0 R0 MB000 AB000 B0 B0
[Note o] (Noke ) [Nole¢| [Note o] (Nole |
At Jonuory 2020 BB 1563863 6652 20498 10035 452,003 118,824 0449 [25,841] 0083 (101193 7704 3de6680 55931 (285273 5361048
Proftossforthe yeor - - - - - - - - - - - - 953,301 953,501 (97681 855,820
Oher comprehensive [expense] income fo e year - - - - - - - - - - (13,589 4303 - 9.266) 3740 5,529
Totl comprehensie fexpense ncome for e yeor - - - - - - - - - - 13,589 433 053301 944235 (93.941) 850204
Isste of new shores 2318 694309 - - - - - - - - - - - 09,627 - 69,607
Repuchase ond concellaion of shores ) (43,005 213 - - - - - - - - - (213 43.308) - (43,308)
Shores isted upon evercie of hore opfons u 2665 - - - - - - - [665) - - - 2014 - 2004
Recogpion of orled by o subsdiory - - - - - - - - - - - - - - 8 8
Recogniion of equiysefed ovebased poymes - - - - - - - - - 3109 - - - 35109 - 35100
Aworded shores foreled - - - - - - - - - [3.066) - - - (3,066 - (3066|
d shoes vesed o enployess - - - - - - - - 6706 7.580) - - 874 - - -
Contribution from non-contrlling inferests of
sibsidiores - - - (288) - - - - - - - - - (288) 288 2000
Acaqisiion of addiional equiy infress through
conversion of coneible bonds of o subsicory - - - (174421 - - - - - - - - - (17441 174401 -
Aequistion of additional equily interes's from
norcontling shoreholdts - - - 1349 - - - - - - - - - 1349 (5,118 (0,467)
Acquisiion ofssicres [Note 44 - - - - - - - - - - - - - - 6,250 6,250
Acquision of csslsrough ocavision of o subsidry
Note 43 - - - - - - - - - - - - - - 6,506 6,500
Deemed dlsposal of subsidiaries fo noncontollng
shareholders Nole - - - 10530 - - - - - - - - - 10530 10,530 -
Fialdhidend for 2019 paid - - - - - - [18eY - - - - - 7480 (126290 - K0
Inerim dividend for 2020 declored o paid - - - - - - - - - - - - (128,780) (128.780) - [128780)
Diiderd poyabe o nonconolig rerests - - - - - - - - - - - - - - %) %9
Fialdhidend for 2020 poposed - - - - - - 118,044 - - - - - (1804 - - -
Trongfes - - - - - 29380 - - - - - - 29.380) - - -
¢ 31 Decenter 2020 0951 221974 6,805 (145,030) 10035 181,583 118044 049 (19,133 52831 (114782 (3381 4137172 680734 (155414 6651930

A1 onuary 2021 40951
Prft s for e e

Oher comprehensie excensefor the yeor
Toolcompehensie fepense] ncome for e year

Repurchase and cancelion of shores
Shares sted uponevecie of e opons
ed by

Recogriion f shore awerds g
Recogpon of equiyseted horetased poymens

astbsidoy

Awerded shres ond shore opons fofeied

d shoes vesed o enployess

\cquisifon of addifional equity interesis from
noncorioling shocholders

Deemed dsposol of subsidioes fo
orcontling shoreholdts[Nofe i

Fina ividend for 2020 paid

I cidend for 2021 decred end poid

Specil e dhvidend or 2021 proposed

Fialchidend for 2021 proposed

Tindes

A1 31 December 2021

(241,199)
653

6,865

(185,030)

(118,044)

632,197
178317

18,904
(1,841)

648 (T00)

(14782)

(24,095)

(3,381)

(1877

437172
1,062,060

(1,185)

519

i
(185.236)
(632,197)
(178317)

(83,552}

6,807,304
1,062,060
(2597

(185414)
(78,702)

6,651,930
983,358

(242,384)
4517
18,904
(5,060)

(3,004

%l
(17,100
(185236)
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CO

NSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2021

Notes:

The amount represented the nominal value of the shares repurchased by the Company.

Other reserve represented the difference between the consideration and the carrying amount of net assefs value resulting from disposal of
equity interests in subsidiaries that do not result in loss of control, acquisition of additional equity inferests in subsidiaries and contribution

from non-controlling inferests, which are accounted for as equity transactions.

Capital reserve arose on combining the results and financial positions of the companies of 1@ AT BT B A4 5 BT BR AR (Fujian

NetDragon Websoft Co., lid.) (“NetDragon (Fujian]") using the principles of merger accounting.

As stipulated by the relevant laws and regulations for enterprises in the People’s Republic of China (the "PRC"), the Company's PRC
subsidiaries are required to maintain statutory reserves. Appropriation fo such reserve is made out of profit affer taxation as reflected in the
statutory financial statements of each of the PRC subsidiaries while the amounts and allocation basis are decided by its board of directors
annually. The statutory reserves can be used to make up prior year losses, if any, and can be applied in conversion info capital by means

of capitalisation issue.

Treasury share reserve comprises the consideration paid for the treasury shares held for the share award scheme, including any aftributable

incremental costs for the purchase of shares under the share award scheme.

During the year ended 31 December 2021, there was gain on deemed disposal arising from vesting of 200,000 ordinary shares of Best
Assistant Education Online Limited (“Best Assistant”) to the non-controlling shareholders. During the year ended 31 December 2020, there
were gains on deemed disposal arising from (i} vesfing of 200,000 ordinary shares of Best Assistant o the non-confrolling shareholders
and (i) the issue of 10,810,741 ordinary shares of Best Assistant for acquisition of additional 45% equity interest in 101 Education
Technology Co. lid. [“101 Cayman”) which was previously known as an associate of the Group which was detailed in Note 44 to the

consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2021

2021 2020
RMB’000 RMB'000
OPERATING ACTIVITIES
Profit for the year 983,358 855,820
Adjustments for:
Taxation 253,067 217,644
Finance costs 185,896 157,680
Depreciation of property, plant and equipment 196,839 196,340
Depreciation of right-ofuse assefs 79,475 84,951
Amortisation of intfangible assets 130,790 109,046
Impairment loss of goodwill 19,165 75,226
Impairment loss of infangible assefs 1,765 52,687
Impairment of interest in an associate 22,570 -
Impairment loss under expected credit loss model, net of reversal 8,400 (1,607)
Net loss (gain) on disposal of property, plant and equipment 384 (11)
Fair value change on financial assets at fair value through profit or loss (20,299) (51,733)
Fair value change on derivative financial instruments 2,879 (43,323)
(Gain) loss on fair value change in investment properties (2,222) 14,714
Interest income on bank balances, loan receivables,
refundable rental deposits and pledged bank deposits (54,833) (35,327)
Share-based payments 13,885 32,125
Share of results of associates 14,807 15,080
Share of results of joint ventures 1,586 1,783
Impairment loss of deposit paid for property, plant and equipment 68 -

Write-down of inventories 1,049 631
Fair value loss upon transfer from properties for sale to investment properties - 145

Bargain purchase gain arising from acquisition of subsidiaries - [6,524)

Operating cash flows before movements in working capifal 1,838,629 1,675,347
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CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2021

Increase in inventories
(Increase) decrease in trade receivables

Decrease in confract assets

Increase in other receivables, prepayments and deposits

Increase in properties under development
Decrease in properties for sale

Increase in trade and other payables

Decrease in contract liabilities

Increase in provisions

Decrease in amount due fo a related company
(Decrease) increase in amount due fo an associate

(Decrease) increase in amount due to a joint venture

Cash generated from operations
Inferest paid

Income tax paid

NET CASH FROM OPERATING ACTIVITIES

2021
RMB’000

(369,257)
(321,317)
544
(48,113)
(54,491)
49,628
389,072
(48,243)
19,674
(2,548)
(593)

1,452,985
(68,042)

(358,236)

1,026,707

2020
RMB'000

(76,441)
165,462
6,007
(27,801)
(56,193
28,476
59,057
(124,014)
4,471
(105)
3,227
593

1,658,176
(101,328]

(227 ,197)

1,329,651
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CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2021

2021 2020
NOTES RMB’000 RMB'000

INVESTING ACTIVITIES
Purchase of property, plant and equipment (138,165) (253,747)
Placement of bank deposits with original maturity over three months (730,000) (35,214
Acquisitions of subsidiaries 44 - 7,385
Acquisition of assets through acquisition of a subsidiary 45 - (43,000)
Purchase of intangible assets (292,643) (63,589)
Deposits made for acquisition of property, plant and equipment (5,724) [3,065]
Investment in an associate (22,837) (20,000)
Investment in a joint venture - (6,000)
Repayment from associates - 2,262
Advance fo a joint venture (1,971) ([695)
Repayment from a related company 47 802
Repayment from a director - 400
Placement of restricted bank balance (7,828) (2,000)
Placement of pledged bank deposits - (340)
Withdrawal of bank deposits with original maturity over three months 132,861 -
Inferest received 44,119 32,030
Repayment of loan receivables 1,720 3,093
Withdrawal of restricted bank balance 2,000 1,478
Proceeds from disposal of property, plant and equipment 1,649 1,014
Withdrawal of pledged bank deposit 145,000 -
Purchase of financial assets at fair value through profit or loss (6,956,500) (258,970
Proceeds from disposal of financial assets at fair value through profit or loss 6,989,592 5,600

NET CASH USED IN INVESTING ACTIVITIES (838,680) (631,9506]
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CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2021

2021 2020
RMB’000 RMB'000

FINANCING ACTIVITIES

New bank borrowings raised 412,134 258,068
Proceeds from shares issued upon exercise of share options 4,517 2,024
Repayment of bank borrowings (344,033) (310,6806)
Dividends paid (302,435) (255,070
Repayment of lease liabilities (64,636) (62,815)
Payment for repurchase and cancellation of shares (242,384) (43,308)

Proceeds from issue of ordinary shares - 696,627
Proceeds from issue of convertible and exchangeable bonds and unlisted warrants - 1,034,889
Acquisitions of additional equity interesfs from non-confrolling inferests (7,000) (6,467)

Contribution from non-controlling interests of subsidiaries - 2,000
NET CASH (USED IN) FROM FINANCING ACTIVITIES (543,837) 1,315,262

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (355,810) 2,012,957
CASH AND CASH EQUIVALENTS AT BEGINNING OF THE YEAR 4,114,410 2,125,637
EFFECT OF FOREIGN EXCHANGE RATE CHANGES (41,354) (24,184)

CASH AND CASH EQUIVALENTS AT END OF THE YEAR,
REPRESENTED BY BANK BALANCES AND CASH 3,717,246 4,114,410
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

1. GENERAL INFORMATION

NetDragon Websoft Holdings Limited (the “Company”] was incorporated in the Cayman Islands on 29 July 2004 as an
exempted company with limited liability and its shares are listed on the Main Board of the Stock Exchange of Hong Kong
Limited (the “Stock Exchange’). Its immediate and ultimate holding company is DJIM Holding ld. ("DIM”) and its ultimate
confrolling shareholders are Messrs. Liv Dejian, Liu Luyuan and Zheng Hui (the “Ultimate Controlling Shareholders”). The
address of the registered office of the Company is Cricket Square, Hutchins Drive, P.O. Box 2681, Grand Cayman
KY1-1111, Cayman Islands and its principal place of business is Units 2001-05 & 11, 20/F, Harbour Centre, 25
Harbour Road, Wan Chai, Hong Kong.

The Company is an investment holding company. The principal activities of the Company and its subsidiaries (collectively
referred to as the “Group”] are engaged in (i) online and mobile games development, including games design,
programming and graphics and online and mobile games operation, i) education business, [iii) mobile solution, products

and marketing business and (iv) property project business.

The consolidated financial statements are presented in Renminbi [‘RMB”), which is the same as the functional currency of

the Company.

2. APPLICATION OF AMENDMENTS TO HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”)

Amendments to HKFRSs that are mandatorily effective for the current year

In the current year, the Group has applied the following amendments to HKFRSs issued by the Hong Kong Insfitute of
Certified Public Accountants ("HKICPA") for the first time, which are mandatorily effective for the annual period beginning

on or after 1 January 2021 for the preparation of the consolidated financial statements:

Amendments to HKFRS @, HKAS 39, Interest Rate Benchmark Reform — Phase 2
HKFRS 7, HKFRS 4 and HKFRS 16

In addition, the Group has early applied the Amendment to HKFRS 16 Covid-19 Related Rent Concessions beyond 30
June 2021.

The Group also applied the agenda decision of the IFRS Interpretations Committee of the International Accounting
Standards Board issued in June 2021 which clarified the costs an entity should include as “estimated costs necessary to

make the sale” when determining the net realisable value of inventories.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

2. APPLICATION OF AMENDMENTS TO HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (Cont'd)

Amendments to HKFRSs that are mandatorily effective for the current year (Cont'd)

Except as described below, the application of the amendments to HKFRSs in the current year has had no material impact

on the Group's financial positions and performance for the current and prior years and/or on the disclosures sef out in

these consolidated financial statements.

2.1

2.2

Impacts on early application of Amendment to HKFRS 16 Covid-19-Related Rent Concessions beyond 30 June 2021

The Group has early applied the amendment in the current year. The amendment extends the availability of the
practical expedient in paragraph 46A of HKFRS 16 [eases ["HKFRS 16") by one year so that the practical expedient
applies to rent concessions for which any reduction in lease payments affects only payments originally due on or

before 30 June 2022, provided the other conditions for applying the practical expedient are met.

The application of this amendment has had no material impact on the Group's financial positions and performance

for the current and prior years.

Impacts on application of Amendments to HKFRS @, HKAS 39, HKFRS 7, HKFRS 4 and HKFRS 16 Interest Rate
Benchmark Reform — Phase 2

The Group has applied the amendments for the first time in the current year. The amendments relate fo changes in the
basis for defermining the contractual cash flows of financial assets, financial liabilities and lease liabilities as a result
of inferest rate benchmark reform, specific hedge accounting requirements and the related disclosure requirements

applying HKFRS 7 Financial Instruments: Disclosures ("HKFRS 7).

As at 1 January 2021, the Group has several bank loans, the interest of which are indexed to benchmark rates
that will or may be subject fo interest rate benchmark reform. The total amounts of these outstanding contracts are
RMB32,823,000 and are indexed to Hong Kong Interbank Offered Rate ("HIBOR"). The amounts of financial

liabilities are shown af their carrying amounts and derivatives are shown at their nofional amounfs.

The amendments have had no impact on the consolidated financial statements as none of the relevant contfracts has
been fransitioned fo the relevant replacements rates during the year. The Group will apply the practical expedient
in relation to the changes in contractual cash flow resulting from the interest rate benchmark reform for bank loans

measured at amortised cost.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

2. APPLICATION OF AMENDMENTS TO HONG KONG FINANCIAL REPORTING

STANDARDS (“HKFRSs") (Cont'd)

New and Amendments to HKFRSs in issue but not yet effective

The Group has not early applied the following new and amendments to HKFRSs that have been issued but are not yet

effective:

HKFRS 17/
Amendments to HKFRS 3
Amendments to HKFRS 10 and HKAS 28

Amendments to HKAS 1

Amendments to HKAS 1 and
HKFRS Practice Statement 2

Amendments to HKAS 8

Amendments to HKAS 12

Amendments to HKAS 16
Amendments to HKAS 37
Amendments to HKFRSs

Insurance Contracts and the related Amendments?

Reference to the Conceptual Framework!

Sale or Contribution of Assets between an Investor and
its Associate or Joint Venture®

Classification of Liabilities as Current or Non-current and
related amendments to Hong Kong Interpretation 5 (2020)?

Disclosure of Accounting Policies?

Definition of Accounting Estimates?
Deferred Tax related to Assets and Liabilities arising
from a Single Transaction?
Property, Plant and Equipment — Proceeds before Intended Use!
Onerous Contracts — Cost of Fulfilling a Confract!

Annual Improvement to HKFRSs 2018 — 2020!

Effective for annual periods beginning on or after 1 January 2022.
Effective for annual periods beginning on or affer 1 January 2023.

Effective for annual periods beginning on or after a date fo be determined.

Except for the amendments to HKFRSs mentioned below, the directors of the Company anticipate that the application of

all other new and amendments to HKFRSs will have no material impact on the consolidated financial statements in the

foreseeable future.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

2. APPLICATION OF AMENDMENTS TO HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (Cont'd)

New and Amendments to HKFRSs in issue but not yet effective (Cont'd)
Amendments to HKFRS 3 Reference io the Conceptual Framework

The amendments:

e update a reference in HKFRS 3 Business Combinations ("HKFRS 3") so that it refers to the Conceptual Framework
for Financial Reporting 2018 issued in June 2018 (the “Conceptual Framework”) instead of Framework for the

Preparation and Presentation of Financial Statements (replaced by the Conceptual Framework for Financial Reporting

2010 issued in October 2010);

e add a requirement that, for transactions and other events within the scope of HKAS 37 Provisions, Contingent
liabiliies and Contingent Assets ["HKAS 37") or HK(IFRICHnt 21 Levies ("HK(IFRICHNt 217), an acquirer applies
HKAS 37 or HK(IFRICHnt 21 instead of the Conceptual Framework to identify the liabilities it has assumed in a

business combination; and

*  add an explicit stafement that an acquirer does not recognise contingent assefs acquired in a business combination.

The application of the amendments is not expected to have significant impact on the financial position and performance of

the Group.

Amendments to HKFRS 10 and HKAS 28 Sale or Contribution of Assets between an Investor and its Associate or Joint

Venture

The amendments to HKFRS 10 Consolidated Financial Statements and HKAS 28 /nvestments in Associates and Joint
Ventures deal with situations where there is a sale or contribution of assets between an investor and its associate or joint
venture. Specifically, the amendments state that gains or losses resulting from the loss of control of a subsidiary that does
not contain a business in a transaction with an associate or a joint venture that is accounted for using the equity method,
are recognised in the parent’s profit or loss only to the extent of the unrelated invesfors’ inferests in that associate or joint
venture. Similarly, gains and losses resulting from the remeasurement of investments retained in any former subsidiary (that
has become an associate or a joint venture that is accounted for using the equity method) to fair value are recognised in the

former parent's profit or loss only fo the extent of the unrelated invesfors” interests in the new associate or joint venture.

The application of the amendments is not expected to have significant impact on the financial position and performance of

the Group.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

2. APPLICATION OF AMENDMENTS TO HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs") (Cont'd)

New and Amendments to HKFRSs in issue but not yet effective (Cont'd)

Amendments to HKAS 1 Classification of Liabilities as Current or Non-current and related amendments fo Hong Kong
Interprefation 5 (2020)

The amendments provide clarification and additional guidance on the assessment of right to defer seftlement for at least

twelve months from reporting date for classification of liabilities as current or non-current, which:

e specify that the classification of liabilities as current or non-current should be based on rights that are in existence at

the end of the reporting period. Specifically, the amendments clarify that:

(]  the classification should not be affected by management intentions or expectations to setile the liability within
12 months; and

(i) if the right is conditional on the compliance with covenants, the right exists if the conditions are met at the end

of the reporting period, even if the lender does not test compliance until a later date; and

e clarify that if a liability has terms that could, af the option of the counterparty, result in its setlement by the transfer of
the enfity’s own equity insfruments, these terms do not affect its classification as current or non-current only if the enfity
recognises the opfion separately as an equity instrument applying HKAS 32 Financial Instruments: Presentation ("HKAS
32").

In addition, Hong Kong Interpretation 5 was revised as a consequence of the Amendments to HKAS 1 to align the

corresponding wordings with no change in conclusion.

As at 31 December 2021, the Group's outstanding convertible instruments, comprising convertible and exchangeable
bonds (Note 39) and convertible preferred shares (Note 4 1), include counterparty conversion options that do not meet
equity instruments classification by applying HKAS 32. The Group classified as current or non-current based on the earliest
date in which the Group has the obligation to redeem these instruments through cash setlement. In respect of the convertible
preferred shares, the financial liability component (representing the conversion feature) is measured at fair value through
profit or loss ["FVTPL") and no financial liability component is measured at amortised cost. In respect of the convertible and
exchangeable bonds, ifs host debt component is measured at amortised cost with carrying amount of RMB1,084,874,000
and the derivative component (including the conversion options) is measured at fair value with carrying amount of RMBNIil
as at 31 December 2021, in which RMB 15,000,000 and RMB1,069,874,000 of the debt component are classified as current
and non-current, respectively and the derivative component is classified as current as set out in Note 39 and Notfe 21.
Upon the application of the amendments, in addition fo the obligation to redeem through cash setlement, the fransfer of
equity instruments upon the exercise of the conversion options that do not meet equity instruments classification and also
constitute settlement of the convertible instruments. Given that the conversion options are exercisable anytime, the host
liability and the derivative component amounting to RMB1,069,874,000 would be reclassified to current liabilities as the

holders have the option fo convert within twelve months.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

2. APPLICATION OF AMENDMENTS TO HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (Cont'd)

New and Amendments to HKFRSs in issue but not yet effective (Cont'd)
Amendments to HKAS T and HKFRS Practice Statement 2 Disclosure of Accounting Folicies

HKAS 1 is amended to replace all instances of the term “significant accounting policies” with “material accounting policy
information”. Accounting policy information is material if, when considered together with other information included in an
entity’s financial statements, it can reasonably be expected to influence decisions that the primary users of general purpose

financial statements make on the basis of those financial statements.

The amendments also clarify that accounting policy information may be material because of the nature of the related
fransactions, other events or conditions, even if the amounts are immaterial. However, not all accounting policy information
relating to material fransactions, other events or condifions is itself material. If an entity chooses to disclose immaterial

accounting policy information, such information must not obscure material accounting policy information.

HKFRS Practice Statement 2 Making Materiality Judgements (the “Practice Statement”) is also amended fo illustrate how an
enfity applies the “fourstep materiality process” to accounting policy disclosures and fo judge whether information about an

accounting policy is material to ifs financial statements. Guidance and examples are added to the Practice Statement.

The application of the amendments is not expected to have significant impact on the financial position or performance of
the Group but may affect the disclosures of the Group's significant accounting policies. The impacts of application, if any,

will be disclosed in the Group's future consolidated financial statements.
Amendments to HKAS 8 Definition of Accounting Estimates

The amendments define accounting estimates as “monetary amounts in financial statements that are subject to measurement
uncertainty”. An accounting policy may require items in financial statements to be measured in a way that involves
measurement uncertainty — that is, the accounting policy may require such items to be measured at monetary amounts that
cannot be observed directly and must instead be estimated. In such a case, an entity develops an accounting esfimate to
achieve the objective set out by the accounting policy. Developing accounting estimates involves the use of judgements or

assumptions based on the latest available, reliable information.
In addition, the concept of changes in accounting estimates in HKAS 8 is retained with additional clarifications.

The application of the amendments is not expected to have significant impact on the Group's consolidated financial

statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

2. APPLICATION OF AMENDMENTS TO HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs") (Cont'd)

New and Amendments to HKFRSs in issue but not yet effective (Cont'd)
Amendments to HKAS 12 Deferred Tax related to Assets and liabilities arising from a Single Transaction

The amendments narrow the scope of the recognition exemption of deferred tax liabilities and deferred tax assets in
paragraphs 15 and 24 of HKAS 12 /ncome Taxes |"HKAS 12") so that it no longer applies to transactions that, on inifial

recognition, give rise fo equal taxable and deductible temporary differences.

As disclosed in Note 3.2 to the consolidated financial statements, for leasing transactions in which the tax deductions
are affributable to the lease liabilities, the Group applies HKAS 12 requirements to the relevant assets and liabilities as a

whole. Temporary differences relating to relevant assets and liabilities are assessed on a net basis.

Upon the application of the amendments, the Group will recognise a deferred tax asset (to the extent that it is probable
that taxable profit will be available against which the deductible temporary difference can be utilised) and a deferred tax

liability for all deductible and taxable tfemporary differences associated with the rightof-use assets and the lease liabilities.

The amendments are effective for annual reporting periods beginning on or after 1 January 2023, with early application
permitred. As at 31 December 2021, the carmying amounts of rightof-use assets and lease liabilities which are subject fo
the amendments amounted to RMB134,635,000 and RMB145,203,000 respectively. The Group s sfill in the process of

assessing the full impact of the application of the amendments.
Amendments to HKAS 16 Property, Plant and Equipment — Proceedss before Intended Use

The amendments specify that the costs of any itfem that were produced while bringing an item of property, plant and
equipment fo the location and condition necessary for it fo be capable of operating in the manner infended by management
[such as samples produced when testing whether the relevant property, plant and equipment is functioning properly] and
the proceeds from selling such items should be recognised and measured in the profit or loss in accordance with applicable

standards. The cost of the items are measured in accordance with HKAS 2 /nventories |"HKAS 2”).

The application of the amendments is not expected to have significant impact on the financial position and performance of

the Group.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

2. APPLICATION OF AMENDMENTS TO HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (Cont'd)

New and Amendments to HKFRSs in issue but not yet effective (Cont'd)

Amendments fo HKFRSs Annual Improvements o HKFRSs 2018-2020

The annual improvements make amendments to the following standards.

HKFRS @ Financial Instruments

The amendment clarifies that for the purpose of assessing whether modification of terms of original financial liability
constitutes substantial modification under the “10 per cent” test, a borrower includes only fees paid or received between
the borrower and the lender, including fees paid or received by either the borrower or the lender on the other's behalf.

HKFRS 16 leases

The amendment to lllustrative Example 13 accompanying HKFRS 16 removes from the example the illustration of

reimbursement relating to leasehold improvements by the lessor in order to remove any potential confusion.

The application of the amendments is not expected to have significant impact on the financial position and performance of

the Group.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES

3.1

Basis of preparation of consolidated financial statements

The consolidated financial statements have been prepared in accordance with HKFRSs issued by the HKICPA.
For the purpose of preparation of the consolidated financial statements, information is considered material if such
information is reasonably expected fo influence decisions made by primary users. In addition, the consolidated
financial statements include applicable disclosures required by the Rules Goveming the Listing of Securities on the

Stock Exchange (“Listing Rules”) and by the Hong Kong Companies Ordinance.

The consolidated financial statements have been prepared on the historical cost basis except for certain financial
instruments and investment properties that are measured at fair values at the end of each reporting period, as

explained in the accounting policies sef out below.

Historical cost is generally based on the fair value of the consideration given in exchange for goods and services.

Fair value is the price that would be received to sell an assef or paid to fransfer a liability in an orderly transaction
between market participants at the measurement date, regardless of whether that price is directly observable or
estimated using another valuation fechnique. In estimating the fair value of an asset or a liability, the Group takes info
account the characteristics of the asset or liability if market participants would take those characteristics into account
when pricing the asset or liability at the measurement date. Fair value for measurement and/or disclosure purposes in
these consolidated financial statements is determined on such a basis, except for share-based payment transactions
that are within the scope of HKFRS 2 Share-based Payment ("HKFRS 2"), leasing transactions that are accounted for
in accordance with HKFRS 16, and measurements that have some similarities to fair value but are not fair value, such
as net realisable value in HKAS 2 or value in use in HKAS 36 Impairment of Assets ["HKAS 36”).

In addition, for financial reporting purposes, fair value measurements are categorised info level 1, 2 or 3 based on
the degree to which the inputs to the fair value measurements are observable and the significance of the inputs to the

fair value measurement in its entirety, which are described as follows:

e level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the entity can
access at the measurement date;

e level 2 inputs are inputs, other than quoted prices included within Level 1, that are observable for the asset or
liability, either directly or indirectly; and

e level 3 inputs are unobservable inputs for the asset or liability.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies
Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and entities (including

structured entities) confrolled by the Company and its subsidiaries. Control is achieved when the Company:

*  has power over the investee;
e isexposed, or has rights, to variable returns from ifs involvement with the investee; and

e has the ability to use its power to affect its returns.

The Group reassesses whether or not it confrols an investee if facts and circumstances indicate that there are changes

to one or more of the three elements of control listed above.

Consolidation of a subsidiary begins when the Group obtains control over the subsidiary and ceases when the
Group loses control of the subsidiary. Specifically, income and expenses of a subsidiary acquired or disposed of
during the year are included in the consolidated statement of profit or loss and other comprehensive income from the

date the Group gains control unfil the date when the Group ceases to control the subsidiary.

Profit or loss and each item of other comprehensive income ["OCI") are aftributed to the owners of the Company and
fo the non-controlling interests. Total comprehensive income of subsidiaries is atiributed to the owners of the Company

and to the non-controlling interests even if this results in the non-controlling interests having a deficit balance.

When necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting policies in

line with the Group's accounting policies.

All intragroup assets and liabilities, equity, income, expenses and cash flows relating to transactions between

members of the Group are eliminated in full on consolidation.

Non-controlling interests in subsidiaries are presented separately from the Group's equity therein, which represent
present ownership interests enfifling their holders to a proportionate share of net assets of the relevant subsidiaries

upon liquidation.



ANNUAL REPORT 145

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Basis of consolidation (Cont'd)
Changes in the Group's interests in existing subsidiaries

Changes in the Group's interests in subsidiaries that do nof result in the Group losing control over the subsidiaries
are accounted for as equity transactions. The carrying amounts of the Group's relevant components of equity and
the non-controlling inferests are adjusted to reflect the changes in their relative inferests in the subsidiaries, including
re-atiribution of relevant reserves between the Group and the non-controlling interests according to the Group's and

the non-controlling inferests” proportionate interests.

Any difference between the amount by which the non-controlling interests are adjusted, and the fair value of the

consideration paid or received is recognised directly in equity and attributed to owners of the Company.

When the Group loses confrol of a subsidiary, the assefs and liabilities of that subsidiary and non-controlling interests
(if any) are derecognised. A gain or loss is recognised in profit or loss and is calculated as the difference between
(i) the aggregate of the fair value of the consideration received and the fair value of any retained interest and [ii) the
carrying amount of the assets (including goodwill], and liabilities of the subsidiary attributable to the owners of the
Company. All amounts previously recognised in OCl in relation to that subsidiary are accounted for as if the Group
had directly disposed of the related assets or liabilities of the subsidiary (i.e. reclassified to profit or loss or transferred
fo another category of equity as specified/permitied by applicable HKFRSs). The fair value of any investment
refained in the former subsidiary af the date when confrol is lost is regarded as the fair value on initial recognition
for subsequent accounting under HKFRS @ Financial Instruments ("HKFRS Q") or, when applicable, the cost on inifial

recognition of an investment in an associate or a joinf venture.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Business combinations or asset acquisifions
Optional concentration fest

The Group can elect to apply an optional concentration fest, on a transaction-by-transaction basis, that permits a
simplified assessment of whether an acquired set of activities and assefs is not a business. The concentration fest is
met if substantially all of the fair value of the gross assets acquired is concentrated in a single identifiable asset or
group of similar identifiable assefs. The gross assets under assessment exclude cash and cash equivalents, deferred
tax assets, and goodwill resulting from the effects of deferred tax liabilities. If the concentration test is met, the set of

activities and assets is defermined not to be a business and no further assessment is needed.
Asset acquisitions

When the Group acquires a group of assefs that do not constitute a business, the Group identifies and recognises
the individual identifiable assets acquired and liabilities assumed by allocating the purchase price first to financial
assets/financial liabilities af the respective fair values, the remaining balance of the purchase price is then allocated
to the other identifiable assets and liabilities on the basis of their relafive fair values at the date of purchase. Such a

fransaction does not give rise to goodwill or bargain purchase gain.
Business combinations

Acquisitions of businesses are accounted for using the acquisition method. The consideration transferred in a business
combination is measured at fair value, which is calculated as the sum of the acquisition-date fair values of assefs
transferred by the Group, liabilities incurred by the Group fo the former owners of the acquiree and the equity
inferests issued by the Group in exchange for control of the acquiree. Acquisition-related cosfs are recognised in profit

or loss as incurred.

Except for certain recognition exemptions, the identifiable assets acquired and liabilities assumed must meet the
definitions of an asset and a liability in the Framework for the Preparation and Presentation of Financial Statements

[replaced by the Conceptual Framework for Financial Reporting issued in October 2010).
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FOR THE YEAR ENDED 31 DECEMBER 2021

3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Business combinations or asset acquisitions (Cont'd)
Business combinations [Contd)

At the acquisition date, the identifiable assefs acquired and the liabilities assumed are recognised at their fair value,

except that:

e deferred tax assefs or liabilities, and assets or liabilities related to employee benefit arrangements are

recognised and measured in accordance with HKAS 12 and HKAS 19 Employee Benefits respectively;

e lichilities or equity instruments related to share-based payment arrangements of the acquiree or share-based
payment arrangements of the Group entered info fo replace share-based payment arrangements of the acquiree

are measured in accordance with HKFRS 2 at the acquisition date (see the accounting policy below);

e assets or disposal groups) that are classified as held for sale in accordance with HKFRS 5 Non-current Assets

Held for Sale and Discontinved Operations are measured in accordance with that standard; and

¢ lease liabilities are recognised and measured af the present value of the remaining lease payments (as defined
in HKFRS 16) as if the acquired leases were new leases at the acquisition date, except for leases for which [a)
the lease term ends within 12 months of the acquisition date; or (b) the underlying asset is of low value. Right

of-use assets are recognised and measured af the same amount as the relevant lease liabilities, adjusted to

reflect favourable or unfavourable terms of the lease when compared with market terms.

Goodwill is measured as the excess of the sum of the consideration transferred, the amount of any non-controlling
interests in the acquiree, and the fair value of the acquirer’s previously held equity interest in the acquiree |(if any)
over the net amount of the identifiable assefs acquired and the liabilities assumed as at acquisition date. If, affer
re-assessment, the net amount of the identifiable assets acquired and liabilities assumed exceeds the sum of the
consideration transferred, the amount of any non-controlling interests in the acquiree and the fair value of the
acquirer's previously held inferest in the acquiree [if any), the excess is recognised immediately in profit or loss as a

bargain purchase gain.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Business combinations or asset acquisitions (Cont'd)
Business combinations [Contd)

Non-controlling interests that are present ownership inferests and entitle their holders to a proportionate share of
the relevant subsidiary’s net assets in the event of liquidation are initially measured either at fair value or at the

non-controlling interests” proportionate share of the recognised amounts of the acquiree’s identifiable net assets.

When the consideration transferred by the Group in a business combination includes a contingent consideration
arrangement, the contingent consideration is measured at its acquisition-date fair value and included as part of
the consideration transferred in a business combination. Changes in the fair value of the contingent consideration
that qualify as measurement period adjustments are adjusted retrospectively. Measurement period adjustments are
adjustments that arise from additional information obtained during the “measurement period” (which cannot exceed

one year from the acquisition date) about facts and circumstances that existed at the acquisition date.

The subsequent accounting for the contingent consideration that do not qualify as measurement period adjustments
depends on how the contingent consideration is classified. Contingent consideration that is classified as equity is not
remeasured at subsequent reporting dafes and its subsequent setlement is accounted for within equity. Confingent
consideration that is classified as an asset or a liability is remeasured 1o fair value at subsequent reporting dates, with

the corresponding gain or loss being recognised in profit or loss.

When a business combination is achieved in stages, the Group's previously held equity inferest in the acquiree is
remeasured fo fair value af the acquisition date (i.e. the date when the Group obtains control), and the resulting gain
or loss, if any, is recognised in profit or loss or OCI, as appropriate. Amounts arising from inferesfs in the acquiree
prior fo the acquisition date that have previously been recognised in OCl and measured under HKFRS @ would be
accounted for on the same basis as would be required if the Group had disposed directly of the previously held

equity inferest.

If the initial accounting for a business combination is incomplete by the end of the reporting period in which the
combination occurs, the Group reports provisional amounts for the items for which the accounting is incomplete.
Those provisional amounts are adjusted retrospectively during the measurement period [see above), and additional
assets or liabilities are recognised, to reflect new information obtained about facts and circumstances that existed at

the acquisition date that, if known, would have affected the amounts recognised af that date.



ANNUAL REPORT 149

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Goodwill

Goodwill arising on an acquisition of a business is carried at cost as established at the date of acquisition of business

[see the accounting policy above| less accumulated impairment losses, if any.

For the purposes of impairment testing, goodwill is allocated to each of the Group’s cash-generating units ("CGUs") (or
group of CGUs) that is expected to benefit from the synergies of the combination, which represent the lowest level at

which the goodwill is monitored for internal management purposes and not larger than an operating segment.

A CGU (or group of CGUs) to which goodwill has been allocated is tested for impairment annually, or more
frequently when there is indicafion that the unit may be impaired. For goodwill arising on an acquisition in a reporting
period, the CGU (or group of CGUs) to which goodwill has been allocated is tested for impairment before the end
of that reporting period. If the recoverable amount is less than its carrying amount, the impairment loss is allocated first
to reduce the carrying amount of any goodwill and then to the other assefs on a pro rafa basis based on the carrying

amount of each asset in the unit (or group of CGUs).

On disposal of the relevant CGU or any of the CGU within the group of CGUs, the attributable amount of goodwill
is included in the determination of the amount of profit or loss on disposal. When the Group disposes of an operation
within the CGU (or a CGU within a group of CGUs), the amount of goodwill disposed of is measured on the basis
of the relative values of the operation (or the CGU) disposed of and the portion of the CGU (or the group of CGUs)

retained.

The Group's policy for goodwill arising on the acquisition of an associate and a joint venture is described below.
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3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Investments in associates and joint ventures

An associate is an entity over which the Group has significant influence. Significant influence is the power to
participate in the financial and operating policy decisions of the invesfee but is not confrol or joint confrol over those

policies.

A joint venture is a joint arrangement whereby the parties that have joint confrol of the arrangement have rights o
the nef assets of the joint arrangement. Joint control is the confractually agreed sharing of control of an arrangement,

which exists only when decisions about the relevant activities require unanimous consent of the parties sharing control.

The results and assets and liabilities of associates and joint ventures are incorporated in these consolidated financial
statements using the equity method of accounting. The financial statements of associates and joint ventures used for
equity accounting purposes are prepared using uniform accounting policies as those of the Group for like transactions
and evenfs in similar circumstances. Under the equity method, an investment in an associafe or a joint venture is
initially recognised in the consolidated statement of financial position at cost and adjusted thereafter to recognise the
Group's share of the profit or loss and OCI of the associate or joint venture. VWhen the Group's share of losses of an
associate or a joint venture exceeds the Group's interest in that associate or joint venture (which includes any long-
ferm inferests that, in substance, form part of the Group's net investment in the associate or joint venture), the Group
discontinues recognising its share of further losses. Additional losses are recognised only fo the extent that the Group

has incurred legal or constructive obligations or made payments on behalf of the associate or joint venture.

An investment in an associate or a joint venture is accounted for using the equity method from the date on which the
invesfee becomes an associate or a joint venture. On acquisition of the investment in an associate or a joint venture,
any excess of the cost of the investiment over the Group's share of the net fair value of the identifiable assets and
liabiliies of the investee is recognised as goodwill, which is included within the carrying amount of the investment.
Any excess of the Group's share of the net fair value of the identifiable assets and liabilities over the cost of the
investment, after reassessment, is recognised immediately in profit or loss in the period in which the investment is

acquired.
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FOR THE YEAR ENDED 31 DECEMBER 2021

3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Investments in associates and joint ventures (Cont d])

The Group assesses whether there is an objective evidence that the interest in an associafe or a joint venture may be
impaired. When any obijective evidence exists, the entire carrying amount of the investment (including goodwill) is
tested for impairment in accordance with HKAS 36 as a single asset by comparing its recoverable amount (higher
of value in use and fair value less costs of disposal) with its carrying amount. Any impairment loss recognised is nof
allocated fo any asset, including goodwill, that forms part of the carrying amount of the investment. Any reversal of
that impairment loss is recognised in accordance with HKAS 36 to the extent that the recoverable amount of the

investment subsequently increases.

When the Group ceases to have significant influence over an associate or joint control over a joint venture, it is
accounted for as a disposal of the entire inferest in the investee with a resulting gain or loss being recognised in
profit or loss. When the Group refains an interest in the former associate or joint venture and the refained interest
is a financial asset within the scope of HKFRS @, the Group measures the retained interest at fair value af that date
and the fair value is regarded as its fair value on initial recognition. The difference between the carrying amount
of the associafe or joint venture and the fair value of any refained interest and any proceeds from disposing of
the relevant interest in the associate or joint venture is included in the determination of the gain or loss on disposal
of the associafe or joint venture. In addition, the Group accounts for all amounts previously recognised in OCl in
relation to that associate or joint venture on the same basis as would be required if that associate or joint venture had
directly disposed of the related assets or liabiliies. Therefore, if a gain or loss previously recognised in OCI by that
associafe or joint venture would be reclassified to profit or loss on the disposal of the related assets or liabilities, the
Group reclassifies the gain or loss from equity fo profit or loss (as a reclassification adjustment) upon disposal /partial

disposal of the relevant associate or joint venture.

The Group continues to use the equity method when an invesiment in an associate becomes an investment in a joint
venfure or an investment in a joint venture becomes an investment in an associate. There is no remeasurement fo fair

value upon such changes in ownership inferests.

When the Group reduces ifs ownership inferest in an associate or a joint venture but the Group confinues to use
the equity method, the Group reclassifies fo profit or loss the proportion of the gain or loss that had previously been
recognised in OCl relafing fo that reduction in ownership interest if that gain or loss would be reclassified to profit or

loss on the disposal of the related assets or liabilities.

When a group entity fransacts with an associate or a joint venture of the Group, profits and losses resulting from the
fransactions with the associafe or joint venture are recognised in the Group's consolidated financial statements only to

the extent of interests in the associate or joint venture that are not related to the Group.
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3.2 Significant accounting policies (Cont'd)
Revenue from contracts with customers

The Group recognises revenue when [or as| a performance obligation is safisfied, i.e. when “control” of the goods or

services underlying the particular performance obligation is transferred fo the customer.

A performance obligation represents a goods and service (or a bundle of goods or services| that is distinct or a series

of distinct goods or services that are substantially the same.

Control is transferred over fime and revenue is recognised over time by reference to the progress towards complete

satisfaction of the relevant performance obligation if one of the following criteria is met:

e the customer simultaneously receives and consumes the benefits provided by the Group's performance as the

Group performs;
e the Group's performance creates or enhances an asset that the customer controls as the Group performs; or

e the Group's performance does nof create an assef with an alternative use to the Group and the Group has an

enforceable right to payment for performance completed to date.

Otherwise, revenue is recognised af a point in fime when the customer obtains confrol of the disfinct goods or

services.

A contract asset represents the Group's right fo consideration in exchange for goods or services that the Group has
transferred fo a cusfomer that is not yet unconditional. It is assessed for impairment in accordance with HKFRS Q. In
confrast, a receivable represents the Group's unconditional right fo consideration, i.e. only the passage of time is

required before payment of that consideration is due.

A contract liability represents the Group's obligation to transfer goods or services to a cusfomer for which the Group

has received consideration {or an amount of consideration is due) from the customer.

A contract asset and a contract liability relating fo the same contract are accounted for and presented on a net basis.
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3.2 Significant accounting policies (Cont'd)
Revenue from contracts with customers (Cont'd))
Over time revenue recognition: measurement of progress fowards complete satisfaction of a performance obligation
Output method

The progress towards complefe satisfaction of a performance obligation on revenue from provision of mobile solufion,
products and marketing business services is measured based on output method, which is to recognise revenue on the
basis of direct measurements of the value of the goods or services transferred to the customer to date relative to the
remaining goods or services promised under the contract, that best depict the Group's performance in transferring

control of goods or services.
Input method

The progress towards complete satisfaction of a performance obligation on the revenue from educational services is
measured based on input method, which is fo recognise revenue on the basis of the Group's efforts or inputs to the
satisfaction of a performance obligation relative fo the fofal expected inputs fo the satisfaction of that performance

obligation, that best depict the Group's performance in transferring control of goods or services.
Variable consideration

For contracts that contain varioble consideration whereby the Group will actually transfer cash or credit note o a
distributor when a rebate has been achieved, the Group estimates the amount of consideration to which it will be
entitled using the most likely amount, and using the method that best predicts the amount of consideration to which

the Group will be entfitled.

The estimated amount of variable consideration is included in the transaction price only to the extent that it is highly
probable that such an inclusion will not result in significant revenue reversal in the future when the uncertainty

associated with the variable consideration is subsequently resolved.

At the end of each reporting period, the Group updates the estimated transaction price (including updating its
assessment of whether an estimate of variable consideration is constrained) to represent faithfully the circumstances

present af the end of the reporting period and changes in circumstances during the reporting period.
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3.2 Significant accounting policies (Cont'd)
Revenue from contracts with customers (Cont'd))
Existence of significant financing component

In determining the transaction price, the Group adjusts the promised amount of consideration for the effects of the
time value of money, if the timing of payments agreed (either explicitly or implicitly) provides the customer or the
Group with a significant benefit of financing the fransfer of goods or services to the customer. In those circumstances,
the contract contains a significant financing component. A significant financing component may exist regardless of
whether the promise of financing is explicitly stated in the contract or implied by the payment terms agreed to by the

parties to the confract.

For advance payments received from customers before the transfer of the associated goods or services in which the
Group adjusfs for the promised amount of consideration for a significant financing component, the Group applies
a discount rate that would be reflected in a separate financing transaction between the Group and the customer at
confract inception. The relevant interest expenses during the period between the advance payments were received

and the transfer of the associated goods and services are accounted for on the same basis as other borrowing costs.
Warranties

If @ customer has the option to purchase an extended warranty separately, the Group accounts for the extended
warranty as a separate performance obligation and allocates a portion of the transaction price to that performance

obligation.

If a customer does not have the option to purchase an extended warranty separately, the Group accounts for the basic
warranty in accordance with HKAS 37 unless the warranty provides the customer with a service in addition to the

assurance that the product complies with agreed-upon specifications [i.e. service-type warranties).
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3.2 Significant accounting policies (Cont'd)
leases
Definition of a lease

A confract is, or contains, a lease if the confract conveys the right to control the use of an identified asset for a period

of time in exchange for consideration.

For contracts enfered into or modified on or after the date of initial application of HKFRS 16 or arising from business
combinations, the Group assesses whether a contract is or contains a lease based on the definition under HKFRS 16
at inception or modification date. Such contract will not be reassessed unless the ferms and conditions of the contract

are subsequently changed.
The Group as a lessee
Shorterm leases and leases of low-value assets

The Group applies the shortterm lease recognition exemption fo leases of land and buildings that have a lease
term of 12 months or less from the commencement date and do not contain a purchase option. It also applies the
recognition exemption for lease of low-value assets. lease payments on shortterm leases and leases of low-value

assefs are recognised as expense on a straightline basis over the lease term.
Rightof-use assets

The cost of rightof-use asset includes:

e the amount of the initial measurement of the lease liability;
e any lease payments made at or before the commencement date, less any lease incentives received:;
e any inifial direct costs incurred by the Group; and

e an esfimate of costs to be incurred by the Group in dismantling and removing the underlying assets, restoring

the site on which it is located or restoring the underlying asset to the condition required by the terms and

conditions of the lease.
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3.2 Significant accounting policies (Cont'd)
leases (Cont'd]
The Group as a lessee (Cont'd)
Rightofuse assets (Cont'd)

Except for those that are classified as invesiment properties and measured under fair value model, rightof-use assefs
are measured at cost, less any accumulated depreciation and impairment losses, and adjusted for any remeasurement
of lease liabilities other than adjustments to lease liabilities resulting from Covid-19-related rent concessions in which

the Group applied the practical expedient.

Rightof-use assets in which the Group is reasonably certain to obtain ownership of the underlying leased assets at the
end of the lease term are depreciated from commencement date to the end of the useful life. Otherwise, rightofuse

assefs are depreciated on a straightline basis over the shorter of its estimated useful life and the lease term.

The Group presents right-of-use assets that do not meet the definition of investment property, properties under
development and properties for sale as a separate line item on the consolidated statement of financial position. Right
of-use assets that meet the definition of inventory are presented within “properties under development” or “properties

for sale”.
Refundable rental deposits

Refundable rental deposits paid are accounted under HKFRS @ and initially measured at fair value. Adjustments to fair

value at initial recognition are considered as additional lease payments and included in the cost of rightofuse assets.
lease liabilities

At the commencement date of a lease, the Group recognises and measures the lease liability af the present value
of lease payments that are unpaid af that dafe. In calculating the present value of lease payments, the Group uses
the incremental borrowing rate at the lease commencement date if the interest rate implicit in the lease is not readily

deferminable.
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3.2 Significant accounting policies (Cont'd)
leases (Cont'd]
The Group as a lessee (Cont'd)
Lease liabilities (Cont'd)

The lease payments include:

e fixed payments (including in-substance fixed payments) less any lease incentives receivable;

e variable lease payments that depend on an index or a rate, initially measured using the index or rate as at the

commencement date;
*  amounts expected fo be payable by the Group under residual value guarantees;
e the exercise price of a purchase option if the Group is reasonably certain to exercise the option; and

e payments of penalties for terminating a lease, if the lease term reflects the Group exercising an option to

ferminate the lease.
After the commencement date, lease liabilities are adjusted by interest accretion and lease payments.

The Group remeasures lease liabilities {and makes a corresponding adjustment to the related rightof-use assets)

whenever:

e the lease term has changed or there is a change in the assessment of exercise of a purchase option, in which
case the related lease liability is remeasured by discounting the revised lease payments using a revised discount

rate at the date of reassessment.

e the lease payments change due to changes in market rental rates following a market rent review, in which

cases the related lease liability is remeasured by discounting the revised lease payments using the initial

discount rate.

The Group presents lease liabilities as a separate line item in the consolidated statement of financial position.
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3.2 Significant accounting policies (Cont'd)
leases (Cont'd]
The Group as a lessee (Cont'd)
lease modifications

Except for Covid-19-related rent concessions in which the Group applied the practical expedient, the Group accounts

for a lease modification as a separate lease if:

e the modification increases the scope of the lease by adding the right to use one or more underlying assets; and

e the consideration for the leases increases by an amount commensurate with the stand-alone price for the

increase in scope and any appropriate adjusiments fo that stand-alone price fo reflect the circumstances of the

particular contract.

For a lease modification that is not accounted for as a separate lease, the Group remeasures the lease liability based
on the lease term of the modified lease by discounting the revised lease payments using a revised discount rate at the

effective date of the modification.

The Group accounts for the remeasurement of lease liabilities by making corresponding adjustments to the relevant
rightof-use asset. When the modified contract confains a lease component and one or more additional lease or non-
lease components, the Group allocates the consideration in the modified contract fo each lease component on the
basis of the relative stand-alone price of the lease component and the aggregate stand-alone price of the nonlease

components.
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3.2 Significant accounting policies (Cont'd)
leases (Cont'd]
The Group as a lessee (Cont'd)
Changes in the basis for defermining the future lease payments as a result of inferest rate benchmark reform
For changes in the basis for defermining the future lease payments as a result of interest rate benchmark reform, the
Group applies the practical expedient to remeasure the lease liabilities by discounting the revised lease payments
using the unchanged discount rate and makes a corresponding adjustment to the related rightofuse assets. A lease
modification is required by inferest rate benchmark reform if, and only if, both of these conditions are met:

e the modification is necessary as a direct consequence of interest rate benchmark reform: and

e the new basis for defermining the lease payments is economically equivalent to the previous basis [i.e. the basis

immediately preceding the modification).
Covid-19-related rent concessions

In relafion to rent concessions that occurred as a direct consequence of the Covid-19 pandemic, the Group has
elected to apply the practical expedient nof fo assess whether the change is a lease modification if all of the

following conditions are met:

e the change in lease payments results in revised consideration for the lease that is substantially the same as, or

less than, the consideration for the lease immediately preceding the change;
e any reduction in lease payments affects only payments originally due on or before 30 June 2022; and
e there is no substantive change fo other terms and conditions of the lease.

A lessee applying the practical expedient accounts for changes in lease payments resulting from rent concessions
the same way it would account for the changes applying HKFRS 16 if the changes are not a lease modification.
Forgiveness or waiver of lease payments are accounted for as variable lease payments. The related lease liabilities
are adjusted fo reflect the amounts forgiven or waived with a corresponding adjustment recognised in the profit or

loss in the period in which the event occurs.
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3.2 Significant accounting policies (Cont'd)
leases (Cont'd]
The Group as a lessor
Classification and measurement of leases
leases for which the Group is a lessor are classified as finance or operating leases. Whenever the terms of the lease
transfer substantially all the risks and rewards incidental to ownership of an underlying assef to the lessee, the contract
is classified as a finance lease. All other leases are classified as operating leases.
Rental income from operating leases is recognised in profit or loss on a straightline basis over the term of the relevant
lease. Inifial direct cosfs incurred in negotiating and arranging an operating lease are added to the carrying amount
of the leased asset, and such costs are recognised as an expense on a straightline basis over the lease term except
for invesiment properties measured under fair value model.
Rental income which are not derived from the Group's ordinary course of business are presented as other income.

Refundable rental deposits

Refundable rental deposits received are accounted for under HKFRS @ and initially measured at fair value.

Adjustments to fair value at initial recognition are considered as additional lease payments from lessees.
Sublease
When the Group is an intermediate lessor, it accounts for the head lease and the sublease as two separate contracts.

The sublease is classified as a finance or operating lease by reference to the rightofuse asset arising from the head

lease, not with reference to the underlying asset.
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3.2 Significant accounting policies (Cont'd)
leases (Cont'd]
The Group as a lessor (Cont'd)
lease modification

Changes in considerations of lease contracts that were not part of the original terms and conditions are accounted for

as lease modifications, including lease incentives provided through forgiveness or reduction of rentals.

The Group accounts for a modification to an operating lease as a new lease from the effective date of the
modification, considering any prepaid or accrued lease payments relating to the original lease as part of the lease

payments for the new lease.
Changes in the basis for defermining the future lease payments as a result of inferest rate benchmark reform

For changes in the basis for determining the future lease payments as a result of inferest rate benchmark reform for a
finance lease that is not accounted for as a separate lease, the Group applies the same accounting policies as those

applicable to financial instruments (see accounting policy below).
Government grants

Government grants are not recognised until there is reasonable assurance that the Group will comply with the

condifions attaching to them and that the grants will be received.

Govemnment granfs are recognised in profit or loss on a systfematic basis over the periods in which the Group
recognises as expenses the related costs for which the grants are infended fo compensate. Specifically, government
grants whose primary condition is that the Group should purchase, construct or otherwise acquire non-current assets
are recognised as other payables in the consolidated sfatement of financial position and transferred to profit or loss

on a sysfematic and rafional basis over the useful lives of the related asses.

Government grants related fo income that are receivable as compensation for expenses or losses already incurred or
for the purpose of giving immediate financial support to the Group with no future related costs are recognised in profit

or loss in the period in which they become receivable. Such grants are presented under “other income and gains”.
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3.2 Significant accounting policies (Cont'd)
Property, plant and equipment

Property, plant and equipment are tangible assets that are held for use in the production or supply of goods or
services, or for administrative purposes (other than construction in progress). Property, plant and equipment are stated
in the consolidated statement of financial position at cost less subsequent accumulated depreciation and subsequent

accumulated impairment losses, if any.

Properties in the course of consfruction for production, supply or administrative purposes are carried at cost, less any
recognised impairment loss. Costs include any costs directly attributable to bringing the asset fo the location and
condifion necessary for it to be capable of operating in the manner intended by management and, for qualifying
assefs, borrowing costs capitalised in accordance with the Group's accounting policy. Depreciation of these assets,

on the same basis as other property assefs, commences when the assets are ready for their intended use.

When the Group makes payments for ownership interests of properties which includes both leasehold land and
building elements, the entire consideration is allocated between the leasehold land and the building elements in

proportion to the relative fair values at initial recognition.

To the extent the allocation of the relevant payments can be made reliably, interest in leasehold land that is
accounted for as an operating lease is presented as “rightofuse assets” in the consolidated statement of financial
posifion except for those that are classified and accounted for as investment properties under the fair value model.
When the consideration cannot be allocated reliably between non-lease building element and undivided inferest in

the underlying leasehold land, the entire properties are classified as property, plant and equipment.

If a property becomes an investment property because its use has changed as evidenced by end of
owner-occupation, any difference between the carrying amount and the fair value of that item (including the relevant
leasehold land classified as right-of-use assets| af the date of transfer is recognised in OCl and accumulated in
property revaluation reserve. On the subsequent sale or refirement of the property, the relevant revaluation reserve will

be transferred directly to refained profits.



ANNUAL REPORT 163

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Property, plant and equipment (Cont'd)

Depreciation is recognised so as to write off the cost of assets [other than properties under construction) less their
residual values over their useful lives, using the straightline method. The estimated useful lives, residual values and
depreciation method are reviewed at the end of each reporting period, with the effect of any changes in estimate

accounted for on a prospective basis.

An itfem of property, plant and equipment is derecognised upon disposal or when no future economic benefits are
expected fo arise from the continued use of the asset. Any gain or loss arising on the disposal or refirement of an
item of property, plant and equipment is determined as the difference between the sales proceeds and the carrying

amount of the asset and is recognised in profit or loss.
Borrowing costs

Borrowing costs directly atributable to the acquisition, construction or production of qualifying assets, which are
assefs that necessarily take a substantial period of fime to get ready for their infended use or sale, are added to the
cost of those assets, until such time as the assets are substantially ready for their intended use or sale. For properties
under development for which revenue is recognised over time, the Group ceases to capitalise borrowing cosfs as

soon as the properties are ready for the Group's infended sale.

Any specific borrowing that remain outstanding after the related asset is ready for ifs infended use or sale is included
in the general borrowing pool for calculation of capitalisation rate on general borrowings. Investiment income earmned
on the temporary investment of specific borrowings pending their expenditure on qualifying assets is deducted from

the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.
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3.2 Significant accounting policies (Cont'd)
Investment properties
Investment properties are properties held to earn rentals and/or for capital appreciation.

Investment properties are initially measured at cost, including any directly atiributable expenditure. Subsequent to
initial recognition, investment properties are measured at fair value, adjusted to exclude any prepaid or accrued

operating lease income.

Gains or losses arising from changes in the fair value of investment properties are included in profit or loss in the

period in which they arise.

An investment property is derecognised upon disposal or when the investment property is permanently withdrawn
from use and no future economic benefits are expected from its disposal. Any gain or loss arising on derecognition of
the property (calculated as the difference between the net disposal proceeds and the carrying amount of the assef] is

included in the profit or loss in the period in which the property is derecognised.

The Group transfers a property from properties under development to investment properties when there is a change in
use fo hold the property to eam rentals and/or for capital appreciation rather than for sale in the ordinary course of
business, which is evidenced by the inception of an operating lease to another party. Any difference between the fair

value of the property at the date of fransfer and its previous carrying amount is recognised in profit or loss.

Intangible assets

Infangible assets acquired separately

Infangible assets with finite useful lives that are acquired separately are carried at cost less accumulated amortisation
and any accumulated impairment losses. Amortisation for intangible assets with finite useful lives is recognised on @

straightline basis over their estimated useful lives.

The estimated useful life and amortisation method are reviewed af the end of each reporting period, with the effect of

any changes in estimate being accounted for on a prospective basis.

Infangible assets with indefinite useful lives that are acquired separately are carried af cost less any subsequent

accumulated impairment losses.
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3.2 Significant accounting policies (Cont'd)
Infangible assets (Cont'd])
Infangible assets acquired in a business combination

Intangible assets acquired in a business combination are recognised separately from goodwill and are initially

recognised at their fair value at the acquisition dafe (which is regarded as their cost).

Subsequent fo initial recognition, intangible assets acquired in a business combination with finite useful lives are
reported af cost less accumulated amortisation and accumulated impairment losses, on the same basis as intangible
assets that are acquired separately. Intangible assets acquired in a business combination with indefinite useful lives

are carried af cost less any subsequent accumulated impairment losses.

An intangible asset is derecognised on disposal, or when no future economic benefits are expected from use or
disposal. Gains and losses arising from derecognition of an infangible assef, measured as the difference between
the net disposal proceeds and the carrying amount of the asset, are recognised in profit or loss when the asset is
derecognised.

Internally-generated intangible assets — research and development expendliture

Expenditure on research acfivifies is recognised as an expense in the period in which it is incurred.

An internally-generated intangible asset arising from development activities [or from the development phase of an

internal project) is recognised if, and only if, all of the following have been demonstrated:

the technical feasibility of completing the intangible asset so that it will be available for use or sale;
e the infention to complete the intangible asset and use or sell it;

e the ability fo use or sell the intangible asset;

e how the intangible asset will generate probable future economic benefits;

e the availability of adequate technical, financial and other resources to complete the development and fo use or

sell the intangible asset; and

° the obi|ify fo measure re|iob|\/ the expendifure aftributable to the intangible asset during ifs deve|opmenf.
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3.2 Significant accounting policies (Cont'd)
Intangible assets (Contd))
Internally-generated intangible assets — research and development expenditure (Contd)

The amount initially recognised for internally-generated intangible asset is the sum of the expenditure incurred from
the date when the intangible asset first meets the recognition criteria listed above. Where no internally-generated
infangible asset can be recognised, development expenditure is recognised in profit or loss in the period in which it

is incurred.

Subsequent to initial recognition, internally-generated intangible assets are reported at cost less accumulated
amortisation and accumulated impairment losses (if any), on the same basis as intangible assets that are acquired

separately.
Impairment on property, plant and equipment, rightofuse assets and infangible assets other than goodwill

At the end of each reporting period, the Group reviews the carrying amounts of its property, plant and equipment,
rightof-use assefs and infangible assets with finite useful lives to determine whether there is any indication that those
assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the asset is estimated
in order to defermine the exfent of the impairment loss, if any. Infangible assets with indefinite useful lives are tested

for impairment at least annually, and whenever there is an indication that they may be impaired.

The recoverable amount of property, plant and equipment, rightofuse assets, and infangible assets are estimated
individually. When it is not possible to estimate the recoverable amount individually, the Group estimates the

recoverable amount of the CGU to which the asset belongs.

In festing a CGU for impairment, corporate assets are allocated to the relevant CGUs when a reasonable and
consistent basis of allocation can be esfablished, or otherwise they are allocated to the smallest group of CGUs for
which a reasonable and consistent allocation basis can be esfablished. The recoverable amount is determined for
the CGU or group of CGUs to which the corporate asset belongs, and is compared with the carrying amount of the
relevant CGU or group of CGUs.
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3.2 Significant accounting policies (Cont'd)
Impairment on property, plant and equipment, rightofuse assets and intangible assets other than goodwill (Cont'd)
Recoverable amount is the higher of fair value less costs of disposal and value in use.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pretax discount
rate that reflects current market assessments of the time value of money and the risks specific fo the assef [or a CGU)

for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an assef [or a CGU) is estimated fo be less than ifs carrying amount, the carrying
amount of the asset (or a CGU) is reduced fo its recoverable amount. For corporate assefs or portion of corporate
assefs which cannot be allocated on a reasonable and consistent basis to a CGU, the Group compares the carrying
amount of a group of CGUs, including the carmying amounts of the corporate assets or portion of corporate assets

allocated to that group of CGUs, with the recoverable amount of the group of CGUs.

In allocating the impairment loss, the impairment loss is allocated first to reduce the carrying amount of any goodwill
(if applicable] and then to the other assets on a prorata basis based on the carrying amount of each asset in the unit
or the group of CGUs. The carrying amount of an asset is not reduced below the highest of its fair value less costs
of disposal (if measurable), its value in use |(if determinable] and zero. The amount of the impairment loss that would
otherwise have been allocated to the asset is allocated pro rata fo the other assets of the unit or the group of CGUs.

An impairment loss is recognised immediately in profit or loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or a CGU or a group of CGUs)
is increased fo the revised estimate of its recoverable amount, but so that the increased carrying amount does not
exceed the carrying amount that would have been determined had no impairment loss been recognised for the asset
for a CGU or a group of CGUs) in prior years. A reversal of an impairment loss is recognised immediately in profit

or loss.
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3.2 Significant accounting policies (Cont'd)
Foreign currencies

In preparing the financial statements of each individual group entfity, transactions in currencies other than the entity’s
functional currency (foreign currencies) are recognised af the rafes of exchange prevailing on the dates of the
fransactions. Af the end of each reporting period, monefary items denominated in foreign currencies are refranslated
at the rates prevailing at that date. Non-monetary items carried at fair value that are denominated in foreign
currencies are refranslated at the rates prevailing on the date when the fair value was determined. Non-monetary

items that are measured in ferms of hisforical cost in a foreign currency are not retranslated.

Exchange differences arising on the sefflement of monetfary items, and on the retranslation of monetary items, are

recognised in profit or loss in the period in which they arise.

For the purposes of presenting consolidated financial statements, the assets and liabilities of the Group's foreign
operations are franslated info the presentation currency of the Group (i.e. RMB) using exchange rates prevailing af
the end of each reporting period. Income and expense items are translated at the average exchange rates for the
period. Exchange differences arising, if any, are recognised in OCl and accumulated in equity under the heading of

franslation reserve (affributed to non-controlling interests as appropriate).

On the disposal of a foreign operation (i.e. a disposal of the Group's entire interest in a foreign operation, or a
disposal involving loss of confrol over a subsidiary that includes a foreign operation, or a partial disposal of an
interest in a joint arrangement or an associate that includes a foreign operation of which the retained interest becomes
a financial asset), all of the exchange differences accumulated in equity in respect of that operation attributable to the

owners of the Company are reclassified to profit or loss.

In addition, in relation o a partial disposal of a subsidiary that does not result in the Group losing control over the
subsidiary, the proportionate share of accumulated exchange differences are re-affributed to non-controlling interests

and are not recognised in profit or loss.

Goodwill and fair value adjusiments on identifiable assets acquired and liabilities assumed through acquisition of a
foreign operation are treated as assets and liabilities of that foreign operation and translated at the rate of exchange

prevailing at the end of each reporting period. Exchange differences arising are recognised in OCI.
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3.2 Significant accounting policies (Cont'd)
Financial instruments

Financial assets and financial liabilities are recognised when a group entity becomes a party to the contractual
provisions of the instrument. All regular way purchases or sales of financial assets are recognised and derecognised
on a trade date basis. Regular way purchases or sales are purchases or sales of financial assets that require delivery

of assets within the time frame esfablished by regulation or convention in the market place.

Financial assets and financial liabilities are initially measured af fair value except for frade receivables arising from
confracts with custfomers which are initially measured in accordance with HKFRS 15 Revenuve from Contracts with
Customers ("HKFRS 15"). Transaction costs that are directly attributable to the acquisition or issue of financial assets
and financial liabilities (other than financial assets and financial liabilities at FVTPL are added to or deducted from the
fair value of the financial assets or financial liabilities, as appropriate, on initial recognition. Transaction costs directly
affributable to the acquisition of financial assefs or financial liabilities at FVTPL are recognised immediately in profit or

oss.

The effective interest method is a method of calculating the amortised cost of a financial asset or financial liability and
of allocating inferest income and inferest expense over the relevant period. The effective interest rate is the rate that
exactly discounts esfimated future cash receipts and payments (including all fees and points paid or received that form
an integral part of the effective interest rafe, transaction costs and other premiums or discounts) through the expected
life of the financial asset or financial liability, or, where appropriate, a shorter period, to the net carrying amount on

initial recognition.
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3.2 Significant accounting policies (Cont'd)
Financial instruments (Cont'd)
Financial assets
Classification and subsequent measurement of financial assets
Financial assefs that meet the following conditions are subsequently measured at amortised cost:
e the financial asset is held within a business model whose objective is to collect contractual cash flows; and

e the contractual ferms give rise on specified dates to cash flows that are solely payments of principal and interest

on the principal amount outstanding.

Financial assefs that meet the following conditions are subsequently measured at fair value through other

comprehensive income ("FVTOCI"):

e the financial asset is held within a business model whose obijective is achieved by both selling and collecting

contractual cash flows; and

e the contractual ferms give rise on specified dates to cash flows that are solely payments of principal and interest

on the princip0| amount outstanding.

All other financial assets are subsequently measured at FVTPL, except that at the date of initial application of HKFRS
Q/initial recognition of a financial asset the Group may irrevocably elect to present subsequent changes in fair
value of an equity instrument in OCI if that equity instrument is neither held for trading nor contingent consideration

recognised by an acquirer in a business combination to which HKFRS 3 applies.

In addition, the Group may irecoverably designate a financial asset that are required to be measured at the
amortised cost or FVTOCI as measured at FVTPL if doing so eliminates or significantly reduces an accounting

mismatch.
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3.2 Significant accounting policies (Cont'd)

Financial instruments (Cont'd)

Financial assets (Cont'd)

Classification and subsequent measurement of financial assets (Cont'd)

(i)

Amortised cost and inferest income

Inferest income is recognised using the effective inferest method for financial assets measured subsequently at
amortised cost. Interest income is calculated by applying the effective interest rafe to the gross carrying amount
of a financial asset, except for financial assefs that have subsequently become creditimpaired (see below).
For financial assets that have subsequently become creditimpaired, interest income is recognised by applying
the effective inferest rate o the amortised cost of the financial asset from the next reporting period. If the credit
risk on the creditimpaired financial instrument improves so that the financial asset is no longer creditimpaired,
inferest income s recognised by applying the effective interest rate to the gross carrying amount of the financial
asset from the beginning of the reporting period following the determination that the asset is no longer credit

impaired.

Equity insfruments designated as at FVTOC]

Investments in equity instruments af FVTOCI are subsequently measured at fair value with gains and losses
arising from changes in fair value recognised in OCl and accumulated in the equity instruments at FVTOC]
reserve; and are not subject to impairment assessment. The cumulative gain or loss will not be reclassified o

profit or loss on disposal of the equity instruments, and will be transferred to retained profits.

Dividends from these investments in equity instruments are recognised in profif or loss when the Group's right fo
receive the dividends is esfablished, unless the dividends clearly represent a recovery of part of the cost of the

invesiment. Dividends are included in the “other income and gains” line item in profit or loss.
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3.2 Significant accounting policies (Cont'd)
Financial instruments (Cont'd)
Financial assets (Cont'd)
Classification and subsequent measurement of financial assets (Cont'd)
(iii)  Financial assets at FVTPL

Financial assets that do not meet the criteria for being measured at amortised cost or FVTOCI or designated as

FVTOCI are measured at FVTPL.

Financial assets at FVTPL are measured at fair value at the end of each reporting period, with any fair value
gains or losses recognised in profit or loss. The net gain or loss recognised in profit or loss excludes any
dividend or interest earned on the financial asset and is included in the “Fair value change on financial assefs

at fair value through profit or loss” line item.
Impairment of financial assets and other itfems subject to impairment assessment under HKFRS @

The Group performs impairment assessment under expected credit loss ("ECL") model on financial assets (including loan
receivables, frade receivables, other receivables, refundable renfal deposits, amount due from a related company,
amounts due from joint ventures, restricted bank balances, pledged bank deposits, bank deposits with original maturity
over three months and bank balances), and other item (contract assets] which are subject to impairment assessment
under HKFRS 9. The amount of ECL is updated at each reporting date to reflect changes in credit risk since initial

recognition.

Lifetime ECL represents the ECL that will result from all possible default events over the expected life of the relevant
instrument. In contrast, 12-month ECL (“12m ECL") represents the portion of lifetime ECL that is expected fo result from
default events that are possible within 12 months after the reporting date. Assessments are done based on the Group's
historical credit loss experience, adjusted for facfors that are specific to the debtors, general economic conditions and

an assessment of both the current conditions at the reporting date as well as the forecast of future conditions.

The Group always recognises lifetime ECL for frade receivables and contract assets. The ECL on these assets are

assessed individually for creditimpaired debtors and,/or collectively using a provision matrix with appropriate groupings.
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3.2 Significant accounting policies (Cont'd)
Financial instruments (Cont'd)
Financial assets (Cont'd)
Impairment of financial assets and other ifems subject to impairment assessment under HKFRS @ (Cont'd)

For all other instruments, the Group measures the loss allowance equal to 12m ECL, unless there has been a
significant increase in credit risk since initial recognition, in which case the Group recognises lifetime ECL. The
assessment of whether lifetime ECL should be recognised is based on significant increases in the likelihood or risk of

a default occurring since initial recognition.
(] Significant increase in credit risk

In assessing whether the credit risk has increased significantly since initial recognition, the Group compares the
risk of a default occurring on the financial instrument as at the reporting date with the risk of a default occurring
on the financial instrument as at the date of initial recognition. In making this assessment, the Group considers
both quantitative and qualitative information that is reasonable and supportable, including historical experience

and forward-looking information that is available without undue cost or effort.

In particular, the following information is faken info account when assessing whether credit risk has increased

significantly:

*  existing or forecast adverse changes in business, financial or economic conditions that are expected to

cause a significant decrease in the debtor’s ability to meet its debt obligations;
*  an actual or expected significant deferioration in the operating results of the debtor; or

e an acfual or expected significant adverse change in the regulatory, economic, or technological

environment of the debtor that results in a significant decrease in the debtor’s ability to meet its debt

obligations.
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3.2 Significant accounting policies (Cont'd)

Financial instruments (Cont'd)

Financial assets (Cont'd)

Impairment of financial assets and other ifems subject to impairment assessment under HKFRS @ (Cont'd)

(i)

Significant increase in credit risk (Cont'd)

Despite the aforegoing, the Group assumes that the credit risk on a debt instrument has not increased
significantly since initial recognition if the debt insfrument is determined to have low credit risk at the reporting
date. A debt instrument is determined to have low credit risk if (i) it has a low risk of default, (i) the borrower
has a sfrong capacity to meet its contractual cash flow obligations in the near term and [iii) adverse changes
in economic and business conditions in the longer term may, but will not necessarily, reduce the ability of the
borrower fo fulfil its contractual cash flow obligations. The Group considers a debt instrument to have low credit

risk when it has an internal or external credit rating of “investment grade” as per globally understood definitions.

The Group regularly monitors the effectiveness of the criteria used fo identify whether there has been a
significant increase in credit risk and revises them as appropriate fo ensure that the criteria are capable of

identifying significant increase in credit risk before the amount becomes past due.
Definition of default
For internal credit risk management, the Group considers an event of default occurs when information

developed internally or obtained from external sources indicates that the debior is unlikely to pay its creditors,

including the Group, in full (without taking info account any collaterals held by the Group).
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3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Financial instruments (Cont'd)
Financial assets (Cont'd)
Impairment of financial assets and other ifems subject to impairment assessment under HKFRS @ (Cont'd)
(i) Creditimpaired financial assefs

A financial asset is creditimpaired when one or more events that have a detrimental impact on the estimated

future cash flows of that financial asset have occurred. Evidence that a financial asset is creditimpaired includes

observable data about the following events:

[a)  significant financial difficulty of the issuer or the borrower;

(b)  abreach of contract, such as a default or past due event;

[c)  the lenderls) of the borrower, for economic or contractual reasons relating to the borrower's financial
difficulty, having granted to the borrower a concession(s) that the lender(s] would not otherwise consider;
or

(d) it is becoming probable that the borrower will enter bankruptey or other financial reorganisation.

(iv]  Write-off policy

The Group writes off a financial asset when there is information indicating that the counterparty is in severe

financial difficulty and there is no realistic prospect of recovery, for example, when the counterparty has been

placed under liquidation or has enfered into bankruptcy proceedings, or in the case of trade receivables,
when the amounts are over two years past due, whichever occurs sooner. Financial assets written off may still
be subject to enforcement activities under the Group's recovery procedures, faking info account legal advice

where appropriate. A write-off constitutes a derecognition event. Any subsequent recoveries are recognised in

profit or loss.
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3.2 Significant accounting policies (Cont'd)

Financial instruments (Cont'd)

Financial assets (Cont'd)

Impairment of financial assets and other ifems subject to impairment assessment under HKFRS @ (Cont'd)

(v)

Measurement and recognition of ECL

The measurement of ECL is a function of the probability of default, loss given default (i.e. the magnitude of the
loss if there is o defaulf] and the exposure af default. The assessment of the probability of default and loss given
default is based on historical data and forward-looking information. Estimation of ECL reflects an unbiased and
probabilityweighted amount that is determined with respective risks of default occurring as the weights. The
Group uses a pracfical expedient in estimating ECL on frade receivables using a provision matrix taking into
consideration hisforical credit loss experience and forward looking information that is available without undue

cost or effort.

Generally, the ECL is the difference between all contractual cash flows that are due to the Group in
accordance with the contract and the cash flows that the Group expects to receive, discounted af the effective

interest rafe defermined at initial recognition.

Where ECL is measured on a collective basis, the financial instruments are grouped on the basis of (i) nature of
financial instruments and (i) pastdue status. The grouping is regularly reviewed by management fo ensure the

consfituents of each group continue to share similar credit risk characterisfics.

Inferest income is calculated based on the gross carrying amount of the financial asset unless the financial asset

is creditimpaired, in which case inferest income is calculated based on amortised cost of the financial asset.

The Group recognises an impairment gain or loss in profit or loss for all financial instruments by adjusting
their carrying amount, with the exception of trade receivables and confract assets where the corresponding

adjustment is recognised through a loss allowance account.
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3.2 Significant accounting policies (Cont'd)
Financial instruments (Cont'dl)
Financial assets (Cont'd))
Derecognition of financial assets

The Group derecognises a financial asset only when the contractual rights to the cash flows from the asset expire,

or when if fransfers the financial asset and substantially all the risks and rewards of ownership of the asset to another

party.

On derecognition of a financial asset measured at amortised cost, the difference between the asset’s carrying amount

and the sum of the consideration received and receivable is recognised in profit or loss.

On derecognition of an investment in equity instrument which the Group has elected on initial recognition to measure
at FVTOCI, the cumulative gain or loss previously accumulated in the FVTOCI reserve is not reclassified to profit or
loss, but is fransferred to refained profits.

Financial liabilities and equity insfruments

Classification as debt or equity

Debt and equity instruments are classified as either financial liabilities or as equity in accordance with the subsfance

of the confractual arrangements and the definitions of a financial liability and an equity instrument.
Equity instruments

An equity insfrument is any confract that evidences a residual inferest in the assets of an entity after deducting all of
its liabilities. Equity instruments issued by the Company are recognised at the proceeds received, net of direct issue

costs.

Repurchase of the Company’s own equity instruments is recognised and deducted directly in equity. No gain or loss

is recognised in profit or loss on the purchase, sale, issue or cancellation of the Company's own equity instruments.

A derivative confract over an enfity’s own equity is accounted for as equity when it will be setiled by the entity
delivering (or receiving) a fixed number of its own equity instruments and receiving [or delivering) a fixed amount of

cash or another financial asset. Any consideration received is added directly to equity.
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Financial liabilities
All financial liabilities are subsequently measured ot amortised cost using the effective interest method or af FVTPL.
Financial liabilities af FVTPL

Financial liabilities are classified as at FVTPL when the financial liability is (i) contingent consideration of as acquirer in
a business combination to which HKFRS 3 applies, i) held for trading or {iii] it is designated as at FVTPL. A financial
liability other than a financial liability held for trading or contingent consideration of an acquirer in a business

combination may be designated as at FVTPL upon initial recognition if:

e such designation eliminates or significantly reduces a measurement or recognition inconsistency that would

otherwise arise; or

° the financial liability forms part of a group of financial assets or financial liabilities or both, which is managed
and ifs performance is evaluated on a fair value basis, in accordance with the Group’s documented risk

management or investment sfrategy, and information about the grouping is provided internally on that basis; or

e it forms part of a contract confaining one or more embedded derivatives, and HKFRS @ permits the entire

combined contract to be designated as at FVTPL.

For financial liabilities that are designated as at FVTPL, the amount of change in the fair value of the financial liability
that is attributable to changes in the credit risk of that |iobi\ify is recognised in OCI, unless the recognition of the
effects of changes in the liability's credit risk in OCI would create or enlarge an accounting mismatch in profit or loss.
For financial liabilities that contain embedded derivatives, such as convertible preferred shares and convertible and
exchangeable bonds, the changes in fair value of the embedded derivatives are excluded in determining the amount
fo be presented in OCI. Changes in fair value atiributable to a financial liability's credit risk that are recognised
in OCI are not subsequently reclassified to profit or loss; instead, they are transferred to retained profits upon

derecognition of the financial liability.
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3.2 Significant accounting policies (Cont'd)
Financial instruments (Cont'd)
Financial liabiliies and equity instruments (Contd)

Financial liabilities at amortised cost

Financial liabilities including trade and other payables, amount due to an associate, amount due to a joint venture

and bank borrowings are subsequently measured at amortised cost using the effective interest method.

Convertible preferred shares

The convertible non-redeemable preferred shares of the Group comprise a financial liability component and an equity
component. The financial |iobi|iry component, representing the conversion feature, is classified as financial liabilities
at FVTPL. It is initially recognised at fair value. Any directly attributable transaction costs are charged to profit or loss.
Subsequent to initial recognition, the financial liability component is measured af fair value with changes in fair value
recognised in the profit or loss. On initial recognition, the difference between the fair value of the convertible non-
redeemable preferred shares in its entirety and the fair value of the financial liability component is assigned to equity

component. The equity component reflects the issuer's discretion to pay dividends.

Convertible and exchangeable bonds

The convertible and exchangeable bonds are classified as financial liabilities in accordance with the substance of the
confractual arrangements and the definition of a financial liability. A convertible and exchangeable option that can
be setiled other than by the exchange of a fixed amount of cash or another financial asset for a fixed number of the
Group's own equity instruments does not meet the definition of equity and is therefore accounted for as a conversion

option derivative.

At the date of issue, both the debt component and derivative components are recognised at fair value. In subsequent
periods, the debt component of the convertible and exchangeable bonds is carried at amortised cost using the
effective interest method. The derivative components are measured at fair value with changes in fair value recognised

in profit or loss.

Transaction costs that relate fo the issue of the convertible and exchangeable bonds are allocated to the debt and
derivative components in proportion o their relafive fair values. Transaction costs relating fo the derivative components
are charged fo profit or loss immediately. Transaction cosfs relating to the debt component are included in the
carrying amount of the debt portion and amortised over the period of the convertible and exchangeable bonds using

the effective interest method.
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3.2 Significant accounting policies (Cont'd)
Financial instruments (Cont'd)
Financial liabiliies and equity instruments (Contd)
Derecognifion of financial liabilities
The Group derecognises financial liabilities when, and only when, the Group's obligations are discharged,
cancelled or have expired. The difference between the carrying amount of the financial liability derecognised and the
consideration paid and payable is recognised in profit or loss.
Changes in the basis for defermining the contractual cash flows as a result of interest rate benchmark reform
For changes in the basis for determining the contractual cash flows of a financial asset or financial liability fo which
the amortised cost measurement applies as a result of inferest rate benchmark reform, the Group applies the practical
expedient to account for these changes by updating the effective interest rate, such change in effective interest rate

normally has no significant effect on the carmying amount of the relevant financial asset or financial liability.

A change in the basis for determining the contractual cash flows is required by inferest rate benchmark reform if and

only if, both these conditions are met:
e the change is necessary as a direct consequence of interest rate benchmark reform; and

e the new basis for determining the contractual cash flows is economically equivalent to the previous basis [i.e.

the basis immediately preceding the changel.
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3.2 Significant accounting policies (Cont'd)
Financial instruments (Cont'd)
Financial liabiliies and equity instruments (Contd)
Derivative financial instruments

Derivatives are inifially recognised at fair value at the date when derivative confracts are entered info and are
subsequently remeasured to their fair value at the end of the reporting period. The resulting gain or loss is recognised

in profit or loss.
Embedded derivatives

Derivatives embedded in hybrid contracts that contain financial asset hosts within the scope of HKFRS @ are not
separated. The entire hybrid contract is classified and subsequently measured in ifs entirety as either amortised cost or

fair value as appropriate.

Derivatives embedded in non-derivative host contracts that are not financial assefs within the scope of HKFRS @ are
treated as separate derivatives when they meet the definition of a derivative, their risks and characteristics are not
closely related to those of the host confracts and the host contracts are not measured at FVTPL. The early redemption
option embedded in a host debt contract is closely related to the host contract if the opfion’s redemption price is

approximately equal on each redemption date fo the amortised cost of the host debt instrument.

Generally, multiple embedded derivatives in a single instrument that are separated from the host contracts are treated
as a single compound embedded derivative unless those derivatives relate to different risk exposures and are readily

separable and independent of each other.



182 ANNUAL REPORT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Share-based payments
Equityseffled share-based payment fransactions
Share options granted to employees

Equity-setfled share-based payments to employees and others providing similar services are measured at the fair value

of the equity instruments at the grant date.

The fair value of the equity-settled share-based payments determined at the grant date without taking into
consideration all non-market vesting conditions is expensed on a straightline basis over the vesting period, based on
the Group's estimate of equity instruments that will eventually vest, with a corresponding increase in equity (employee
share-based compensation reserve). At the end of each reporting period, the Group revises its estimate of the number
of options expected to vest. The impact of the revision of the original estimates, if any, is recognised in profit or loss
such that the cumulative expense reflects the revised estimate, with a corresponding adjustment to employee share-

based compensation reserve.

When share options are exercised, the amount previously recognised in employee share-based compensation
reserve will be transferred to share premium. When share options are forfeited after the vesting date or are still not
exercised at the expiry date, the amount previously recognised in employee share-based compensation reserve will

be transferred to refained profits.
Share award scheme

The Group operates share award scheme which allows it to grant shares to selected employees. For the shares
granted to the employees, the fair value of the employee services received in exchange for the grant of the shares
is recognised as an expense over the vesting period. The fofal amount to be expensed over the vesting period is

determined by reference to the fair value of the shares granted.

At the end of each reporting period, the Group revises ifs estimate of the number of shares that are expected to vest.
The impact of the revision of original estimates, if any, is recognised in profit or loss, such that the cumulative expense

reflects the revised estimate, with a corresponding adjustment to employee share-based compensation reserve.

At the time when the awarded shares are vested, the amount previously recognised in freasury share reserve and the

amount of the employee share-based compensation reserve will be transferred to retained profits.
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Employee benefits
Retirement benefit costs

Payments to defined contribution refirement benefit plans, including state-managed refirement benefit schemes and the
Mandatory Provident Fund Scheme, are recognised as an expense when employees have rendered services entfitling

them to the contributions.
Termination benefits

A liability for a termination benefit is recognised af the earlier of when the Group entity can no longer withdraw the

offer of the termination benefit and when it recognises any related resfructuring costs.
Shortterm and other long-term employee benefits

Shortterm employee benefits are recognised at the undiscounted amount of the benefits expected to be paid as and
when employees rendered the services. All shortterm employee benefits are recognised as an expense unless another

HKFRS requires or permits the inclusion of the benefit in the cost of an asset.

A liability is recognised for benefits accruing to employees (such as wages and salaries, annual leave and sick leave)

after deducting any amount already paid.

Liabilities recognised in respect of other long-term employee benefits are measured at the present value of the
estimated future cash oufflows expected to be made by the Group in respect of services provided by employees
up fo the reporting date. Any changes in the liabilities’ carrying amounts resulting from service cost, interest and
remeasurements are recognised in profit or loss except fo the extent that another HKFRS requires or permits their

inclusion in the cost of an asset.
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3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
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3.2 Significant accounting policies (Cont'd)
Taxation
Income fax expense represents the sum of the fax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit before taxation
because of income or expense that are taxable or deductible in other years and items that are never taxable or
deductible. The Group's liability for current tax is calculated using tox rates that have been enacted or substantively

enacted by the end of the reporting period.

Deferred tax is recognised on temporary differences between the carrying amounts of assets and liabilities in
the consolidated financial statfements and the corresponding fax bases used in the computafion of taxable profit.
Deferred tax liabilities are generally recognised for all taxable temporary differences. Deferred tax assets are
generally recognised for all deductible temporary differences to the extent that it is probable that taxable profits will
be available against which those deductible temporary differences can be ufilised. Such deferred tax assets and
liabilities are not recognised if the temporary difference arises from the initial recognition [other than in a business
combination] of assets and liabilities in a tfransaction that affects neither the taxable profit nor the accounting profit.
In addition, deferred tax liabilities are not recognised if temporary difference arises from the initial recognition of

goodwill.

Deferred tax liabilities are recognised for taxable temporary differences associated with investments in subsidiaries
and interesfs in associates and a joint venture, except where the Group is able to control the reversal of the
temporary difference and it is probable that the temporary difference will not reverse in the foreseeable future.
Deferred tax assefs arising from deductible temporary differences associated with such investiments and interests are
only recognised to the extent that it is probable that there will be sufficient taxable profits against which to utilise the

benefits of the temporary differences and they are expected to reverse in the foreseeable future.

The carmrying amount of deferred tax assefs is reviewed at the end of each reporting period and reduced fo the exfent
that it is no longer probable that sufficient taxable profits will be available to allow all or part of the assef to be

recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected 1o apply in the period in which
the liability is setiled or the assef realised, based on tax rates (and fax laws) that have been enacted or substantively

enacted by the end of the reporting period.



ANNUAL REPORT 185

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Taxation (Contd))

The measurement of deferred tax liabilities and assets reflects the tax consequences that would follow from the manner
in which the Group expects, at the end of the reporting period, fo recover or settle the carrying amount of its assefs

and liabilities.

For the purposes of measuring deferred tax liabilities and deferred tax assets for investment properties that are
measured using the fair value model, the carrying amounts of such properties are presumed to be recovered
entirely through sale, unless the presumption is rebutted. The presumption is rebutied when the investment property
is depreciable and is held within a business model whose objective is to consume substantially all of the economic

benefits embodied in the investment property over time, rather than through sale.

For the purposes of measuring deferred tax for leasing transactions in which the Group recognises the right-of-use
assefs and the related lease liabilities, the Group first determines whether the tax deductions are attributable o the

rightof-use assets or the lease liabilities.

For leasing fransactions in which the tax deductions are affributable to the lease liabilities, the Group applies HKAS
12 requirements to rightof-use assets and lease liabilities as a whole. Temporary differences relating to rightof-use
assefs and lease liabilities are assessed on a net basis. Excess of depreciation on rightofuse assets over the lease

payments for the principal portion of lease liabilities resulting in net deductible femporary differences.

Deferred tax assets and liabilities are offset when there is a legally enforceable right o set off current tax assets
against current tax liabilities and when they relate fo income taxes levied to the same faxable entity by the same

foxation authority.

Current and deferred tax are recognised in profit or loss, except when they relate to items that are recognised in
OCl or directly in equity, in which case, the current and deferred tax are also recognised in OCl or directly in equity
respectively. Where current tax or deferred tax arises from the initial accounting for a business combination, the tax

effect is included in the accounting for the business combination.

In assessing any uncertainty over income fax freatments, the Group considers whether it is probable that the relevant
tax authority will accept the uncertain tax freatment used, or proposed to be used by individual group entities in their
income fax filings. If it is probable, the current and deferred taxes are determined consistently with the tax treatment
in the income tax filings. If it is not probable that the relevant taxation authority will accept an uncertain tax freatment,

the effect of each uncertainty is reflected by using either the most likely amount or the expected value.
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3.2 Significant accounting policies (Cont'd)
Inventories

Inventories are stated at the lower of cost and net realisable value. Costs of inventories are determined on firstin,
firsrout method. Net realisable value represents the estimated selling price for inventories less all estimated costs of
complefion and cosfs necessary to make the sale. Costs necessary to make the sale include incremental costs directly

afttributable to the sale and non-incremental costs which the Group must incur to make the sale.
Properties under development,/properties for sale

Properties under development which are intended to be sold upon completion of development and properties for sale
are classified as current assets. Except for the leasehold land element which is measured at cost model in accordance
with the accounting policies of rightof-use assets, properties under development/properties for sale are carried at
the lower of cost and net realisable value. Cost is defermined on a specific identification basis including allocation
of the related development expenditure incurred and where appropriate, borrowing costs capifalised. Net realisable
value represents the estimated selling price for the properties less estimated cost to completion and costs necessary o
maoke the sales. Costs necessary to make the sale include incremental costs directly affributable to the sale and non-

incremental costs which the Group must incur to make the sale.

Properties under development are transferred to properties for sale upon completion.

Transfer from invenfories to investment properties carried at fair value

The Group transfers a property from inventories to investment property when there is a change in use fo hold the
property fo earn rentals or/and for capital appreciation rather than for sale in the ordinary course of business, which

is evidenced by the inception of an operating lease to another party. Any difference between the fair value of the

property af the date of fransfer and its previous carrying amount is recognised in profit or loss.
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3. BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AND
SIGNIFICANT ACCOUNTING POLICIES (Cont'd)

3.2 Significant accounting policies (Cont'd)
Provisions

Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event,
it is probable that the Group will be required fo seftle that obligation, and a reliable estimate can be made of the
amount of the obligation. The amount recognised as a provision is the best estimate of the consideration required
fo seffle the present obligation af the end of the reporfing period, taking info account the risks and uncertainties
surrounding the obligation. When a provision is measured using the cash flows estimated to seftle the present
obligation, its carrying amount is the present value of those cash flows (where the effect of the time value of money is

material).
Warranties

Provisions for the expected cost of assurancetype warranty obligations under the relevant contracts with customers for
sale of goods legislation are recognised at the date of sale of the relevant products, af the directors” best estimate of

the expenditure required fo seftle the Group's obligation.

4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Group's accounting policies, which are described in Note 3, the directors of the Company are
required to make judgements, estimates and assumptions about the carrying amounts of assets and liabilities that are not
readily apparent from other sources. The estimates and underlying assumptions are based on historical experience and

other factors that are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions fo accounting eslimates are
recognised in the period in which the estimate is revised if the revision affects on|y that period, or in the period of the

revision and future periods if the revision affects both current and future periods.
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4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Cont'd)

Critical judgements in applying the accounting policies

The following are the crifical judgements, apart from those involving estimations [see below), that the directors of the
Company have made in the process of applying the Group's accounting policies and that have the most significant effect

on the amounts recognised in the consolidated financial statements.
Accounting for companies governed under contractual arrangements as subsidiaries

The Company and ifs subsidiaries do not hold any equity interests in NetDragon (Fujian], nor, in any of NefDragon
(Fujian)'s subsidiaries, fRBAE BB RHEEMR A A] ("Fujian Huayu') and BEBARABEEIRZEERAA ('KABE
#2"). Nevertheless, under the contractual agreements entered into among the Group, NetDragon [Fujian) and the Ultimate
Confrolling Shareholders who are the registered owners of NetDragon (Fujian), the directors of the Company determine that
the Group has the power to govern the financial and operating policies of NetDragon (Fujian), Fujian Huayu and Xig &
R so as fo obtain benefits from their activities. As such, NetDragon (Fujian), Fujian Huayu and REE G 4% are accounted for

as subsidiaries of the Group for accounting purposes.

The Group's revenue generated from the above entities which are controlled by the Group through the contractual
agreements described above amounted to RMB3,245,395,000 (2020: RMB3,086,491,000) for the year
ended 31 December 2021. At 31 December 2021, total assets and total liabilities of these entities amounted to
RMBT,121,597,000 (2020: RMB1,338,618,000] and RMB479,156,000 (2020: RMB596,503,000), respectively.

Deferred faxation on investment properties

For the purposes of measuring deferred tax liability or deferred tax asset arising from investment properties that are
measured using the fair value model, the directors of the Company have reviewed the Group's investment properties
portfolio and conclude that the Group's investment properties are not held under a business model whose objective is o
consume substantially all of the economic benefits embodied in the investment properties over fime, rather than through
sale. Therefore, in determining the Group's deferred taxation on invesiment properties, the directors have determined that
the presumption that the carrying amount of investment properties measured using the fair value model is recovered entirely
through sale is not rebutted. As a result, the Group has not recognised any deferred faxes on changes in fair value of
invesiment properties as the Group is not subject to any income taxes on the fair value changes of the invesiment properties

on disposal.
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4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Cont'd)

Key sources of estimation uncertainty

The following are the key assumptions conceming the future, and other key sources of estimation uncertainty at the end of
the reporting period that may have a significant risk of causing a material adjustment fo the carrying amounts of assets and

liabilities within the next financial year.
Impairment of goodwill and intangible assets with indefinite useful lives

Defermining whether goodwill and infangible assets with indefinite useful lives are impaired requires an estimation of the
recoverable amount of the CGUs to which goodwill and intangible assets with indefinite useful lives have been allocated,
which is the higher of the value in use or fair value less costs of disposal. The value in use calculation requires the Group
fo identify CGUs, esfimate growth rates in cash flow forecasts and suitable discount rate applied to these forecasts in
order to calculate the present value. Where the actual future cash flow forecasts are less than expected, or change in facts
and circumstances which results in downward revision of future cash flow or upward revision of discount rate, a material
impairment loss or further impairment loss may arise. As at 31 December 2021, the carrying amounts of goodwill and
infangible assets with indefinite useful lives are RMB217,087,000 and RMB229,500,000 (2020: RMB241,332,000
and RMB234,871,000) respectively. Details of the recoverable amount calculation of goodwill and intangible assets with

indefinite useful lives are disclosed in Note 24.
Provision of ECL for trade receivables and contract assets

The Group performs ongoing credit evaluations of its customers and adjusts credit limits based on payment history and the
cusfomer’s current creditworthiness, as defermined by the review of their current credit information. The Group contfinuously
monifors collections and payments from its customers and disfributors, and the allowance recognised is measured as
the difference between the assef's carmying amount and the present value of estimated future cash flow discounted at an
effective inferest rate computed at initial recognition. Where the actual future cash flows are less than expected, a material

impairment loss may arise.

The Group uses provision matrix to calculate ECL for the trade receivables and contract assets. The provision rates are
based on internal credit rafings as groupings of various debtors that have similar loss patterns. The provision matrix is
based on the Group's historical default rates taking into consideration forward-looking information that is reasonable
and supportable available without undue costs or effort. At every reporting date, the historical observed default rates are
reassessed and changes in the forward-looking information are considered. In addition, trade receivables and confract

assets which are creditimpaired are assessed for ECL individually.
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4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Cont'd)

Key sources of estimation uncertainty (Cont'd)
Provision of ECL for trade receivables and contract assets (Cont'dl)

The provision of ECL is sensitive to changes in estimates. Due to greater financial uncertainty triggered by the Covid-19
pandemic, the Group has increased the expected loss rates in the current year as there is higher risk that a prolonged
pandemic could led fo increased credit default rates. The information about the ECL and the Group's frade receivables and
confract assets are disclosed in Note 48, Nofe 28 and Notfe 30 respectively. As at 31 December 2021, the carrying
amount of trade receivables is RMB83 1,986,000 (2020: RMB525,353,000) while allowance of credit losses for trade
receivables is RMB26,264,000 (2020: RMB29,050,000). The carrying amount of contract assefs as at 31 December
2021 is RMB11,692,000 (2020: RMB12,236,000) with no allowance of credit losses provided as the amount is

considered as insignificant.
Fair valves of investment properties

Investment properties are stated at fair value based on the valuation performed by independent professional valuers. The

determination of the fair value involves certain significant unobservable inputs which are set out in Note 16.

In relying on the valuation report, the directors of the Company have exercised their judgement and are satisfied that the

method of valuation is reflective of the current market conditions.

Changes fo these assumptions would result in changes in the fair values of the Group's investment properties and the
corresponding adjustments to the amount of gain or loss reported in the consolidated statement of profit or loss and other

comprehensive income.

The directors of the Company have performed internal assessment on the risks of change in macroeconomic environment

through performing sensitivity analysis in relation fo the Group's investment properties.

As at 31 December 2021, the carrying amount of the Group's investment properties is RMB77,062,000 (2020:
RMB76,529,000).
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4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
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Key sources of estimation uncertainty (Cont'd)
Fair valve measurements and valvation processes

Some of the Group's assets and liabilities are measured at fair value for financial reporting purposes. In estimating the fair
value of an asset or a liability, the Group uses marketobservable data fo the extent it is available. Where level 1 inputs
are not available, the Group engages independent professional valuers to perform the valuation. The Group uses valuation
techniques that include inputs that are not based on observable market data to estimate the fair value of certain types
of financial instruments. Notes 16 and 48 provide detailed information about the valuation fechniques, inputs and key

assumptions used in the determination of the fair value of various assets and liabilities.

5. REVENUE, OTHER INCOME AND GAINS, OTHER EXPENSES AND LOSSES

2021 2020
RMB’000 RMB'000
Revenue

Online and mobile games revenue 3,641,562 3,432,666

Education revenue (including sales of education equipment and
related goods and educational services) 3,231,003 2,443,941
Mobile solution, products and marketing revenue 87,158 67,163
Property project revenue 75,773 193,870

7,035,496 6,137,640
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Disaggregation of revenue from contracts with customers

Set out below is the reconciliation of the revenue from contracts with customers with the amounts disclosed in the segment

information.
Types of goods and services

For the year ended 31 December 2021
Mobile solution,
Online and products and Property
mobile games Education marketing project
revenue revenue revenue revenue Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Revenue from sales of pre-paid game cards
for online and mobile games 3,641,562 - 3,641,562
Sales of education equipment and related goods 3,096,206 3,096,206
Revenue from provision of mobile solufion,
products and markefing services - 87,158
Revenue from educational services 134,797 134,797

Revenue from property project

3,641,562
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5. REVENUE, OTHER INCOME AND GAINS, OTHER EXPENSES AND LOSSES (Cont'd)

Disaggregation of revenue from contracts with customers (Cont'd)
Types of goods and services (Cont'd)

For the year ended 31 December 2020

Mobile solution,

Online and products and Property
mobile games Education markefing project
revenue revenue revenue revenue Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
Revenue from sales of pre-paid game cards
for online and mobile games 3,432,666 - - - 3,432,666
Sales of education equipment and related goods - 2,314,569 - - 2,314,569
Revenue from provision of mobile solution,
products and markefing services - - 67,163 - 67,163
Revenue from educational services - 129,372 - - 129,372
Revenue from property project - - - 193,870 193,870

3,432,666 2,443,941 67,163 193,870 6,137,640
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Disaggregation of revenue from contracts with customers (Cont'd)

Timing of revenue recognition

For the year ended 31 December 2021

Mobile solution,

REVENUE, OTHER INCOME AND GAINS, OTHER EXPENSES AND LOSSES (Cont'd)

Online and products and Property

mobile games Education marketing project
revenue revenue revenue revenue Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
A point in time 3,641,562 3,096,206 6,813,541
Over fime 134,797 87,158 221,955

3,641,562
For the year ended 31 December 2020
Mobile solution,

Online and products and Property

mobile games Education markefing project
revenue revenue revenue revenue Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
A point in fime 3,432,666 2,314,569 - 193,870 5,941,105
Over fime - 129,372 67,163 - 196,535
2,443 941 67,163 193,870 6,137,640

3,432,666
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Disaggregation of revenue from contracts with customers (Cont'd)

Geographical information

For the year ended 31 December 2021

Mobile solution,

Online and products and Property

mobile games Education marketing project
revenue revenue revenue revenue Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
PRC 3,135,058 293,614 40 75,773 3,504,485
United States of America ("USA”) 474,405 1,970,076 - - 2,444,481
Russia 4,469 - - 4,469
United Kingdom |"UK’) 182,806 - - 182,806
Germany 270,733 = 270,733
Hong Kong 3,675 81,515 85,190
France 65,120 - 65,120
Egypt 1,939 - 1,939
Australia 36,004 - 36,004
Netherlands 47,182 47,182
Vietnam 1,474 1,474
Spain 61,405 61,405
lialy 53,482 53,482
Ireland 37,669 37,669

Kazakhstan 14,016 14,016
Switzerland 16,272 16,272
Others 171,067 208,769
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Disaggregation of revenue from contracts with customers (Cont'd)
Geographical information (Cont )

For the year ended 31 December 2020

Mobile solution,
Online and products and Property
mobile games Education markefing project

revenue revenue revenue revenue Total

RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

PRC 2,963,194 219,351 75 193,870 3,376,490
USA 427 871 1,242 264 - - 1,670,135
Russia - 22,474 - - 22,474
UK - 146,476 - - 146,476
Germany - 165,966 - - 165,966
Hong Kong - 175 62,769 - 62,944
France = 45913 - = 45913
Egyp! - 228,399 - - 228,399
Australia - 42,346 - - 42,346
Netherlands - 35,396 - - 35,396
Vietnam - 22,885 - - 22,885
Spain - 51,293 - - 51,293
lialy - 55,526 - - 55,526
Irelond - 24,367 - - 24,367
Kazakhstan - 14,093 - - 14,093
Switzerland - 11,680 - - 11,680
Others 41,601 115,337 4,319 - 161,257

3,432,666 2,443,941 67,163 193,870 6,137,640
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Performance obligation for contracts with customers
Revenue from online and mobile games

For revenue from online and mobile games, the Group operates selfF-developed games. The Group's games are free to
play. Players can purchase game points which are virtual currency for acquisition of virtual products or premium features
or purchase those virtual products or premium features directly for befter game experience. The Group sells prepaid game
points and game products or premium features through its distribution and payment channels by (i) direct sales (both online

payment systems and other direct sales channels) and (i) pre-sale game cards sales through distributors.

The performance obligation in relation to revenue for online and mobile games is safisfied at a point in time upon the

utilisation of game points for purchasing virtual products or premium features.

The virtual products or premium features purchased by the customers are mainly the consumable virtual products or premium
features that are extinguished after consumption by a specific game player action in the online and mobile games. The

game players will not continue to benefit from the virtual products or premium features thereafter.

The amount received from cusfomers for prepaid game points is deferred and recorded as contract liabilities and would be
recognised as revenue at a point in time (i.e. online or mobile game revenue) after the actual usage of the game points for

purchasing virtual products or premium features.

The normal credit ferms to ifs distribution and payment channels (such as Wechat Pay and Alipay) is 30 to 90 days upon

the receipt of the money on game points collected from cusfomers.
Revenue from sales of education equipment and related goods
For revenue from sales of education equipment and related goods, the performance obligation is satisfied at a point in time

when the education equipment and related goods are delivered and titles have passed. The normal credit term is 30 to Q0

days upon delivery.
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Performance obligation for contracts with customers (Cont'd)
Revenue from provision of mobile solution, products and markefing services

Revenue from provision of mobile solution, products and marketing services is recognised over time because the customer
simultaneously receives and consumes the benefits provided by the Group's performance as the Group performs. It is
recognised over fime using output method, i.e. fo recognise revenue on the basis of direct measurement of the value of
goods or services promised under the contract that best depict the Group's performance in transferring control of goods or
services. The confracts on provision of mobile solution, products and marketing services include payment schedules which
require sfage payments over the service period once cerfain specified milestones are reached and customers are offered

30 to 45 days credit terms after the billing is issued.
Revenue from educational services

Revenue from educational services which mainly represents the tuition fee are recognised over fime because the customer
simultaneously receives and consumes the benefits provided by the Group's performance as the Group performs. It is
recognised over fime using input method, i.e. based on the Group's efforts or inputs to the satisfaction of a performance
obligation relative to the total expected inputs 1o the satisfaction of that performance obligation contract that best depict the
Group's performance in fransferring confrol of goods or services. The Group collects the educational service fee once a

year before the commencement on providing the educational services.
Revenue from property project

Revenue from property project is recognised at a point in time. Under the transfer-of-control approach in HKFRS 15, revenue
from property project is recognised when the respective properties have been completed and delivered fo the customers,
which is a point in time when cusfomers have the ability to direct the use of the properties and obtain subsfantially all of the
remaining benefits of the properties. Pre-sale deposits and advance payment received from customers for property project

are included in contract liabilities.
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Transaction price allocated to the remaining performance obligation for contracts with customers

The transaction price allocated to the remaining performance obligations (unsatisfied or partially satisfied] as at 31

December 2021 and the expected timing of recognising revenue are as follows:

Education Mobile
equipment solution,
Onlineand and related Educational  products and Property
mobile games goods services marketing project
revenue revenue revenue revenue revenue
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Note)

Within one year 45,086 409,083 107,631
More than one year but not more than two years - 1,121 22,185
More than two years 1,538 29,915

45,086

The transaction price allocated to the remaining performance obligations (unsatisfied or partially satisfied] as at 31

December 2020 and the expected timing of recognising revenue are as follows:

Education Mobile

equipment solution,
Online and and related Educational products and Property
mobile games goods services markefing project
revenue revenue revenue revenue revenue
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

[Note|

Within one year 57,707 467,428 69,255 4,903 86,297
More than one year but not more than two years - 260 20,827 - -
More than two years - 164 25,872 - -
57,707 467,852 115,954 4,903 86,297

Note: The unused game points in online and mobile games revenue have no expiration period and can be used at anytime at customers’

discrefion. The amounts disclosed above represent the Group's expectation on the timing of utilisation made by customers.
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2021 2020
RMB’000 RMB'000

Other income and gains

Government grants (Note) 114,032 157,618

Interest income on bank balances, loan receivables
and refundable rental deposits 54,014 32,064
Value-added tax incentives 17,936 15,955
Wiaiver of other payables 7,089
Bargain purchase gain arising from acquisition of subsidiaries 6,524
Rental income arising from subleases 5,349
Net gain arising from early termination of lease agreements Q51
Covid-19 related rent concession (Note 15) 248
Game implementation income 200
Net gain on disposal of property, plant and equipment 11
Gain on disposal of domain name 17,011 -
Gain on fair value change of investment properties 2,222 -
Others 13,460 4,875
223,893 230,884

Note: Government grants were received from the government of the PRC mainly for subsidising [i) the costs incurred by the Group in
conducting and launching research and development projects in Fujian Province, the PRC, relating to compensation for development
costs already incurred, which amounted to RMB99,815,000 (2020: RMB140,340,000] for the year ended 31 December
2021 and is recognised in profit or loss and (i) the purchase of property, plant and equipment, which is recognised as deferred
income upon receipt and is recognised to profit or loss on a systematic basis over the estimated useful life of the property, plant and

equipment related to the government grants on capital expenditure with an amount of RMB 14,200,000 (2020: RMB7,317,000).

During the current year, the Group received government grants of RMB 17,000 in respect of Covid-19-related subsidies, which
related to workers and entrepreneurs subsidies provided by the Thailand Government. The government grants received are wholly

recognised in profit or loss in the current year.

During the year ended 31 December 2020, the Group received government grants of RMB®,961,000 in respect of Covid-19-
related subsidies, of which RMB®,94 1,000 related 1o subsidy from the Employment Support Scheme provided by the Hong Kong
government for the period from June to November 2020 and RMB20,000 related to employment subsidy provided by the PRC

govermnment. The government grants received were wholly recognised in profit or loss for the year ended 31 December 2020.

Defails of government grants are sef out in Note 29 and Note 34.
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5. REVENUE, OTHER INCOME AND GAINS, OTHER EXPENSES AND LOSSES (Cont'd)

2021 2020
RMB’000 RMB'000

Other expenses and losses

Net foreign exchange loss 38,234 98,549
Other tax and charges 34,700 32,113
Donation 20,675 29,391
Impairment loss of intangible assets 1,765 52,687
Impairment loss of goodwill 19,165 75,226
Impairment of interest in an associate 22,570 -
Write-down of inventories 1,049 631
Loss on fair value change in investment properties - 14,714
Redundancy payment 102,023 14,331
Fair value loss upon fransfer from properties for sale

to investment properties = 145
Net loss on disposal of property, plant and equipment 384 -

Loss on lease modification 3,301 -
Royalty paid for infringement setilement 11,862 -
Others 10,390 9,030

266,118 326,817

6. FINANCE COSTS

2021 2020

RMB’000 RMB'000

Inferest on bank borrowings 11,513 17,688
Interest on lease liabilities 8,723 8,966
Inferest on convertible and exchangeable bonds 165,181 129,865
Other inferest expense 479 1,161

185,896 157,680
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7. IMPAIRMENT LOSS UNDER EXPECTED CREDIT LOSS MODEL, NET OF REVERSAL

Impairment losses (reversal of impairment] recognised on:

— Impairment (reversal of impairment] of frade receivables

— Reversal of impairment of other receivables

— Recovery of bad debt previously written off

2021

RMB’000

Defails of impairment assessment of trade and other receivables are sef out in Note 48.

8. SEGMENT INFORMATION

8,400

(323)

2020
RMB'000

(1,602
(5)

8,077

(1,607)

Information reported to the executive directors of the Company, being the chief operating decision maker ["CODM”),

for the purposes of resource allocation and assessment of segment performance focuses on types of goods or services

delivered or provided.

The following is an analysis of the Group's revenue and resulis by reportable segments:

2021

Segment revenue
Segment profit {loss)

Unallocated other income and gains

Unallocated corporate expenses and losses

Profit before taxation

Online and
mobile games
RMB’000

3,641,562

2,239,884

Mobile solution,

products and

Education marketing
RMB’000 RMB’000

3,231,003 87,158

(710,162) (2,797)

Property
project
RMB’000

11,679

Total
RMB’000

7,035,496

1,538,604

62,850

(365,029)

1,236,425
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8. SEGMENT INFORMATION (Cont'd)

2020
Mobile solution,
Online and products and Property
mobile games Education markefing project Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
Segment revenue 3,432,666 2,443,941 67,163 193,870 6,137,640
Segment profit {loss) 2,302,812 (846,292 (47,736) 90,815 1,499,599
Unallocated other income and gains 34,131
Unallocated corporate expenses and losses [460,2606)
Profit before taxation 1,073,464

The accounting policies of the operating segments are the same as the Group's accounting policies.

Segment profit (loss) represents the profit earned by or loss incurred from each segment without allocation of unallocated
income, gains, expenses and losses. This is the measure reported to the CODM for the purposes of resource allocation and
performance assessment.

All of the segment revenue reported above is from external customers.

The following is an analysis of the Group's assets by reportable and operating segments:

2021 2020

RMB’000 RMB'000

Online and mobile games 5,427,573 4,769,546
Education 4,295,644 3,817,395
Mobile solution, products and marketing 76,323 84,801

Property project 594,513 619,567

Total segment assets 10,394,053 9,291,309
Unallocated 490,783 701,906

10,884,836 Q2,993,215




204 ANNUAL REPORT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

8. SEGMENT INFORMATION (Cont'd)

For the purposes of monitoring segment performance and allocating resources, all assets are allocated to operating
segments other than those assets managed on group basis, such as certain investiment properties, certain equity insfruments
at FVTOCI, certain financial assefs at FVTPL, loan receivables, certain other receivables, prepayments and deposits and
bank balances and cash. No analysis of the Group's liabilities by operating segments is disclosed as they are not regularly

provided to the CODM for review.

Geographical information

The Group's operations are mainly located in the PRC, the USA and the UK in both years.

The defails of the Group's revenue from external customers by geographical location of the operations are set out in Note 5.

The Group's non-current assets, excluding equity instruments at FVTOCI, financial assefs at FVTPL, loan receivables and

deferred tax assets, by geographical location of assets are detailed below:

2021 2020

RMB’000 RMB'000

PRC 2,587,922 2,643,898
UK 665,347 /701,626
Hong Kong 245,148 125,040

USA 22,839 46,490
Others 5,308 6,990

3,526,564 3,524,044

Information about major customers

No single customer of the Group individually contributed over 10% of the Group's revenue for the years ended 31

December 2021 and 2020.
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9. TAXATION

2021 2020
RMB’000 RMB'000

The tax charge comprises:

Hong Kong Profits Tax

~ Current year 46,640
— Over provision in prior years (1,822)
44,818
PRC Enterprise Income Tax (“EIT")
— Current year 223,772 176,570
— Withholding tax 373 68
— Under provision in prior years 37,717 2,409
261,862 179,047
Taxation in other jurisdictions
— Current year 34,510 22,477
— Under (over) provision in prior years 1,540 (1,1371)
36,050 21,346
Deferred taxation (Note 25)
— Current year (101,343) (27,567)
253,067 217,644

Hong Kong Profits Tax is calculated at 16.5% on the estimated assessable profit for both years.
PRC EIT is calculated atf the applicable tax rates in accordance with the relevant laws and regulations in the PRC.

On 1 December 2020, Fujian TQ Digifal Inc. ["TQ Digital”), a wholly foreign owned enterprise, was approved fo be a hi-
tech enterprise and is entifled to a reduced tax rate of 15%. The qualification of hitech enterprise is subject fo review once

every three years. Therefore, the tax rate of TQ Digital for the years ended 31 December 2021 and 2020 is 15%.

On 2 December 2019, Fujian TQ Online Interactive Inc. [“TQ Online") was approved fo be a hitech enterprise and is
enfifled fo a reduced tox rate of 15%. The qualification of hitech enterprise is subject to review once every three years.

Therefore, the tax rafe of TQ Online for the years ended 31 December 2021 and 2020 is 15%.
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9. TAXATION (Cont'd)

On 30 November 2018 and 15 December 2021, /@& RELHELEEER A A (" REHLEREHL") was approved
fo be a hitech enterprise and is entifled to a reduced tax rate of 15%. The qudlification of hitech enterprise is subject to
review once every three years. Therefore, the tax rate of RZE#4ERIE for the years ended 31 December 2021 and
2020 is 15%.

On @ October 2021, KEBEREREHL AR QA ("BEPZER") was approved fo be a hitech enterprise and is entitled to
a reduced tax rate of 15%. The qualification of hitech enterprise is subject to review once every three years. Therefore, the
fax rate of FEZEX for the year ended 31 December 2021 is 15%.

On 2 December 2019, Fujian Tianquan Education Technology limited (f@i2K R B B AR Q) ("Fujian Tianquan”)
was approved to be a hitech enferprise and is entifled to a reduced tax rate of 15%. The qualification of hitech enterprise

is subject fo review once every three years. Therefore, the tax rate of Fujian Tianquan for the years ended 31 December

2021 and 2020 is 15%.

On 28 November 2018 and 30 November 2021, #1525 S RHZ AR Q7] ("&/NE0E ") was approved fo be a hi-
tech enterprise and is enfifled to a reduced tax rate of 15%. The qualification of hitech enterprise is subject fo review once
every three years. Therefore, the tax rate of £k §thE for the years ended 31 December 2021 and 2020 is 15%.

On 1 December 2020, @& HREERHMERRER AR ("ABELXR") was approved fo be a hitech enterprise and
is entitled to a reduced tax rate of 15%. The qualification of hitech enterprise is subject to review once every three years.
Therefore, the tax rate of #48EE X for the years ended 31 December 2021 and 2020 is 15%.

Under the EIT Law and Implementation Regulation of the EIT Law, the tax rate of NetDragon (Fujian) is 25% for both years.

Upon the New Tax Law and Implementation Regulations, PRC withholding income tax is applicable to dividends
payable fo investors and inferest payable to depositors that are “non-PRC tax resident enterprises”, which do not have
an establishment or place of business in the PRC, or which have such establishment or place of business but the relevant
income is not effectively connected with the establishment or place of business, to the extent such dividends and interest
have their sources within the PRC. Under such circumstances, dividends distributed from the PRC subsidiaries and interest
payable by the PRC lenders to non-PRC tax resident group entities shall be subject fo the withholding income tax at 10% or

lower fax rate, as applicable.

For the year ended 31 December 2021, the USA income fax rates applicable fo subsidiaries incorporated in the USA is
21% (2020: 21%) for federal tax and 8.84% (2020: 8.84%) for state income tax.

The United Kingdom Corporation Tax Rate applicable fo subsidiaries is 19% for the year ended 31 December 2021 (2020:
19%).

Taxation arising in other jurisdictions is calculated at the rate prevailing in the relevant jurisdiction.
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9. TAXATION (Contd)

The tax charge for the year is reconciled fo the profit before faxation per the consolidated statement of profit or loss and

other comprehensive income as follows:

2021 2020

RMB’000 RMB'000

Profit before taxation 1,236,425 1,073,464
Tax at the applicable tax rate of 25% (2020: 25%) (Note a) 309,106 268,366
Tax effect of share of results of associates 3,702 3,770
Tax effect of share of results of joint ventures 397 446
Tax effect of income not taxable for tax purpose (52,709) (114,809
Tax effect of expenses not deductible for tax purpose 114,415 174,582

Utilisation of fax losses previously nof recognised (23,080) (46,511)
Tax effect of tax losses not recognised 217,108 223,183
Effect of different tax rafes of subsidiaries operating in

other jurisdictions (33,352) (31,873)

Effect of previous not recognised deductible temporary differences and

fax losses recognised as deferred tax assets in current year (102,899) -
Additional tax benefit on development expenses (Note b) (19,020) (15,496)
Other tax benefit granted to subsidiaries in the United Kingdom (2,579) -
Tax effect of exemption and income tax on concessionary

rate granted fo the PRC subsidiaries (198,896) (236,241)
Under [over) provision in prior years 38,250 (544)
Withholding tax at 10% inferest income 373 68
Others 2,251 [7,297)
Tax charge for the year 253,067 217,644
Notes:
a.  The applicable tax rate of 25% represents the applicable income tax rate of the subsidiaries in Fujian Province in the PRC which

consfitute the substantial part of the Group's operations for both years ended 31 December 2021 and 2020.

b. Pursuant fo the relevant tax rules and regulations, the Group can obtain additional tax benefit, which is equivalent to 75% (2020:
75%) of the staff costs and depreciation under development costs incurred for the development of new games and advanced

technology development.

Details of deferred taxation are set out in Note 25.



208

ANNUAL REPORT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

10. PROFIT FOR THE YEAR

2021 2020
RMB’000 RMB'000
Profit for the year has been arrived at affer charging:
Staff costs:
Directors” emoluments 27,825 36,697
Other sfaff costs
Salaries and other benefits 1,903,655 1,890,569
Conltributions to retirement benefits schemes (Note a) 159,613 143,912
Share-based payments expense 130 8,488
Redundancy payments 102,023 14,331
2,193,246 2,093,997
Auditor's remuneration
— audit services 9,044 7,214
— non-audit services 219 269
9,263 7,483
Amortisation of infangible assets 130,790 109,046
Depreciation of property, plant and equipment 196,839 196,340
Depreciation of rightof-use assets 79,475 84,951
Total depreciation and amortisation 407,104 390,337
Cost of goods sold for education equipment and related goods 1,979,657 1,455,671
Advertising and promotion expenses
(included in selling and marketing expenses) 389,510 347,924
Impairment of interest in an associate 22,570 -
Impairment loss of intangible assets 1,765 52,687
Impairment loss of deposit paid for property, plant and equipment 68 -
Write-down of inventories (Note b) 1,049 631
Net foreign exchange loss excluding exchange gain on financial assets
at FVTPL, bank borrowings, convertible and exchangeable bonds and
derivative financial instruments 38,234 98,549

Notes:

a.  During the year ended 31 December 2020, the Group benefited from reduced rates of contribution to refirement benefits of PRC
staff as introduced by the PRC government in order to help enterprises overcome the effects of the Covid-19 pandemic, which

amounted to RMB20,717,000.

b.  During the year ended 31 December 2021, there was a decrease in the net realisable value of cerain finished goods due to
decrease in market value. During the year ended 31 December 2020, there was a decrease in the net realisable value of certain
raw materials due to stock surplus. As a result, a recognition of write-down on obsolete inventories of RMB1,049,000 (2020:
RMB631,000) due to the decrease of net realisable value has been recognised.
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11. DIRECTORS’, CHIEF EXECUTIVE'S AND EMPLOYEES’ EMOLUMENTS

Directors’ and the chief executive’s emoluments

The emoluments paid or payable to each of the nine (2020: nine) directors of the Company were as follows:

2021
Contributions

Salaries  to retirement  Share-based

and other benefits payments

Fees benefits schemes expense Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Executive dlirectors

Mr. Liv Dejian 1,012 = 1,039
Mr. Liv Luyuan [Nofe i) 998 - 1,028
Mr. Zheng Hui 574 - 620
Mr. Chen Hongzhan 1,063 - 1,088
Dr. Leung Lim Kin, Simon (Note il 7,961 12,954 20,930

Non-executive director

Mr. Lin Dongliang

Inclependent nonexeculive directors
Mr. Chao Guowei, Charles
Mr. Lee Kwan Hung, Eddie
Mr. Liu Sai Keung, Thomas
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11. DIRECTORS’, CHIEF EXECUTIVE'S AND EMPLOYEES" EMOLUMENTS (Cont'd)

Directors’ and the chief executive’s emoluments (Cont'd)

2020
Contributions
Salaries fo refirement Sharebased
and ofher benefits payments
Fees benefits schemes expense Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
Executive dlirectors
Mr. Liv Dejian - 929 19 - Q48
Mr. Liu Luyuan (Note i) - 918 28 - Q46
Mr. Zheng Hui - 625 41 - 666
Mr. Chen Hongzhan - 969 22 - 991
Dr. leung Lim Kin, Simon [Nofe il - 7,390 16 21,963 29,369
Norn-execufive director
M:r. Lin Dongliang - - - - -
Independent non-executive directors
Mr. Chao Guowei, Charles 701 - - 558 1,259
Mr. Lee Kwan Hung, Eddie 701 - - 558 1,259
Mr. liv Sai Keung, Thomas /01 - - 558 1,259
2,103 10,831 126 23,637 36,697

The executive directors’ emoluments shown above were mainly for their services in connection with the management of the

affairs of the Company and the Group.

The non-executive director’s and independent non-executive directors’ emoluments shown above were mainly for their

services as directors of the Company.
Notes:

(i) Mr. Liu Luyuan is also the chief executive of the Company and his emoluments disclosed above include those for services rendered

by him as the chief executive.

(i) Included in the salaries and other benefits paid to Dr. leung Lim Kin, Simon is an amount of RMBT,680,000 (2020:
RMB1,680,000) performance related bonus during the year ended 31 December 2021 which are defermined based on the

Group's performance for the year.
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11. DIRECTORS’, CHIEF EXECUTIVE'S AND EMPLOYEES" EMOLUMENTS (Cont'd)

Five highest paid employees

Of the five highest emoluments in the Group, during both reporting periods, one [2020: one| was executive director of the

Compoany, whose emoluments are set out above. The emoluments of the remaining four {2020: four) individuals who are

neither a director nor chief executive of the Company were as follows:

Salaries and other benefits
Contributions to refirement benefits schemes

Share-based payments expense

Their emoluments were within the following bands:

In HKD

HKD8,000,001 to HKD8,500,000
HKD8,500,001 to HKD?,000,000
HKD®,000,001 to HKD?,500,000
HKD10,500,001 to HKD11,000,000
HKD21,500,001 to HKD22,000,000
HKD26,000,001 to HKD26,500,000
HKD38,000,001 to HKD38,500,000
HKD41,500,001 to HKD42,000,000

2021
RMB’000

79,889
518
2,550

82,957

2021

Number of

employees

2020
RMB'000

48,970
374
8,661

58,005

2020
Number of

employees

During the year ended 31 December 2021, no emoluments have been paid by the Group to any of the directors or the

chief executive of the Company or the five highest paid individuals as an inducement to join or upon joining the Group or

as compensation for loss of office. None of the directors or the chief executive of the Company waived any remuneration

during the years ended 31 December 2021 and 2020.
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12. DIVIDENDS

2021 2020
RMB’000 RMB'000

Dividends recognised as distribution during the year:
2021 Interim — HKDO.40
(2020: 2020 Interim dividend of HKDO.25) per share 185,236 128,780
2020 Final = HKDO.25
(2020: 2019 Final dividend of HKDO.25) per share 117,100 126,290

302,336 255,070

The special interim dividend of HKD1.43 (2020: HKDNIl) per share which has been proposed and approved by the
directors in the board meeting on 31 January 2022, amounted to approximately RMB632, 197,000 (2020: RMBNIl) and
was paid on 28 February 2022.

The final dividend of HKDO.40 (2020: HKDO.25) per share which has been proposed by the directors and is subject
to approval by the shareholders in the annual general meeting, amounted to approximately RMB178,317,000 (2020:
RMB118,044,000).
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13. EARNINGS PER SHARE

The calculation of the basic and diluted earnings per share atiributable to the owners of the Company is based on the

following data:

2021 2020
RMB’000 RMB'000

Earnings for the purpose of basic and diluted earnings per share:
— Profit for the year atfributable fo the owners of the Company 1,062,060 953,501

Number of shares

2020
‘000
Weighted average number of shares in issue during the year for the
purpose of basic earnings per share (after adjusted for the effect of
unvested and freasury shares held under share award scheme) 554,115 556,993
Effect of dilutive potential shares from the Company’s share option scheme 259 747

Number of shares for the purpose of calculating diluted earnings per share
(after adjusted for the effect of unvested and treasury

shares held under share award scheme) 554,374 557,740
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14. PROPERTY, PLANT AND EQUIPMENT

Owned Leasehold Plant and Motor  Construction
properties  improvements equipment vehicles i progress Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
COST
At T Jonuary 2020 1482913 495,633 754,825 53752 145,979 2,933,102
Exchange adjusimens [690) (972) 15,97¢) ) (139) (7,781)
Additons 46,354 10,007 68,966 6,083 140,716 272216
Acquistion of subsidiaries (Note 44] - - 139 - 139
Reclassification 114,298 28,906 5441 - (148,645) -
Disposals - (8,560) 32,793) 4,212 - (45,571)
At 31 December 2020 1,642,875 525,098 790,602 55,619 137911 3,152,105
Exchange adjusiments (273) (315) (4,158) - (121) (4,867)
Additions 35,960 7492 55,712 2114 44,802 146,080
Reclassification 84,885 2,018 - - (86,903) -
Disposals (4,251) (16,879) (6,271) (27,401)

At 31 December 2021

DEPRECIATION

At T January 2020 162,619 229,268 582,083 40,435 - 1,014,405
Exchange adjusiments [663) (848) (5,260) (3) - (6,780)
Provided for the year 76,151 33,881 80,820 5,488 - 196,340
Eliminated on disposals - (8,566) (31,991) (4,017 - 44,568)
At 31 December 2020 238,107 253,735 625,646 41,909 1,159,397
Exchange adjusiments (265) (284) (3,901) - (4,450)
Provided for fhe yeor 36,188 70,952 4,671 196,839
Eliminated on disposals (3,751) (15,739) (5,878) (25,368)

At 31 December 2021

CARRYING VALUES
At 31 December 2021

At 31 December 2020
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14. PROPERTY, PLANT AND EQUIPMENT (Cont'd)

The above items of property, plant and equipment, except for construction in progress, affer taking into account the residual

values, are depreciated on a straightline basis, at the following rates per annum:

Owned properties Over the shorter of the terms of the leases of 20 years, or 4%
leasehold improvements Over the shorter of the terms of the leases, or 4.74% — 33.33%
Plant and equipment 19% - 31.67%

Motor vehicles 19% - 31.67%

An analysis of the carrying values of owned properties is as below:

2021 2020
RMB’000 RMB'000

In the PRC other than in Hong Kong 1,440,577 1,404,768
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15. RIGHT-OF-USE ASSETS

Leasehold Leased Office Motor
lands properties equipment vehicles Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

COST

At 1 January 2020 2099 864 244 961 402 2,552 547,779
Additions - 77817 34 1,149 79,000
Lease termination (8,763) - - (8,763)
Exchange alignment - (5,4406) (24) (173) (5,643
At 31 December 2020 308,569 612,373
Additions 67,539 68,242
lease termination (53,580) (53,580)
Exchange alignment (3,322) (3,463)

At 31 December 2021

DEPRECIATION

At 1 January 2020 6,589 72,932 13 995 80,529
Provided for the year 6,590 77,276 85 1,000 84,951

Eliminated on lease termination - (5,176) - - (5,176)
Exchange alignment (2,751) (5) (1806) (2,942
At 31 December 2020 142,281 157,362

Provided for the year 71,816 79,475

Eliminated on lease termination (39,575) (39,575)
Exchange alignment (1,972) (1,968)

At 31 December 2021

CARRYING AMOUNT
At 31 December 2021

At 31 December 2020
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15. RIGHT-OF-USE ASSETS (Cont'd)

2021 2020
RMB’000 RMB'000

Expense relafing to shortterm leases 8,108 3,509

Expense relating to leases of low-value assets,

excluding shortterm leases of low value assets 36
Variable lease payments not included

in the measurement of lease liabilities 345
Total cash oufflow for leases 75,671
Additions to rightof-use assets 75,413

The above items of rightof-use assets, are depreciated on a straightline basis, at the following rates per annum:

leasehold lands 2%

leased properties Over the terms of the leases, or 25%
Office equipment Over the ferms of the leases, or 20%
Motor vehicles Over the ferms of the leases, or 33.3%

For both years, the Group leases land and buildings, equipment and motor vehicles for its operations. Lease contracts are
enfered info for fixed term of 1 year to 20 years, but may have extension opfions as described below. lease terms are
negotiated on an individual basis and contain a wide range of different terms and conditions. In determining the lease term
and assessing the length of the non-cancellable period, the Group applies the definition of a contract and defermines the

period for which the contract is enforceable.

The Group has obtained the land use right certificates for all leasehold lands.
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15. RIGHT-OF-USE ASSETS (Cont'd)

The Group regularly entered into shortferm leases and leases of low-value assets for leased properties and office equipment
respectively. As at 31 December 2021, the portfolio of short+term leases and leases of low-value assets are similar to the
portfolio of shorHerm leases and leases of low-value assets to which the shortterm lease and leases of low-value assets

expenses disclosed above.

During the year ended 31 December 2021, the Group has extension options in four (2020: two| leases. These are used
fo maximise operational flexibility in ferms of managing the assets used in the Group's operations. These four extension

options held are exercisable only by the Group and not by the respective lessors.

The Group assesses at lease commencement date whether it is reasonably cerfain to exercise the extension options. The
potential exposures fo these future lease payments for extension options in which the Group is not reasonably certain fo

exercise the extension options is summarised below:

Potential Potential

future lease future lease

payments payments

Lease not included lease not included
liabilities in lease liabilities in lease
recognised liabilities recognised liabilities
as at  (undiscounted) as at [undiscounted)

31 December 31 December 31 December 31 December
y{1y] 2021 2020 2020
RMB’000 RMB’000 RMB'000 RMB'000

land and buildings — Canada 5,811 11,680 8,425 12,489
land and buildings — USA 7,843 17,638 - -
land and buildings - PRC 19 ky4 - -
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15. RIGHT-OF-USE ASSETS (Cont'd)

The following table summarised the additional lease liabilities recognised during the years ended 31 December 2021 and

2020 due to the exercise of extension option that the Group was not reasonably certain to exercise:

Llond and buildings - Canada
lond and buildings = USA
land and buildings = PRC

Additional lease liabilities recognised

during the year (RMB'000)

Extension
option
exercisable

during the

year ended

31 December
2021

No. of leases

2

Extension
option
exercised

No. of leases

Extension
option
exercisable
during the
year ended
31 December
2020

No. of leases

2

Extension
option
exercised

No. of leases

In addition, the Group reassesses whether it is reasonably certain fo exercise an extension option, upon the occurrence of

either a significant event or a significant change in circumstances that is within the control of the lessee. During the years

ended 31 December 2021 and 2020, there is no such friggering event.

During the year ended 31 December 2020, lessors of the relevant offices provided rent concessions to the Group through

rent reductions from 50% to 100% over two to three months due to the outbreak of Covid-19.

These rent concessions occurred as a direct consequence of Covid-19 pandemic and met of all of the conditions in HKFRS

16.46B, and the Group applied the practical expedient nof to assess whether the changes constitute lease modifications.

During the year ended 31 December 2020, the effects on changes in lease payments due to forgiveness or waiver by the

lessors for the relevant leases of RMB248,000 were recognised as negative variable lease payments and were included in

other income and gains.
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16. INVESTMENT PROPERTIES

The Group intends to lease out various offices and car parking spaces under operating leases to earn rental income.

RMB'000
Fair value
At T January 2020 95,090
Transfer from properties for sale 145
Fair value loss upon fransfer from properties for sale (145)
Exchange adjusiments (3,847)
Decrease in fair value recognised in profit or loss (14,714)

At 31 December 2020
Exchange adjusiments

Increase in fair value recognised in profit or loss

At 31 December 2021

The Group's investment properties consist of two unifs of office premises in Hong Kong and several car parking spaces in

the PRC as at 31 December 2021 and 2020.
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16. INVESTMENT PROPERTIES (Cont'd)

(i)

(i)

Office premises

The fair values of the office premises as at 31 December 2021 and 2020 have been arrived at on the basis of a
valuation carried out on the respective dates by Asset Appraisal Limited, an independent qualified professional valuer
not connected with the Group. The fair values of the office premises are determined based on the market approach
which uses the prices and other relevant information generated by market transactions involving comparable
properties. One of the key unobservable inputs used in valuing the investment properties is the market unit rate taking
into account the recent transaction prices of similar properties nearby the Group's investment properties adjusted for
location and conditions of the properties which ranged from HKD21,429 (equivalent to RMB17,520) per sq.ft to
HKD28,791 (equivalent to RMB23,540) per sq.ft [2020: ranged from HKD21,798 (equivalent to RMB18,346) per
sq.ft to HKD23,856 (equivalent to RMB20,078] per sq.ft], where sq.ft is a common unit of area used in Hong Kong.
An increase in the market unit rate would result in an increase in fair value measurement of the investment properties,

and vice versa. There has been no change in the valuation fechnique used from the prior year.

Car parking spaces

The fair values of these car parking spaces have been arrived at on the basis of a valuation carried out by Ravia
Global Appraisal Advisory Limited, an independent qualified professional valuer not connected with the Group.
The fair values of these car spaces are determined based on income approach by taking into account the net rental
income of the properties in the existing market which have been capitalised fo determine the market value. The key
unobservable inputs used are the yield of 2.87% (2020: 2.87%) and average market rent of RMB300 (2020:
RMB300) per month. An increase in the yield and average market rent used would result in an increase in fair value,

and vice versa.

In estimating the fair value of the properties, the highest and best use of the properties is their current use. The investment

properties were categorised into level 3 of the fair value hierarchy as at 31 December 2021 and 2020. There were no

fransfers info or out of level 3 during the year.
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17. INTANGIBLE ASSETS

Non- Patent
compefition  Customers and Development Crypto
Trademarks Licences  agreement relationship technology costs  currencies Others Total
RMB000 RMB000 RMB'000 RMB000 RMB000 RMB000 RMB'000 RMB000 RMB000
[Note qf [Note g (Note b) (Note b) Note | (Note d| (Note f
cost
AtT Janvary 2020 419,923 41755 61031 148,084 324617 281136 - 1587 1,301,133
Exchonge adjusiments (26,886) (20) - (4.749) (17.504) 18,118 - (1,09) 68,371)
Additons - - - - - 57929 - - 57929
Acquistion of o subsidiary (Note 44] - - - - - - - 27,598 27,598
Acquistfon of ossefs ough acopisifon
of o subsicicny (Note 43 - - - - - - - 55,556 55,556
At 31 December 2020 393,035 41,735 143,339 307,113 320,947 106,645 1,373,845
Bxchange adjusiments (8,390) 7 (1,569) (5,914) (7,425) - (362) (24,167)
Addiions 94,340 63,455 129,525 289,117
Wi off for he year (1,926) (1,926)

At 31 December 2021

AMORTISATION/IMPAIRMENT

A 1 Jonuary 2020 113,648 40,152 36,965 91,673 135,135 185,476 - 2347 625,39
Bxchange adfusimen's (10,016] 30 - (3942 (8,670] (15,362 - (1,099 (39,033]
Provided for the year 408 08 6,801 19,577 32149 41,172 - 8,871 109,046
Impaiment loss for he year (Nole ¢] 52687 - - - - - - - 52687
At 31 December 2020 156,727 40,250 107,308 158,614 211,286 30,123 748,074
Exchange adjusimenis (3,519) - (1,456) (3,313) (5,468) (362) (14,143)
Provided for the yeor 13,276 16,891 30,404 52,668 10,361 130,790

Wi of for the year (1,926) (1,926)

Impaiment loss for he yeor [Nofe f
A 31 Decemoer 2021

CARRYING VALUES
At 31 December 2021

At 31 December 2020
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17. INTANGIBLE ASSETS (Cont'd)

Notes:

a. Included in the trademarks of approximately RMB229,500,000 (2020: RMB234,871,000) as at 31 December 2021 are those
acquired on acquisition of Promethean World Limited [“Promethean”] and its subsidiaries [collectively referred to as “Promethean
Group”) having legal lives of 2 to 20 years and are renewable every 2 to 20 years af minimal cost. The direcfors of the Company
are of the opinion that the Group would renew the trademark continuously and has the ability to do so. Various studies including
product life cycle studies, market, competitive and environmental trends and brand extension opportunities have been performed by
management of the Group, which supports that the trademark has no foreseeable limit to the period over which the trademarked
products are expected to generate net cash flows for the Group. As a result, the trademark is considered by the management of the
Group as having an indefinite useful life because it is expected fo contribute to nef cash inflows indefinitely. The trademark will not
be amortised until its useful life is determined fo be finite. Instead it will be tested for impairment annually and whenever there is an
indication that it may be impaired.

Trademark with indefinite useful life of RMB25,410,000 and RMB27,905,000 arising from the acquisition of Jumpstart Games,
Inc. and its subsidiaries and Edmodo, Inc. {"Edmodo”) respectively were fully impaired during the year ended 31 December 2020.

The remaining balance of the trademark with finite useful lives of RMB 1,030,000 {2020: RMB1,437,000) were mainly acquired

on acquisition of Cherrypicks International Holdings Limited and its subsidiaries [collectively referred to as “Cherrypicks Group”).
Particulars of the impairment testing are disclosed in Note 24.

b.  Intangible assefs represent customers relationship and non-competition agreement mainly from the acquisition of Cherrypicks Group.
Cherrypicks Group have long and close business relationship with the major customers and non-competition agreement was signed
between Cherrypicks Group and its employee upon acquisition. The acquisition of Cherrypicks Group has allowed the Group fo
develop its long term growth from Cherrypicks Group's mobile solution and marketing business.

c. Patent and technology represents the acquired technological know-how for producing Interactive Whiteboard, Interactive Flat Panel,
and augmented reality ["AR") and various mobile application. The patent and fechnology were acquired from the acquisition of
Promethean Group, Cherrypicks Alpha Holdings Limited and its subsidiaries and Cherrypicks Alpha Resources Limited (“Cherrypicks
Alpha Resources”).

d.  Development costs represent [i) the software for a cloudbased teaching and leaming platform which connects students’ tablets and
laptops to interactive displays (Interactive Whiteboard and Interactive Flat Panel) and such development costs were acquired from
acquisition of the Promethean Group and |ii] the fechnological know-how internally generated for personalised location services,
markefing and ecommerce, location intelligence and data analysis.

e.  During the year ended 31 December 2020, certain subsidiaries in education segment incurred loss and their recoverable amounts
were assessed fo be less than the carrying amounts. The directors have consequently determined impairment of intangible assets
with indefinite and definite useful lives amounting to RMB52,687,000 and RMBNIl respectively during the year ended 31
December 2020. Taking info account the operating and industry environment of the Group and the nature of its business, the Group
measured the recoverable amounts of the CGUs based on value in use using the discounted cash flow method.

f. During the year ended 31 December 2021, the Group acquired cryptocurrencies which are measured at its cost less any
accumulated impairment losses. The recoverable amounts of the cryptocurrencies have been defermined based on their fair value
less costs of disposal. The Group uses direct quoted prices in active market to estimate the fair value less costs of disposal of the
assets. The relevant assefs were impaired to their recoverable amount of RMB 127,785,000 (2020: N/A), which is their carrying
values af year end and the impairment of RMB1,765,000 (2020: N/A) has been recognised in “other expenses and losses”
during the year.

g.  During the year ended 31 December 2021, the Group acquired sports lottery licenses of approximately RMB94,340,000 (2020:
RMBNIl).
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17. INTANGIBLE ASSETS (Cont'd)

The above intangible assets, other than certain trademarks with indefinite useful lives, have finite useful lives. Such intangible

assets are amortised on a straightline basis at the following rafes per annum:

Trademarks

Licences

Non-competition agreement
Customers relationship
Patent and technology
Development cosfs

Others

18. INTERESTS IN ASSOCIATES

Unlisted investments:
Cost of investments
Share of postacquisition losses

Impairment loss recognised

Group's share of net assets of associates

10% - 57.14%
5% — 50%
11.11%
10% - 16.67%
10%

33.33%
10% — 50%

2021
RMB’000

87,837

(30,148)
(22,570)

35,119

2020
RMB'000

65,000
(15,341)

49,659
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18. INTERESTS IN ASSOCIATES (Cont'd)

As at 31 December 2021 and 2020, the Group had interests in the following associates:

Proportion of
ownership inferest Country of
and voting rights held establishment/ Registered
Name of entifies by the Group operation capital Principal activities
2020
Clory Team limited N/A Biiish Virgin US doler Invesiment holding
(Glory Team'] [Nofe o Islonds ['BVI') ('USD"150,000
Sammo Holdings Limited [k B RER A7) N/A Hong Kong HKD7,520,000  Provision of online longuage
(*Sammo Holdings ) (Note feaching and fiaining senvices
BMmHACETAREERAA N/A PRC RMB100,000 Provision of business management
[BMTRKEE ) Note o consuling services
IRERERENREREALT N/A PRC RMB100,000 Provision of online educotion and
(fRERE) Note b) reloted applicafion business
THEEYENRER LA 20.93% 20.93% PRC RMBI0, 117,700 Provision of online education and
[REEEHE") Noe reloted applicafion business
ROBTARAEHRERELRA 200% PRC RMB2,000,000 Provision of online education
[RDETER) Note d| ond related application business
ERBENBARAA 40.0% PRC RMB50,000,000 Provision of smart education
['ZRIBZ") Note e)
Notes:
a.  During the current year, the Group acquired 30% of the issued share capital of Glory Team, and its subsidiaries, Sammo Holdings

and BEINTIFRAKEE [collectively referred to as “Glory Team Group”), and has the power to appoint one director out of three
directors in the board. Therefore, Glory Team Group is classified as associates of the Group as at 31 December 2021.

b.  During the current year, the Group acquired 20% of the issued share capital of It RE#EED, and has the power fo appoint one
director out of five directors in the board. Therefore, JLRIEAEED is classified as an associate of the Group as at 31 December

2021.

c.  The Group holds 20.93% of the registered capital of ZEZEEZAE, and has the power to appoint one director out of three
directors in the board. Therefore, ZHIZBEHF is classified as an associate of the Group as at 31 December 2021 and 2020.

d.  The Group holds 20% of the registered capital of KMMENAEF, and has the power to appoint one director out of five directors in
the board. Therefore, KB TARE is classified as an associate of the Group as at 31 December 2021 and 2020.

e.  The Group holds 40% of the registered capital of ERUEE, and has the power to appoint two directors out of five directors in the
board. Therefore, ERIUE £ is classified as an associate of the Group as at 31 December 2021 and 2020.
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19. INTERESTS IN JOINT VENTURES

2021 2020
RMB’000 RMB'000
Unlisted investment:
Cost of investments 24,000 24,000
Share of postacquisition losses (9,023) (7,437)
Group's share of net assets of joint ventures 14,977 16,563
Proportion of ownership Country of
interest and voting rights ~~ establishment/
Name of entities held by the Group operation Registered capital  Principal activities
2021 2020
ERAERESNHERAT 60.0% 00.0% PRC RMB1,000,000,000  Application of information fechnologies,
('ElfE") (Note of virual realty and AR technology
BB E RN REREERLA 60.0% 60.0% PRC RMB30,000,000  Provision of rcining and sofiware-assenice
"EREEER') (Note b)
Promethean Middle East and 57.0% N/A The Coyman USDI00  Inactive
Africa limited ("PMEA') (Note ¢ lslonds
Notes:
a. BB is a joint venture company of the Group although the Group has ©0% ownership inferest and voting rights in EIf#. The

directors of the Company assessed whether or not the Group has joint control over BIf based on whether decisions about the
relevant activities of the arrangement can be made without the consent of the Group. Pursuant fo an agreement signed befween the
three joint venturers, the other two joint venturers act in concert and own 40% of shareholdings in B3# in aggregate, and that at
least twothirds of the voting rights are required to make decisions about the relevant activities of the arrangement. After assessment,
the directors of the Company concluded that decisions about the relevant activities of the arrangement cannot be made without the

consent of the Group and therefore the Group has joint control over Bl .

=

ELFAAEBEZEA is a joint venture company of the Group although the Group has ©0% ownership interest and voting rights in E2BA43
BEZEA. The directors of the Company assessed whether or not the Group has joint control over E2RA4EREZE A based on whether
decisions about the relevant activities of the arrangement can be made without the consent of the Group. Pursuant to an agreement
signed between the two joint venturers, and at least twothirds of the voting rights are required to make decisions about the relevant

activities of the arrangement. After assessment, the directors of the Company concluded that decisions about the relevant activities of

\\\\\

During the year ended 31 December 2021, the Group esfablished PMEA with an independent third party and has the power to
appoint three directors out of five directors in the board. PMEA is a joint venture company of the Group although the Group has
57% ownership interest and voting rights in PMEA. The directors of the Company assessed whether or not the Group has joint
control over PMEA based on whether decisions about the relevant activities of the arrangement can be made without the consent
of the Group. Pursuant to an agreement signed between the two joint venturers, unanimous writlen consent and authorisation are
required to make material business decisions. After assessment, the directors of the Company concluded that decisions about the

relevant activities of the arrangement cannot be made without the consent of the Group and therefore the Group has joint control
over PMEA.
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20. EQUITY INSTRUMENTS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE
INCOME

2021 2020
RMB’000 RMB'000
Equity securities listed in Canada (Note a) 8,105 10,808
Unlisted equity securities in the PRC (Note b) = -
10,808
Notes:
a.  The above listed equity investment represents ordinary shares of an entity listed in Toronfo Stock Exchange. The investment is not held

for trading, instead, it is held for longterm strategic purpose. The directors of the Company have elected to designate this investment
in equity instruments at FVTOCI as they believe that recognising shortterm fluctuations in these investments’ fair value in profit or loss
would not be consistent with the Group's strategy of holding these investments for long-term purposes and realising their performance

potential in the long run.

b.  The above unlisted equity investment represents the Group's equity interests in a private entity established in the PRC. The directors of
the Company have elected to designate this invesment in equity instruments at FVTOCI as they believe that the investment is not held

for trading and not expected to be sold in the foreseeable future.
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21. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS/DERIVATIVE
FINANCIAL INSTRUMENTS

2021 2020
RMB’000 RMB'000

Financial assefs at FVTPL:
— Equity-linked warrants 1,852 3,723
— Unlisted funds (Note i) 266,078 281,194
— Others - 2,058

267,930 286,975

Analysed for financial reporting purpose:
Current 1,852 5,781
Non-current 266,078 281,194

267,930 286,975

Derivative financial instruments:
— Convertible and exchangeable option [Nofe 39) - -
— Unlisted warrants (Note ii) 42,565 40,894

42,565 40,894

Notes:

(i) The unlisted funds represent a portfolio of investments managed by fund managers, most of the portfolio assets are invested in the
listed securities in Hong Kong and the PRC. These investments are not held for trading, instead, they are held for longterm purposes.
The Group is not expected to realise the funds within twelve months from the end of the reporting period, therefore the unlisted funds

are classified as non-current assets.

(i) The unlisted warrants are simulianeously issued with the convertible and exchangeable bonds as detailed in Note 39.
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22. LOAN RECEIVABLES

2021 2020
RMB’000 RMB'000

Fixed-rate loan receivables 2,102 3,631
Variablerate loan receivables 28,325 28,832

30,427 32,463

Analysed as:
Current 22,042
Non-current 10,421
32,463

The effective interest rates (which are equal to confractual inferest rates) on the Group's loan receivables are as follows:

2020

Effective interest rates:
Fixed-rate loan receivables (per annum) 4.15% 291%—4.15%
Variablerate loan receivables (per annum) 2.15% - 5.00% 2.15%-5.00%

Included in loan receivables, RMB8,523,000 (2020: RMB10,217,000) represents loans to certain key management and
staff. Loan receivables are not past due or creditimpaired at the end of the reporting period. The loans are either repayable
by instalments until 2022, 2023 or 2035 (2020: 2021, 2022, 2023 or 2035] or repayable in whole in 2022. Al

amounts are unsecured.

Defails of impairment assessment are set out in Note 48.
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23. GOODWILL
2021 2020

RMB’000 RMB’'000
COST
At 1 January 459,655 465,473
Acquisition of subsidiaries [Note 44) - 19,165
Exchange adjusiments (8,477) (24,983
At 31 December 451,178 459,655
IMPAIRMENT
At T January 218,323 152,145
Impairment loss recognised for the year 19,165 75,226
Exchange adjustments (3,397) (9,048
At 31 December 234,091 218,323
CARRYING VALUES
At 31 December 217,087 241,332

Particulars regarding impairment assessment of goodwill are disclosed in Note 24.
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24. IMPAIRMENT TESTING ON GOODWILL AND INTANGIBLE ASSETS WITH INDEFINITE
USEFUL LIVES

For the purpose of impairment testing, goodwill and trademarks with indefinite useful lives set out in Notes 23 and 17
have been allocated to eleven individual or groups of CGUs. The carrying amounts of goodwill and trademarks as at 31

December 2021 and 2020 allocated to these units are as follows:

Goodwill Trademarks

2021 2020 2021 2020
RMB’000 RMB'000 RMB’000 RMB'000

Online and mobile games:
CGU-1
CGU-2
CGU-3

Education:
CGU-4 - - - -
CCGU-5 - - - -
CCU6 217,087 222,167 229,500 234,871
CGU-7
ccu-8
CGU9

Mobile solution, products and marketing:
CGU-10
CGU-T1

At 31 December 217,087 241,332 229,500 234,871
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24. IMPAIRMENT TESTING ON GOODWILL AND INTANGIBLE ASSETS WITH INDEFINITE
USEFUL LIVES (Cont'd)

The recoverable amounts of the CGUs arising from online and mobile games, education and mobile solution, products and
marketing business were determined individually based on value in use calculations. Those value in use calculations use
cash flow projections based on cash flow forecasts approved by management covering a five-year period and discount
rates of CGU-3, CGU-6 and CGU-Q are 25.13% (2020: 23.50%), 29.34% (2020: 27.26%) and 14.87% (2020:
14.69%) respectively. Cash flows beyond five-year period is extrapolated using a steady growth rate of 2.0% (2020:
ranging from 2.0% to 3.0%). Cash flow projections during the forecast period for the CGUs are based on the estimated
growth rates during the forecast period. Estimated growth rates were determined based on past performance and the
management's expectations for the market development. Management believes that any reasonably possible change in any
of these assumptions would not cause the carrying amount of CGU-6 1o exceed ifs respective recoverable amount resulting

in impairment.

During the year ended 31 December 2021, the CGU-3 and CGU-9 (2020: CGU-7, CGU-8 and CGU-10) incurred loss

and its recoverable amount was assessed to be less than the carrying amount.

The directors have consequently determined impairment of goodwill directly related to the CGU-3 and CGU-9 amounting
fo RMB 18,830,000 and RMB335,000, respectively (2020: CGU-7 and CGU-10 amounting to RMB47,747,000 and
RMB27,479,000, respectively). The impairment loss has been included in “other expenses and losses”.

The directors have consequenﬂ\/ determined impairment of trademarks with indefinite useful lives direcﬂ\/ related to the CGU-
7 and CGU-8 amounting to RMB25,111,000 and RMB27,576,000, respectively during the year ended 31 December

2020. The impairment loss has been included in “other expenses and losses”.

No other write-down of the assets of the CGU-3 and CGU-Q (2020: CGU-7, CGU-8 and CGU-10) units is considered
necessary during the year ended 31 December 2021. The recoverable amounts of the CGU-3 and CGU-9 [2020: CGU-
7, CGU-8 and CGU-10) units are RMBNIil. Management of the Group determines that there is no impairment of the

remaining CGUs containing goodwill or frademarks with indefinite useful lives.

Taking into account the operating and industry environment of the Group and the nature of ifs business, the Group

measured the recoverable amounts of the CGUs based on value in use using the discounted cash flow method.

There were no significant changes in the valuation method adopted from those adopted in the previous years.
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25. DEFERRED TAXATION

The deferred tax assefs and liabilities are presented in the consolidated statement of financial position as below:

2021 2020
RMB’000 RMB'000

Deferred tax assets 135,076 43,437
Deferred tax liabilities (80,111) (Q0,907)

54,965 (47,470)

The following are the major deferred tax liabilities and assets recognised and movements thereon during the current and

prior years:

Deferred  Accelerated tax Intangible

revenve  depreciation assets Inventories Tax losses Others Total

RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
A1 January 2020 6,364 (168 (118,330] 1822 11,867 24152 74,293)
Credited [charged| fo proft or oss 2014 63 28,660 215) [7753) 4798 27,567
Acquisifon of a subsidiory (Note 44) - - 4,133 - - - (4,133
Exchange adjusimens (520) 6 5,886 90) 174) (1,819 3,389

131 Decenber 2020 o 1) 4,040 27,131 (47,470)
Credited (charged] fo proft or loss (7,335) 104,205 3,131 101,343
Exchange adjustmens (529)

A 31 December 2021

At the end of the reporting period, the Group has faxable temporary differences associated with undistributed earnings of
PRC subsidiaries of RMB7,576,317,000 [2020: RMB6,092,230,000). No deferred tax liability has been recognised
for these undistributed earnings because the Group is in a position to control the timing of the reversal of the temporary

differences and it is probable that such differences will nof reverse in the foreseeable future.
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25. DEFERRED TAXATION (Cont'd)

A deferred fax asset has been recognised in respect of RMB566,906,000 (2020: RMB15,187,000) of the unused tax
losses of the Group during the year ended 31 December 2021. The Group has not recognised deferred tax assets arising
from tax losses amounting to RMB3,068,861,000 (2020: RMB2,541,873,000) due fo the unpredictability of the future
profit sireams and tax losses to be agreed with the PRC tax authority. The unrecognised fax losses will be expired in year
2022, 2023, 2024, 2025, 2026, 2027, 2028, 2029, 2030 and 2031 are RMB271,182,000, RMB287,529,000,
RMB380,042,000, RMB415,9281,000, RMB526,926%9,000, RMB150,844,000, RMB225,808,000,
RMB220,197,000, RMB310,974,000 and RMB279,335,000 (2020: expired in year 2021, 2022, 2023, 2024 and
2025 are RMB412,299,000, RMB425,184,000, RMB493,557,000, RMB623,570,000 and RMB587,263,000)
respectively, which are five years or ten years from year in which the loss was originated, to offset against future taxable

profits. Other losses may be carried forward indefinitely.

At the end of the reporting period, the Group has deductible temporary differences of RMB95,111,000 (2020:
RMB147,222,000). A deferred tax asset has been recognised in respect of RMB100,661,000 (2020:
RMB154,616,000) of such differences of the Group during the year ended 31 December 2021. No deferred tax assef
has been recognised in respect of the remaining differences as it is not probable that taxable profit will be available

against which the deductible temporary differences can be utilised.

Others mainly represented deferred tax assefs related to accrued expenses and other miscellaneous items.
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26. PROPERTIES UNDER DEVELOPMENT/PROPERTIES FOR SALE

2021 2020

RMB’000 RMB'000

Properties under development 316,872 263,915
Properties for sale 205,273 253,367

522,145 517,282

The Group's properties under development are situated in the PRC. All of the properties under development are stated at
the lower of cost and net realisable value. As at 31 December 2021 and 2020, the properties under development are

expected fo be realised within twelve months from the end of the reporting period.

During the year ended 31 December 2020, RMB145,000 was transferred from properties under development to

properties for sale and then transfer to investment properties.
Analysis of leasehold lands:

RMB’000
At 1 January 2021
Carrying amount 210,590

At 31 December 2021
Carrying amount 204,946

The carrying amount of leasehold lands is measured under HKFRS 16 at cost less any accumulated depreciation and any
impairment losses. The residual values are defermined as the estimated disposal value of the leasehold land component.

No depreciation charge is made on the leasehold lands taking info account the estimated residual values as at 31
December 2021 and 2020.
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27. INVENTORIES

2021 2020

RMB’000 RMB’'000

Raw materials 5,490 5,671
Finished goods 679,627 311,238

685,117 316,209

28. TRADE RECEIVABLES

2021 2020
RMB’000 RMB'000

Trade receivables 858,250 554,403
Less: Allowance of credit losses (26,264) (29,050

831,986 525,353

As at 1 January 2020, trade receivables from contracts with customers amounted to RMB689,360,000.

The Group generally allows a credit period ranging from 30 days to Q0 days fo its distribution and payment channels/

trade customers.
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28. TRADE RECEIVABLES (Cont'd)

The following is an aged analysis of frade receivables net of allowance for credit losses presented based on the date of

delivery of goods/date of rendering of services which approximated the respective revenue recognition dates.

2021 2020
RMB’000 RMB'000

Trade debtors
0 - 30 days 374,790 253,872
31 =60 days 264,081 115,077
61 =90 days 107,186 35,820
Over 90 days 85,929 113,985

Receivables aged over Q0 days with extended credit terms

Due within one year

6,599

831,986 525,353

As at 31 December 2021, included in the Group's frade receivables balance are debtors with aggregate carrying amount
of RMB241,251,000 (2020: RMB118,310,000) which are past due as af the reporting date. Out of the past due
balances, RMB69,986,000 (2020: RMB59,658,000) has been past due Q0 days or more but are not considered as
credIHmpoired having regard to the hisforical repayment from the trade debtors, as well as forward-looking information that
is available without undue cost or effort. Accordingly, the corresponding expected credit loss is insignificant. The Group

does not hold any collateral over these balances.

Before accepting any new disfributor/customer, the Group uses an infernal credit assessment policy to assess the potfential
distributor/customer’s credit quality and define credit limits by distributor/customer. Management closely monitors the credit
quality of trade receivables and considers the frade receivables that are neither past due nor impaired to be of a good

credit quality.

Defails of impairment assessment of trade receivables are set out in Note 48.
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29. OTHER RECEIVABLES, PREPAYMENTS AND DEPOSITS

2021 2020

RMB’000 RMB'000

Prepayments fo suppliers 86,077 20,870
Prepayments for renfed premises, utilities and server 56,684 58,751

Refundable rental and guarantee deposifs 77,278 77,035
Other receivables from agent for repurchasing the shares of the Company 19,941 65,645
Prepayment for convertible and exchangeable bonds interest 47,818 48,937
Prepayment for promotion expenses 21,447 20,088
Interest receivables 14,690 4,722
Other tax recoverable 68,115 60,675
Government grant receivables 62,712 -

Compensation receivables 10,137 -

Others 54,099 35,655
518,998 462,378

Analysed for financial reporting purpose:
Non-current 37,543 62,841
Current 481,455 399,537

518,998 462,378

Included in refundable rental and guarantee deposits, there are balances of:

[)  RMB31,543,000 (2020: RMB31,468,000) which represents prepayment and deposit for potential lease confracts
paid to a related company BMGHIRESS 1 AW TRFMIATKMEBR AR (Fuzhou Yangzhenhua 851 Bio-

Engineering Research Inc.) (“Fuzhou 8517).

[i)  RMB25,000,000 (2020: RMB25,000,000) which represents deposit for technical support service paid to #@JMH X
SEAIEE R R A A [Fuzhou Tianliang Network Technology Co., Limited) as at 31 December 2021.

Defails of the impairment assessment of other receivables are sef out in Note 48.
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30. CONTRACT ASSETS

31.

2021
RMB’000

Mobile solution, products and marketing services 10,501
Education equipment and related goods 1,191

11,692

As at 1 January 2020, confract assets amounted fo RMB18,333,000.

2020
RMB'000

10,619

The contract assefs primarily relate fo refention receivables on education equipment and related goods, and the Group's

right to consideration for work completed and not billed because the rights are conditional on the Group's future

performance in achieving specified milestones at the reporting date on the provision of mobile solution, products and

marketing services. The contract assefs are transferred to trade receivables when the rights become unconditional.

Defails of the impairment assessment of confract assets are set out in Note 48.

AMOUNT DUE FROM A RELATED COMPANY

Amount due from a related company disclosed pursuant fo section 383 of the Hong Kong Companies Ordinance are as

follows:
Maximum
amount
outstanding
Balance at Balance af during
Name of related 31 December JEEKINBEINY the year
company Terms 2021 2020 2021

RMB’000 RMB'000 RMB’000

I REMEERERE  Unsecured, nonvinterest
BRAR(ILREM")  bearing and repayable

(Note) on demand

47

Note: 3EZ B is an entity wholly owned by Mr. Zheng Hui, who is the executive director of the Company.

Defails of the impairment assessment of amount due from a related company are set out in Note 48.

Maximum
amount
outstanding
during

the year
2020
RMB'000

849
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32. AMOUNTS DUE FROM JOINT VENTURES

As at 31 December 2021 and 2020, the amounts due from joint ventures are not frade in nature, unsecured, non-interest

bearing and repayable on demand.

Defails of the impairment assessment of amounts due from joint ventures are set out in Note 48.

33. RESTRICTED BANK BALANCES/PLEDGED BANK DEPOSITS/BANK DEPOSITS WITH
ORIGINAL MATURITY OVER THREE MONTHS/BANK BALANCES AND CASH

Restricted bank balances, pledged bank deposits, bank deposits with original maturity over three months and bank
balances carry inferest at prevailing banking deposit rates which ranges from 0.001% to 2.550% (2020: 0.001% to
2.600%) per annum.

Details of the impairment assessment of restricted bank balances, pledged bank deposits, bank deposits with original

maturity over three months and bank balances are sef out in Note 48.
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34. TRADE AND OTHER PAYABLES

2021 2020
RMB’000 RMB'000
Trade payables (Note a) 681,135 361,934
Accrued staff costs 331,730 286,563
Government grants (Note b) 24,941 66,915
Receipt in advance 140 169
Other fax payables 28,352 25,713
Advertising payables 18,242 11,973
Payables for purchase of property, plant and equipment 104,930 115,222
Consuliancy fee payables 7,215 15,137
Consideration payables 6,400 28,641
Payables for purchase of intangible assets - 10,230
Accrued expenses 156,252 106,327
Payable for share repurchase 7,381 12,780
Compensation payable 23,035 -
Others (Note ¢ 76,231 55,174
1,465,984 1,096,778

Analysed for financial reporting purpose:
Current 1,455,221 1,091,369
Non-current 10,763 5,409
1,465,984 1,096,778
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34. TRA

Notes:

(a]

(b)

DE AND OTHER PAYABLES (Cont'd)

The following is an aged analysis of trade payables presented based on the invoice date at the end of the reporting period.

2021 2020
RMB’000 RMB'000

0 - 90 days 614,099 307,331
91 - 180 days 6,599 7,707
181 - 365 days 5,391 23,131

Over 365 days 55,046 23,765

681,135 361,934

The amount represents government granfs which are [i) the costs incurred by the Group in conducting and launching research and
development projects in Fujian Province, the PRC, relating fo compensation for development costs already incurred and (i) the costs
incurred by the Group for purchasing property, plant and equipment, which will recognise in profit or loss on a systematic basis
over the estimated useful life of the property, plant and equipment related fo the government grants on capital expenditure. The

following table discloses the movement of government grants:

2021 2020

RMB’000 RMB'000

At 1 January 66,915 43,634
Additions 9,346 180,899

Release to profit or loss during the year (51,320) (157,618
At 31 December 24,941 66,915

Analysed for financial reporting purpose:

Current 61,506
Non-current 5,409
66,915

Others mainly represent office and server service expenses payables and other miscellaneous items for operating acfivities.
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35. CONTRACT LIABILITIES

2021 2020
RMB’000 RMB'000

Online and mobile games (Note i) 45,086 53,326
Education equipment and related goods [Note i) 222,620 214,547
Mobile solution, products and marketing services (Note i) 3,470 2,228
Educational services (Note i) 60,856 37,629
Property project (Note ii) 25,208 Q7,753

357,240 405,483

As at 1 January 2020, contfract liabilities amounted to RMB529,497,000.

Notes:

(i

(i)

The contract liabilities include unutilised game points on online and mobile games, advance payments from customers for contracted
education equipment and related goods, advance payments from customers for mobile solution, products and markefing services
and advance payments from cusfomers for educational services. The contract liabilities are transferred fo revenue when customers

confrol and receive the goods, services and benéfits.

As at 31 December 2021, RMB64,000 and RMB45,022,000 (2020: RMB14,412,000 and RMB38,914,000) are contract

liabilities in respect of unutilised game points relating to the sales through distributors and direct sales customers respectively.

The amount represents the pre-sale deposits and advance payment received from customers for property project prior fo the
respective properties have been completed and delivered fo the customers which is a point in time when customers have the ability
to direct the use of the properties and obtain substantially all the remaining benefits of the properties. The Group receives a fixed
amount of RMB50,000 as deposits from customers when they sign the sale and purchase agreement. The deposits and advance
payment schemes result in contract liabilities being recognised throughout the property construction period unfil the custfomer obtains
control of the completed property. The significant decrease in contract liabilities from the property project in the current year was

due fo sale of properties by the Group in 2021.

Revenue amounting to RMB280,233,000 recognised during the year ended 31 December 2021 (2020:
RMB243,947,000) was included in contract liabilities balance at the beginning of the reporting period. There was no

revenue recognised during the year that related o performance obligations that were safisfied in prior periods.
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36. LEASE LIABILITIES

2021 2020

RMB’000 RMB'000

Within one year 63,571 56,224
Within a period of more than one year but not more than two years 57,866 50,384
Within a period of more than two years but not more than five years 36,303 63,304
Within a period of more than five years 1,201 2,765

158,941 172,677

Less: Amount due for settlement with 12 months shown under current liabilities (63,571) (56,224)

Amount due for setflement after 12 months shown under non-current liabilities 95,370 116,453

The effective interest rate on the Group's lease liabilities was 5.20% (2020: 5.28%) during the year ended 31 December
2021.

37. PROVISIONS

Warranty

RMB'000

At T January 2020 69,867
Additional provisions 28,858
Utilisation of provisions (24,387)
Exchange adjusiments (2,837)
At 31 December 2020 71,501
Additional provisions 47,428

Utilisation of provisions (27,754)
Exchange adjustments (2,391)

At 31 December 2021 88,784

The Group provided warranty on its education equipment sold fo its customers. The warranty provision is calculated by
estimating the possible failure rafes of the Promethean Group's hardware, with the exception of projectors which are
covered by a third party warranty. The length of warranty period ranges from one to seven years and varies depending on

both the product and the country the product is sold fo.

The timing and frequency of product failures are inherently uncertain and for this reason the warranty provision has been

disclosed as current.
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38.

39.

AMOUNT DUE TO AN ASSOCIATE/A JOINT VENTURE
The amounts are trade in nature, aged within QO days, unsecured, non-interest bearing and repayable on demand.

CONVERTIBLE AND EXCHANGEABLE BONDS

On 9@ March 2020, Best Assistant issued convertible and exchangeable bonds with an aggregate principal amount
of USD150,000,000 (equivalent to RMB1,038,900,000] to Nurture Education [Cayman) Limited (the “Investor”).
Simultaneously, the Company issued unlisted warrants to the Invesfor in March 2020. The warrants shall entitle the Invesfor
to subscribe for ordinary shares of the Company. The convertible and exchangeable bonds bear interest accruing at a rate
of 5% per annum on the aggregate principal amount of the convertible and exchangeable bonds and will be due on the

fifth anniversary from the bond issue date |"Maturity Date”). The convertible and exchangeable bonds are denominated in

UsD.
Convertible and exchangeable option

The convertible and exchangeable bonds are exercisable at the option of bondholders, in whole or in part and can either
be (i) convertible into ordinary shares of Best Assistant at an initial conversion price of USDO.5367 per conversion share
af any time and from time to fime during the period from the conversion period; or (i) exchangeable for ordinary shares of
Promethean, a wholly owned subsidiary of Best Assistant and non-wholly owned subsidiary of the Company, at an initial
exchange price of USD2.2146 per exchange share at any time and from fime fo time during the exchange period, in the
event that Promethean pursues a qualified initial public offering which refers to a firmly underwritten initial public offering
of ordinary shares of Promethean on an internationally recognised exchange with a minimum nef proceeds and market
capitalisation as sef out in the terms and conditions of the convertible and exchangeable bonds. At initial recognition, the
convertible and exchangeable option was classified as derivative financial instrument. The fair value of the convertible

and exchangeable option was insignificant and the carrying amount is recognised as nil at initial recognition and at 31

December 2021 and 31 December 2020.
Warrants

Simultaneously with the issue of the convertible and exchangeable bonds, the Company issued fo the Invesfor the warrants
with a subscription price of HKD21.1998 per share. The warrants are allotted to subscribe at any time and from fime to
time during the issue date to Maturity Date for up to 11,502,220 shares. At initial recognition, the warrants were classified

as derivative financial instrument at a fair value of approximately RMB86,795,000.
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39. CONVERTIBLE AND EXCHANGEABLE BONDS (Cont'd)

Redemption

Best Assistant shall redeem the convertible and exchangeable bonds, upon the request of the Investor at any time on or affer
the occurrence of an early redemption event, or if not early redeemed, converted, exchanged or purchased and cancelled,
on the Maturity Date, af an amount that would provide the bondholders with an amount equal to the redemption amount
[i.e. an amount that would provide the bondholders an internal rate of return on the principal amount of the convertible and
exchangeable bonds of 15% per annum, inclusive of all interest received on the principal amount of the convertible and
exchangeable bonds). The early redemption event is contingent upon the occurrence of any of (i) the third anniversary from
the bond issue date; or i) change of control of Best Assistant or Promethean; or |iii) a liquidity event. The early redemption
option is considered as closely related to the host debt and is therefore accounted for as part of the amortised cost

accounting of the host debt contract.

The effective inferest rate of the debt host component is 16.62%. The movement of the debt host component of the

convertible and exchangeable bonds for the year is set out as below:

2021 2020

RMB’000 RMB’'000

At 1 January 992,116 -
Issue of convertible and exchangeable bonds, net of transaction costs - 948,093

Interest accrued 165,181 129,865
Seftlement of inferest (48,435) (25,641)
Exchange adjusiments (23,988) (60,201)

1,084,874 Q92,116
less: Interest payable within one year (shown under current liabilities) (15,000) (15,351)

Amount shown under non-current liabilities 1,069,874 Q76,765
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40. BANK BORROWINGS

The carrying amounts of the bank borrowings are repayable*:

2021 2020
RMB’000 RMB'000

Within one year 365,300 121,774
Within a period of more than one year but not exceeding two years - 184,244
Within a period of more than two years but within five years - 6,829

365,300 312,847

The carrying amounts of bank borrowings that contain a repayable

on demand clause [shown under current liabilities) but repayable:

Within one year 37,610 32,823
402,910 345,670
Less: Amounts due within one year shown under current liabilities (402,910) (154,597
Amounts shown under non-current liabilities 191,073
* The amounts due are based on scheduled repayment dates set out in the loan agreements.
The exposure of the Group's bank borrowings is as follows:
2021 2020
RMB’000 RMB'000
Variablerate borrowings 191,544 273,099
Fixed-rate borrowings 211,366 72,571
402,910 345,670
Secured 368,509 310,464
Unsecured 34,401 35,206

402,910 345,670
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40. BANK BORROWINGS (Cont'd)

The Group's variablerate borrowings for the year ended 31 December 2021 carry interest at (i] one-month HIBOR plus
2.20% to 2.35% per annum, [ii) three-month Bloomberg Short-Term Bank Yield rate two business days prior to date of
borrowing plus 1.50%, (i) the United States Prime rate plus 0.5% or (iv) inferest rate of 1.00% or 3.85% per annum.

The Group's variable-rate borrowings for the year ended 31 December 2020 carry inferest at (i) one-month HIBOR plus
2.20% to 2.35% per annum, [ii) higher of twelve-month LIBOR plus 0.50% or 3.40% per annum, [iii) benchmark interest
rate of threeyear borrowings of the People’s Bank of China (“the PBC") plus 0.10% to 0.35% per annum, (iv) benchmark

interest rafe of fiveyear borrowings of the PBC plus O.10% per annum or (v) inferest rate of 1.00% or 3.85% per annum.

The range of effective inferest rates on the Group's bank borrowings are as follows:

2021 2020
Variable-rate borrowings 2.26% to 3.75% 2.30% to 5.20%
Fixed-rate borrowings 1.00% to 3.85% 1.00% to 3.85%

As at 31 December 2021, the borrowings were secured by a pledge of property of a subsidiary, rightof-use assets,
corporate guarantee provided by the Company and corporate guarantee provided by its subsidiaries [2020: a pledged
bank deposit, a pledge of property of a subsidiary, rightof-use assets, corporate guarantee provided by the Company and

corporate guarantee provided by its subsidiaries).
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41. CONVERTIBLE PREFERRED SHARES

On 13 February 2015, Best Assistant, an indirect non-wholly owned subsidiary of the Company issued 180,914,513
Series A convertible preferred shares of par value of USDO.001 each at an aggregate issue price of USD52,500,000
[equivalent to approximately RMB321,762,000) to IDG-Accel China Growth Fund-L.P., IDG-Accel China Growth Fund-A
L.P., IDG-Accel China Invesfors L.P. (which collectively own approximately 7.82% of the issued share capital of the
Compoany, “IDG Investors”), Vertex legacy Continuation Fund Pte Ltd. ("Vertex Llegacy”), Hong Kong Alpha Group Limited
("Hong Kong Alpha”), Catchy Holdings Limited, DIM (in which Mr. Liu Dejian and Mr. Zheng Hui, executive directors and
beneficial owners of the Company together have 100% equity interest), Creative Sky International Limited and NetDragon
Websoft Inc. ("NetDragon BVI"), a direct wholly owned subsidiary of the Company. The Series A convertible preferred

shares are denominated in USD.

On 2 May 2018, Best Assistant issued 112,560,245 Series B convertible preferred shares of par value of USDO.00
each at an aggregate issue price of USD122,500,000 (equivalent to approximately RMB780,713,000] to Fortis Advisors

LLC as a consideration to acquire Edmodo. The Series B convertible preferred shares are denominated in USD.

Conversion

The Series A and Series B convertible preferred shares shall be converted, at the option of the holder thereof, at any
time after the issue date of the convertible preferred shares, into ordinary shares of the subsidiary of the Company at
the applicable conversion rafio which was initially one ordinary share for each convertible preferred share. The initial

conversion rafio of 1:1 is subject to certain adjustments (such as proportional adjustment and anti-dilution adjustment).

The Series A and Series B convertible preferred shares shall be automatically converted into ordinary shares upon
occurrence of an underwritien public offering of the ordinary shares of the subsidiary of the Company wherein the pre-
offering market capitalisation of the subsidiary of the Company is no less than USD1,000,000,000 and net proceeds to
the subsidiary of the Company are in excess of USD100,000,000.

Dividends

The holders of the outstanding Series A and Series B convertible preferred shares shall be enfifled fo receive dividends,
when, as and if declared by the board of the subsidiary of the Company, out of the funds lawfully available therefor, in
preference and priority to any declaration or payment of any distribution on ordinary shares or other equity securities. The
right to receive dividends on the Series A and Series B convertible preferred shares shall not be cumulative, and no rights to

such dividends shall accrue to holders of convertible preferred shares.
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41. CONVERTIBLE PREFERRED SHARES (Cont'd)

Liquidation

The holders of the Series A convertible preferred shares have preference over holders of ordinary shares and other equity
securities with respect to payment of dividends and distribution of assets and funds upon liquidation of the subsidiary of
the Company. The holders of the Series A convertible preferred shares shall be entitled fo receive an amount equivalent to
300% of the issue price of the Series A convertible preferred shares, plus all declared but unpaid dividends (the “Series A"

preference amount).

The holders of the Series B convertible preferred shares shall be entitled to receive for each of the outstanding Series B
convertible preferred shares held, an amount equal fo the Series B adjusted price, plus all declared but unpaid dividends (the
"Series B" preference amount]. The Series B adjusted price means, at any given time, the Series B issue price by a fraction,
(i) the numerator of which is equal to the original Series B value minus the aggregate indemnification claim amount, and (i)
the denominator of which is the original Series B value; provided that the Series B adjusted price will not be reduced below

USDO.001 per share.

If the assets and funds thus distributed amount the preferred shareholders shall be insufficient for the full payment of the
Series A and Series B preference amount to all the preferred shareholders, then the entire assefs and funds of Best Assistant
legally available for distribution shall be distributed rateably among the preferred shareholders in proportion to the

aggregate preference amount each such preferred shareholder is otherwise entitled to receive.

The financial liability component of the Series A and Series B convertible preferred shares is classified as financial liabilities
at FVTPL and is measured at fair value on initial recognition. At the end of each reporting period subsequent to initial
recognition, the financial liability component of Series A and Series B convertible preferred shares is measured at fair value,

with changes in fair value recognised directly in profit or loss in the period in which they arise.

As at 31 December 2021 and 2020, the fair value of the convertible preferred shares is nil.
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42. SHARE CAPITAL

Number of

shares Nominal value
usb RMB'000

Authorised:

Ordinary shares of USDO.01 each

At 1 January 2020, 31 December 2020 and
31 December 2021

1,000,000,000 10,000,000 75,771

Issued and fully paid:
Ordinary shares of USD0.01 each

At 1 January 2020 530,594,816 5,305,948 38,822
Issue of new shares (Note i 33,000,000 330,000 2,318
Shares issued upon exercise of share options (Note ] 345,700 3,457 24
Repurchase and cancellation of shares [Nofe ii) (2,920,000 (29,200) (213)

At 31 December 2020
Shares issued upon exercise of share options (Note |

Repurchase and cancellation of shares [Nofe ii)

At 31 December 2021

Notes:

561,020,516
456,792

(16,232,000

545,245,308

5,610,205
4,568

(162,320)

5,452,453

40,951
29

(1,185)

39,795

(i) During the year ended 31 December 2021, 456,792 (2020: 345,700) share options were exercised and as a result of
456,792 (2020: 345,700) ordinary shares were issued. Approximately RMB29,000 (2020: RMB24,000) and RMB6,534,000
[2020: RMB2,665,000] were recorded as share capital and share premium, respectively. During the year ended 31 December

2020, 33,000,000 ordinary shares were issued to DJIM which is wholly-owned by a controlling shareholder of the Company,
Mr. Liv Dejian. Approximately RMB2,318,000 and RMB694,309,000 were recorded as share capital and share premium,

respectively.

(i) During the year ended 31 December 2021, the Company repurchased 16,232,000 {2020: 2,920,000) of its own shares

through purchases on the Stock Exchange. The shares had been cancelled upon being repurchased. The fofal amount incurred to

acquire the shares was approximately RMB242,384,000 (2020: RMB43,308,000).
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43. SHARE-BASED PAYMENT TRANSACTIONS

(i) Equity-settled share option scheme

The Company's share opfion scheme (the “Old Scheme”) was adopted pursuant to a resolution passed on 12 June
2008. The Old Scheme has expired on 12 June 2018 and a new share option scheme (the “New Scheme”] was
approved and adopted by the shareholders at the annual general meeting of the Company held on 24 May 2018.
Subject to early termination, the Old Scheme and the New Scheme shall be valid and effective for a period of 10
years from 12 June 2008 and 24 May 2018, respectively. The purpose of the Old Scheme and the New Scheme
is fo provide the eligible participant (“Eligible Parficipants”’) as defined in the Old Scheme and the New Scheme
with the opportunity to acquire interesfs in the Company and to encourage the Eligible Participant to work towards
enhancing the value of the Company and its shares for the benefit of the Company and its shareholders as a whole.
Eligible Participants of the Old Scheme and the New Scheme include employees, executives and officers of the
members of the Group (including executive and non-executive directors of the members of the Group) and business
consultants, agents and legal and financial advisers to the members of the Group whom the board of directors

considers, in its sole discrefion, will contribute or have contributed to the members of the Group.

At 31 December 2021, the number of shares in respect of which options had been granted and remained
outstanding under the Old Scheme was 1,358,917 (31 December 2020: 2,111,384, representing 0.25% (31
December 2020: 0.38%] of the shares of the Company in issue at that date. As at the date of this report, the number
of securities of the Company available for issue under the New Scheme was 47,041,969 (31 December 2020:
47,041 ,969), representing approximately 8.63% (31 December 2020: 8.39%) of the issued share capital of the
Company as at the date of this report. The total number of shares in respect of which options may be granted under
the Scheme is not permitted to exceed 10% of the shares of the Company in issue at any point in time, without prior
approval from the Company’s shareholders. However, the fotal maximum number of the shares which may be issued
upon exercise of all outstanding share options must not exceed 30% of the issued share capital of the Company from
time fo time. The total number of shares issued and fo be issued upon exercise of the options granted to each Eligible
Participant (including both exercised and outstanding options) in any 12-month period shall not exceed 1% of the fotal
number of shares in issue as at the date of grant. Where any further grant of options to an Eligible Participant would
result in the total number of shares issued and fo be issued upon exercise of all the options granted and to be granted
fo such person [including exercised, cancelled and outstanding options) in the 12-month period up to and including
the date of such further grant representing in aggregate over 1% of the total number of shares in issue, such further
grant must be separately approved by the shareholders in general meeting with such Eligible Parficipant and his close
associates [or his associates if the Eligible Parficipant is a connected person) abstaining from voting. Options granted
fo a substantial shareholder or an independent non-executive director of the Company, or to any of their respective
associates, in excess of 0.1% of the shares of the Company in issue at any fime and with an aggregate value (based
on the closing price of the Company's shares as stated in the daily quotations sheet issued by the Stock Exchange af
the date of the grant) in excess of HKDS million, within any 12-month period, are subject to shareholders” approval

in advance in a general meefing.
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(i

Equity-settled share option scheme (Cont'd)

Options granted must be taken up within 28 days from the date of the offer, upon payment of a nominal

consideration of HKD1 in fotal by the grantee. Options may be exercised at any time for a period determined by

its directors which shall not be later than the day immediately preceding the tenth anniversary of the date of grant.

There is no general requirement that an option must be held for any minimum period before it can be exercised but

the board of directors of the Company is empowered fo impose at its discretion any such minimum period at the time

of grant of any particular option. The exercise price of the share options must be at least the highest of (i} the nominal

value of an ordinary share on the date of grant; (i) the closing price of the Company’s shares as stated in the daily

quotations sheet of the Stock Exchange on the date of the offer of the share options; and |iii] the average closing

price of the Company's shares as sfated in the daily quotations sheet of the Stock Exchange for the five trading days

immediately preceding the date of the offer.

Defails of specific categories of options are as follows:

Batch 1:

Date of grant Vesting period

28 April 2011 28 April 2011 -
27 April 2012
28 April 2011 28 April 2011 -
27 Apiil 2013
28 April 2011 28 April 2011 -
27 April 2014
28 April 2011 28 April 2011 -
27 April 2015
28 April 2011 28 April 2011 -
27 Apiil 2016

Outstanding at

Exercisable period ERRDITET S oy d

28 April 2012 -
27 April 2021
28 April 2013 -
27 April 2021
28 April 2014 -
27 April 2021
28 April 2015 -
27 April 2021
28 April 2016 -
27 April 2021

Outstanding at
31 December 2020

1,440

8,427

28,825

25,875

277,300

341,867
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43. SHARE-BASED PAYMENT TRANSACTIONS (Cont'd)

(i) Equity-settled share option scheme (Cont'd)

Batch 2:

Date of grant

Vesting period

Exercisable period

Outstanding at

31 December 2021

Outstanding at

31 December 2020

22 July 2011 22 July 2011 - 22 July 2013 -
21 July 2013 21 July 2021 101
22 July 2011 22 July 2011 = 22 July 2014 -
21 July 2014 21 July 2021 5,500
22 July 2011 22 July 2011 = 22 July 2015 -
21 July 2015 21 July 2021 2,399
8,000
Batch 3:

Date of grant

Vesting period

Exercisable period

Outstanding at
31 December 2021

Outstanding at

31 December 2020

23 April 2012 23 Aprl 2012 - 23 April 2013 -
22 Aprl 2013 22 April 2022 5,167 5,167

23 April 2012 23 April 2012 - 23 April 2014 -
22 April 2014 22 April 2022 9,225 10,950

23 April 2012 23 April 2012 - 23 April 2015 -
22 Aprl 2015 22 April 2022 12,300 17,000

23 Aprl 2012 23 April 2012 - 23 April 2016 -
22 April 2016 22 April 2022 24,625 39,500

23 April 2012 23 April 2012 - 23 April 2017 -
22 April 2017 22 April 2022 34,350 54,900
85,667 127,517
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(i) Equity-settled share option scheme (Cont'd)

Batch 4:

Date of grant

12 September 2012

12 September 2012

12 September 2012

12 September 2012

12 September 2012

Batch 5:

Date of grant

16 January 2013

16 January 2013

16 January 2013

16 January 2013

16 January 2013

Vesting period

12 September 2012 -
11 September 2013
12 September 2012 -
11 September 2014
12 September 2012 -
11 September 2015
12 September 2012 -
11 September 2016
12 September 2012 -
11 September 2017

Vesting period

16 January 2013 -
15 January 2014
16 January 2013 -
15 January 2015
16 January 2013 -
15 January 2016
16 January 2013 -
15 January 2017
16 January 2013 -
15 January 2018

43. SHARE-BASED PAYMENT TRANSACTIONS (Cont'd)

Exercisable period

12 September 2013 -
11 September 2022
12 September 2014 -
11 September 2022
12 September 2015 -
11 September 2022
12 September 2016 -
11 September 2022
12 September 2017 -
11 September 2022

Exercisable period

16 January 2014 -
15 January 2023
1()Jonuor\/ 2015~
15 January 2023
16 January 2016 -
15 January 2023
16 January 2017 -
15 January 2023
16 January 2018 -
15 January 2023

Outstanding at
31 December 2021

4,200

6,300

8,400

14,250

17,100

50,250

Outstanding at
31 December 2021

3,350

5,025

6,700

8,875

24,550

48,500

Outstanding at
31 December 2020

4,200

6,300

8,400

Outstanding at
31 December 2020

3,350

5,025

25,300

38,125

59,450

131,250
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43. SHARE-BASED PAYMENT TRANSACTIONS (Cont'd)

(i

Equity-settled share option scheme (Cont'd)

Batch 6:

Date of grant

4 December 2013

4 December 2013

4 December 2013

Batch 7:

Date of grant

25 April 2014

25 April 2014

Vesting period

4 December 2013 -
3 December 2014
4 December 2013 -
3 December 2015
4 December 2013 -
3 December 2016

Vesting period

25 April 2014 -
31 December 2016
25 Apiil 2014 -
31 December 2017

Exercisable period

4 December 2014 -
3 December 2023
4 December 2015 -
3 December 2023
4 December 2016 -
3 December 2023

Exercisable period

1 January 2017 -
24 April 2024
1 January 2018 -
24 April 2024

Outstanding at

31 December 2021

159,000

238,500

477,000

874,500

Outstanding at
31 December 2021

Outstanding at
31 December 2020

159,000

238,500

477,000

874,500

Outstanding at
31 December 2020

139,000

139,000

278,000




ANNUAL REPORT

257

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

(i) Equity-settled share option scheme (Cont'd)

Batch 8:

Date of grant

31 March 2017

31 March 2017

31 March 2017

Batch 9:

Date of grant

24 January 2020

24 January 2020

24 January 2020

24 January 2020

Vesting period

31 March 2017 -
30 March 2018
31 March 2017 -
30 March 2019
31 March 2017 -
30 March 2020

Vesting period

24 January 2020 -
23 January 2021
24 January 2020 -
23 January 2022
24 January 2020 -
23 January 2023
24 January 2020 -
23 January 2024

43. SHARE-BASED PAYMENT TRANSACTIONS (Cont'd)

Exercisable period

31 March 2018 -
30 March 2027
31 March 2019 -
30 March 2027
31 March 2020 -
30 March 2027

Exercisable period

24 January 2021 -
23 January 2030
24 January 2022 -
23 January 2030
24 January 2023 -
23 January 2030
24 January 2024 -
23 January 2030

Outstanding at
31 December 2021

75,000

75,000

150,000

300,000

Outstanding at
31 December 2021

1,349,000

1,349,000

1,352,000

1,250,000

5,300,000

Outstanding at
31 December 2020

75,000

75,000

150,000

300,000

Outstanding at
31 December 2020

1,599,000

1,599,000

1,602,000

1,500,000

6,300,000
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43. SHARE-BASED PAYMENT TRANSACTIONS (Cont'd)

(i

Equity-settled share option scheme (Cont'd)

The following table discloses the movement of the share options during the year ended 31 December 2021:

Option batch

Batch 1
Batch 2
Batch 3
Batch 4
Baich 5
Baich 6
Batch 7
Baich 8
Baich 9

Exercisable af the end
of the year 2021

Weighted average

exercise price

price
HKD

4.80
4.60
5.74
7.20
11.16
15.72
14.66
23.65
21.07

Exercise Outstanding at

1 January
2021

341,867
8,000
127,517
50,250
131,250
874,500
278,000
300,000
6,300,000

HKD19.25

Granted

during year

Outstanding at
Exercised Forfeited 31 December

during year  during year 2021

(6,192)  (295,675) -
(8,000) - -
(41,850) - 85,667
S - 50,250
(82,750) 48,500
- 874,500
(278,000) -
300,000

(1,000,000) 5,300,000

6,658,917

2,707,917

HKD20.11
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43. SHARE-BASED PAYMENT TRANSACTIONS (Cont'd)

(i

Equity-settled share option scheme (Cont'd)

The following table discloses the movement of the share options during the year ended 31 December 2020:

Exercise  Outstanding af

Outstanding af

price 1 January Granted Exercised Forfeited 31 December
Option batch HKD 2020 during year during year during year 2020
Batch 1 4.80 341,867 - - - 341,867
Baich 2 4.60 8,000 - - - 8,000
Baich 3 574 430,017 - (302,500 - 127,517
Batch 4 7.20 50,250 - - - 50,250
Baich 5 11.16 174,450 - (43,200 - 131,250
Baich 6 15.72 874,500 - - - 874,500
Batch 7 14.66 278,000 - - - 278,000
Baich 8 23.65 300,000 - - - 300,000
Baich 9 21.07 - 6,300,000 - - 6,300,000
2,457,084 6,300,000 (345,700) - 8,411,384

Exercisable at the end
of the year 2020 2,111,384

Weighted average

exercise price HKD12./7

HKD19.25
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43. SHARE-BASED PAYMENT TRANSACTIONS (Cont'd)

(i) Equity-settled share option scheme (Cont'd)

During the year ended 31 December 2020, 6,300,000 share options were granted on 24 January 2020. The
estimated fair value of the share options granted on that date was approximately RMB56,249,000. The fair value

was calculated using the Binomial option pricing model. The inputs into the model were as follows:

Closing price of the Company's shares on grant date HKD20.20
Exercise price HKD21.07
Risk-free interest rafe 1.511%
Expected volatility 50.604%
Expected dividend yield 1.485%

Expected volatility was determined by reference 1o the annualised standard deviation of the continuously compounded

rates of return on the daily average adjusted share price.

The weighted average remaining confractual lives of the Company’s share options as at 31 December 2021 is 6.93
years (2020: 7.51 vyears). The exercise prices of the Company's share options outstanding as at 31 December

2021 range from HKD5.74 to HKD23.65 (2020: HKD4.8 to HKD23.65).

The Group recognised the total expense of RMB 11,472,000 for the year ended 31 December 2021 (2020:
RMB27,760,000, in relation fo share options granted by the Company.
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(i)

Share award scheme by the Company

Pursuant fo a circular to shareholders of the Company dated 3 September 2008, the Company introduced a share
award scheme (the “Share Award Scheme”), whereby eligible participants are conferred rights by the Company to

be issued or transferred fully-paid ordinary shares in the capital of the Company (hereinafter referred to as the “Award”).

The rafionale of the Share Award Scheme is fo recognise the contributions by certain employees and to provide
incentives in order to refain them for the continual operation and development of the Group, and to affract suitable
personnel for further development of the Group. The selected employee are not required to pay for the grant of the

Award or for the shares allotted or allocated pursuant fo the Award.

The aggregate number of the Award is not permitied to exceed 10% of the issued share capital of the Company from
fime fo fime. The maximum number of shares which may be awarded fo a selected employee under the Share Award

Scheme shall not exceed 1% of the issued share capital of the Company from time fo time.

The eligibility of employees to participate in the Share Award Scheme and number of shares which are the subject
of each Award af each date of grant to a selected employee in accordance with the Share Award Scheme shall
be determined af the absolute discretion of the committee, which comprised the directors of the Company duly
appointed by the board of directors to administer the Share Award Scheme (the “Committee”], which shall take into
consideration various factors including the general financial condition of the Group, the rank and performance of
the relevant employee and such other general criteria as the Commitiee may consider appropriate as well as other

limitations set forth under the Listing Rules and those rules of the Share Award Scheme.

In defermining the number of shares to be awarded each year, the Committee shall have reference to the financial

performance of the Group as reflected in the profit before taxation of the financial year.

The grant of the Award fo the selected employee shall be accepted by the selected employee within 28 days from
the date of offer. The selected employee may accept or refuse the whole but not part of a grant of the Award. If the
grant of the Award is not accepted by the selected employee within 28 days from the date of offer, the offer shall
upon the expiry of the 28 days period automatically lapse and shall be null and void.

Performance conditions (the “Performance Conditions”) refers to the condition or conditions imposed by the Company
on the selected employee’s employment with the Company which must be fulfilled or satisfied by the selected
employee prior to his eligibility for the Award. Performance period refers to the period of a participant employment
with the Group which is used fo assess the selected employee’s work performance for the purpose of deftermining the

grant of the selected employee's award.
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(i)

Share award scheme by the Company (Cont'd)

The current Performance Conditions proposed by the Committee is that shares will only be vested 1o the employees

after rendering services for certain period. Each employee needs to render the agreed period of service in order o

be entitled to the shares granted.

Fair value of the Award at the grant date is determined by reference to the market price immediately available upon

the grant date. The Group recognised the fotal expenses of approximately RMB2,372,000 for the year ended 31

December 2021 (2020: approximately RMB4,283,000 in relation to share awards.

Movements in the share awards granted during the years ended 31 December 2021 and 2020 are as follows:

Year ended 31 December 2021

Name of category

of participant Date of grant
Other employees 19 Apiil 2018
Director 19 Apiil 2018
Direcfor 26 March 2021

Year ended 31 December 2020

Narme of category

of participant Date of grant
Other employees 19 Apiil 2018
Director 19 Apiil 2018
Direcfor 13 January 2020

Outstanding at
1 January Granted

2021 during year

340,320 -
436,320 -
120,000

Awards
vested

during year

(112,790)
(190,890)
(120,000)

Forfeited

during year

(79,450)
(27,270)

Outstanding at
31 December
2021

148,080
218,160

QOutstanding o Awards Outsianding at
1 January Granted vested Forfeited 31 December
2020 during year during year during year 2020
676,800 - [127,430) [209,050] 340,320
654,480 - (190,890 (27,270) 436,320

- 120,000 (120,000 - -

1,331,280 120,000 [438,320) 236,320) 776,640
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(i)

(i)

Share award scheme by the Company (Cont'd)

Among the Award granted on 19 April 2018, 303,680 share awards were vested during the year ended 31
December 2021 (2020: 318,320 share awards]. 366,240 share awards will be vested on 30 April 2022.
106,720 share awards were forfeited during the year ended 31 December 2021.

Among the Award granted on 13 January 2020, 120,000 share awards were granted and vested during the year
ended 31 December 2020.

Among the Award granted on 26 March 2021, 120,000 share awards were granfed and vested during the year
ended 31 December 2021.

Share awarded by a subsidiary of the Company

On 7 August 2012, Best Assistant adopted a share award scheme as amended on 13 February 2015 (the “Best
Assistant Share Award Scheme”) in which selected participants include senior management employees of Best
Assistant Group, consultants to Best Assistant Group employed by any member of the Company, its associafed
companies or their subsidiaries (excluding Best Assistant Group) and any person who contributes to the development
of Best Assistant Group which has been certified and defermined by the board of directors of Best Assistant with the

affirmative vote of one director appointed by IDG Investors, Vertex legacy or Hong Kong Alpha.

Subject to early termination, the Best Assistant Share Award Scheme shall be valid and effective for a term of ten
years commencing on 7 August 2012. Best Assistant may also transfer shares awarded under the Best Assistant
Share Award Scheme whether vested or unvested to other trusts and if there is a change in control of Best Assistant,
all awarded shares shall immediately be vested. The board of directors of Best Assistant may also waive any vesting
condifions with the affirmative vote of one director appointed by IDG Invesfors, Vertex legacy or Hong Kong Alpha.
The maximum number of shares which may be granted to the participants under the Best Assistant Share Award
Scheme shall not exceed ten percent [10%) of the total issued share capital of Best Assistant from time fo time or such
number of shares as determined by the board of directors of Best Assistant with the affirmative vote of one director

appointed by DG Invesfors, Vertex legacy or Hong Kong Alpha.
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(iii)  Share awarded by a subsidiary of the Company (Cont'd)

Pursuant to the rules of the Best Assistant Share Award Scheme, Best Assistant has signed an agreement with the
trustee, for the purpose of administering the Best Assistant Share Award Scheme and holding the awarded shares

before they are vested.

Subject fo, inter alia, the receipt by the trustee of (i) the prescribed transfer documents duly signed by the selected
participants within the period stipulated in the vesting notices; and (i) confirmation from Best Assistant that all vesting
conditions having been fulfilled, the awarded shares will be transferred to the selected participants at nil consideration

upon vesting.

Among the share awards granted by Best Assistant on 1 July 2018, 600,000 share awards were granted and
120,000, 120,000, 120,000 and 120,000 share awards were vested on 1 July 2018, 1 July 2019, 1 July
2020 and 1 July 2021, respectively. 120,000 share awards will be vested on 1 July 2022.

Among the share awards granted by Best Assistant on 1 July 2019, 400,000 share awards were granted and
80,000, 80,000 and 80,000 share awards were vested on 1 July 2019, 1 July 2020 and 1 July 2021,
respectively. 80,000 and 80,000 share awards will be vested on 1 July 2022 and 1 July 2023, respectively.

Fair value of the share award at the grant date is estimated using a discounted cash flow model, which included
some assumptions that are not supportable by observable market prices or rates upon the grant date. The Group
recognised the total expenses of approximately RMB41,000 for the year ended 31 December 2021 (2020:
RMB82,000) in relation to the share awards.
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Acquisition of FEBE R

On 31 December 2019, the Group entered into an agreement with independent third parties to acquire 52.65% equity
inferests of AXABZEIR with consideration of RMB25,800,000. AEBEIX is engaged in development of online and mobile
gomes in the PRC and was acquired with the objective of expanding the Group's business in the PRC. The transaction
was completed on 8 May 2020. The acquisition had been accounted for as acquisition of business using the acquisition

method.

Consideration transterred

RMB'000
Consideration paid 11,531
Other payable 14,269
Tofal 25,800
Assets acquired and liabilities recognised af the date of acquisition were as follows:

RMB'000
Non-current assets
Equipment 34
Infangible assefs 27,598
Current assets
Trade receivables 670
Other receivable, prepayment and deposit 733
Bank balances 6,394
Current liabilities
Other payables and accruals (14,5506)
Borrowing from a shareholder (3,500)
Non-current liability
Deferred tax liability (4,133)

Net assets acquired 13,240
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Acquisition of B{#IZE K (Cont'd)
The fair values of the above identifiable assets and liabilities acquired were based on estimation used by the management
of the Group with reference to valuation carried out by an independent professional valuer. Key assumptions and estimation
used by the management included terminal value, discount rates and growth rates in the preparation of the discounted cash

flows.

The fair values of tfrade receivables and other receivables were RMB670,000 and RMB7 33,000 respectively, which were
also the gross contractual amounts of these receivables acquired. The best estimate at acquisition date of the contractual
cash flows expected to be collected was the then entire outstanding amounts.

Non-controlling inferests

The non-controlling interest (47.35%) in BXEBZEIR recognised at the acquisition date was measured by reference to the

proportionate share of recognised amounts of identifiable net assets of FXEBE A and amounted to RMB6,270,000.

Goodwill arising on acquisition of FXEBZX

RMB'000
Consideration transferred 25,800
Add: Non-confrolling interests 6,270
less: Fair value of identifiable net assets acquired (13,240)
Goodwill arising on acquisition 18,830

Goodwill arose on the acquisition of FEFZEIX because the acquisition included the assembled workforce of BX#BZE
K. This benefit could not be separately recognised from goodwill because they did not meef the recognition criteria for

identifiable intangible assets.

None of the goodwill arising on this acquisition was expected to be deductible for tax purpose.
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44. ACQUISITIONS OF SUBSIDIARIES (Cont'd)
Acquisition of B{#EIZE K (Cont'd)

Net cash outflow on acquisition of FEA&SZE X

RMB'000

Consideration paid in cash 11,531
less: Cash and cash equivalent balances acquired (6,394)
5,137

/

Impact of acquisition on the resulls of the Group

Included in the profit for year ended 31 December 2020 was the loss of RMB788,000 atiributable to the additional
business generated by FXEBZEIR. Revenue for the year ended 31 December 2020 attributable to the additional business
generated by FXEZEX approximated RMB10, 114,000.

Had the acquisition been completed on 1 January 2020, revenue for the year ended 31 December 2020 of the Group
would have been RMB6,138,114,000, and the profit for the year ended 31 December 2020 would have been
RMB@13,748,000. The proforma information was for illustrative purpose only and was not necessarily an indication of
revenue and results of operations of the Group that actually would have been achieved had the acquisition been completed

at the beginning of the year, nor was it infended to be a projection of future results.

In determining the ‘proforma’ revenue and profit of the Group had FX&BE X been acquired at the beginning of the year,
the directors of the Company calculated depreciation and amortisation of equipment based on the recognised amounts of

equipment af the date of acquisifion.
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Acquisition of 101 Cayman, 101 Education Technology Co. Ltd., 101 Education Technology (Hong Kong) Co.
Limited and BERIBHEREBRAT ("FBERIZHE") (collectively referred to as “101 Education Group”)

Before the acquisition, Best Assistant, an indirect non-wholly owned subsidiary of the Company, held 49% equity interests
in 101 Education Group. During the year ended 31 December 2020, Best Assistant enfered info agreements with the
existing shareholders of 101 Cayman to acquire the remaining 51% equity inferests of 101 Cayman, with the objective of
expanding the Group's education business, with aggregate consideration of USD566,000 (equivalent to approximately
RMB3,796,000). The consideration was settled by cash of USD566,000 [equivalent to approximately RMB3,796,000)
and 10,810,741 ordinary shares of Best Assistant with fair value of USDNIl (equivalent to approximately RMBNIl). The
fransaction was completed on 2 November 2020. 101 Education Group is engaged in provision of online education
and related application business. The acquisition had been accounted for as acquisition of business using the acquisition

method.

Consideration transterred

RMB'000

Cash 3,796
lssue of 10,810,741 ordinary shares of Best Assistant -

3,796
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44. ACQUISITIONS OF SUBSIDIARIES (Cont'd)

Acquisition of 101 Cayman, 101 Education Technology Co. Ltd., 101 Education Technology (Hong Kong) Co.
Limited and BEAIBHAERFBR AT ("FBERIBEHE") (collectively referred to as “101 Education Group”) (Cont'd)

Assets acquired and liabilities recognised af the date of acquisition were as follows:

RMB'000
Non-current asset
Equipment 27
Current assets
Inventories 3,561
Other receivable, prepayment and deposit 3,620
Bank balances 14,733
Current liabilities
Trade payables (7)
Other payables and accruals (1,698)
Net assets acquired 20,236

The fair values of other receivables was RMB3,614,000, which was also the gross contractual amount of the receivables
acquired. The best estimate at acquisition date of the contractual cash flows expected to be collected was the then entire

outstanding amounts.

Bargain purchase gain on acquisition of 101 Education Group

RMB'000
Consideration transferred 3,796
Add: Interests in associates 9,916
less: Fair value of identifiable net assets acquired (20,236
Bargain purchase gain on acquisition [6,524)

Bargain purchase gain on acquisition of 101 Education Group was recognised in profit or loss for the year. The Group
becoming the new confrolling shareholder of 101 Education Group was expected fo strengthen its capital base, meet its
working capital requirements and focilitate ifs future business development and expansion. In the opinion of the directors of

the Company, the above were the key factors leading to the recognition of the bargain purchase gain.
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44. ACQUISITIONS OF SUBSIDIARIES (Cont'd)

Acquisition of 101 Cayman, 101 Education Technology Co. Ltd., 101 Education Technology (Hong Kong) Co.
Limited and BEAIBHAERFER AT ("FBERIBHE") (collectively referred to as “101 Education Group”) (Cont'd)

Net cash inflow on acquisition of 101 Education Group

RMB'000
Consideration paid in cash equivalent 3,796
less: Cash and cash equivalent balances acquired (14,733)
(10,937)

Impact of acquisition on the results of the Group

Included in the profit for the year ended 31 December 2020 was the loss of RMB89,000 atiributable to the additional
business generated by 101 Education Group. Revenue for the year ended 31 December 2020 attributable to the
additional business generated by 101 Education Group approximated RMB264,000.

Had the acquisition been completed on 1 January 2020, revenue for the year ended 31 December 2020 of the Group
would have been RMB6,137,829,000, and the profit for the year ended 31 December 2020 would have been
RMBQ08,626,000. The proforma information was for illustrative purpose only and was not necessarily an indication of
revenue and results of operations of the Group that actually would have been achieved had the acquisition been completed

af the beginning of the year, nor was it infended to be a projection of future results.

In determining the "proforma’ revenue and profit of the Group had 101 Education Group been acquired at the beginning
of the year, the directors of the Company calculated depreciation and amortisation of equipment based on the recognised

amounts of equipment af the date of acquisition.
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44. ACQUISITIONS OF SUBSIDIARIES (Cont'd)

Acquisition of BEZ—Z—HERBZERLA ("BE—Z—HAE")

Before the acquisition, the Group held 49% equity interests of f&#E—Z—#4&. On 21 February 2020, the Group entfered

info an agreement with an existing shareholder to acquire 45% equity interests of 1@ —2Z—#(& with cash consideration

of RMB14,000. Upon the completion of the acquisition, fEE—Z—%(F becomes a subsidiary of the Group with 6%

non-controlling interests. FE—Z—#(A& is engaged in provision of online education and related application business

and was acquired with the objective fo expand the Group's education business. The transaction was completed on 28

December 2020. The acquisition had been accounted for as acquisition of business using the acquisition method.

Consideration transterred

Consideration paid

Assets acquired and liabilities recognised at the date of acquisition were as follows:

Non-current asset

Equipment

Current assets

Inventories

loan receivables

Other receivable, prepayment and deposit

Bank balances

Current liability

Other payables and accruals

Net liabilities acquired

RMB'000

14

RMB'000

78

60

7

826
1,599

(2,911)

(341)

The fair values of other receivables was RMB826,000, which was also the gross contractual amounts of these receivables

acquired. The best estimate af acquisition date of the confractual cash flows expected to be collected was the then entire

outstanding amounts.
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44. ACQUISITIONS OF SUBSIDIARIES (Cont'd)
Acquisition of BE—Z—HEREERAT ("BE—ZF—HE") (Cont'd)
Non-controlling inferests

The non-controlling interest (6.0%) in f&E—Z—24A recognised at the acquisition date was measured by reference to the

proportionate share of recognised amounts of identifiable net liabilities of &3 —=Z—#(& and amounted to RMB20,000.

Goodwill arising on acquisition of 18 —E—# &

RMB'000
Consideration transferred 14
Less: Non-confrolling interests (20)

Fair value of previously held equity interest in {83 —Z—#5F -

Add: Fair value of identifiable net liabilities acquired 341
Goodwill arising on acquisition 335
None of the goodwill arising on this acquisition was expected to be deductible for tax purpose.
Net cash inflow on acquisition of #BE—ZE—#HE

RMB'000
Consideration paid in cash 14

less: Cash and cash equivalent balances acquired (1,599)

(1,585)
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44. ACQUISITIONS OF SUBSIDIARIES (Cont'd)

45.

Acquisition of BE—Z—HERFEERAT ("BE—ZF—HE") (Cont'd)
Impact of acquisition on the results of the Group

No loss or profit from &2 —Z—%{F was included in the profit for the year ended 31 December 2020. No revenue
from fBE—Z—%F was generated for the year ended 31 December 2020 and therefore no revenue from f@iE—=F—

#A was included in the Group's revenue since the acquisition.

Had the acquisition been completed on 1 January 2020, profit for the year ended 31 December 2020 of the Group
would have been RMBQ17,592,000. The proforma information was for illustrative purpose only and was not necessarily
an indication of results of operations of the Group that actually would have been achieved had the acquisition been

completed at the beginning of the year, nor was it infended to be a projection of future results.

In determining the ‘proforma’ revenue and profit of the Group had 8E—Z—#(F been acquired at the beginning of
the year, the directors of the Company calculated depreciation and amortisation of equipment based on the recognised

amounts of equipment at the date of acquisition.

ACQUISITION OF ASSETS THROUGH ACQUISITION OF A SUBSIDIARY

Acquisition of assets through acquisition of It FMBABURIFZBRDE) (“ILZEHR")

During the year ended 31 December 2020, the Group entered info an agreement with independent third parties to
acquire 90% equity interests of 3L FRAIH with cash consideration of RMB50,000,000. The transaction was completed on
8 January 2020.

The transaction was accounted for as acquisition of assefs by the Group as it did not constitute an acquisition of business
because no input and a substantive process that together significantly contribute to the ability to create outputs had been

acquired by the Group.
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45. ACQUISITION OF ASSETS THROUGH ACQUISITION OF A SUBSIDIARY (Cont'd)
Acquisition of assets through acquisition of It TP EEREERLE (“dE=AFAH ") (Cont'd)

Consideration transterred

RMB'000
Consideration paid 43,000
Other payable 7,000
Tofal 50,000
Asset and non-controlling inferest recognised at the dafe of acquisition were as follows:

RMB'000
Non-current asset
Infangible assefs 55,556
Current asset
Other receivable, prepayment and deposit 950
Non-controlling interests (6,500)

50,000

Infangible assefs represent the acquired software copyright for producing office software from the acquisition of b AGH .
Cash outflow arising in the acquisition of 1L ZAFH

RMB'000

Consideration paid in cash 43,000
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46. SUMMARY OF STATEMENT OF FINANCIAL POSITION OF THE COMPANY

2021 2020
RMB’000 RMB’'000
Non-current assets
Investments in subsidiaries 167,871 167,871
Amounts due from subsidiaries 2,162,447 1,477,469
2,330,318 1,645,340
Current assets
Other receivables and prepayment 20,350 66,220
Amounts due from subsidiaries 1,085,277 1,050,802
Bank balances 77,018 32,046
1,182,645 1,149,068
Current liabilities
Other payables 40,796 46,293
Amounts due to subsidiaries 307,810 1,894
Derivative financial instruments 42,565 40,894
391,171 89,081
Net current assets 791,474 1,059,087
Net assets 3,121,792 2,705,327
Capital and reserves
Share capital 39,795 40,951
Share premium and reserves 3,081,997 2,664,376
3,121,792 2,705,327




276 ANNUAL REPORT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

46. SUMMARY OF STATEMENT OF FINANCIAL POSITION OF THE COMPANY (Cont'd)

Movement in the Company’s reserves:

Employee
Capital Treasury  share-based
Share  redemption Other Dividend share compensation Retained
premium reserve reserve reserve reserve reserve profits Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
A 1 January 2020 1,565,863 6,652 2,219) 118,824 (25,841) 29,033 44,291 1,736,603
Profit and fofal comprehensive
income for the year - - - - - - 497 586 497 586
Issue of new shares 694,309 - - - - - - 694,309
Repurchase and cancellafion of shores (43,095) 213 - - - - (213) (43,095)
Shares issued upon exercise of
share opfions 2,665 - - - - (665 - 2,000
Recognition of equityseffled
shore-based payments - - - - - 35,109 - 35,109
Awarded shares forfeited - - - - - 3,066) - 3,066)
Awarded shares vested to employees - - - - 6,706 [7.580) 874 -
Final dividend for 2019 paid - - - (118,824) - - 7,466) (126,290)
Interim dividend for 2020
declared and poid - - - - - - [128,780) [128,780)
Final dividend for 2020 proposed - - - 118,044 - - (118,044 -
At 31 December 2020 118,044 288,248 2,664,376

Profit and fofal comprehensive

income for the year

Repurchase and cancellation of shores (241,199) (1,185)  (241,199)
Shares issued upon exercise of

share opfions 6,534 (2,046) 4,488
Recognifion of equitysefled

shore-based payments 18,904 18,904
Awarded shares and share options

forfeited - (11,841) 6,781 (5,060)
Awarded shares vested to employees - (7,001) 519 -
Final dividend for 2020 paid (118,044) - 944 (117,100)
Interim dividend for 2021

declared ond paid (185,236) (185,236)
Specicl inferim dividend

for 2021 proposed 632,197 (632,197)
Final dividend for 2021 proposed 178,317 (178,317)

At 31 December 2021
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47. CAPITAL RISK MANAGEMENT

48.

The Group manages its capital fo ensure that entities in the Group will be able o confinue as a going concern while

maximising the refurn fo owners through the optimisation of the debt and equity balance.

The capital structure of the Group consists of net debt, which includes bank borrowings and equity attributable to owners of

the Company, comprising issued share capital, reserves and retained profits.

The directors of the Company review the capifal structure on a regular basis. As a part of this review, the directors consider
the cost of capital and the risks associated with the issued share capital. The Group will balance its overall capital structure

through the payment of dividends as well as issue new shares or return capital to owners.
FINANCIAL INSTRUMENTS

Categories of financial instruments

2021 2020
RMB’000 RMB'000

Financial assets
Financial assets at amortised cost 5,425,500 5,034,301
Equity instruments at FVTOCI 8,105 10,808
Financial assets at FVTPL 267,930 286,975

5,701,535 5,332,084

Financial liabilities
Amortised cost 2,413,289 1,053,053
Convertible preferred shares at FVTPL - -
Derivative financial instruments 42,565 40,894

2,455,854 1,993,947

Lease liabilities 158,941 172,677
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48. FINANCIAL INSTRUMENTS (Cont'd)

Financial risk management objectives and policies

The Group's major financial instruments include equity instruments at FVTOCI, financial assets at FVTPL, amount due from
a related company, amounts due from joint ventures, loan receivables, trade receivables, other receivables, refundable
rental deposits, resfricted bank balances, pledged bank deposits, bank deposits with original maturity over three months,
bank balances and cash, trade and other payables, amount due to an associate, amount due to a joint venture, bank
borrowings, lease liabilities, convertible preferred shares, derivative financial instruments and convertible and exchangeable
bonds. Details of these financial instruments are disclosed in respective notes. The risks associated with these financial
instruments and the policies on how to mitigate these risks are set out below. The management manages and monitors these
exposures to ensure appropriate measures are implemented on a timely and effective manner. There has been no significant

change to the Group's exposure to market risks or the manner in which it manages and measures the risk.
Market risk
(il Currency risk

The Group operates mainly in the PRC, the USA and the UK. Most of its monetary assets, liabilities and transactions
are principally denominated in the functional currency of respective group entities, which is RMB, USD and Great
Britain Pound ("GBP"). However, the Group also has operations in Hong Kong, Australia and Europe and the
business transactions conducted in these areas during the year were mainly denominated and settled in HKD,
Australian dollar ("AUD") and European dollar ("EURQ”) respectively. The Group currently does not have hedging
policy in respect of the foreign currency risk. However, the management closely monitors foreign exchange exposure

fo ensure appropriate measures are implemented on a timely and effective manner.
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48. FINANCIAL INSTRUMENTS (Cont'd)

Financial risk management objectives and policies (Cont'd)

Market risk (Cont'd)
(il Currency risk (Contd)

The carrying amounts of the Group's major foreign currency denominated monefary assets and liabilities (including
loan receivables, trade receivables, other receivables, restricted bank balances, pledged bank deposits, bank
deposits with original maturity over three months, bank balances and cash, trade and other payables, lease liabilities

and bank borrowings) af the end of the reporting period are as follows:

Assets Liabilities

2021 2020 2021 2020
RMB’000 RMB'000 RMB’000 RMB'000

HKD 91,848 105,064 62,273 65,713
USD 759,677 ERIKEPVEN 1,086,403 ERRIINIY
GBP 613 282
AUD 2,295 2,091
EURO 82,633 21,282

Sensitivity analysis

The following fable details the Group's sensitivity analysis to a 5% increase and decrease in RMB against HKD, USD,
GBP, AUD or EURO. 5% is the sensifivity rate used when reporting foreign currency risk internally to key management
personnel and represents management's assessment of the reasonably possible change in foreign exchange rafes.
The sensitivity analysis includes only outstanding foreign currency denominated monetary items and adjusts their
translation at the year end for a 5% change in foreign currency rafes. A positive number below indicates an increase
in postfax profit where RMB strengthen 5% against relevant foreign currencies and vice versa. For a 5% weakening
of RMB against the relevant foreign currencies, there would be an equal and opposite impact on the posttax profit/

loss and vice versa.



280 ANNUAL REPORT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

48. FINANCIAL INSTRUMENTS (Cont'd)

Financial risk management objectives and policies (Cont'd)
Market risk (Cont'd)
(il Currency risk (Contd)

Sensitivity analysis (Cont'd)

2021 2020
RMB’000 RMB'000

Postax profit/loss
HKD (1,109) (1,476)
usb 12,252 (8,483)
GBP (23) (1)
AUD (86) (78)
EURO (3,070) (754)

(i} Inferest rate risk

The interest income is derived from the Group's trade receivables, restricted bank balances, pledged bank deposits,
bank deposits with original maturity over three months and bank balances that carry inferest at the respective banking

deposit rate of the banks located in the PRC and Hong Kong and loan receivables.

The Group is exposed to fair value interest rate risk in relation to fixed-rate loan receivables [Note 22), lease liabilities

(Nofe 36), convertible and exchangeable bonds (Note 39) and bank borowings (Note 40).

The Group is exposed to cash flow interest rate risk in relation to variablerate restricted bank balances, pledged
bank deposits, bank deposits with original maturity over three months and bank balances (Note 33), variable-rate
loan receivables (Note 22) and variablerate bank borrowings (Note 40) carried at prevailing banking deposit
rate. The cash flow interest rafe risk is mainly concentrated on the fluctuation of HIBOR (2020: HIBOR, LIBOR
and benchmark interest rafe of the PBC) arising from the Group's bank borrowings. The Group aims at keeping
borrowings at variable rates. The Group manages its inferest rate exposures by assessing the potential impact arising
from any inferest rate movements based on interest rate level and outlook. The management will review the proportion

of borrowings in fixed and floating rates and ensure they are within reasonable range.
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48. FINANCIAL INSTRUMENTS (Cont'd)

Financial risk management objectives and policies (Cont'd)

Market risk (Cont'd)

(i)

Interest rate risk (Cont'd)

A fundamental reform of major inferest rate benchmarks is being undertaken globally, including the replacement of
some inferbank offered rates ("IBORs") with alternative nearly risk-free rates. Several of the Group’s HIBOR bank
loans may be subject 1o the inferest rate benchmark reform. While the Hong Kong Dollar Overmnight Index Average
["HONIA") has been identified as an alternative to HIBOR, there is no plan to discontinue HIBOR. The multi-rate
approach has been adopted in Hong Kong, whereby HIBOR and HONIA will coexist. The Group s sfill assessing
the impact of the interest rate benchmark reform and has not yet determined whether to retain the bank loans
under HIBOR until the maturity date. The Group will closely monitor the market and managing the fransition o new

benchmark interest rates, including announcements made by the relevant IBOR regulators.

Sensitivity analysis

The sensitivity analysis below has been determined based on the exposure to interest rates for variable-rate
borrowings at the end of the reporting period. The analysis is prepared assuming the variable-rate borrowings
outstanding af the end of the reporting period were outstanding for the whole year. A 50 basis points (2020: 50
basis points| increase or decrease in HIBOR is used when reporting inferest rate risk internally to key management

personnel and represents management’s assessment of the reasonably possible change in inferest rates.

IF interest rates had been 50 basis points (2020: 50 basis points) higher/lower and all other variables were
held constant, the Group's posttax profit for the year ended 31 December 2021 would decrease/increase by
RMB718,000 (2020: RMB1,024,000).



282 ANNUAL REPORT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2021

48. FINANCIAL INSTRUMENTS (Cont'd)

Financial risk management objectives and policies (Cont'd)
Credlit risk and impairment assessment

As at 31 December 2021, the Group's maximum exposure to credit risk which will cause a financial loss to the Group due
to failure to discharge an obligation by the counterparties is arising from the carrying amount of the respective recognised

financial assets as stated in the consolidated statement of financial position.

In order to minimise the credit risk of trade receivables, contract assets, other receivables, refundable rental deposits and
loan receivables, the management of the Group has delegated a team responsible for determination of credit limits, credit
approvals and other monitoring procedures to ensure that follow-up action is taken 1o recover overdue debts. In this regard,
the directors of the Company consider that the Group's credit risk is significantly reduced. In addition, the Group performs
impairment assessment under ECL model on frade balances based on provision matrix, and trade receivables and contract

assets which are creditimpaired are assessed for ECL individually.

The credit risk on restricted bank balances, pledged bank deposits, bank deposits with original maturity over three months
and bank balances are limited because the counterparties are banks with high credit rafings assigned by infemational
creditrating agencies or state-owned banks located in the PRC. In this regard, the directors of the Company consider that

the ECL on these balances is insignificant.

The Group regularly monitors the business performance of the associates, joint ventures and related companies. The
Group's credif risks in these balances are mitigated through the value of the assets held by these entities and the power
fo parficipate or jointly confrol the relevant activities of these entities. The directors of the Company believe that there are
no significant increase in credit risk of these amounts since inifial recognition and the Group provided impairment based
on 12m ECL. For the years ended 31 December 2021 and 2020, the Group assessed the ECL for these balances were

insignificant and thus no loss allowance was recognised.

The credit risk on liquid funds is limited because the counterparties are banks with good credit ratings and there is no

sigmficont concentration of credit risk.

The Group has no significant concentration of credit risk on trade receivables, other receivables and contfract assets with

exposure spreading over a number of counterparties and cusfomers.
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48. FINANCIAL INSTRUMENTS (Cont'd)

Financial risk management objectives and policies (Cont'd)
Credit risk and impairment assessment (Cont d)

The Group's internal credit risk grading assessment comprises the following categories:

Internal Trade receivables/
credit rating  Description contract assets
Low risk The counterparty has a low risk of default and Lifefime ECL - not creditimpaired

does not have any pastdue amounts

Waich list Debior frequently repays after due dates lifetime ECL - nof creditimpaired

but usually seftle in ful

Doubiful There have been significant increases in credi risk lifetime ECL - not creditimpaired
since initial recognition through information

developed infemally or extenal resources
loss There is evidence indicating the asset is creditimpaired ~ Lifetime ECL - creditimpaired

Wiiteoff There is evidence indicafing that the debtor is in Amount is writien off
severe financial difficulty and the Group has

no realisfic prospect of recovery

Other financial assets/

other items

12m ECL

12m ECL

Lifefime ECL - nof creditimpaired

lifefime ECL - creditimpaired

Amount is written off

The tables below detail the credit risk exposures of the Group's trade receivables, other receivables, loan receivables,

amount due from a related company, amounts due from joint ventures, resfricted bank balances, pledged bank deposits,

bank deposits with original maturity over three months, bank balances and contract assefs which are subject to ECL

assessment:
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48. FINANCIAL INSTRUMENTS (Cont'd)

Financial risk management objectives and policies (Cont'd)

Financial assets at amortised cost

External  Internal
credit credit  12mor 2021 2020
Notes  rating  rating lifetime ECL Gross carrying amount Gross carying amount
RMB'000 RMB'000 RMB'000 RMB'000
loan receivables 22 N/A  Noel] 12mECL 30,427 32463
Trade receivables 28 N/A~ [Note2)  Lifefime ECL [provision mafrix] 845,342 536,455
loss  Lifefime ECL (creditimpaired] 12,908 858,250 17,948 554,403
Other receivables 29 N/A Noel] 12mECL 204,021 166,349
Confract assels 30 N/A [Note2)  Lifefime ECL [provision mafri] 11,692 12,236
Amount due from
reloted company 3 N/A [Noie 1) 12mECL 47
Amounts due from
joint venfures 32 N/A Noel] 12mECL 2945 074
Restricted bank balances 33 IG* N/A  12mECL 7,828 15611
Pledged bank deposits 33 IG* N/A - 12mECL 1,047 146,073
Bank deposits with original
maturity over thiee months 33 IG* N/A  12mECL 630,000 33,021
Bank balances 33 IG* N/A - 12mECL 3,717,174 4,114,333
* Investment Grade — The Standard & Poor's rating of the Group's significant bank accounts.
Notes:
1. In determining the ECL for loan receivables, other receivables, amount due from a related company and amounts due from joint

ventures, the management of the Group has taken into account the historical default experience and forward-ooking information, as
appropriate. The Group has considered the consistently low historical default rate in connection with payments, and concluded that
credit risk inherent in these Group's outstanding balances is insignificant. Accordingly, no loss allowance on ECL was provided for

these assets.

2. For frade receivables and contract assets, the Group has applied the simplified approach in HKFRS 9 to measure the loss allowance
at lifefime ECL. Except for creditimpaired debtors, the Group determines the ECL on these items by using a provision matrix,

grouped by internal credit rafing.
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Financial risk management objectives and policies (Cont'd)
Financial assets at amortised cost (Cont'd)
Provision matrix for trade receivables and confract assets — internal credit rating

As part of the Group's credit risk management, the Group applies internal credit rafing for its customers on trade receivables
and confract assefs which are assessed based on provision matrix as at 31 December 2021 within lifetime ECL. The
following table provides information about the exposure to credit risk for trade receivables and contract assets which are
assessed based on provision matrix as at 31 December 2021 within lifefime ECL. Trade receivables with creditimpaired
with gross carrying amount of RMB 12,908,000 (2020: RMB17,948,000) as at 31 December 2021 were assessed
individually. As disclosed in Note 28, out of the past due balances, RMB69,986,000 (2020: RMB59,658,000) has
been past due 90 days or more and is not considered as creditimpaired and considered as recoverable due fo long term

and on-going relationship with good repayment record from these customers based on historical experience.
Gross carrying amount

2021 2020
Average Trade Average Trade
loss rate receivables loss rate receivables
RMB’000 RMB'000

Low risk 0.17% 604,091 0.14% 418,144
Woaich list 0.29% 200,278 0.50% 69,512
Doubiful 28.68% 40,973 20.83% 48,799

845,342 536,455

2021 2020
Average Contract Average Contract
loss rate assets loss rate assetls
RMB’000 RMB'000

Low risk 1.15% 11,692 1.07% 12,236

The estimated loss rafes are estimated based on historical observed default rates over the expected life of the debtors and

are adjusted for forward-looking information that is available without undue cost or effort.
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48. FINANCIAL INSTRUMENTS (Cont'd)

Financial risk management objectives and policies (Cont'd)
Financial assets at amortised cost (Cont'd)

The management of the Group assessed the expected loss on frade receivables by estimation based on historical credit loss
experience, general economic conditions of the industry in which the debtors operate and an assessment both the current
as well as the forecast direction of conditions af the reporting date. The directors of the Company are of the opinion that
trade receivables with gross carrying amount of RMB845,342,000 (2020: RMB536,455,000) are not creditimpaired,
as for they are still considered fully recoverable due to long term/on-going relationship and good repayment record from
these customers. Accordingly, RMB13,356,000 (2020: RMB1 1,102,000 loss allowance on ECL for trade receivables
based on provision matrix is recognised as at 31 December 202 1. However, gross carrying amount amounted of
RMB12,908,000 (2020: RMB17,948,000) of the balance of trade receivables are considered as creditimpaired as for

there is evidence indicating the asset is creditimpaired as at 31 December 2021.

No loss allowance on ECL for contract assets based on provision matrix is recognised during the years ended 31

December 2021 and 2020 as the amount is considered as insignificant.

During the year ended 31 December 2021, the Group provided RMB6,598,000 (2020: reversed RMB7,680,000)
impairment allowance for frade receivables, based on the provision matrix. Impairment allowance of RMB1,802,000

[2020: RMB6,078,000) were made on creditimpaired debfors.
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Financial risk management objectives and policies (Cont'd)
Financial assets at amortised cost (Cont'd)

The following table shows the movement in lifetime ECL that has been recognised for trade receivables.

Lifetime ECL Lifetime

(not credit- ECL (credit-
impaired) impaired) Total
RMB'000 RMB'000 RMB'000
As at 1 January 2020 18,890 12,690 31,580
Impairment losses recognised, net of reversal (7,680) 6,078 (1,602)
Impairment written off - (98) (98)
Acquisition of a subsidiary 35 - 35
Exchange adjusiments (143) (722) (865)
As at 31 December 2020 11,102 17,948 29,050
Impairment losses recognised, nef of reversal 6,598 1,802 8,400
Impairment written off - (10,796) (10,796)
Transfer to creditimpaired (4,232) 4,232 -

Exchange adjusiments (112) (278) (390)

As at 31 December 2021 13,356 12,908 26,264

The Group writes off a trade receivable when there is information indicating that the debor is in severe financial difficulty
and there is no realistic prospect of recovery, or when the trade receivables are over two years past due, whichever occurs

earlier.
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Financial risk management objectives and policies (Cont'd)
Liquidlity risk

In the management of the liquidity risk, the Group monitors and maintains a level of cash and cash equivalents deemed
adequate by the management to finance the Group's operations and mitigate the effects of fluctuations in cash flows.
The Group's policy is to regularly monitor current and expected liquidity requirements and its compliance with lending
covenants, to ensure that it maintains sufficient reserves of cash and adequate committed lines of funding from major

financial insfitutions to meet its liquidity requirements in the short and longer term.

The following fable details the Group's remaining contractual maturity for its non-derivative financial liabilities. The table has
been drawn up based on the undiscounted cash flows of financial liabilities based on the earliest date on which the Group
can be required to pay. The maturity dates for other non-derivative financial liobilities are based on the agreed repayment

dates.

The table includes both interest and principal cash flows. To the extent that inferest flows are floating-rate, the undiscounted

amount is derived from inferest rate at the end of the reporting period.

Liquidlity tables
Weighted On demand Total
average or less undiscounted Carrying
interest rate  than 1 year Over 1 year  cash flows amount
RMB’000 RMB’000 RMB’000 RMB’000
2021
Trade and other payables 924,569 924,569 924,569
Amount due fo an associate 936 936 936
Bank borrowings
- variable rate 192,997 - 192,997 191,544
- fixed rate 212,324 - 212,324 211,366
lease liabilities 70,256 100,083 170,339 158,941
Converiible and exchangeable bonds
~ debt component 15000 1,590,236 1,605,236 1,084,874

1,416,082 1,690,319 3,106,401 2,572,230
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48. FINANCIAL INSTRUMENTS (Cont'd)
Financial risk management objectives and policies (Cont'd)
Liquidity risk (Cont'd])

Liquidity fables (Cont'd)

Weighted
average
inferest rafe
9
2020
Trade and other payables -
Amounts due fo associates -
Amount due fo a joint venture -
Bank borrowings
- variable rate 3.96
- fixed rate 2.48
lease liabilities 5.28
Converlible and exchangeable bonds
- debt component 16.62

Dividend payable fo non-confrolling interests -

On demand Total
or less undiscounted Carrying
than 1 year Over 1 year cash flows amount
RMB'000 RMB'000 RMB'000 RMB'000
611,091 - 611,091 611,091
3,484 - 3,484 3,484
593 - 593 593
120,447 167,412 287,859 273,099
38,0648 36,026 74,674 72,571
64,143 125,208 189,351 172,677
15,351 1,627,449 1,642,800 992,116
99 - 99 99
853,856 1,956,095 2,809,951 2,125,730

Bank borrowings with a repayable on demand clause are included in the “on demand or less than 1 year” band in the

above maturity analysis. As af 31 December 2021, the aggregate carrying amounts of these bank borrowings amounted
fo RMB37,610,000 (2020: RMB32,823,000). Taking into account the Group's financial position, the directors of the

Company do not believe that it is probable that the banks will exercise their discrefionary rights to demand immediate

payment. The directors of the Company believe that such bank borrowings will be repaid within one year after the end of

the reporting period in accordance with the scheduled repayment dates set out in the loan agreements, details of which are

set out in the table below:
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48. FINANCIAL INSTRUMENTS (Cont'd)
Financial risk management objectives and policies (Cont'd)
Liquidity risk (Cont'd])

Maturity Analysis — Bank borrowings with a repayable on demand clause based on scheduled repayments.

Total
Less than undiscounted Carrying
1 year cash flows amount
RMB’000 RMB’000 RMB’000
31 December 2021 37,655 37,655 37,610
31 December 2020 32,863 32,863 32,823
Fair valve

Fair valve of the Group's financial assets and financial liabilities that are measured at fair valve on a recurring basis

Some of the Group's financial assets and financial liabilities are measured at fair value at the end of each reporting
period. The following table gives information about how the fair values of these financial assets and financial liabiliies are
determined (in particular, the valuation fechniquels) and inputs used), as well as the level of the fair value hierarchy into
which the fair value measurements are categorised (levels 1 to 3) based on the degree to which the inputs to the fair value

measurements is observable.

e level 1 fair value measurements are those derived from quoted prices (unadjusted) in active market for identical assets

or liabilities.

e level 2 fair value measurements are those derived from inputs other than quoted prices included within level 1 that

are observable for the assets or liabilities, either directly (i.e. as prices) or indirectly [i.e. derived from prices).

e level 3 fair value measurements are those derived from valuation techniques that include inputs for the asset or liability

that are not based on observable market data (unobservable inputs).
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48. FINANCIAL INSTRUMENTS (Cont'd)
Financial risk management objectives and policies (Cont'd)
Fair valve (Cont'd)
Fair valve of the Group's financial assets and financial liabilities that are measured at fair valve on a recurring basis (Cont d|)

Fair value as at Relationship

Financial assets/ NI 31 December  Fair value  Valuation technique(s) ~ Significant of unobservable
financial liabilities 2021 2020 hierarchy  and key input(s) unobservable input(s)  inputs to fair value
RMB’000 RMB'000

Equity insrument at FVTOCI 8,105 10,808 level T Quoted bid prices in an N/A N/A
active market.
Financial assets af FVTPL 1,852 3723 level 3 Valuation of financial Volatlity 90.20% The higher the expeced
- Fquitylinked warronts assefs at FVTPL: 2020: 160.71%| volaiilty, the higher the
Binomial valuation model is estimated based on the fair valve,
using key inpu: historical volafilfies of the
expecied volotlity. comparable companies.
Financial assets af FVTPL 266,078 281,194 level 2 Price provided by the N/A N/A

- Unlisted funds finoncial insfituion with
reference fo underlying
investment porffolios which
have observable quoled

price in acfive markefs.

Financial assets af FVTPL

- Others

2,058 level 2 Price provided by the N/A N/A
financial insftution with
reference fo underlying
investment porflios
which have observable
quoted price in

active markefs.

Derivative finoncil instruments - level 3 Binomial valuation model Volatlity 59.31% The higher the expected
- Converfible and using key inpu: [2020: 54.68%) is volofilty, the higher
exchangeable opfion expeced volatiity. esfimated based on the fair value.

the historical volatilties of

the comparable companes.
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48. FINANCIAL INSTRUMENTS (Cont'd)
Financial risk management objectives and policies (Cont'd)
Fair valve (Cont'd)
Fair valve of the Group's financial assets and financial liabilities that are measured at fair valve on a recurring basis (Cont d|)

Fair value as at Relationship

Financial assets/ NI 31 December  Fair value  Valuation technique(s) ~ Significant of unobservable
financial liabilities 2021 2020 hierarchy  and key input(s) unobservable input(s)  inputs to fair value
RMB’000 RMB'000

Derivative financial insfruments 42,565 40,894 level 3 Binomial valuation Volaiilty 48.95% The higher the expecied
- Unlisted warrants model using key inpu: [2020: 45.13%)is volaily, the higher
expeced volatlity. esfimated based on he the fair valve.

historical volatilties of the

comparable componies.

- level 3 BlackScholes pricing model  Volaflity 59.45% [2020:  The higher the expected
using key inpu: 54.18%) s esfimated volotlty, the higher

Convertible preferred shares
expected volatlity. based on the historical the fair value.
volatiities of the
comparable companies.

There is no transfer between level 1, level 2 and level 3 during both years.

The directors of the Company consider that the carrying amounts of financial assefs and financial liabilities at amortised

cost recognised in the consolidated financial statements approximate their fair values at the end of each reporting period.
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48. FINANCIAL INSTRUMENTS (Cont'd)

Financial risk management objectives and policies (Cont'd)

Fair valve (Cont'd)

Reconciliation of level 3 fair valve measurements

Reconciliation of Level 3 fair value measurements of financial assets

Financial
assets at
FVTPL
RMB'000

At T January 2020 1,492
Fair value changes 2,424
Exchange adjusiments (193)

At 31 December 2020
Fair value changes

Exchange adjustments

At 31 December 2021

Of the total gains or losses for the year included in profit or loss, RMB1,810,000 (2020: RMB2,424,000) relates to
financial assets at FVTPL held at the end of the current reporting period. Fair value gains or losses on financial assets at

FVTPL are included in ‘Fair value change on financial assefs at fair value through profit or loss'.
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48. FINANCIAL INSTRUMENTS (Cont'd)
Financial risk management objectives and policies (Cont'd)
Fair valve (Cont'd
Reconciliation of level 3 fair valve measurements (Cont'd)

Reconciliation of Llevel 3 fair value measurements of financial liabilities

Derivative

financial

instruments

RMB'000

At T January 2020 -
Issue of unlisted warrants 86,795
Fair value changes (43,323)
Exchange adjustments (2,578)
At 31 December 2020 40,894

At T January 2021
Fair value changes

Exchange adjusiments

At 31 December 2021

Of the tofal gains or losses for the year included in profit or loss, RMB2,879,000 (2020: RMB43,323,000] relates to
derivative financial instruments held at the end of the current reporting period. Fair value gains or losses on derivative

financial instruments are included in "Fair value change on derivative financial instruments'.
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49. PLEDGE OF OR RESTRICTIONS ON ASSETS

At the end of the reporting period, the carrying amounts of the assets pledged by the Group tfo secure the bank borrowings

granted fo the Group as set out in Notes 33 and 40 are as follows:
2021 2020
RMB’000 RMB'000

Property, plant and equipment 329,842 353,372
Rightofuse assets 43,566 44,710
Pledged bank deposits 1,047 146,073

374,455 544,155

Restrictions on assets

In addition, lease liabilities of RMB158,941,000 (2020: RMB172,677,000] are recognised with related right-of-use
assets of RMB384,712,000 (2020: RMB410,301,000) as af 31 December 2021. The lease agreements do not impose
any covenants other than the security inferests in the leased assets that are held by the lessor and the relevant leased assets

may not be used as security for borrowing purposes.

50. RETIREMENT BENEFITS PLANS

Defined contribution plan

The employees of the Group in the PRC are members of a statemanaged retirement benefit scheme operated by the PRC
government. The Company's PRC subsidiaries are required to contribute certain percentage of payroll costs to the refirement
benefit scheme fo fund the benefits. The only obligation of the Group with respect to the retirement benefit scheme is to

make the specified contributions under the scheme.

The Group operates a Mandatory Provident Fund Scheme for all qualifying employees in Hong Kong. The assets of
the scheme are held separately from those of the Group, in funds under control of a trustee. The Group contributes 5%
of relevant payroll costs or HKD1,500 per person per month fo the scheme, whichever is lower, which is matched by

employees.

Confributions to the above schemes for the year ended 31 December 2021 made by the Group amounted to
RMB159,756,000 (2020: RMB144,038,000).
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51. RELATED PARTY TRANSACTIONS

The Group is ultimately controlled by the Ultimate Controlling Shareholders, Messrs. Liu Dejian, Liu Luyuan and Zheng Hui,
who have entered info agreement fo collectively govern the financial and operating policies of the Company and various

subsidiaries.

The Group had the following significant related party fransactions during the year with certain companies in which some

directors and shareholders of the Company can exercise significant influence or control.

2021 2020
Nature of transactions RMB’000 RMB'000
Service cost paid fo B #& 1,047
Education equipment and related
goods purchased from &8I B E 189
Technical services fee paid to bR 1AL 721
Goods purchased from B8 16
Goods sold to Bl & (1,469) (217)
Goods sold to E2RR#IBEZEE & (1,107) (132)
Goods sold to ERE 2% (3,515) (2,357)
Service revenue from ZRIEE (1,904) -
Service revenue from B /& (2,750) (Q0)
Interest income from @& —Z—#AF = (12)
Inferest receivable/received on loan advanced to key management (373) (392)

Included in loan receivables as at 31 December 2021 was loan advanced to key management of approximately
RMB7,532,000 (2020: RMB7,629,000) and the amounts are unsecured and repayable by instalments until 2022 or
repayable in whole on 14 January 2022, 30 April 2022 and 31 August 2022 and carries interest rate of 4.15% to 5.00%
(2020: 4.15% 1o 5.00%) per annum.
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51.

52.

RELATED PARTY TRANSACTIONS (Cont'd)

Compensation of key management personnel

The remuneration of directors and other members of key management during the year was as follows:

2021

RMB’000

Salaries, ollowances and other shortterm employee benefits 90,284
Confribution fo retirement benefits schemes 602

Share-based payments expense 15,750

106,636

2020
RMB'000

61,570
544
27,511

89,625

The remuneration of directors and key executives is defermined by the remuneration committee having regard to the

performance of individuals and market trends.

CAPITAL COMMITMENTS

At the end of the reporting period, the Group had the following capital commitments contracted for but not provided in the

consolidated financial statements:

2021

RMB’000

Capital expenditure in respect of the capital injection in a joint venture 606,000
Capital expenditure in respect of the acquisition of property, plant and equipment 278,328

Capital expenditure in respect of properties under development 544,329

1,428,657

2020
RMB'000

606,000
285,450

610,269

1,501,719
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53. OPERATING LEASE

The Group as lessor
Property rental income eamed during the year was approximately RMB4,792,000 (2020: RMB5,349,000). The property
is expected fo generate renfal yields of 6.2% (2020: 5.7%) per annum on an ongoing basis. The property held has

committed tenants for the 1.92 to 3.25 years.

The Group had confracted with fenant for the following future minimum lease payments:

2021 2020

RMB’000 RMB'000

Within one year 1,935 3,193
In the second year 1,882 3,218
In the third year 1,313 3,218
In the fourth year 324 3,044
In the fifth year - 538
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54. RECONCILIATION OF LIABILITIES ARISING FROM FINANCING ACTIVITIES

The table below details changes in the Group's liabilities arising from financing acfivities, including both cash and non-
cash changes. Liabilities arising from financing activities are those for which cash flows were, or future cash flows will be,

classified in the Group's consolidated statement of cash flows as cash flows from financing activities.

Convertible and

exchangeable Bank Dividend Lease

bonds borrowings payables liabilities Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

At 1 January 2021 992,116 345,670 99 172,677 1,510,562
Financing cash flows - 68,101 (302,435) (64,636) (298,970)
New leases - - - 52,656 52,656
Interest paid (48,435) - - (8,723) (57,158)

Non-ash changes:

Exchange adjusiments (23,988) (10,861) - (1,756) (36,605)
Finance costs recognised 165,181 = 174,356
Dividends declared 302,336 302,336

Facility arrangement fee

At 31 December 2021
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54. RECONCILIATION OF LIABILITIES ARISING FROM FINANCING ACTIVITIES (Cont'd)

Converiible and
exchangeable Bank Dividend lease
bonds borrowings payables liabilities Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
At 1 January 2020 - 407,203 - 163,406 570,609
Financing cash flows 948,093 (52,618) (255,070) (62,815) 577,590
New leases - - - 75,059 75,059
Interest paid (25,641) - - (8,966) (34,607)
Non-cash changes:
Exchange adjusiments (60,201) (13,847) - (2,973) (77,021)
Finance costs recognised 129,865 Q52 - 8,966 139,783
Dividends declared - - 255,070 - 255,070
Dividend payable to
non-controlling
interests of a subsidiary - - 99 - 99
Facility arrangement fee - 480 - - 480
Acquisition of a subsidiary - 3,500 - - 3,500

At 31 December 2020 992,116 345,670 99 172,677 1,510,562
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55. DETAILS OF THE COMPANY’S PRINCIPAL SUBSIDIARIES

Particulars of the Company's principal subsidiaries at 31 December 2021 and 2020 are as follows:

Proportion of registered capital

Place of Issued and [issued share capital/equity
incorporation/ fully paid up interests and voting power
establishment/ ordinary share/ held by the Company
Name of subsidiaries ~ operations registered capital directly indirectly Principal activities
2020 2020
% %

NeiDragon BVI BVI USD222,203.93 100 = Invesiment holding

NeDragon (Fujian]* PRC RMB10,100,000.00 - - Operation of online games

1Q Digital* PRC RMB545,000,000.00 - 100 Development of online gomes
and licensing and senvicing
of the developed games

NetDragon Websoft Inc. USA USD600,000.00 - 100 Provision of support senvices
fo the Group

NeiDragon Websoft Hong Kong HKD1.00 - 100 licensing and senvicing of the

(Hong Kong] limited developed games and
(BEEAERAA) provision for support
senvices fo the Group

Glory More Limited Hong Kong HKD1.00 - 100 Ivestment holding

(REABRAR)

TQ Onling* PRC RMB620,000,000.00 - 100 Development of online gomes
and licensing and senvicing
of developed games

Chermypicks Limited Hong Kong HKD150,000.00 - 92.2 Mobile soluiion, products

[EIEBARAR) and markefing business

Chermypicks Alpha Hong Kong HKD10,000.00 - 100 Development and provision of

Resources products in AR and computer
[BIEBRFERAT) vision with machine
learing fechnology

Best Assistont Coyman Islands USD1,682,237.80 - 90.08  Invesiment holding

Fujion Tianguon PRC RMB500,000,000.00 - 90.08  Operafion and development
of online education business

Fujion Huayu* PRC RMB200,000,000.00 - - Operation and development of
online education business

Promethean UK GBP20,320,000.00 - 90.08  Sale of education hardware
and software products

BRASEHEREERLA PRC RMB10,000,000.00 - 100 Property development
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55. DETAILS OF THE COMPANY’S PRINCIPAL SUBSIDIARIES (Cont'd)

The Group's control over, and beneficial interest in the equity of, these entities exist by virtue of cerfain contractual arrangements
entered info with the Ultimate Controlling Shareholders involving these entfities, which are established as limited liability companies
under PRC law. The Group does not hold ownership inferest in the registered capifal of these subsidiaries. However, under the
contractual agreements enfered into among the entities, the Ultimate Controlling Shareholders who are the owners of the registered
capital of these entities and the Group, the Group controls these entities by way of controlling all voting rights in owners” meetings
of these entities and governing their financial and operating policies. Under the confractual arrangements, management commitiees
are established to oversee the businesses and operations of these entities in order to ensure and facilitate the implementation of the
confractual arrangements. The management committees shall comprise members, all of whom have fo be directors of TQ Digital and
Fujian Tianquan, subsidiaries of the Company, in order that the decision-making rights and the operating and financing activities
of these entities are ultimately controlled by the Company. The Company is also entiled to substantially all of the operating profits
and residual benefits by charging service fee equal o net profit generated by these entifies under the contractual arrangements.
In addition, the owners of the registered capital of these entities have irecoverably authorised TQ Digital and Fujian Tianguan to
exercise all their voting rights in NetDragon (Fujian) and Fujian Huayu, including the appoiniment and removal of the directors of
these entities. As a result, these entities are regarded as subsidiaries under the control of the Group. Accordingly, the results of these

entities, if any, and their assets and liabilities are included in the consolidated financial statements.
# Wholly foreign owned enterprise.

A Limited liability company.

The above table lists the subsidiaries of the Group which, in the opinion of the directors of the Company, principally
affected the result or assefs of the Group. To give details of other subsidiaries would, in the opinion of the directors, result in

particulars of excessive length.
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55. DETAILS OF THE COMPANY’S PRINCIPAL SUBSIDIARIES (Cont'd)

At the end of the reporting period, the Company has other subsidiaries that are not material to the Group. A majority of
these subsidiaries operate in Hong Kong, the UK, the USA and the PRC. The principal activities of these subsidiaries are

summarised as follows:

Principal place

Principal activities of business Number of subsidiaries
2020
Investment holding Hong Kong 21
Investment holding UK 2
Investment holding PRC 1
Investment holding BV 1
Operation of games PRC 1
Development of online and mobile games PRC 2
Development of software PRC 1
Provision of support to the Group PRC 12
Provision of support to the Group Hong Kong 1
Provision of online education and related
application business PRC 3
Provision of online education and related
application business Hong Kong 1
Provision of mobile solution, products and
markefing business to the Group Hong Kong 18
Provision of mobile solution, products and
markefing business fo the Group PRC 2
Provision of mobile solution, products and
marketing business to the Group Indonesia 1
Provision of education business to the Group PRC 15
Provision of education business to the Group Thailand 1
Provision of education business to the Group Macau 1
Provision of education business to the Group USA 1
Provision of education business to the Group HK -

Sale of education hardware and software products UK
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55. DETAILS OF THE COMPANY’S PRINCIPAL SUBSIDIARIES (Cont'd)

Principal place

Principal activities of business Number of subsidiaries
2020
Sale of education hardware and software products USA 1 1
Sale of education hardware and software products Germany 1 ]
Sale of education hardware and software products France 1 1
Sale of education hardware and software products PRC 8 6
Sale of education hardware and software products India 1 ]
Sale of education hardware and software products Russia 1 1
Sale of education hardware and software products Turkey 1 -
Provision of AR and virtual reclity services Hong Kong 1 1
Developing, publishing and distributing multimedia
educational gaming software and online content USA 3

Developing, publishing and distributing multimedia
educational gaming software and online content India
Investment in private equity investment fund and

venture investment fund PRC
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