PILLAR LEGAL

LEGAL PRIMER: REGULATION OF CHINA'S DIGITAL GAME INDUSTRY

April 2017



This memorandum is provided by Pillar Legal, P.C. (the “Firm”) as a service to clients and
other readers. Special thanks is also due to Niko Partners, a market research firm specializing
in China’s game industry, who assisted in the preparation of this memorandum. The
information contained in this publication should not be construed as legal advice, and use of
this memorandum does not create an attorney-client relationship between the reader and the
Firm. In addition, the information has not been updated since the date first set forth above
and may be required to be updated or customized for particular facts and circumstances. This
memorandum may be considered “Attorney Advertising” under applicable state laws.
Questions regarding the matters discussed in this publication may be directed to the Firm at
the following contact details: www.pillarlegalpc.com, +1-925-474-3258 (San Francisco Bay
Area), +86-21-5876-0206 (Shanghai), email: greg@pillarlegalpc.com. Niko Partners website:
www.nikopartners.com. Section 3 (Overview of China’s Game Market) © 2017 Niko
Partners; all other Sections © 2017 Pillar Legal, P.C.



http://www.pillarlegalpc.com/
mailto:greg@pillarlegalpc.com
http://www.nikopartners.com/

TABLE OF CONTENTS

LIST OF TERMS ...ttt sttt sttt s s b et e st e st et et e st e seeneeneateneentenenean 1
1. INTRODUCTION ..ottt sttt e s tesse et ste st et e e s eseeseaneetestensesneeenen 2
2. SCOPE OF CHINA’S GAME MARKET .....ccocitiiitiriinieiieieeeise sttt 3
2.1. PIRACY CHALLENGE AND PRIOR GAME CONSOLE PROHIBITION .....ccveiiiiiiieeriesieenie e e 3
2.2. FOREIGN OWNERSHIP RESTRICTIONS ......titteteitteieistesieestesteeieseesseesbesieessesbesseeseesseessesseensessenns 5
3. OVERVIEW OF CHINA’S GAME MARKET ......ccctiiiiiiiiininieiise e 6
4. THE REGULATORS ...ttt st ettt sttt n s 9
4.1  INTRODUCTION OF REGULATORS....cuttattittstestesteseeseeseaseasessessessessessessessessssessessessessessessessenes 10
4.2  WORLD OF WARCRAFT: CAUGHT BETWEEN TWO REGULATORS .....ccvtiviriieiiniinieniesieenieneeas 12
5. GAME APPROVALS ...ttt sttt sttt et et e e eneeteaneebestenaeneeeenen 13
51  GAME CONTENT AND FUNCTIONALITY RESTRICTIONS ....cveuveresiesiereeseesieseaseesensessessesseseeseens 13
5.2  SAPPRFT GAME APPROVAL PROCESS.......cciiiiitiitiaiestesieesiesiee it steseesee st sbe s b e ense e e 17
5.3  MOC GAME APPROVAL PROCESS.....c.uiiiiiiiiitisiiniesieieiesessessessessessesseseesessessessessessessessesseseens 19
54  GAME COPYRIGHT REGISTRATION ...oveuveiiiuiitesuistestesesseseeseasessessessessessessessssasssssessessessessensens 22
55  GAME APPROVAL COMPLIANCE SCORECARD.......ccceiteierieriateasessessessessessessessessssessessessessensens 23
6. GAME OPERATION AND PUBLICATION LICENSES ........coccotiiiiiiereieeieeee s 24
6.1  VALUE-ADDED TELECOMMUNICATION LICENSE (ISSUED BY MIT)..ccccoiviiiniiiicienienen 24
6.2  INTERNET CULTURE OPERATION LICENSE (ISSUED BY MOC)......ccoiiiieiiieieiee e 26
6.3  ONLINE PUBLISHING SERVICE LICENSE (ISSUED BY SAPPRFT) ....cccviiiiiririnenenie e 27
6.4  MOBILE APP STORES AND THE GAME OPERATION LICENSES .....ccvivirieierenieniinieniesiesee e 28
6.5  SELF-PUBLISHING MOBILE GAMES IN CHINA......eieiieieieriaiieresteste e siesaeseaeaese e e e seeeens 30
7. OPERATION REGULATIONS ...ttt sttt 31
7.1  ANTI-FATIGUE SYSTEM AND REAL-NAME REGISTRATION .....ccccertirierieenrenreninresiesseseeseeneans 31
7.2 VIRTUAL CURRENCY RULES ....ccciiiiiiitieiet ettt sttt et benne s 33
7.3 PARENTAL CONTROL SYSTEM AND MINOR PROTECTION.....cciiiiriirieieierierasreeresresieseeseenens 35
T4 RATING SYSTEM...iuiiiitieiiitiitestesteste ettt sttt seaseaseabesbesbe b et et e st e b e e b e ebesbesbenee e e e ans 37
7.5  MARKETING RESTRICTIONS ....utitttiuiesiaseateaieatestesteseeseesseseasessessessessessessessesessessessessessensenseneens 38
7.6 PERSONAL INFORMATION AND PRIVACY ...coocuiiiiiiiiieieiciee sttt 38
8. MISCELLANEOUS ADDITIONAL REGULATIONS.......coiieeitcevecieseiee e 41
8.1 INTERNET CAFES ...ttt ettt sttt ettt sttt st ettt e sttt et e s bt e s e besme e e e ebeaneesbeeneenbeeneeneenee e 41
8.2 E-SPORTS IN CHINA ....cutitiitiete ittt ste ettt ettt sttt et esa e st te st et et et et esaesaeseetesnesbenre e eneens 42
8.3 LIVE ONLINE STREAMING RULES .....ccviieiiiiiitisiisiesie ettt st ae et sa et sne s s 44
8.4 GOVERNMENT INCENTIVES ....utitiiieiesieteeiesitetestesteseesteseeseesessessessesseseeseessesessessessessessessenseseens 45
ANNEX I-A (PRC GOVERNMENT ORGANIZATIONAL STRUCTURE) ...vecviiuiieieierieneeresne e e sie e sseneens 48
ANNEX I-B (STATE COUNCIL ORGANIZATIONAL STRUCTURE) ....ucotiiiiiteriiiesieiesieseseesssresiessessesseneens 49
ANNEX I-C (MOC ORGANIZATIONAL STRUCTURE) ...veeuviiteitiesiesteeeestesteestesteessessesseessessessseseessssssessens 50
ANNEX I-D (SAPPRFT ORGANIZATIONAL STRUCTURE) ....cuviiiiitieiesieeteesteste e steeee e steesnesvesnnesvesneas 51
ANNEX I-E (MIIT ORGANIZATIONAL STRUCTURE) ...c.ccvtteriereaiesiistessestesiessessesessssesiesiessesaessessennennens 52
ANNEX Il (CHINA VIE STRUCTURE OVERVIEW) ...cuviiiieiiiiteiie st stee e stestee e ste e sbesneesrestaensesvessaessesneas 53
ANNEX IH1-A (ONLINE GAME PUBLISHER PAGES) .....cuvciiitiiie ittt sttt sttt s svesne s 58
ANNEX 111-B (MOBILE APP STORE PAGES) .....cutittitiitiiteiiiteiee sttt sttt 75
ANNEX IV (REGULATORY PROCEDURE FOR LAUNCHING A GAME IN CHINA) .....covcvviiieiieieciesiene, 77
ANNEX V-A (GAME CONTENT RESTRICTIONS) ....ciutiitieiiitieieesiesteeneeseeereesieseeeneestesneeseeseeeneeseeeseeseesneas 83
ANNEX V-B (GAME FUNCTIONALITY RESTRICTIONS) ...vviteiiiteeeseesearensessessessessesseseeseasessessessessesseneens 94
ANNEX VI (COMPLIANCE SCORECARD)......ccutittitiatestesteseessessesessessessessessessessessesessesssssssessessessessessensens 96
ANNEX VII (TAX INCENTIVE REQUIREMENTS) ....cettiueeieiteaseesieateentesseeseestesneeseesseeneeseessesssesseensessens 100

ANNEX VI (LIST OF REGULATIONS)....ceietteeiteeeieeesieeeseteeesseeessseesssseesssseessesssssesssssessssesssssessnnes 102



LIST OF TERMS

“Domestic company” refers to a company established under the laws of the PRC with only
PRC citizens or other domestic companies as shareholders.

“Domestic game” refers to a game that is owned by a domestic company.

“E-sports” refers to organized multiplayer online game competitions.

“Foreign company” refers to a company established under the laws of a jurisdiction other
than the PRC.

“Foreign game” refers to a game that is owned by a foreign company or a foreign-invested
company.

“Foreign-invested company” refers to a company established under the laws of the PRC with
at least some non-PRC citizens or foreign companies as shareholders. Foreign-invested
companies can be in the form of a wholly foreign owned entity or in the form of a joint
venture.

“Internet” or “Online” refers to the internet or an online activity that takes place through the
internet, irrespective of whether the internet is accessed though, or that online activity takes
place through, a personal computer (PC), a mobile phone or another device.

“Internet café” refers to retail outlets where customers can rent the use of an online PC.

“Mobile game” refers to an online game that is designed to be played primarily on a mobile
phone or other mobile device.

“Online game” referes to a game product or service that is accessible through the internet. As
used in this memorandum, online game includes both PC online games and mobile games.

“Online game operator” refers to a company that digitally distributes online games, which
digital distribution generally includes matters such as hosting the game servers, promoting
the game and handling customer service.

“PC online game” refers to an online game that is designed to be played primarily on a
personal computer.

“PRC” refers to the People’s Republic of China, excluding for the purposes of this
memorandum Hong Kong, Macao and Taiwan.



1. INTRODUCTION

This is the fourth edition of our “Legal Primer: Regulation of China’s Digital Game
Industry”. This regulation and policy bulletin, like previous versions, provides an overview of
the legal environment and the actual regulatory practice for the digital game industry in the
People’s Republic of China (the “PRC” or “China”).

The focus upon law as well as practice is a deliberate choice that is influenced by the
nature of the legal system in mainland China. As readers who have lived and worked in
China are well aware, the position of law within society is very modest in China when
compared with the position of law in the societies of developed Western democracies. In
China, law does not generally constrain the lawmaker and often only represents a statement
of a lawmaker’s policy position at a particular point in time.

Accordingly, an overview of any area of law in mainland China should not stop with a
summary of the current rules as set forth on the books. The inquiry should go one step further
to examine the current practice in the field. This second step is, however, more of a
journalistic endeavor than traditional legal research. It is important to speak with the
regulators, as well as employees tasked with legal compliance and government relations at
companies in the industry. In China’s digital game sector, which is primarily comprised of
online businesses, it is also possible to check compliance with various regulations by visiting
the websites and mobile apps of leading game operators, mobile app stores and developers.
Awareness of how past situations have been handled can also help clarify the otherwise
traditionally vague language of China’s regulations and the sometimes unstated policies that
lie behind those regulations.

As a result of our focus on both law and practice, this bulletin includes the summaries
of written rules that the reader would expect, but also includes informal comments from
regulators based upon our interviews, impressions from industry participants and a regulation
compliance scorecard that provides a snapshot view of what rules are being followed, and
which ones are being ignored. Since the first edition, which was released in July 2010, the
content has expanded and our compliance scorecard data has grown with each new edition.

Before discussing the detailed regulations on the books, this bulletin first provides a
brief overview of the key factors that shape the scope of China’s online game market,
including the high levels of software piracy and prior prohibition on game consoles such as
the Xbox and PlayStation. As a result of these factors, China’s game market is essentially an
online game market, and this primer therefore focuses primarily upon the regulation of online
games. This preliminary section also explains China’s policy of prohibiting foreign (meaning
non-PRC) companies from operating online games in China, as well as the variable interest
entity structure used by domestic (meaning PRC) companies to evade these restrictions in
order to obtain foreign capital and list their shares on foreign stock exchanges.

In recognition of China’s powerful governmental authorities, before discussing any

specific laws, we first introduce the two primary regulators of the game industry — the
Ministry of Culture (3CAL ) (“MOC”) and the State Administration of Press, Publication,
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Radio, Film and Television (7 /& t i) B4 ) (“SAPPRFT™). In the past, these
regulators have clashed in their attempts to assert a dominant role in regulating this very
lucrative industry, which is an important fact to consider when interpreting rules issued by
MOC or SAPPRFT.

The first set of rules we discuss are those for the various approvals that must be
obtained for each game prior to commercial launch within China. Because (i) foreign game
companies are the primary readers of this bulletin, (ii) such foreign game companies are not
legally permitted to directly operate PC online games in China, and (iii) there are substantial
barriers that restrict foreign companies from directly operating mobile games in China, the
game approval rules are those that are of greatest relevance to most readers. We also discuss
how the approval rules applicable to domestic online games differ from those applicable to
foreign games.

We then turn to the regulations applicable to the operation of online games in China,
including the three required licenses, as well as several general rules such as those relating to
the anti-fatigue system, real-name registration and virtual currencies. Although these rules do
not directly affect foreign game companies because they are not permitted to directly operate
online games in China, the information contained in these sections is helpful for those readers
interested in a comprehensive overview of the game industry’s regulatory framework.

Finally we summarize the rules regarding internet cafés, traditionally a primary venue
for online game players in China, e-sports, live online streaming and various government tax
and incentive measures that relate to the online game industry.

2. SCOPE OF CHINA’S GAME MARKET
2.1.  Piracy Challenge and Prior Game Console Prohibition

In many jurisdictions, including the United States and Europe, console games have
historically dominated the game market. In mainland China, however, historic prohibitions
against the sale of game consoles, the relatively high costs of the consoles and rampant piracy
have all contributed to the dominance of online games over console games in China’s game
market.

Beginning in 2000 and continuing until 2014, the sale of game consoles was officially
prohibited in China. In June 2000, the State Council ([E 4%F5%) issued the Notice on
Launching a Campaign against Video Arcades, which prohibited the manufacture and sale of
both coin operated arcade game machines and television console game machines.? Although

! In March 2013, the State Administration of Press, Publication, Radio, Film and Television (& tH i) Ha & &)
(“SAPPRFT”) was created through the merger of the former General Administration of Press and Publication (3 [ H hi &
) (“GAPP”), and the former State Administration of Radio, Film and Television ([H % & {5 HALE ) (“SARFT”).
SAPPRFT as used in this bulletin refers to the government authority that resulted from the merger, as well as to GAPP and
SARFT separately for periods prior to the merger.

2 See Atrticle 6 of the Notice on Launching a Special Campaign against Illegal Electronic Game Rooms ([E 45 B /0 A T &
SCAGEBEEAT ] 06 T J& H IR 428 I B 2 ILv6 33 DL 1138 %), issued by the General Office of the State Council on
June 15, 2000. It is worth noting this notice from the State Council was not fully implemented with respect to arcade games.
For example, Article 3.3 of the Shanghai Electronic Game Rooms Management Test Work Plan (_Li# B Tl s & & T &
PR S TAE 7 R), issued by Shanghai Municipal Administration of Culture, Radio, Film and TV on May 23, 2006,
indicates that existing electronic game rooms may replace and purchase new electronic game machines based upon their
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the stated purpose of the notice was to regulate video arcades in order to protect the youth
and ensure public order, the notice was drafted broadly and became the primary legal barrier
to the importation, manufacture and sale of game consoles such as the Xbox, PlayStation and
Wii.

Notwithstanding such prohibition, game consoles were generally available for
purchase in underground markets in China’s major cities during the game console ban.
Nevertheless, the vast majority of consumers in China were priced out of purchasing game
consoles because the prices for such game consoles were often significantly higher in China
than in the United States and Europe, and, coupled with the cost of a television, naturally
involved a much greater upfront investment by each such consumer in comparison to the low
hourly costs of playing online games at internet cafés.

In 2014, the State Council officially ended the game console ban.® Currently, if game
consoles are manufactured in mainland China and pass inspection by the Ministry of Culture
(3LALE), then those game consoles can be legally sold throughout China. Although the game
consol4e ban ended three years ago, the market for game consoles and their software remains
small.

Moreover, the relatively high rate of software piracy in China is an additional factor
that shapes the scope of the country’s domestic game market. According to a study by the
Business Software Alliance, an industry association, China’s software piracy rate in 2015 was
70%, which is higher than both the global average of 39% and the Asia Pacific average of
61%.° Pirated software is readily available in China, both as an optional add-on when
purchasing a new computer or game console and on a standalone basis. In addition, the
improvement in broadband speed has facilitated the spread of online access to pirated
software. According to the 2016 China Gaming Industry Report, console and single-player
PC games only accounted for 0.4% and 0.1%, respectively, of the total game market revenue
in China in 2016,° which suggests that there is no material legal market in China for the
console and traditional single-player PC games that are sold in the U.S. and elsewhere as
packaged goods software. Our suspicion, however, is that such metrics might not include data
regarding single-player PC games that players downloaded or purchased through Valve
Corporation’s (“Valve”) Steam or Tencent Holdings Limited’s (“Tencent”) WeGame

actual needs. On its face, this clause directly contradicts the prohibition on the sale of electronic game machines contained in
Article 6 of the State Council notice. In addition, coin operated arcade game machines are readily available throughout China.

% See Article 31 and 32 of the Annex of the Decision of the State Council on Temporarily Adjusting Relevant Administrative
Regulations and Administrative Approval or Special Administrative Measures on Foreign Investment Access in China
(Shanghai) Pilot Free Trade Zone (% Feox TEFE (i) B R 556 X A I 8 5A AT BOE MU E 5 B S
AT H9AT T EE T B v N 00 B i 1) 4 5E), issued by the State Council on January 6, 2014, and see Article 22 of the
Annex of the Notice of the State Council on Promoting the Replicable Experience from the Pilot Reform in China (Shanghai)
Pilot Free Trade Zone (HE 5 Fe ¢ THE o E (i) B H 5 5156 X A 52 il 508 sl 4250 ()38 1), issued by the State
Council on December 21, 2014.

* For a discussion of the potential impact of the end to China’s game console ban, see “Game Consoles Trade Ban Lifted:
Will a New Market Emerge?” by Greg Pilarowski at Insights, a publication of The American Chamber of Commerce in
Shanghai, posted on April 18, 2014.

® See “Seizing Opportunity through License Compliance”, posted at globalstudy.bsa.org in May 2016.

® See Page 12 of the 2016 China Gaming Industry Report (71 i 2k W4 1), posted at Game Industry (37 %™ V) on
December 12, 2016.
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(formally called the “Tencent Game Platform” or “TGP”), each of which are online game
distribution platforms.

In part due to the prior ban on game consoles and the high cost of consoles and
software piracy rates, China’s game market is dominated by online games, which we define
to include traditional PC online games as well as mobile games. PC online games together
with mobile games account for over eighty percent (80%) of digital game revenues in China,’
and also represent one of the leading internet applications in the market by revenue.

2.2.  Foreign Ownership Restrictions

Although online games, which we defined to include both PC online games and
mobile games, have dominated China’s game market, according to the rules as written on the
books, foreign companies are not permitted to directly publish or operate online games in
China. As a result, the only legally permitted way for foreign game developers to enter
China’s domestic game market is by licensing their games to domestic companies for
publication and operation inside China. As discussed in more detail in Section 6.5 (Self-
Publishing Mobile Games in China) below, in practice foreign companies are currently able
to publish and operate mobile games in China through the Apple App Store, though this small
opening for self-publication might change at some point.

The prohibition on foreign companies, which includes foreign-invested companies,
meaning companies established under the laws of the PRC with at least some non-PRC
citizens or foreign companies as shareholders, from operating online games is not unusual for
China. In fact, the country’s entire corporate legal regime is based upon this very clear
distinction between domestic companies and foreign-invested companies, with detailed rules
indicating which segments of the economy are open or closed for each type of company. For
the purpose of foreign investment restrictions, China’s entire economy is divided into four
categories: encouraged, permitted, restricted and prohibited.®

The online game operation business, as opposed to the online game development
business, like most internet related businesses, is regarded as a part of the
telecommunications industry, which is an area where foreign investment is restricted.’
Although there are some limited exceptions for businesses established inside the Shanghai
pilot free trade zone, foreign investment in the telecommunication industry must generally
take the form of an equity joint venture with the foreign ownership interest not exceeding
50%.° The online game operation business is, however, also regarded as an internet cultural
activity and a form of online publishing service, both of which fall into the prohibited

7 See Page 12 of the 2016 China Gaming Industry Report (' ElJi7 k= Ml ## 1%), posted at Game Industry (77 %k L) on
December 12, 2016.

& See the Foreign Investment Catalogue (Amended in 2015) (4 #% % 7 k45 5 H 5%(2015 1£17)), issued by the State
Council on March 10, 2015.

% See Avrticle V, Section 7 of the Catalogue of Restricted Foreign Investment Industries, in the Foreign Investment Catalogue.

10 See the Decisions of the MIIT on Further Opening of Value-Added Telecommunications Service in (Shanghai) Pilot Free
Trade Zone R THHE (L) B R 55 Xt — 20X 4B AE B3 Ik 55 1 =), issued by the MIIT on January 6,
2014,
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category where foreign investment is not allowed.™ As a result, foreign investment in an
online game operation business is not permitted in any form.

In practice, this prohibition is carried out through a licensing regime. As noted in
Section 6 (Game Operation and Publication Licenses) below, the rules as written on the
books require each operator of online games in China to obtain three licenses, including the
internet culture operation license issued by MOC and the online publishing service license
issued by SAPPRFT.*? Neither MOC nor SAPPRFT will issue these licenses to foreign or
foreign-invested companies, which effectively protects China’s online game operation market
from foreign competition, in particular the PC online game operation market as further
explained in Section 6.5 (Self-Publishing Mobile Games in China). In January 2017, the State
Council issued a notice that implied China might gradually remove or reduce some foreign
investment restrictions, including the restrictions or prohibitions on telecom, internet and
culture industries.*® There have not, however, been any detailed regulations or measures that
suggest China is planning to open its online game operation industry to foreign competition.

Notwithstanding these foreign investment restrictions, many companies in China that
operate in restricted or prohibited industries have received financing from foreign venture
capital funds and have listed their shares on overseas stock exchanges.* Such companies
have achieved what they believe to be technical compliance with the foreign ownership
restrictions by establishing a variable interest entity (“VVIE”) structure in which the foreign-
invested entity does not have a direct ownership interest in the domestic company that holds
the licenses required to operate in the restricted or prohibited industry. A detailed discussion
of the VIE structure, including a diagram and descriptions of the primary contracts used to
create the structure, is set forth in Annex Il.

3. OVERVIEW OF CHINA’S GAME MARKET?Y

2016 was another year of growth for the digital games market in China, inclusive of
PC online games, mobile games, and TV based games or console games. The PC online
games segment remains the largest and most important segment of the market but it is the
mobile games segment that is driving growth. The console games segment is still the smallest
segment in China’s market, as China is a predominately PC- and mobile-based gaming
culture. The value of China’s total digital games market exceeded US$24 billion in 2016, up
17% year over year, which makes it larger than the U.S. digital games market. In addition,
China’s market accounts for roughly half of global PC online game revenue.

11 See Article X, Section 31 of the Catalogue of Prohibited Foreign Investment Industries, in the Foreign Investment
Catalogue (Amended in 2015).

12 The relevant regulatory authorities are not currently enforcing the operating license requirements with respect to mobile
game developers that self-publish their games through the mobile app stores in China. The rules as written do not, however,
draw a distinction between PC online game operation and mobile game operation, with the various licenses technically being
required to operate any online game whether mobile or PC.

13 See Article 1, Section 2 of the Notice of the State Council on Several Measures concerning the Expansion of Opening-up
and the Active Use of Foreign Capital (I 45852 5¢ T4 KA ST AR 1 55 28 5 Jit 103@ %), issued by the State
Council on January 12, 2017.

14 Online game companies in China with shares listed on overseas stock exchanges include: Tencent Holdings Limited,
Changyou.com Limited, and NetEase, Inc.

15 Special thanks is due to Niko Partners, a market research firm specializing in China’s game industry, who prepared this
market overview section of the memorandum.
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In recent years mobile game revenue has enjoyed a steep upward growth curve, as the
growth rate for PC online games has slowed. The evolution of e-sports, however, has
breathed life into the PC online games segment causing the decline to be buffered and
revenue to pour back into these games. Gamers throughout China flock to play and watch
professional competitive e-sports tournaments, where gamers play PC (and increasingly
mobile, too) games for money and other prizes. This primary driver of growth for the PC
online games market overall has also led to an increase in the use of internet cafes, online
video sites, and amateur gamers playing the leading e-sports titles, such as Tencent’s League
of Legends, Perfect World’s Defense of the Ancients 2 (Dota 2), and Blizzard’s Overwatch.
In fact, there are approximately 150,000 internet cafés in China with an average of 20 million
customers per day — nearly all of whom are playing e-sports games or watching e-sports
tournaments online.

There were nearly 300 million PC online game players by the end of 2016 in China
with growth being led by client-based massively multiplayer online games (“MMOG”).
Within client-based games, multiplayer online battle arena (“MOBA”) and first-person
shooter (“FPS”) genres are dominant in terms of revenue and usage. Historically, massively
multiplayer online role-playing games (“MMORPG”) have been quite important in China as
well. Other segments within PC online games, such as web games and casual games, have
seen a decline in revenue this year as these titles have moved away from the PC platform and
found a new home on mobile. Free to Play (“F2P”’) remains the most widely used and most
successful monetization model in the PC online games segment but we have noticed a
resurgence in demand for paid standalone (single-player, offline) games this year due to the
growing popularity of PC game distribution platforms such as Valve’s Steam, Tencent’s
WeGame, GOG Galaxy and more.

The mobile games segment grew 19% year over year in 2016. We believe that market
revenue growth for mobile games peaked in 2014 but the segment is still the primary driver
of growth in the China games market. Niko Partners forecasts the 5-year compound annual
growth rate for mobile games from 2015 to 2020 to be 14.7%.
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Note: China government data on mobile games revenue includes domestic revenue plus revenue from exports of
China mobile games, whereas Niko data reflects only revenue generated in China.

Source: Niko Partners 2017
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There are more than 80,000 mobile game developers vying for a piece of China’s
mobile games demand, with hundreds of Android app markets (though approximately 20 are
considered “important”) serving nearly 500 million mobile gamers. Casual games are still the
most popular genre on mobile as they are easily accessible to all. It is more core genres such
as role-playing game (“RPGs”), MOBAs, FPS and strategy titles, however, that dominate the
top grossing game charts. As discussed in more detail elsewhere in this legal primer, the
biggest change to the mobile game market in 2016 was the introduction of the Notice
Regarding the Administration of Mobile Game Publication Services (5<% ik H iR

% HE) issued by SAPPRFT on May 24, 2017, which signaled the intention to
enforce with respect to mobile games the longstanding requirements that all games must be
approved by SAPPRFT before being published in China. Previously, SAPPRFT did not
vigorously enforced this requirement with respect to mobile games.

The TV-based game or console game market consists of 9.2 million gamers, most of
whom play on grey market consoles, followed by smart TVs or Android TV boxes, with the
fewest number playing on legal consoles. The console market in China is still new as it was
only in 2014 that China’s government overturned a 14-year ban on the official sale of game
consoles in the country. Since then, Microsoft’s Xbox One launched in China in September
2014 and Sony’s PlayStation 4 launched in China in March 2015. Sales of consoles have
been slow in China, hindered by the harsh regulatory environment and price sensitive gaming
culture. For example, the Sony PS4 hardware launched at RMB2,899 (around US$470) and
an average of RMB275 (US$40) for a single game. The average annual salary in China, as of
2014, was around RMB56,360 (US$8,655). To buy the console and one or two games
consumes an entire month’s wages for the average PRC citizen.

We are cautiously optimistic about the long-term growth of the console game market
as companies such as Sony launch new initiatives to lower the price of their console and
introduce more mid-core and hard-core game titles that appeal to PRC gamers.

The games market in China is also being driven by new technologies and areas such
as virtual reality (“\VR”), augmented reality (“AR”) and e-sports. 2016 became “year one” of
virtual reality in China, since the sector finally truly started to grow. We estimate that China’s
VR hardware market size hit US$300 million in 2016 with far more demand for mobile VR
headsets compared to the pricier PC-based or console-based VR hardware. VR games have
not yet drawn the attention of mainstream consumers, and developers are trying to catch up to
the demand for VR gear. Meanwhile, VR cafés and experience zones throughout China allow
gamers to try VR without the investment in high-end hardware, seeding consumer demand
for the future.

E-sports are becoming more popular than ever in China. 2016 saw the introduction of
an official e-sports degree in colleges by China’s Ministry of Education ({5 %) and we
expect to see more companies investing in e-sports and tournaments this year. Mobile e-
sports will see huge growth this year driven by core titles like King of Glory (F# 5¢##) and
casual titles like Battle of Balls (BRER K ik), both of which are being played by 75 million
users per day. The number of e-sports enthusiasts who are fans of professional e-sports
exceeded 100 million as of the end of 2016.

Augmented reality was a hit in 2016 with titles such as Pokémon GO becoming a
global sensation. The game utilized AR and location-based services (“LBS”) in a fun,
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Pokémon collecting experience. SAPPRFT is currently considering whether Pokémon GO
and other AR/LBS games can be safely distributed, given the threat they might pose to
national security and personal safety — but these games are banned for now pending the
outcome of the ongoing investigation.’® Notwithstanding the ban, game developers in China
have been quick to implement similar technology into their games. For example, NetEase’s
Onmyoji (BHFHY) allows you to import characters into the game using augmented reality. If
the regulators allow AR/LBS game elements, perhaps subject to specific compliance rules,

we are likely to see more games embrace aspects of AR and LBS functionality going forward.

Tencent is currently the dominant company in the China digital game industry with a
439% share of total game revenues. The company’s market capitalization was US$250 billion
as of the end of 2016, 2016 revenue was US$21.9 billion, and the portion of that derived from
digital games rose 25% in 2016 to US$10.3 billion. The company has developed and
published hit mobile games, such as King of Glory (£ % ##), which was the number one
top grossing mobile game in China during 2016. The technology company has seen continued
growth through its dominance in social networks such as WeChat and by investing in and
acquiring profitable game developers over the years. Tencent is now the owner of Riot
Games, the developer of League of Legends, and last year the company acquired 84% of
Supercell in a deal worth US$8.6 billion. They’ve also acquired stakes in Activision Blizzard,
Glu Mobile, Robot Entertainment, Epic Games and more.

One of the biggest concerns for game market executives previously has been how
they can compete in a market so heavily dominated by a single company. Companies like
NetEase, Perfect World, 37 Interactive and others have shown in 2016 that it is possible to
compete in this market. App Annie’s latest list of the top mobile publishers in 2016
showcases Tencent rising to number one globally, however ten of the top 52 publishers hail
from China and have grown despite the competitive market — NetEase, Elex Technology,
IGG, Perfect World, Happy Elements, Snail Games, Baidu, Kunlun and Longtech Network.

As of the end of 2016, NetEase had a 20% share in the games market after focusing
on bringing its long maintained and high quality game franchises to the mobile platform. In
addition, NetEase has focused on developing new IP in growing genres as well as partnering
with foreign developers to bring more games to China. Some basic background regarding
China’s leading online game publishers, including Tencent and NetEase, are set forth in
Annex I11-A (Online Game Publisher Pages).

The China digital games market remains vibrant with lots of growth potential across
all three segments, PC online games, mobile games and even TV-based games or console
games.

4. THE REGULATORS
The online game industry, like many segments of China’s economy, is subject to

numerous regulations issued by various administrative authorities, including each of the
following:

18 See “Regulator Suspend Game Approval: AR Game is coming to a ‘cross road’” (&I TEAZHEH: AR JEkiE
[+ 1) (Chinese), posted at Tencent Tech on January 12, 2017.
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(1)  Ministry of Culture (1L #6);

(2)  State Administration of Press, Publication, Radio, Film and Television (Gl i)™
L )

(3)  State Council (IE %5Bx);

(4)  Cyberspace Administrative of China ([ 5 H B M {5 870 A =) (“CAC”);

(5)  Ministry of Industry and Information Technology (V. 515 BALEE) (“MIT);
(6)  Ministry of Public Security (A %) (“MPS”); and

(7)  National Copyright Administration of the People’s Republic of China (H 4 A [ Al
X ERRALUR) (“NCAC).

4.1 Introduction of Regulators

The primary regulators of China’s online game market are MOC and SAPPRFT,
together with their local offices. In addition to MOC and SAPPRFT, however, many other
administrative authorities play a role in online game regulation, including the State Council,
CAC, which is the primary regulator for nationwide cyberspace information content
management, MIIT, which is the primary regulator of the telecommunications industry, MPS,
which is the main police force in China, and NCAC.

Although MOC and SAPPRFT are the primary regulators for China’s online game
industry, their powers and responsibilities are not clearly defined and the two authorities have
frequently clashed when attempting to assert regulatory control over the lucrative digital
game industry. Some regulatory actions, such as the anti-fatigue rules issued by SAPPRFT in
2007 and the virtual currency rules released by MOC in 2009, are easier to understand when
viewed in this competing regulator context.

In July 2008, in connection with a larger restructuring of the central government, the
State Council attempted to clarify the regulatory authority of MOC and SAPPRFT with
respect to the online game industry.*® Pursuant to the various regulations issued in connection
with this restructuring, MOC became the primary regulator for the online game industry, but
SAPPRFT retained pre-publication approval authority over online games.*® As illustrated by
the World of Warcraft story described below, the issuance of these regulations by the State

17 SAPPRFT was created in March 2013 through the merger of the former General Administration of Press and Publication
(G5 i) H1 R A28, and the former State Administration of Radio, Film and Television (%) # HL5% HLAL&UR). SAPPRFT
as used in this bulletin refers to the government authority that resulted from the merger, as well as to GAPP and SARFT
separately for periods prior to the merger.

18 See the Regulation on the Responsibilities, Internal Structure and Personnel of MOC (324435 2= ZEER 35 Y S HLI AT 7
Yl A2), issued by the General Office of the State Council on July 10, 2008 (the “MOC Three Determinations
Regulation”) and the Regulation on the Responsibilities, Internal Structure and Personnel of SAPPRFT, or SAPPRFT Three
Determination Regulation ([ 537 [ iR A0 B (B FRBURD 3 ZEER ST N AU 52 40 i1l BLE), issued by the General
Office of the State Council on July 11, 2008 (the “SAPPRFT Three Determinations Regulation”).

19 5ee Article 1, Section 3 of the MOC Three Determinations Regulation and Article I, Section 2.1 of the SAPPRFT Three
Determinations Regulation.
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Council did not resolve the issue of regulatory authority with respect to the online game
industry.

MOC'’s interpretation of SAPPRFT’s pre-publication approval authority for online
games, as confirmed during our informal interviews with MOC personnel, is that this
authority is limited to the elements of the game distributed in physical form, such as CDs and
DVDs.? Accordingly, MOC argues that SAPPRFT’s approval authority will diminish as use
of physical media decreases and more games are distributed exclusively in digital format over
the internet without the use of any client side software provided on physical discs.*

SAPPRFT, however, interprets its approval authority broadly, extending not only to
publication in physical form but also to online publication in purely digital form.? In addition,
SAPPRFT believes that its approval is required whenever there is any change to the content
of a previously approved game and whenever the domestic online game operator for a foreign
game is switched from one operator to another.? This position, however, appears to conflict
with the statement from a circular issued by the State Commission Office for Public Sector
Reform (71 WL 4 1] 25 F1 2) (“SCOPSR”™) that once a game is available online MOC
shall assume full regulatory authority, as further described below.

Notwithstanding the contradictory position of MOC and SAPPRFT regarding their
respective regulatory authority, the text of the various Three Determination Regulations, the
actual resolution of the World of Warcraft relaunch approval discussed below, and actual
practice in recent years, all indicate that both MOC and SAPPRFT continue to have
significant regulatory authority over the industry. Accordingly, most game companies work
hard to maintain positive relations with both MOC and SAPPRFT, regarding each authority
as a primary regulator for the industry.

CAC, which was established in May 2011, is a sub-department supervised by the
State Council Information Office (l%ﬁm%‘ﬁ i 7073 =), and since 2014, CAC has governed
national internet information content.?* CAC also works very closely with the Office of
Central Leading Group for Cyber Affairs (3 b ge o 2545 5 AL 415/ ) (“OCLGCA”),
an organization established in 2014 that is under the direct leadership of the Communist Party
of China. Currently, the leader and various officers of CAC and OCLGCA are the same
people.”® OCLGCA is also a very an important organization within the Communist Party of

2 gSee “State Commission Office for Public Sector Reform Clarifies Management Responsibility for Online Games” (H S
70 WA B X 355 & FLER 57) (Chinese), posted at the MOC website on September 28, 2009.

2! See the MOC summary notice entitled State Commission Office for Public Sector Reform Clarifies Management
Responsibility for Online Games.

22 See Section 2 of the Notice on Implementing the Three Determinations Regulations of State Council and Related
Interpretation, and Further Strengthening the Approval Work on Online Games Publication and Importation (3<F 5 17% 52
B 55 B (= e ) ANrh e IpA SSMRE, 3t — 20 i am Do 2 Y ek i 2L o H ATt 11 A 2% i XK e L B P aE ),
issued by SAPPRFT on September 28, 2009.

23 See Section 5 of the Notice on Implementing the Three Determinations Regulations of State Council and Related
Interpretation, and Further Strengthening the Approval Work on Online Games Publication and Importation.

2% See the Notice of Authorizing the Cyberspace Administration of China to Administrate National Internet Information
Content (& T B E ZK BLECME 202 2 47 57 FLIE (G JEL 9 2545 B LA 1738 1), issued by State Council on August 26,
2014.

% gource; CAC website.

11
Pillar Legal, P.C.



http://www.pillarlegalpc.com/en/
http://www.ccnt.gov.cn/sjzz/whcys/cydt/200909/t20090928_73619.html
http://www.cac.gov.cn/

China, and President Xi Jinping, the current leader of the Communist Party of China, served
as the first chief of OCLGCA. Probably due to the high profile of OCLGCA and its close ties
with CAC, CAC has exercised widespread censorship control over the internet in recent years.
Although most of the regulations issued by CAC do not specifically target the online game
industry, CAC regulations do affect China’s online game industry.

Annex | attached hereto sets forth organizational charts for State Council, MOC,
SAPPRFT and MIIT, indicating their respective positions within the central government of
China, and noting the key department within each regulator that is tasked with overseeing the
online game industry.

4.2 World of Warcraft: Caught Between Two Regulators®

In the spring of 2009, Activision Blizzard and NetEase inadvertently provided MOC
and SAPPRFT with an opportunity to assert their regulatory power over the digital game
industry when they jointly announced the execution of a new mainland China license for the
World of Warcraft, pursuant to which one of the leading foreign online games would move
from the original domestic operator (The9) to a new domestic operator (NetEase). A brief
summary of the World of Warcraft transition story helps to illustrate the struggle between
MOC and SAPPRFT.

Notwithstanding the fact that World of Warcraft had been operated in China for four
years at the time Activision Blizzard and NetEase announced the new license, shortly after
that announcement, both MOC and SAPPRFT indicated that the game would need to apply
for a new approval, undergoing another content censorship review, prior to the
commencement of commercial operation by the new domestic operator.?” Although there was
no rational basis to require a second round of censorship for a game with four years of
operating history inside the country, the requirement for a new censorship review of any
foreign game when transferring from one domestic operator to another is now the law in
China.

On July 21, 2009, MOC reapproved World of Warcraft for commercial operation. By
mid-September, three months after the term of the original license ended and commercial
operation of the game ceased, SAPPRFT had not yet reapproved the game.

In September 2009, the SCOPSR, the central government department charged with
interpreting the Three Determinations Regulation of various governmental offices, issued a
circular interpreting the Three Determinations Regulation as it relates to MOC and
SAPPRFT.? This circular reiterated that MOC is the primary regulator of the online game

% For additional background information on the MOC — SAPPRFT conflict and the World of Warcraft transition story in
China, please see the following articles by Greg Pilarowski at The Escapist: “China and the World of Tradecraft”, posted on
August 16, 2009, and “Mind the GAPP: Update on WoW in China.”, posted on November 6, 2009.

27 see Article 3 of the Notice on Standardizing the Application and Review Work for Imported Online Games (3¢ T-#13t 1#
1 R 2% it 77 i P 2 6 7 R AR AR A 1), issued by MOC on April 24, 2009, and Article 2 of the Notice on
Implementing the Three Determinations Regulations and the Reform Commission Interpretation and Strengthening the
Preapproval of Online Games and Administration of Imported Online Games (< T B 75 S2 [ 55t (<=7 ) F
PG AT IR, HE— S5 I R0 48 3t T L B SRR 1 90 4% 9t ek B 1L A B (1438 411, issued by the General
Administration of Press and Publication in September 2009.

28 See the State Commission Office for Public Sector Reform's Interpretation of the Provisions Concerning Animation,
Online Game and Law Enforcement in the Cultural Market in GAPP, MOC and SARFT Three Determinations Regulation
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industry, while also restating that SAPPRFT shall be responsible for the approval of games
prior to their publication. Once a game is available online, however, MOC shall assume full
regulatory authority.

One interpretation of this circular is that SAPPRFT’s approval was not required for
the commercial relaunch of World of Warcraft since the game had previously been available
online and thus should fall under the regulatory authority of MOC. On September 19, 2009,
apparently in reliance upon this interpretation, NetEase relaunched World of Warcraft
without having first received the approval of SAPPRFT. On November 2, 2009, however,
SAPPRFT declared the relaunch of the game illegal and demanded a halt to its commercial
operation. Nonetheless, on February 12, 2010, SAPPRFT approved the commercial relaunch
of World of Warcraft, apparently after NetEase reached a negotiated settlement with
SAPPREFT that included issuing a self-criticism for its prior actions.

From a rule perspective, the primary outcome of the World of Warcraft transition is a
new requirement for another round of censorship review whenever a foreign game moves
from one domestic operator to another. From a policy perspective, however, the core lesson is
that both MOC and SAPPRFT regard themselves as a key regulator for China’s online game
industry and both are determined to defend their authority even if it results in erroneous
regulations, public inter-agency disputes, economic losses to industry participants and
suspension of service for game players. As noted above, domestic game companies generally
work hard to maintain positive relations with both MOC and SAPPRFT, even though MOC is
assigned the primary regulatory role for the industry pursuant to the various Three
Determination Regulations.

S. GAME APPROVALS

China’s media content industries, including those that publish news as well as those
that produce entertainment products, are subject to comprehensive government censorship
regimes. In the digital game industry, every game must be approved by SAPPRFT prior to
commercialization. In addition, each foreign game must be reviewed and approved by MOC
prior to commercialization, and each domestic game must register with MOC within 30 days
after becoming available online. This section provides an overview of China’s content review,
approval and registration process for foreign and domestic games. Additional details with
respect to these procedures for both foreign and domestic online games are set forth in Annex
V.

5.1 Game Content and Functionality Restrictions

China has promulgated a variety of measures relating to internet content, which
includes online games. These regulations are drafted in broad general terms and prohibit
content that:

Q) Opposes the fundamental principles determined in the constitution;

2 Endangers the unity, sovereignty or territorial integrity of the nation;

(P g P SCAER s TR R BTSSR ) R AR P IR S T I LR A P IR 23
2 HIARFE), issued by the State Commission Office for Public Sector Reform in July 2009.
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3) Divulges state secrets, endangers national security, or damages the dignity or interests
of the nation;

4) Incites ethnic hatred or racial discrimination or undermines national solidarity, or
infringes upon national customs and habits;

(5) Propagates evil cults or superstition;

(6) Disseminates rumors, disrupts social order or undermines social stability;

@) Propagates obscenity, pornography, gambling, violence or instigates crimes;

(8) Insults or slanders others, or otherwise infringes upon the legitimate rights of others;
9) Endangers social morality or national splendid cultural traditions; or

(10) Is otherwise prohibited by the laws, or administrative regulations of the PRC.?*

In addition, an online publication marketed to minors may not contain any content
that induces such minors to imitate acts or content that are against social morality, are
criminal, or are horrible or cruel in a way that impairs the physical and mental health of
minors.*® Moreover, as mentioned above, Pokémon GO and other AR/LBS games are
currently banned by SAPPRFT. SAPPRFT has indicated that AR/LBS games might endanger
national security and personal safety, and is therefore conducting an investigation into
AR/LBS games, and prior to the release of the outcome of such investigation, SAPPRFT will
not accept game approval applications in connection with AR/LBS games.*

Prior to May 2016, no governmental authority had publicly explained the actual
meaning and scope of the various general content censorship provisions listed above. On May
24, 2016, after SAPPRFT had issued rules indicated that each mobile game must be approved
by SAPPRFT before such game can be published online, the China Audio-Video and Digital
Publishing Association (7 [E & & 5%t il #1423, an organization that is affiliated with
SAPPRFT, issued the Specification of Mobile Game Content (2016 Edition) (¥ 3ii# %k N %%
YL (2016 4R ) (the “Mobile Game Content Guidance™). The Mobile Game Content
Guidance provides additional guidance with respect to the general content restrictions in the
context of mobile game censorship approvals. Although the Mobile Game Content Guidance
on its face applies only to mobile games, the standards found in the Mobile Game Content
Guidance should also be considered in the context of censorship approvals for PC online
games or any other category of game.

2 See, among others, Article 17 of the Interim Provisions on Internet Publication Administration, Article 16 of the Interim
Provisions on the Administration of Internet Culture (ELEE ™ SCAL 4 HEL#7 479 5E) issued by MOC on May 10, 2003, and
amended on February 17, 2011, Article 9 of the Interim Provisions on the Administration of Online Games (¥ 2% Jif7 Xk & 2
BT 70K), issued by MOC in June 2010, and Article 15 of the Internet Information Services Administrative Measures (H.
156 W A5 2 IR 55 7 L 022), issued by the State Council on September 25, 2000.

%0 See Article 16 of the Interim Provisions on the Administration of Online Games.

3 See “Regulator Suspend Game Approval: AR Game is coming to a ‘cross road’” (W& TEAZ IS L. AR W&
[ “+=7#% 1) (Chinese), posted at Tencent Tech on January 12, 2017.
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MOC has also developed internal standards for game content review, including
materials that MOC uses to train certified game censors that domestic game companies are
required to employ, which materials we have reviewed. When comparing the censorship
standards of the two regulators, SAPRRFT generally applies stricter standards than MOC.
For example, SAPPRFT requires that all text in mobile games be in simplified Chinese
characters and no foreign language text is allowed to appear.>> Commonly used English
language game terms, like “HP” for example, which is an abbreviation of the English term
“Health Point,” are not allowed. In an MOC training for internal censors of domestic
companies, however, MOC has specifically indicated that there is no such requirement to
avoid using foreign language terms in online games.®® Our informal translations of the
content restriction standards set forth in the Mobile Game Content Guidance and MOC’s
internal content censorship training materials are listed in Annex V-A, along with some
specific real world examples to provide further insight into the meanings of such content
restriction standards.

In addition to visible content, the authorities also regulate certain aspects of game
functionality. The internal content censorship training materials from MOC contain a list of
game functionality restrictions, which include a prohibition on in-game gambling features.
Although the laws of China include an absolute ban on gambling both offline and online,
such laws do not define the term “gambling”. Based on the relevant rules and our
conversations with various industry participants, however, when determining whether or not
an online game includes “gambling” functions, the regulators generally follow the rules
described below.

1) No Treasure Box Features. Online games must not include treasure box features. A
“treasure box feature” is a game feature that randomly allocates virtual currency or
virtual items based on the outcome of a lottery style function that requires payment of
legal currency, purchased virtual currency or purchased virtual items to participate.®
Treasure box features were an important monetization tool for games through which
players sometimes received valuable in-game items, but more often received
nothing.* Although the legal currency and purchased virtual currency treasure box
feature was banned, some game operators continue to include treasure box features,
but the keys for such boxes are purchased with earned virtual currency, not purchased
virtual currency, thereby avoiding the ban.®*® According to our informal
communication with MOC staffs, MOC allows the online game has treasure box
features that players could participate with earned virtual currency, even if such
earned virtual currency is purchased with purchased virtual currency.

(2) No In-Game Player to Player Virtual Currency Transfers. Online games may not
include a function that enables one player to transfer virtual currency to another

%2 See Article 4 of the Specification of Mobile Game Content (2016 Edition) (¥ &%k P 258038 (2016 4E) ) issued by
CDPA on May 24, 2016 (the “Mobile Game Content Guidance”), and “UPDATE: New Mobile Game publishing requlations
in China”, posted at zhugeex.com on July 11, 2016.

¥ See “Regarding the Recent Hot Shop of Online Game Censorship, See What MOC Says” (3¢ -T- F3jf & 11t (3T B34 5,
KB B ALER XL E A BL) (Chinese), posted at gameres.com on July 8, 2016.

% See Article 3 of the Virtual Currency Notice.
% See page 21 of Giant’s annual report on Form 20-F for the year ended December 31, 2011 at the SEC website.
% See page 61 of Shanda Games’ annual report on Form 20-F for the year ended December 31, 2011 at the SEC website.
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player within the game. The transfer of earned virtual currency among game players is
also prohibited by the Mobile Game Content Guidance.*” In this context, we
understand “transfer” to mean a direct voluntary transfer from one player to another
that is not the result of an in-game contest between those players. As a result, this
prohibition does not prevent a transfer of virtual currency from a losing player to a
winning player after an in-game match.

Although in-game voluntary virtual currency transfers are prohibited, secondary
markets for virtual currency sale and purchase do exist in China. By using these
secondary markets to agree on the sale of virtual currency, and then to deliver the
virtual currency to the buyer by deliberately losing a match to the buyer in-game,
players do have a mechanism to sell their accumulated in-game virtual currency
winnings. Although this activity is a prohibited gambling activity, the regulators have
not yet enacted rules that would eliminate the practice, such as requiring in-game
matches to be among randomly selected players rather than permitting players to
choose their own match opponents.

3) Bet Limits and Daily Loss Limits. A match bet function in an online game is not a
“gambling” feature, provided that this function includes upper limits for the amount a
player can bet in each match and the amount a player can lose in a single day.®
Although the rules themselves don’t include actual numbers for these limits, our
market checks suggest a maximum bet limit from RMB20 to RMB80 of purchased
virtual currency is common. During our informal calls with MOC staff, we learned
that MOC’s preference is that the maximum amount an individual player can lose in
one day does not exceed RMB500 of purchased virtual currency. If bets are placed
with earned virtual currency, as opposed to purchased virtual currency, our market
checks suggest that so long as there is some kind of daily loss limit and max bet limit
per match, even if those limits are very high, that should be acceptable.

4) Type of Virtual Currency Used to Bet. Our market checks indicate that both
purchased virtual currency and earned virtual currency are currently used to bet within
games. The use of purchased virtual currency to place bets involves higher risk as this
is more likely to be deemed illegal gambling than when earned virtual currency is
used. Nonetheless, purchased virtual currency is often used to bet within games,
especially for majiang or poker games. Some companies, however, use a more
complicated mechanism. They create a special virtual item that can only be bought by
using purchased virtual currency. This virtual item can then only be used within the
poker game or other social casino style game, and cannot be redeemed or exchanged
back into purchased virtual currency. Various market players are apparently of the
view that this additional step, which puts additional distance between the betting
currency and the purchased virtual currency, reduces the risk of the in-game betting
function being deemed an illegal gambling.

5) Contingent Fees. Game publishers should not charge players a per match fee based on
whether or not the players win or lose the match (e.g. no fee if a player loses the

37 See Section 12.2.6 of the Mobile Game Content Guidance.

38 See Section 12.2.4 of the Mobile Game Content Guidance.
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match, but a winning player must pay a fee).** Our market checks indicate that game
publishers can, however, charge a fixed fee per match from each player irrespective of
whether the players win or lose the match.

Additional details and our informal translations of the online game functionality

restrictions of MOC’s internal content censorship training materials are set forth in Annex V-
B.

5.2 SAPPRFT Game Approval Process

Before a digital publication, which includes PC online games and mobile games, can
be published in China, the product must first be reviewed and approved by SAPPRFT.* For
PC online games, based on our informal discussions with SAPPRFT and industry participants,
it is clear that the same SAPPRFT pre-publication review and approval procedures apply
equally to both foreign games and domestic games. In the context of mobile games, however,
“simple domestic mobile games”, which is a specifically defined category (as further
discussed below), are subject to a less stringent content censorship approval procedure. All
other mobile games, including both foreign and domestic mobile games, are subject to the
same SAPPRFT pre-publication review and approval procedure to which PC online games
are subject.

During the early stages of growth of the mobile game sector in China, SAPPRFT did
not enforce the game approval process with respect to mobile games. On May 24, 2016,
however, SAPPRFT issued the Notice Regarding the Administration of Mobile Game
Publication Services (< T-#2 gl xk H Uk 55 5 BRI FLAE ), which indicates that SAPPRFT
intends to start enforcing the long standing game censorship approval requirements with
respect to mobile games (the “Mobile Game Approval Notice™). Prior to release of these rules,
neither SAPPRFT nor MOC had actively enforced the game censorship approval
requirements for mobile games, which has resulted in very low compliance rates with these
approval requirements for mobile games relative to other categories of games, such as PC
online games.**

In the Mobile Game Approval Notice, SAPPRFT adopts a less stringent content
censorship approval procedure for simple domestic mobile games, which is a new category of
mobile games established by SAPPRFT. Domestic online games (all domestic PC online
game and domestic mobile game that do not fall within the new category of mobile games),
as well as foreign online games, remain subject to the SAPPRFT game approval process that
existed before issuance of the Mobile Game Approval Notice.

A simple domestic mobile game is a mobile game that does not contain any materials
relating to political, military, ethnic or religious topics and is a “simple” non-story based
game, such as a matching game (74 4%:2%), obstacle course or running game (f #32%), flying

3% See Section 12.2.3 of the Mobile Game Content Guidance.

“0 See Article 5 of the Administrative Provisions on the Publishing of Electronic Publications ( B8, 4 i 47 HH i 4 B 40 58,
issued by SAPPRFT on February 21, 2008.

1 Based on compliance checks conducted by Pillar Legal in April 2014, of the top ten games on the top five mobile app
stores in China, only 8% complied with the SAPPRFT game approval requirements and only 22% complied with the MOC
game approval requirements.
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game ("¥172K), poker or board game (#L}#3), puzzle game (f# k=), sports game (1R & 2K),
or music or dance game (% 5k #E753%).* Additional details regarding SAPPRFT’s game
approval procedures, including the relevant procedures for a simple domestic mobile game,
are set forth in Annex IV.

Once SAPPRFT approves a PC online game for publication, the publication number
must be displayed in a prominent place on such PC online game’s website.** For a mobile
game, the names of such mobile game’s copyright owner and publisher, the SAPPRFT game
censorship approval number, and the publication number for such mobile game must be
displayed prior to any end user interactive experience.* If a company wishes to publish any
upgraded version or expansion of either an approved PC online game or an approved mobile
game, a new application for such upgraded version or expansion must be submitted to
SAPPRFT.* In the Mobile Game Approval Notice, SAPPRFT explains that upgraded
versions and expansions of a mobile game include material changes to the game’s storyline,
the content of quests, the game’s maps, the game’s characters, the features of the game’s
characters or interaction functions, and adding a subtitle directly after the original name of
such mobile game, each of which requires approval by SAPPRFT in the same way as if it was
a new game.“® Although the Mobile Game Approval Notice applies on its face only to mobile
games, the standards of determining what constitutes a new game found in the Mobile Game
Approval Notice should also be considered in the context of PC online games or any other
category of game.

In addition, according to the Mobile Game Approval Notice, SAPPRFT required all
non-SAPPRFT-approved mobile games that were available on the market to either obtain
approval from SAPPRFT by October 1, 2016 or be removed from the market.*” Although
SAPPREFT has since extended the deadline to December 31, 2016, given the large volume of
mobile games available in China, the historically low mobile game approval compliance rates
and the limited staff resources at SAPPRFT, a long backlog of pending mobile game
applications with SAPPRFT now exists, which could lead to material delays in obtaining the
required approvals.

SAPPRFT requires a “joint-operator” of a mobile game to verify that the mobile game
has completed the SAPPRFT application and censorship approval process and posted the
required disclosure within the game.*® Although SAPPRFT does not clearly define the term
“joint-operator”, based on our informal discussions with SAPPRFT staff, we understand that
the mobile app stores are considered to be joint operators. As a result, SAPPRFT is enlisting

*2 See Article 3 of the Notice Regarding the Administration of Mobile Game Publication Services (5<T-# ik H il IR 55
EHIHSE), issued by SAPPRFT on May 24, 2016 (the “Mobile Game Approval Notice”).

*3 See Article 27 of the Administrative Provisions on the Publishing of Electronic Publications and the game approval letter
issued by SAPPRFT.

* See Article 8 of the Mobile Game Approval Notice.

*® See Article 28 of the Administrative Provisions on the Publishing of Electronic Publications, and Article 6 of the Mobile
Game Approval Notice.

% See Article 6 of the Mobile Game Approval Notice.
* See Article 14 of the Mobile Game Approval Notice.
“8 See Article 9 of the Mobile Game Approval Notice.
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the help of the mobile app stores to ensure that all mobile games in their stores have
completed the application and censorship approval process.

One interesting question this “joint-operator” requirement raises is whether Apple, Inc.
(“Apple™), which operates its mobile app store in China without any of the required operating
licenses,*® would help SAPPRFT enforce the relevant game approval and censorship
requirements. That question was answered in July 2016 when Apple issued a notice to their
10S game developers indicating that the developers would be required to comply with the
Mobile Game Approval Notice.*® Apple’s enforcement of SAPPRFT’s mobile game approval
requirements, however, may only apply to domestic mobile game developers. Based on
discussions with foreign mobile game developers, we understand that although Apple
requests foreign mobile game developers to submit publication numbers provided by
SAPPRFT after obtaining the relevant mobile game approval, foreign mobile game
developers can choose to ignore such requests and publish their mobile games on China’s
Apple App Store without submitting the publication number.>*

Importantly, the SAPPRFT mobile game approval can only be submitted by an online
publishing service provider (% %% H i il 95 B 4ir), which is an entity that holds an online
publishing service license (F¥4% i IR 45 1 AT 3IE) issued by SAPPRFT.* Based on informal
discussions with SAPPRFT and industry participants, it is clear that SAPPRFT game
approvals for PC online games can also only be submitted by an online publishing service
provider. Since SAPPRFT does not accept applications for the online publishing service
license from foreign companies or foreign-invested companies,>® a foreign company or a
foreign-invested company cannot directly and in their own name submit online games,
whether or not PC online games or mobile games, to SPARRFT for censorship review in
connection with a game approval application.

5.3 MOC Game Approval Process

All foreign online games imported for operation within China must be submitted to
the main office of MOC in Beijing for pre-publication content censorship review.>* In
addition, before being submitted to MOC, the game must first be reviewed by government
trained and certified content censors employed by the domestic online game operator that

“ To operate a mobile app store in China, a company generally needs to hold an internet culture license issued by MOC and
an internet publishing license issued by SAPPRFT, neither of which can be held by a foreign company or foreign-invested
company, such as Apple or its PRC subsidiaries and investee companies.

%0 gee “Mobile Games Need Government Approval before Publishing on Apple’s App Store in China”, posted at
Gamegyro.com on July 1, 2016.

51 On April 13, 2017, we checked compliance by several new mobile games recommended to users in the China Apple App
Store. We discovered that most of these recommended new games were published by foreign companies without obtaining
the SAPPRFT game approvals, including MouseBot published on April 3, 2017, Family Tumber published on April 5, 2017
and Ring Tower published on April 5, 2017.

52 See Article 2 of the Mobile Game Approval Notice.
5% See Article 10 of Administrative Provisions on Online Publishing Service

% See Atrticle 1 of the Notice on Strengthening the Content Censorship of Online Games (3244 ¥ 5& T I3 /¥ 4% e w7 i N
258 2 AR B 4N), issued by MOC on May 14, 2004.
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intends to operate the game.>® When submitting a foreign game to MOC for review and
approval, the domestic online game operator that imports such foreign game must submit its
own certified content censorship report, along with a content censorship application that
includes, among other things, samples of the game software, the complete in-game text script
and the game license agreement.*®

Based on informal interviews with MOC staff, we understand that the Internet Culture
Division (™ 2% 3 4k 4t) of the Department of Cultural Market is the division that is tasked
with processing foreign game approvals, and that this division has a limited number of staff
members. MOC does, however, invite industry experts such as university professors to assist
with the foreign game review process.>’ MOC has established a list of such experts from
which MOC chooses individuals to constitute a review committee. Each member of the
committee examines the relevant materials with respect to games under review and provides
a score rating, and then MOC makes a final decision with respect to each foreign game
application according to a predetermined score rating system.*®

Generally, a foreign online game cannot be operated and made available to the public
in China before obtaining MOC pre-publication approval.® MOC has indicated, however,
that a foreign game can be made available to the public for testing prior to obtaining MOC’s
approval if there is no advertising or marketing for the game, and if user accounts for the
game are limited to no more than 20,000. As a result, a limited amount of beta testing can
occur prior to obtaining formal MOC game approval.

As mentioned above, prior to submitting a foreign online game for MOC pre-
publication approval review, the domestic operator must first review the game.®® Government
trained and certified censors that are employed by game operators must review games and
submit signed reports to MOC with respect to each game that they review, together with the
application for pre-publication review for a foreign game.®* Once a foreign game has been
approved, the approval number or filing number issued by MOC must be posted on the
webpage for the approved game.®? In addition, after a game has been approved, any

% See Notice of the Ministry of Culture on Implementing the Administrative Measures for the Content Self-Examination of
Internet Culture Business Entities (SCALEB T 500 (48 SCALEE B N 2 5 B HE M) (138 %n), issued by MOC
on August 12, 2013 (the “Self-Examination Measures™).

% See Article 11 of the Interim Provisions on the Administration of Online Games.

*" In the MOC internal content censorship training materials, there is research report from Central China Normal University
regarding the game content censorship standard for violence.

%8 See Article 15 of the Tentative Measures for Administration of Internet Culture (.5 R SCAL A BREF 4T ¥ E), issued by
MOC on March 21, 2011. Although the detailed organization of the expert committee referred to in these rules is not
disclosed, both MOC staff and this Article 15 make reference to the expert review committee.

%9 See Article 10 of the Interim Provisions on the Administration of Online Games.
8 See the Self-Examination Measures.
61 See Article 5, 7 and 8 of the Self-Examination Measures.

62 See Article 12 of the Interim Provisions on the Administration of Online Games.
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expansion pack, new version or update that substantially changes the content of the game
must be submitted to MOC for content censorship review.®

Like SAPPRFT, MOC will not accept applications for pre-publication review of
online games from foreign companies due to the prohibitions preventing foreign companies
or foreign-invested companies from directly operating online games in China. Based on our
informal discussions with MOC and industry participants, applications for MOC approval of
foreign online games must be submitted by an internet culture entity (5.5 ki SC A B.47),

which is an entity that holds an internet culture operation license (5.5 M SC AL 4878 V5 AT IF)
issued by MOC.* Pursuant to the current rules on the books, each foreign online game must
be licensed to a single domestic operator that holds an internet culture operation license on an
exclusive basis,®® and such domestic operator shall be responsible for submitting the relevant
application to MOC for censorship approval. In addition, MOC shall review the applicable
license agreement between the relevant foreign game company and domestic operator. As
discussed in greater detail below, however, this supposed requirement for foreign companies
to license their online games to domestic companies is currently not always followed in
practice in connection with mobile games, and foreign mobile game developers seem to be
able to publish and operate their mobile games through China’s Apple App Store without
licensing the games to domestic operators.

In contrast to the above-described procedure for foreign online games, domestic
online games are not required to be reviewed and approved by MOC prior to operation within
China. Domestic games are, however, subject to the same general rules that govern internet
content. In addition, domestic games must be reviewed by the online game operator’s
government trained and certified content censors, and the domestic games along with the self-
censorship report must be registered with MOC within 30 days after they are available to the
public. ®® The game’s MOC registration number must be displayed on the domestic game’s
homepage.

Notwithstanding the different procedures with respect to foreign and domestic online
games, the various MOC regulations do not provide definitions for foreign online games and
domestic online games. MOC has indicated, however, that a domestic online game is an
online game whose copyright is owned by a domestic company. Online games that are owned
by foreign companies, or foreign-invested companies that are incorporated in China, are
deemed to be foreign online games that are subject to pre-publication censorship review by
MOC.

82 See Article 14 of the Interim Provisions on the Administration of Online Games, and Article 4 of the Announcement of
the General Office of the Ministry of Culture Regulating the Declaration of Content Examination of Imported Online Game

Products (SCALER I 28 T 50 T3k 11 I £ 3= i A 25 o 2 FR AR AR A ), issued by MOC on April 24, 2009 .
8 See Article 2 of the Mobile Game Approval Notice.

% See Article 12 of the Interim Provisions on the Administration of Online Games.

% See Article 13 of the Interim Provisions on the Administration of Online Games.
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5.4 Game Copyright Registration

Although co(%yright registration is not required in order to benefit from copyright
protection in China,”’ by registering a copyright with NCAC, the registrant obtains prima
facie evidence of copyright ownership. In addition, obtaining a copyright registration for an
online game is an essential step toward completing the required game approvals.

SAPPRFT requires a publisher of a domestic online game to submit a certificate of
copyright registration of such game.® For a foreign online game, the relevant game license
agreement shall be registered with NCAC, and the certificate of game license agreement
registration received from NCAC shall be submitted to SAPPRFT. According to informal
phone inquiries with NCAC, to complete the relevant NCAC game license agreement
registration, the foreign game developer needs to have obtained a copyright registration in the
foreign game developer’s home jurisdiction or a registration of the game with NCAC. In the
context of using a foreign copyright registration to complete the relevant NCAC game license
agreement registration, the certificate of such copyright registration will need to be
authenticated by a PRC Consulate in the jurisdiction where such foreign copyright is
registered.

In comparison to SAPPRFT, MOC does not impose strict copyright registration
obligations on game publishers. Instead of having to submit a certificate of copyright
registration, a domestic game publisher may submit to MOC a statement regarding such
publisher’s copyright ownership of such game, and for a foreign game, although MOC also
requires the relevant publisher to provide a copy of the game license agreement, registering
such game license agreement is not necessary in order to obtain an MOC approval.

When submitting a copyright registration for a game to NCAC, an applicant or the
author of the game must submit an online application form through the NCAC website,
which includes submission of certain portions of the game’s source code (specifically, the
first 30 pages and the last 30 pages), a scanned copy of such applicant’s business license and
an instruction manual for the game. If the applicant is a foreign game developer, the company
establishment documents, such as the certificate or articles of incorporation, will need to be
authenticated by a PRC Consulate in the foreign game developer’s home jurisdiction.®® Game
copyright registration is supposed to be processed by NCAC within 30 business days of
submission.

As mentioned above, copyright registration is prima facie evidence of copyright
ownership. According to informal discussion with various industry participants, both MOC
and SAPPRFT use copyright registration to determine whether an online game is domestic or
foreign. If the online game’s copyright is registered under the name of a domestic company,

87 See Article 2 of the Copyright Law of the People’s Republic of China (H1#8 A B3 [E 3 /E A1), issued by National
People’s Congress Standing Committee (4= [ A\ K3 K2 5% 514%) on June 7, 1990, and amended on February 26, 2010.

88 SAPPRFT actually offers an alternative solution, which is to provide full source code of that game together with the
evidence proving that the author of such game is a PRC citizen or a PRC domestic company. In practice, it is very rare that a
publisher would be comfortable with submitting a game’s source code to SAPPRFT, which makes obtaining the copyright
registration the only practical solution.

8 See “Navigating the Regulatory Landscape in China’s US$25 Billion Gaming Market”, posted at gamasutra.com on
February 17, 2017.
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MOC and SAPPRFT will treat it as domestic online game, and domestic game approval
procedures will apply. If the online game’s copyright is registered under the name of a
foreign company, MOC and SAPPRFT will treat it as a foreign online game, and foreign
game approval procedures will apply.

In practice, many PRC domestic publishers suggest that foreign game developers
should allow them to register game copyrights in China in the name of the domestic
publishers in order to cause the game to be classified as a domestic game, and thus subject to
the simpler approval process for domestic games. There is some risk, however, that the
domestic publisher might be unwilling to later transfer the copyright registration to the
foreign developer, which could result in some confusion as to who the actual owner of the
game copyright is. As a result, we generally suggest that foreign game developers register the
copyright to their games in their own name, even if this will result in a slower game approval
process with MOC, and in some instances with SAPPRFT as well.

5.5 Game Approval Compliance Scorecard

Over the past seven years, we have conducted a compliance survey with respect to
various aspects of China’s digital game regulations, including the game approval
requirement.” Our compliance checks help to show which regulations are being followed and
which regulations are being ignored. Given the more varied nature of China’s legal system
relative to the legal systems of developed Western democracies, this information can be very
informative when assessing compliance risk. The results of our latest compliance checks are
summarized in the compliance scorecard set forth in Annex VI (the “Compliance Scorecard”™).

Our Compliance Scorecard indicates that most PC online games are in compliance
with the MOC game approval and registration requirements. In each of 2012, 2015 and 2017,
the compliance rates were above eighty percent (80%). In addition, mobile game compliance
rates have increased each time we conducted this survey. This trend was particularly strong
during the past three years when the mobile game compliance rate increased from 22% in
2014 to 86% in 2017. Details of the MOC game approval and registration compliance rates
are set forth in the table below.

MOC Game Approval and Registration Compliance Rate

June 2010 October 2012 | April 2014 March 2017
PC Online Game | 42% 82% 86% 84%
Mobile Game N/A 7.5% 22% 86%

Compliance rates for both PC online games and mobile games with respect to the
SAPPRFT game approval requirement also increased each time we conducted this survey. PC

" There were some minor methodology differences among our compliance checks in 2010, 2012, 2014 and 2017, though we
do not believe that these differences had a material effect on the compliance rate data for MOC game approvals and
registration. The compliance checks we conducted in 2010 were based on all games listed on the front page of each game
operator’s website, while the compliance checks we conducted in 2012 and 2014 were based on the first ten games in the
applicable category listed on the front page of each game operator’s website. The compliance check we conducted in 2017
were based on the top 50 PC online games and top 50 mobile games listed on 17173.com, a well-known game information
website in China. In addition, due to the material expansion of the mobile game market between 2010 and 2012, we started
to check mobile games as an independent category beginning with our 2012 compliance survey.
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online game compliance rates increased from 31% in 2010 to 76% in 2017, and mobile game
compliance rates increased from 0% in 2012 to 72% in 2017. The large compliance rate
increase, especially for mobile games, is most likely attributable to SAPPRFT’s recent
decision to more strictly enforce mobile game approvals, including the publishing of a clear
requirement that all mobile games must be approved by SAPPRFT before they can be
published in a mobile app store. Details of the SAPPRFT game approval compliance rates are
set forth in the table below.

SAPPRFT Game Approval Compliance Rate

June 2010 October 2012 April 2014 March 2017
PC Online Game | 31% 38% 54% 76%
Mobile Game N/A 0% 8% 72%

Compliance rates with respect to the SAPPRFT game approval rules has consistently
been lower than compliance rates with respect to the MOC game approval rules, which may
reflect the different treatment for domestic games by SAPPRFT and MOC. As noted above,
SAPPREFT requires all domestic games, as well as foreign games, to be approved prior to
publication, while MOC only requires domestic games to register within 30 days after
becoming available online.

6. GAME OPERATION AND PUBLICATION LICENSES

As noted in the Section 2.2 (Foreign Ownership Restrictions) above, pursuant to the
rules on the books in China, neither foreign companies nor foreign-invested companies are
permitted to operate online games, meaning PC online games and mobile games. In order to
operate online games in China, the operating company must first obtain the following
licenses from various government authorities:

(1) A value-added telecommunication license, often referred to as an internet content
provider or ICP license, issued by MIIT;

(2)  Aninternet culture operation license, issued by MOC; and
(3)  Anonline publishing service license, issued by SAPPRFT.
6.1 Value-Added Telecommunication License (issued by MIIT)
A company that provides value-added telecommunication services is required to
obtain a value-added telecommunications license (318 Fi {5V 5% 2 & P ATE). " Value-

added telecommunication services are defined as telecommunications and information
services provided through a public network.”

™ See Article 9 of the Telecommunications Regulations of the People’s Republic of China (1 #H A 3l [E Hi A5 4% 451)),
issued by State Council on September 25, 2000, and amended in February 2016 (the “Telecommunication Regulations”).
The value-added telecommunication license (341 H{5 MV 45 FTIE) is often referred to as an “internet content provider
license” or an “ICP license”.

"2 See Atrticle 8 of the Telecommunications Regulations.
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The catalogue attached to the Telecommunication Regulations, which was updated in
2003 and again in 2015, includes a list of descriptions of value-added telecommunication
services and specifies that an “information service” is categorized as a value-added
telecommunication service. In the 2003 update to the catalogue, providing game services is
categorized as an “information service.”” In the 2015 update to the catalogue, although
providing game services is no longer specifically categorized as an “information service,”
“information service” is defined very broadly to cover almost every conceivable service that
can be provided through a website and the internet.”*

In addition, information services can be subdivided into “information services on a
commercial basis” and “information services on a non-commercial basis.” If an internet
content provider provides information services through a website on a commercial basis, then
such internet content provider should obtain a value-added telecommunication license or ICP
license.” If an internet content provider provides information services through a website on a
non-commercial basis, however, such internet content provider need only register its website
with MIIT. In practice, it may be difficult to determine whether a given information service
is “commercial” or “non-commercial,” and the standards applied in making such
determination often vary among regions.

According to our informal phone inquiries with MIIT’s local office in Beijing (“MIT
Beijing”), MIIT Beijing takes the position that selling products on a company’s website,
regardless of whether such products are those of the company or those of a third party, will
not in and of itself be deemed “commercial”. If such website incorporates other fee-charging
mechanisms, such as charging a monthly fee from its registered members, however, then it
will be deemed “commercial”. Displaying third party’s advertisements on the company’s
website will also be deemed “commercial”.

MIIT’s local office in Zhejiang (“MIIT Zhejiang™), however, has a different approach.
According to our informal phone inquiries with MIIT Zhejiang staff, MIIT Zhejiang takes the
position that selling a company’s products on its own website will be deemed an alternative
channel of promotion, and therefore not “commercial”. Selling a third party’s products,
displaying third party advertisements or posting hyperlinks to third party sites in exchange for
fees, however, are viewed as “commercial”. MIIT Zhejiang also takes the position that
charging a fee over the internet, regardless of whether it is through a website or via a mobile
application, is “commercial”.

The prevailing view with respect to the digital game industry is that operating an
online game, regardless of whether it is a PC online game or a mobile game, is an
information service offered on a commercial basis, and such online game operator therefore
needs to obtain an ICP license. MIIT is responsible for issuing ICP licenses, and these
licenses can be obtained at the provincial level offices of MIIT. Such provincial level offices

" Section B2, Subsection 4 of the catalogue issued by MIIT on February 21, 2003.
™ Section B25 of the catalog issued by MIIT on December 28, 2015.

" See Article 7 of the Administrative Measures on Internet Information Services (LI {5 EUIRSS8 B 7535), issued by
State Council on September 25, 2000.

76 See Article 8 of the Administrative Measures on Internet Information Services.
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are supposed to make their decisions regarding issuances of ICP licenses within 60 days of
their receipt of applications.”’

Foreign investment in China’s telecommunication industry, and consequently the
ability of a foreign-invested company to obtain an ICP license, is restricted. Although there
are some limited exceptions for businesses established inside the Shanghai pilot free trade
zone, to obtain an ICP license, foreign investment in the telecommunication industry must
generally take the form of an equity joint venture with the foreign ownership interest not
exceeding 50%."® However, there is no such ownership restriction for a foreign-invested
company to obtain its website registration with MIIT,

6.2 Internet Culture Operation License (issued by MOC)

A commercial operator of internet cultural products in China must obtain an internet
culture operation license from MOC." Pursuant to the Interim Provisions on the
Administration of Internet Culture issued by MOC on May 10, 2003, online games, including
both PC online games and mobile games, are internet cultural products.?’ Consequently, an
operator of an online game must first obtain an internet culture operation license to legally
operate such online game in China.

An application for an internet culture operation license should be filed with the
relevant provincial level office of MOC, and such provincial level office is technically
required to make a decision with respect to an application within 20 days from the date of
receipt of such application.®! Once issued, an internet culture operation license shall remain
valid for three years before a renewed application must be filed.® In addition, holders of an
internet culture operation license are required to post the relevant license information on their
websites.®®

Consistent with the prohibition on foreign investment in any company engaged in
internet culture activities in China, MOC does not accept applications for internet culture
operation licenses from foreign companies or foreign-invested companies.®* As a result,
pursuant to MOC’s rules on the books, foreign companies, including foreign-invested
companies established in China, are prohibited from directly operating online games,
including both PC online games and mobile games, in China.

" See Article 7 of the Administrative Measures on Internet Information Services.

"8 See Atrticle 2 and Article 6 of the Provisions on the Administration of Foreign-Invested Telecommunication Enterprises
(IR % A LA BRI E), which was issued by the State Council in January 2001 and amended in September 2008.
See also Article V Section 7 of the Catalogue of Restricted Foreign Investment Industries, in the Foreign Investment
Catalogue. See also the Decisions of the MIIT on Further Opening of VValue-Added Telecommunications Service in
(Shanghai) Pilot Free Trade Zone.

™ See Atrticle 6 of the Interim Provisions on the Administration of Internet Culture.
8 See Article 2 of the Interim Provisions on the Administration of Internet Culture.
8 See Article 7 of the Interim Provisions on the Administration of Online Games.
8 See Article 7 of the Interim Provisions on the Administration of Online Games.
8 See Article 8 of the Interim Provisions on the Administration of Online Games.

8 See Atrticle 4 of Several Opinions regarding the absorbing the Foreign Investment in Culture Regions (3¢ 34k 4515 5 i3
ARG E T L), issued by MOC on July 6, 2005.
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6.3 Online Publishing Service License (issued by SAPPRFT)

Internet information service providers that make digital works, including but not
limited to books, newspapers, audio visual products and games, publicly available on the
internet, and in doing so exhibit publishing characteristics, such as editing, production and
processing, must obtain an online publishing service license from SAPPRFT.®°

An application for an online publishing service license should be filed with the
relevant provincial level office of SAPPRFT, which will conduct an initial review of the
application and then submit it to the main office of SAPPRFT in Beijing. SAPPRFT is
technically required to make a decision with respect to an application for an online publishing
service license within 60 days after receiving such application.®

Consistent with the prohibition on foreign investment in any company engaged in
online publishing, SAPPRFT does not accept applications for an online publishing service
license from foreign-invested companies, which effectively prohibits foreign companies from
operating online games in China.®” During our informal interviews with SAPPRFT staff,
SAPPRFT indicated that it was very unlikely to permit foreign companies to operate online
games in China, pointing out that such a change would require a significant policy shift on a
government-wide basis because the publishing industry has traditionally been regarded by the
Chinese government as very sensitive considering the publishing industry’s role as a
distributor of ideas. Nonetheless, as discussed in more details below, in practice SAPPRFT
does not currently prohibit foreign companies from operating mobile games in China if the
mobile games are published through China’s Apple App Store.

The requirements a company must meet in order to obtain an online publishing
service license are very strict. For example, an applicant must have eight (8) or more
specialists that are professionally accredited by SAPPRFT in connection with publishing and
editing.®® Because the requirements are so strict, only a few domestic game operators and
traditional state-owned publishing houses are qualified to obtain the online publishing service
license. Moreover, the party requesting approval from SAPPRFT in connection with an
online game must hold an online publishing service license, which forces domestic game
operators that do not have such license to cooperate with a stated-owned publishing house
that does have the license in connection with game approvals.

Our compliance checks for leading game operators, as summarized in the Compliance
Scorecard set forth in Annex VI, indicate that almost all of the leading domestic game
operators have obtained each of the necessary operating licenses.

% See Article 2 and Article 7 of the Administrative Provisions on Online Publishing Service (4% il IR 455 340 58),
issued by SAPPRFT and MIIT on February 4, 2016.

% See Article 11 of the Administrative Provisions on Online Publishing Service.

87 See Article 4 of Several Opinions regarding the absorbing of Foreign Investment in Culture Regions, and Atticle 10 of
Administrative Provisions on Online Publishing Service.

® See Article 8 and Article 9 of Administrative Provisions on Online Publishing Service.
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6.4 Mobile App Stores and the Game Operation Licenses

According to both the text of the game license rules and our informal inquiries with
game regulators at MOC and SAPPRFT, the license requirements described in the sections
above also apply to the mobile app stores that distribute the mobile games and other mobile
applications. In other words, to operate a mobile app store in China, an operator shall obtain
all of the required licenses, including a value-added telecommunication license, an internet
culture operation license and an online publishing service license.

According to CAC officials, approximately four million mobile apps are currently
available for download through various app stores in China.®® These numbers reflect the fact
that mobile apps are becoming a dominant way to deliver internet information services. As
described in greater detail in Section 3 (Overview of China’s Game Market) above, in
contrast to the United States, where the Google Play Store and Apple App Store dominate
mobile app distribution, China’s app store market is very fragmented and the number of
mobile app stores continues to grow. As a result, China’s various regulators, including CAC,
increasingly recognize the importance of supervising the mobile app industry in order to
implement their policy objectives with respect to this growing market segment.

In June 2016, CAC released the Regulations for the Administration of Mobile Apps
Information Service (F% ) F.5x /X b FFE 745 5 454 B SE), which sets forth the
requirements for mobile app stores to register with the applicable provincial level offices of
CAC. Six months later in January 2017, CAC issued the Notice for Registration Management
of Online App Stores (5¢ 171 J& FLEK M S FH 7 ) 4 28 T A B3 50) (the “App Store
Regulations™), which requires such provincial offices of CAC to start the registration work in
connection with mobile app stores, and following the release of the App Store Regulations,
the provincial offices of CAC provided detailed information regarding the mobile app store
registration procedures and filing requirements. It is worth noting that to complete a mobile
app store registration with CAC, neither an internet culture operation license issued by MOC
nor an online publishing service license issued by SAPPRFT are required.

In addition, CAC requires mobile app stores to establish management systems to
monitor and detect whether app providers publish any illegal information.”® By placing
responsibility for the content of mobile apps upon the mobile app stores that distribute such
apps, CAC is supervising the mobile apps indirectly through CAC’s authority over the
distribution channels. Some basic background regarding China’s leading mobile app stores is
set forth in Annex I11-B (Mobile App Store Pages).

Pursuant to our compliance checks of leading mobile app stores, including China’s
Apple App Store, there is an 84.6% compliance rate with the value-added communication
license requirement, a 77.1% compliance rate with the internet culture operation license
requirement and only a 23.1% compliance rate with the online publishing service license
requirement. Such data is summarized in the Compliance Scorecard set forth in Annex V1. As
indicated in the Compliance Scorecard, we found no evidence that suggests that Apple has
obtained the required licenses to operate its app store in China, which is consistent with our

% See Officers of CAC Answering Journalist Questions about the Mobile App Regulations at Xinhua Net.

% See Article 8 of Regulations for the Administration of Mobile Apps Information Service (¥ 2 H.1¢ [ 5 JH AR 545 B S
BN E) issued by CAC on June 28, 2016.
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expectation since Apple is a foreign company and is therefore technically prohibited from
obtaining such licenses.

Unlike Google Inc. (“Google”), whose Google Play Store has not been permitted to
operate in China, Apple has been permitted to operate its China Apple App Store without
obtaining any relevant operation licenses. Apple, unlike Google, appears to have a good
relationship with various PRC government authorities, including MIIT. During Apple CEO
Tim Cook’s recent eighth visit to China, for example, Miao Wei (i £F), the Minister of MIIT,
publicly provided high praise for Apple’s business in China.®* Moreover, Apple also appears
to be making great efforts to comply with China’s censorship regime, which presumably
pleases other PRC authorities, such as MOC and SAPPRFT. For example, in 2012, the PRC
government began blocking the New York Times’ website after the New York Times
published a series of articles regarding the wealth amassed by the family of Wen Jiabao, who
was China’s prime minister at the time. Four years later in December 2016, Apple complied
with a request of the PRC authorities to remove both the English-language and Chinese-
language versions of the New York Times app from the China Apple App Store.? In addition,
Apple’s iPhone has a material user base in China, consisting of approximately 13% of all
mobile phones in the country.*® Since the iPhone app ecosystem is a “closed system”, which
means that only applications downloaded through Apple App Store can be used on the iPhone,
prohibiting Apple from operating its China Apple App Store would risk upsetting the many
iPhone users in China.

Given Apple’s seemingly good relationship with the relevant PRC government
authorities, the company’s cooperation with China Telecom, China Mobile and China
Unicom, the three leading mobile phone service providers in China, and the large number of
iPhone users in China, some type of special arrangement for Apple to openly operate its
China Apple App Store is likely to continue.

It is also worth noting that Valve’s Steam, a PC game publishing platform, is also
available in China. We suspect that Valve, the operator of Steam, has not obtained the
required operating licenses since Valve is a foreign company and is therefore prohibited from
obtaining such licenses. Although Steam was relatively unknown in China until Dota 2 was
released in the second half of 2013, there are now more than 10 million users of Steam in
China, making China the second largest Steam region in the world.** Steam does not seem to
currently be in compliance with China’s censorship regime, as games like Grand Theft Auto
V are available for download through the platform in China even though that game has not
completed the relevant game approvals and is in fact banned in China. Consequently, it is
likely only a matter of time before Steam will be forced to comply with China’s censorship
regime or risk being shut down and blocked in China. Now that Tencent has launched a
Steam competitor with the WeGame, the end of Steam’s business in China may be near.

% See “Miao Wei Meets Tim Cook, the CEO of Apple” (11 [F] W5 [ 3 5L 2 =] 1 i #1047 B %5 4% 72) (Chinese), posted
at MIIT website on May 19, 2016.

92 gee “Apple Pulls New York Times App from China Store”, posted at wsj.com on January 4, 2017.

9 See “KANTAR: ANDROID MARKET SHARE RISES IN URBAN CHINA”, POSTED AT MARKETWIRED.COM ON APRIL 13, 2017.

% gee “Steam Powers on in China to Provide Standalone Games (and Dota 2) for a Price”, posted at gamasutra.com on
November 13, 2016.
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6.5 Self-Publishing Mobile Games in China

As mentioned in Section 2.2 (Foreign Ownership Restrictions) above, PRC rules do
not permit foreign companies or foreign-invested companies to directly publish or operate
online games in China. For PC online games, the requirement that game operators obtain the
various operating licenses is well understood and our compliance checks in 2014 and 2017
indicate that almost all of the leading domestic game operators have obtained each of the
necessary operating licenses. For mobile games, however, our impression of current practice
as well as our informal inquiries with regulators indicate that, currently, it seems unnecessary
for a company to obtain any of the required operating licenses in order to operate a mobile
game, even though the relevant license requirements do not on their face make a distinction
between operating PC online games and operating mobile games.

As discussed in Section 5.2 (SAPPRFT Game Approval Process) above, SAPPRFT
now requires mobile app stores in China to verify that the relevant SAPPRFT application and
censorship approval process has been completed with respect to each mobile game published
through such mobile app stores. Since a game developer can only apply for this game
approval if it holds an online publishing service license, and foreign game companies are not
allowed to hold such license, there is nonetheless a substantial barrier to self-publishing
mobile games in China by foreign and even smaller domestic game companies.

To enforce the SAPPRFT game approval verification requirements, China’s mobile
app stores, including the China Apple App Store, do not permit developers to publish mobile
games in their app stores until such developers supply to such mobile app stores SAPPRFT
publication numbers for the mobile games, which evidence having obtained the relevant
SAPPRFT approval for such games. Nonetheless, as mentioned in Section 6.4 (Mobile App
Store and Game Operation License) above, as of the time of publishing of this memo,
submitting the SAPPRFT publication number is not a necessary step for a foreign game
developer to be able to publish a mobile game on the China Apple App Store. Foreign
companies are not, however, currently able to self-publish mobile games on the various
Android app stores in China. When registering for a developer account with an Android app
store in China, a developer is generally required to submit a copy of its PRC business license,
and based on our informal inquiries with various Android app stores, none of the Android app
stores we contacted are willing to allow a foreign company to register as a developer. As a
result, it seems that foreign mobile game developers are only able to self-publish in China
through the China Apple App Store.

Based on our conversations with various foreign game developers and industry
participants, most believe that Apple will eventually require compliance with the SAPPRFT
censorship approval with respect to all foreign mobile games, thereby closing what seems
like the last remaining opportunity to self-publishing foreign mobile games in China. We
have, however, spoken with various agents that assist domestic game developers that do not
hold the relevant operating licenses in obtaining SAPPRFT game approvals, and at least some
of such agents appear willing to also work with foreign game developers to obtain SAPPRFT
game approvals. Even if Apple fully enforces the SAPPRFT game approval requirements,
therefore, a foreign mobile game company might still be able to self-publish and operate its
mobile games in China through the China Apple App Store with the help of such agents.

While some agents are willing to help obtain SAPPRFT game approvals for foreign
game companies, some of those same agents appear less willing to help foreign game
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companies obtain MOC game approvals, which foreign game developers are also prohibited
from applying for directly. Unlike SAPPRFT, MOC has a history of performing random
content compliance reviews for various mobile games available on the market. For example,
in September 2016, MOC punished 36 internet culture service providers, including Beijing
Changyou Shidai Digital Technology Limited (1t 52 #% i 4% 1 A4 BR /A 71) and Shanghai
Youzu Information Technology Limited (i 55 EHi AR A R A 7]), two of the leading
online game operators in China, for operating online games that contained gambling or
pornographic content.*® Agents we spoke with indicated that MOC’s random checks focus on
games that, in the domestic game context have completed the MOC game registration, and in
the foreign game context have completed MOC game approval. Because the agents would
ultimately be held responsible by MOC if the games they helped usher through the MOC
censorship process later incorporate content that is not permitted in China, whether an agent
is willing to assist with a MOC game approval often depends on the type of game and the
nature of its content.

1. OPERATION REGULATIONS

In addition to the operation license requirements mentioned above, there are a number
of regulations affecting the actual operations of online games in China, the most important of
which are summarized below.

7.1 Anti-Fatigue System and Real-Name Registration

In April 2007, SAPPRFT and several other government offices jointly issued a notice
requiring PC online game operators to implement an anti-fatigue compliance system and real-
name registration system in order to curb addictive PC online game playing by minors.*® In
May 2016, SAPPRFT extended the anti-fatigue system requirement to all mobile games other
than the newly created category of simple domestic mobile games.®” Incorporation of an anti-
fatigue system into an online game is a condition of SAPPRFT’s approval for the game.*®

Under the anti-fatigue system, three hours or less of continuous play by minors is
considered to be healthy, three to five hours to be fatiguing, and five hours or more to be
unhealthy.® Online game operators are required to reduce the value of in-game benefits such
as experience points to a minor game player by half if the game player has reached the
fatiguing stage of play, and to zero during the unhealthy stage of play.'®

% See “MOC Arranged Random Check on Online Game Market, 200 Entities will be Checked” (SZAL#B#58 W 4% 4% T 1
BENLIE 200 ZK BALL I3 52 K 2E) (Chinese), posted at Xinhua Net on September 28, 2016.

% See the Notice on Protecting the Health of Minors by Adopting an Anti-fatigue System in Online Games (5T {f£4" 4 ik
FE N By U fekt R St 190 45 T x5 9 3k 28 5 RS 4), issued by SAPPRFT, the Ministry of Information Industry and six other
government offices on April 15, 2007 (the “Anti-Fatigue Notice”), and Article 1 of the Notice Regarding China Initiates
Work for the Online Game Real-Name System.

%7 See Article 3, Article 4 and Article 5 of the Mobile Game Approval Notice, and the term “simple domestic mobile games”
is defined under Section 5.2 (SAPPRFT Game Approval Process).

% See Article 3 of the Anti-Fatigue Notice, and see Article 4 and Article 5 of the Notice Regarding the Administration of
Mobile Game Publication Services.

% See Annex 1, Section 2.1 of the Anti-Fatigue Notice.
100 5ee Annex 1, Section 2.2 of the Anti-Fatigue Notice.
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To identify whether a game player is a minor and thus subject to the anti-fatigue
system rules, online game operators are obligated to implement a real-name registration
system, which requires online game players to register with their real identity information.'®*
In addition, online game operators must submit the game player identity information to the
public security bureau for verification. Game players who do not register with their real
identity information are assumed to be minors.

The effective implementation of the anti-fatigue system has been constrained by
challenges associated with verification of real-name registration information provided by
users. The Ministry of Public Security has outsourced real-name verification services to a
state-owned enterprise under its control — the National Citizen Identity Information Center
(4 2 B B0 IE S8 A& i AR 45 4 0) (“NCIHIC™). During our informal inquires with
SAPPREFT staff, we learned that to fully implement the real-name verification system, NCIIC
must upgrade its server capacity so that it can process identity verifications in real-time.
Given the immense computing power required to provide such services with respect to the
entire population of China, such goal is difficult for NCIIC to achieve. Without full
implementation of the real-name registration, a sophisticated minor can generally evade the
anti-fatigue system constraints by registering with either the real identification number of an
adult together with a random name, or with a fake identification number that conforms to the
18 digit form of a real personal identification numbers. Conforming fake identification
numbers can be generated by a user that understands the form, or by accessing one of the
many free websites that provide such fake identification numbers.

Recently, however, authorities in China have taken a new approach to real-name
verification, attempting to leverage identity verification work already largely in place with
respect to mobile phones. In June 2016, CAC required the copyright owner or operator of
each mobile app to authenticate the real identities of their users through such users’ mobile
phone numbers.'® Over the past decade, China’s regulatory authorities made various
attempts to implement and enforce a mobile phone real-name registration system. This
system called for all mobile phone users to provide their real name and national identification
number when registering a new subscriber identity module (“SIM”) card. In May 2016,
MIIT issued a notice indicating that it would strictly enforce these requirements, with the
goal of full implementation of real-name registration for all SIM cards in China by June 30,
2017. In May 2016, Xinhua, China’s state owned news agency, reported that approximately
92% of mobile phone users in China had already registered their SIM cards with real identity
information.*®

Authenticating a user’s real identity through his or her mobile phone number might
achieve the goal of real-name verification for online games, including both PC online games
and mobile games. This approach is also being taken to verify real identities with respect to
other internet services, including not only those normally accessed through a mobile phone
but also those that are often or sometimes accessed through a PC, such as China’s popular
messaging and microblog services. For example, to complete the registration process for a
QQ account, which can be used to access all online games operated by Tencent as well as

101 5ee Annex 2 of the Anti-Fatigue Notice.
102 5ee Article 7, Section 1 of the Regulations for the Administration of Mobile Apps Information Service.

103 See “The Strictest Mobile Real-Name Registration Rule is Coming! Cease Service if Fails to Comply” (5™ #1524 il
KT AL F IRIRSS) (Chinese), posted at Xinhuanet.com on May 25, 2016.
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other Tencent services, each user must provide his or her mobile phone number and then
authenticate such mobile phone number by typing in an access code that is sent to the phone
by text message. A similar mobile phone real-name registration process is used to establish
an account with Sina Weibo — China’s Twitter style microblog service.

Although a sophisticated minor may also be able to evade the anti-fatigue system by
using his or her parent’s mobile phone numbers to register the account, the successful
implementation of a real-name registration process is still arguably a positive development
with respect to achieving the goals of the anti-fatigue rules. This development, however, is
also likely to have important implications for online censorship under China’s strict
government rules.

Our latest compliance check with respect to real-name registration in March 2017
indicates that many online games currently require their players to provide their mobile
phone numbers and to authenticate such mobile phone numbers by text message in order to
complete the registration process. Although real-name registration compliance rates are still
relative low, by gradually implementing the new real-name registration process required by
CAC, we anticipate that these compliance rates will increase sharply in the coming years. PC
online games have a real-name registration rule compliance rate of forty percent (40%). Real-
name registration rule compliance rates for mobile games is lower, with Android games
having a compliance rate of twenty-eight percent (28%), and iOS games having a compliance
rate at or near zero.

For more details regarding the results of our real-name registration compliance checks,
please see the Compliance Scorecard set forth in Annex VI.

7.2 Virtual Currency Rules

In February 2007, the People’s Bank of China, which is China’s central bank
responsible for both monetary policy and bank regulation, was issued a directive to
strengthen the administration of online game virtual currency to avoid any adverse impact on
the real economy.'®* In order to implement this policy goal, the following specific
instructions were also included in the directive:

(1)  strictly limit the amount of online game virtual currency that an online game operator
may issue;

2 strictly separate virtual transactions from e-commerce purchases of real goods,
including by ensuring that online game virtual currency issued by a game operator can
only be used to purchase online game virtual items and services provided by that
game operator; and

3) if users must convert online game virtual currency back into real currency, to limit the
amount that may be converted to no more than the original amount purchased.

104 See Article 1, Section 5 of the Notice on Strengthening the Administration of Internet Café and Online Game (< T3 —
S0 9 X N K% 9 2% 3 3 5 B TV A3 440), jointly issued by 14 government departments including MOC, the State
Administration For Industry and Commerce, the Ministry of Public Security, and the Ministry of Information Industry on
February 15, 2007.
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In June 2009, MOC and the Ministry of Commerce (% 4535) (‘“MOFCOM”) jointly
issued, with the support and approval of the People’s Bank of China, a virtual currency notice
that regulates the issuance and trading of online game virtual currency (the “Virtual Currency
Notice™).!% The term “online game virtual currency”, as originally defined in the Virtual
Currency Notice, only refers to digital currencies that exist outside the online game,'® but in
December 2016, MOC expanded the scope of virtual currency to also include any game
currency inside an online game that can be purchased with legal currency, which is also
known as “purchased virtual currency”.’%” It is worth noting that the term “online game
virtual currency” does not refer to game currency inside an online game that can be earned by
players by playing the game, which is also known as “earned virtual currency”, and therefore
the Virtual Currency Notice does not apply to earned virtual currency. In addition, issuance
and trading of “virtual items” that can be purchased with legal currency or purchased virtual
currency is also subject to China’s online game virtual currency rules.®® China’s online game
virtual currency rules attempt to achieve the policy goal of ensuring that online game virtual
currency does not have an adverse impact on the real economy by:

1) drawing a clear line between online game virtual currency issuing services and online
game virtual currency trading services. For example, no company may operate both as
a virtual currency issuer and a virtual currency trading platform.™® In addition, an
issuer of online game virtual currency is required to use technical means to prevent
the transfer of online game virtual currency between user accounts.**°

2 requiring online game operators that issue online game virtual currency and operators
of platforms that facilitate trading of online game virtual currency to each hold
internet culture operations licenses issued by MOC and to obtain online game virtual
currency approval from MOC.*!

3) limiting online game virtual currency to be purchased only with legal currency and to
be used only to pay for virtual items and services provided by the issuer, and not for
tangible products or for third party products and services.'*?

4) generally prohibiting online game virtual currency and virtual items from being
redeemed by players in exchange for legal currency, with the exception that online
game operating companies may redeem online game virtual currency in exchange for
physical products of relatively low value.*®

1% The Notice on Strengthening Administration of Virtual Currency in Online Games (55 TIN5 % 2% i 4%, g 300 5% M4 3 T
{EiE ), jointly issued by MOC and the Ministry of Commerce on June 4, 2009 (the “Virtual Currency Notice”).

106 See Article 1, Section 1 of the Virtual Currency Notice.

107 See Article 2, Section 4 of the Notice regarding Regulating Online Game Operation and Strengthening the Monitoring
Works (SCHH ST HTE X 25437 xR 12 T o = Hh 5 W T /B A1) issued by MOC on December 5, 2016 (the “MOC
Online Game Notice”).

108 5ee Article 2, Section 4 of the MOC Online Game Notice.

109 5ee Article 1, Section 2 of the Virtual Currency Notice.

110 5ee Article 2, Section 13 of the Virtual Currency Notice.

111 See Article 1, Section 2 of the Virtual Currency Notice.

112 5ee Article 2, Section 8 of the Virtual Currency Notice.

113 5ee Article 2, Section 9 and Section 10 of the MOC Online Game Notice.
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(5) requiring issuers to issue online game virtual currency in an amount appropriate for
their operational needs. Online game operators are also required to submit reports to
relevant provincial cultural administrative authorities on a quarterly basis, specifying
the total amount of online game virtual currency issued.'*

7.3 Parental Control System and Minor Protection

In February 2010, under the guidance of MOC, six leading online game companies in
China, consisting of Changyou.com Limited, Giant Interactive Group Inc., Netease, Inc.,
Perfect World Co., Ltd., Shanda Games Limited, and Tencent Holdings Limited, voluntarily
launched a parental control project. In March 2011, MOC and several other ministries and
agencies under the State Council formally adopted this project and participation become
mandatory for all online game companies.**

The parental control project is intended to provide parents with the means to monitor
and control the online game activities of their children. By participating in the project, parents
are able to control when and for how long their children are allowed to play online games,
and even to completely prohibit their children from playing online games. To initiate the
parental controls, a parent must file an application with the relevant game company,
providing information regarding the game account or accounts of their child, proof of his or
her relationship with his or her child and the restrictive methods that he or she would like to
adopt.

Each online game company is required to undertake a number of measures in order to
implement the parental control project, including:

(1)  Appointing and training specific personnel to communicate with parents, and tracking
each of the parental control applications;

(2)  Establishing a specific telephone number that parents can call with questions, and
providing various additional communication channels, such as fax and email, to allow
parents to conveniently submit their applications;

3) Creating a parental control zone in a prominent location on the game company
website, which shall include detailed instructions about how to file an application; and

4) Providing quarterly reports to the relevant local office of MOC with respect to the
parental control program implementation.**®

Our 2014 compliance checks indicated a near perfect compliance rate among PC
online games with respect to the parental control requirements. Given the very high early

114 See Article 2, Section 6 of the Virtual Currency Notice.

15 gee “China Now Let’s Parents Control Kids” Access to Online Games”, posted at geek.com on February 2, 2011.

118 See Article 2 of the Implementation Plan of the Online Game Parental Control Project for Minors (“F% 45 Jiif & A i 4E A
FK WP TR S5 22), issued by eight government departments including the Ministry of Public Security and MOC on
January 15, 2011.
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compliance rates, we did not include parental control requirements in our 2017 compliance
checks.

Notwithstanding the very high compliance rate among leading game operators, it is
unclear whether or not the system is actually useful to parents. During the one-year testing
period for the project, for example, the number of parental applications actually received by
participating online game companies was very limited.**” In addition, the application
procedure is burdensome, requiring multiple applications to different companies if a minor
plays online games offered by different publishers. The potential for minors to establish game
accounts with fake registration information is an additional barrier to the effective
implementation of the parental control system.*'?

In addition to the anti-fatigue system and this parental control system, the authorities
in China have passed additional measures that are also intended to limit the amount of time
that minors spend playing online games. In June 2010, MOC prohibited third party virtual
currency transaction platforms from providing any transaction services to minors.** This
policy decision was primarily aimed at discouraging minors from engaging in “gold farming”,
which is facilitated by the secondary market for the buying and selling of in-game virtual
currency, in-game virtual items and even whole game accounts, that is created by the virtual
currency transaction platforms. A “gold farmer” earns virtual currency in an online game by
engaging in repetitive actions designed to maximize their virtual currency income, and then
sells that virtual currency for real currency on a virtual currency transaction platform.*?°
Although it is easy to understand the potential harmful effect that gold farming might have on
minors,*? as with the various other restrictions directed at minors, the effectiveness of this
prohibition is limited by the ability of underage game players to register accounts with fake
identification information.*?

In addition to the rules described above, the State Council is also drafting new
regulations focused on protecting minors online. The preliminary draft of the regulation that
the State Council published for public comment, generally reaffirms the existing
requirements with respect to the real-name registration and anti-fatigue system for online
games.*?® The draft regulation also indicates that minors might be prohibited from playing
online games between midnight and eight o’clock in the morning each day.'**

17 See “Online Game Parental Control Project Launched Today, Almost No Game Accounts were Forbidden During the
Testing Period” (Mt X & M3 TR A-#e st W4T 3R] JLICE5) (Chinese), posted at sina.com.cn on March 1, 2011.

118 See “Online Game Parental Control Project Launched Today, Almost No Game Accounts were Forbidden During the
Testing Period” (Mt X & M3 T REA-#e st W4T 3R] JLICE5) (Chinese), posted at sina.com.cn on March 1, 2011.

119 See Article 2, Section 16 of the Virtual Currency Notice.

120 gee “Gold Farming: A New Profession Drifting on the Edge of the Law™ (P48 JiF kA% : i 78 A 1 2R i L)
(Chinese), posted at Xinhuanet.com.cn on June 30, 2008, and “RMB 20,000 Monthly Salary: Becoming the Public Enemy of
Game Operators™ (A A 2 JTMZ ik A%k: Bl #ki2 & 7 A1) (Chinese), posted at Sina.com.cn on January 17, 2010.

121 gee “Minors Will Not be Allowed to Conduct Virtual Currency Transactions” (A A N K 2558 5 4L 1% M)
(Chinese), posted at Hainan.net on June 23, 2010.

122 gee “ID Generator: How to Protect the Safety of Information?” (S iEAE pi s : 13 E 224 WAl {5-F%?) (Chinese),
posted at enet.com.cn on June 30, 2010.

123 See Article 22 and Avrticle 23 of the Regulation on Protection of Minors Online (Pre-Approval Draft) (4 5i4F A\ P45 (%
445 (%HRE) ), issued by State Council on January 6, 2017.

124 See Article 22 and Article 23 of the Regulation on Protection of Minors Online (Pre-Approval Draft).
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7.4 Rating System

In 2010, Tuo Zuhai, the vice director general of the Department of Cultural Market
Administration of MOC, indicated that MOC would not adopt a rating system for online
games in China.'®® During informal inquiries, MOC staff indicated that adopting a rating
system for all of China would be difficult due to significant differences in opinion regarding
what is appropriate game content among the various regions of the country. MOC staff
indicated, for example, that people in the coastal regions have a more liberal attitude toward
what they regard as pornographic when compared to those in the more conservative internal
provinces.

SAPPREFT also indicated that, notwithstanding a great deal of discussion on the issue,
China is not likely to implement a rating system for digital games. During informal inquiries,
SAPPREFT staff explained that the current standard for publication is based on what can be
viewed by children, and thus the standard is very strict. If a rating system is introduced, the
implication is a loosening of the standards, which would involve a shift of responsibility from
the government to parents with respect to ensuring that children do not view inappropriate
content. SAPPRFT staff did not believe that the general population was willing to accept this
responsibility and that many people thought that if content should not be viewed by children
then the government should not allow that content to be published.

Notwithstanding the resistance to a formal rating system, MOC does require game
operators to post warning notices based on game content, game functions and target users. %
Although MOC has not provided any additional public guidance on the required content of
these warning notices, many game operators provide warning notices with an age-based
rating that indicates whether such game is or is not suitable for minors to play.

In addition, local governments in Beijing and Shanghai have introduced age-based
rating notice requirements for PC online game companies headquartered within such
jurisdictions. In January 2010, over 30 PC online game companies in Beijing voluntarily
agreed to post on the websites for each of their games an age-based rating notice that
indicates whether the game is appropriate for users under 18 or only for users over the age of
18.1" In July 2010, the Shanghai office of MOC issued a notice requiring all Shanghai-based
PC online game companies to display similar age-based rating notices on the websites for
each of their games.*?® In addition, the Shanghai office of MOC’s notice requires games
suitable only for users over the age of 18 to incorporate technology that prevents minors from
playing the games.*?

125 gee “Tuo Zuhai of MOC: China Does Not Have the Conditions to Implementing a Rating System” (SCAL B 4.
T 2 A B4 ] St 4642 (Chinese), posted at ifeng.com on June 22, 2010.

126 gee Article 16 of the Interim Provisions on the Administration of Online Games.

127 See “Beijing will Implement the Age-Based Notices, which is Different from the Rating System for Online Games” (3t
TUHESE RIE B~ AN E T R340 2%) (Chinese), posted at ifeng.com on January 28, 2010.

128 see Article 1 of the Notices Regarding the Implementation of the Interim Provisions on the Administration of Online
Games (=T TIMIVESE (IR E B 4T /M) S MLE i@ %0), issued by MOC Shanghai Office on July 27, 2010.

129 5ee Article 1 of the Notices Regarding the Implementation of the Interim Provisions on the Administration of Online
Games.
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In 2012 and 2014, we checked compliance with the rating notice requirements among
several leading online game operators in China. The findings suggest that the skepticism of
MOC and SAPPRFT toward rating systems is well understood in the market — there was a
42% compliance rate in 2012, which fell to only a 15% compliance rate in 2014. Given the
low compliance rates in the past, and the lack of new regulations with respect to a rating
system since 2010, we did not check compliance with the rating notice requirement in 2017.

7.5 Marketing Restrictions

Pursuant to the Interim Provisions on the Administration of Online Games issued by
MOC on June 3, 2010 and effective on August 1, 2010, the promotion and advertisement
materials for an online game must not include any materials that violate the general internet
content censorship rules.** Around the time that these rules were issued, several PRC online
game companies hired women who achieved fame through sex scandals or pornographic
films as spokespersons to market and promote their online games.**! In an apparent reaction
to this, in July 2010, MOC issued an additional notice that prohibited game companies from
using vulgar methods to promote online games.**? According to the notice, local MOC
branch offices should monitor online game marketing and are authorized to punish game
companies that violate the vulgar marketing prohibition. These rules indicate that MOC
views its regulatory authority as being broader than mere regulation of the content of online
games, but also to regulate other aspects of the industry including online game advertising
and promotion.**

In November 2011, MOC indicated that Xunlei, Sina and 32 other game operators
violated content restrictions and used vulgar methods to promote the sale of their online
games. *3* Moreover, the rules restricting the promotional methods for online games also
apply to mobile app stores. In December 2014, MOC punished 13 mobile app store operators,
including Tencent, Baidu and Wan Dou Jia, because certain promotions relating to the sale of
mobile games published on their app stores violated internet content restrictions.**

7.6 Personal Information and Privacy

Although online privacy is not the contentious policy issue in China that it is in the
United States or Europe due to, among other factors, the nature of the political system in each

130 See Article 12 of Interim Provisions on the Administration of Online Games. Detail discussion of general internet content
restriction included in section “General Internet Content Restriction”.

131 See “China Targets 'Vulgar' Advertising for Online Games”, posted at BBC News on July 8, 2010.

132 See the Notice Regarding Prohibiting Game Companies from Using Vulgar Methods to Promote the Sale of Online
Games (UL SCAL T 3% 5 5 T Inam P 25 i 3% T 37 4t B 81 i LA AB & 8447 N I R, issued by MOC on July 7, 2010.

133 See the Notice Regarding the General Office of MOC Punishing the Illegal Internet Culture Events (12th) (S Ak #8702
TR T B AL 5 -+ —fd i BRSO IS B 3@ &), issued by MOC on April 12, 2011. Also see Article 9 of the Interim
Provisions on the Administration of Online Games, pursuant to which MOC has the authority to ensure that the online games
do not contain any illegal content.

134 See “The 14" Batch of Illegal Internet Culture Activities Punished by MOC” (SCAk#2E 4b 55 -+ PUHHLE 2 BB SCA0E
BhiE 5N) (Chinese), posted at cwan.com on November 24, 2011,

1% See the Notice Regarding the General Office of MOC Punishing the Illegal Internet Culture Events (22th) (SCAL #7024
JTRT AN — - Hbd vk BB S VS 3 i A1), issued by MOC in December 2014.
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jurisdiction and the different approaches to internet law and policy, China does have several
rules that regulate how online game operators manage the personal information of their users.

In July 2010, MOC released rules that require online game operators to incorporate
into their user service agreements certain standard clauses, many of which relate to the use
and protection of customer personal information.**® These rules require online game players
to provide their real-name personal information to online game operators, which is consistent
with prior requirements associated with implementation of the anti-fatigue system for
minors.”*" In order to encourage players to provide their real-name registration information,
the rules indicate that if a game account is stolen and the account holder did not provide his
real-name registration information when establishing the account, then the online game
operator is not required to assist the player in recovering the stolen account.**® These rules
also require each online game operator to publish its privacy policy and ensure the safety of
users’ personal information.**

In December 2011 and again in July 2013, MIIT issued rules, which are applicable to
all internet information service providers including game operators, relating to the protection
of personal information of internet users. These rules, among other things, require user
consent prior to the collection of any personally identifiable information or the sharing of
such information with third parties."*’ In addition, internet information service providers may
only collect the personal information that is necessary to provide their services and shall
expressly inform users of the method, content and purpose of the collection and processing of
such personal information.*! Internet information service providers are also required to
establish and publish their rules relating to personal information collection or use, to keep any
collected information strictly confidential and to take adequate measures to ensure the
security of this information.**?

In June 2016, CAC released rules prohibiting mobile app providers from collecting a
customer’s location information, accessing a customer’s contact list or using a customer’s
phone camera or voice recording functions, each without the prior consent of the customer.**:

In November 2016, the Standing Committee of the National People’s Congress
promulgated the Cyber Security Law. The Cyber Security Law applies to “network
operators”, a term that is defined in very broadly to include network owners, administrators

1% See the Required Standard Clauses for Online Game Service Agreements (#4437 3% IR 25 4% 20 AL MU 5 45 3K), issued
by MOC on July 30, 2010.

137 See Articles 1.1 and 2.1 of the Required Standard Clauses for Online Game Service Agreements.
138 See Article 2.4.3 of the Required Standard Clauses for Online Game Service Agreements.
13% See Article 4.1 of the Required Standard Clauses for Online Game Service Agreements.

140 5ee Article 11 of the Several Provisions on Regulating the Market Order of Internet Information Services (¥13d H. 5 M {5
BRSS TR 78 T E), issued by MIIT on December 29, 2011 and Article 9 of the Order for the Protection of
Telecommunication and Internet User Personal Information (H2L45 A1 B BE R H P AN NS B AR R 5E), issued by the
Ministry of Industry and Information Technology on July 16, 2013.

141 See Avrticle 11 of the Several Provisions on Regulating the Market Order of Internet Information Services.
142 gee Article 13 of the Order for the Protection of Telecommunication and Internet User Personal Information.

143 See Article 7, Section 4 of the Regulation for the Administration of Mobile Apps Information Service.
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and service providers,*** and which we believe also includes online game operators. The
Cyber Security Law restates the existing rules regarding the protection of user personally
identifiable information, including the requirement to expressly inform users of the purpose
and scope of the collection of personally identifiable information, and the requirement to
obtain user consent for such information collection. In addition, a network operator is not
permitted to collect personally identifiable information that is not relevant to the services
such network operator is providing.'*

In December 2016, MOC released rules reaffirming the requirement that online game
operators establish security protection mechanisms to prevent any leak, damage or
unauthorized access to users’ personal information.*®

In April 2017, CAC released for public comment draft rules that would require
companies, organizations and individuals in China to apply for permission, under certain
circumstances, to transmit personal information and critical data (“Digital Data”) outside of
China (the “Draft Overseas Data Transfer Rules”). Similar to the Cyber Security Law, the
Draft Overseas Data Transfer Rules apply to “network operators”,**’ which we also believe
includes online game operators. Pursuant to the Draft Overseas Data Transfer Rules, if
personally identifiable information is transferred outside of China, the internet operators
transferring such data would be required to clearly explain to users the purpose of collecting
such information, the scope of the personally identifiable information collected and the
countries or regions where the intended recipients of such information are located.*® In
addition, under the Draft Overseas Data Transfer Rules, a network operator would be
prohibited from transferring a user’s personally identifiable information outside of China
without the prior consent of such user,**® and such network operator would be required to
submit an application to its respective primary industry regulator for a security assessment
with respect to a proposed transfer of Digital Data outside of China, if, among other things, (i)
such Digital Data includes personally identifiable information of more than 500,000 persons,
irrespective of whether this threshold is met with respect to a single transfer or on an
aggregate basis by way of multiple transfers; or (ii) the storage size of the Digital Data
exceeds 1,000 gigabytes.* Although the Draft Overseas Data Transfer Rules have only been
published for comment and are therefore not yet effective nor finalized, such Draft Overseas
Data Transfer Rules signal the PRC government’s intention to tighten regulation on the
transfer of digital information.

Compliance with the various personal information and privacy rules requires each
online game operator to undertake the following tasks:

144 See Article 76(3) of the Cyber Security Law of the People’s Republic of China (1 H#e A R FE A [E 2% 22 4:7%), issued by
the Standing Committee of the National People’s Congress on November 6, 2016 (the “Cyber Security Law”).

145 See Article 41 of the Cyber Security Law.
146 See Article 3, Section 15 of the Notice of Interim and Post-Event Supervision of Regulating Online Game Operation.

147 See Article 2 of the Measures for Security Assessment of Transferring Personal Information and Critical Data Overseas
(Draft for Comments) (™ \A5 B AN B Z AR B IR 2 APl IME (ESRE L) ), issued by CAC on April 11, 2017 (the
“Qverseas Data Transfer Draft”).

148 gee Article 4 of the Overseas Data Transfer Draft.
149 gee Article 11 of the Overseas Data Transfer Draft.

150 5ee Article 9 of the Overseas Data Transfer Draft.
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1) Implement a real-name registration system;
2 Prepare and disclose to users such online game operator’s privacy policy;

3 Obtain user consent before collecting any personal information. In the case of a
mobile app store, obtain user consent before collecting a customer’s location
information, accessing a customer’s contact list Or using a customer’s mobile phone
camera or voice recording function;

4) Maintain the confidentiality of users’ personal information, and obtain user consent
before sharing any users personal information with a third party; and

5) Not to collect any user personal information that is not relevant to the service being
provided by such online game operator.

8. MISCELLANEOUS ADDITIONAL REGULATIONS
8.1 Internet Cafés

Historically, internet cafés have been one of the primary means by which people in
China access the internet, including to play online games. Concern over the potential harmful
effects of internet café culture on minors and others in China, however, has led to a number
of rules and regulations restricting the operations of internet cafés, including a prohibition on
allowing minors to enter their premises. MOC, which has traditionally been one of the
primary regulators of internet cafés, has adopted a policy of promoting the development of
large chains in the hope that bigger businesses will provide facilities that are safer, better
managed and more likely to comply with the relevant regulations. Based on information
provided during our informal interviews with MOC, we understand that MOC’s primary goal
is to protect underage internet users who might gain access to internet cafés that are less
committed to regulatory compliance.

In 2002, the State Council promulgated rules that prohibit internet cafés from
admitting minors, restrict internet café hours to between 8:00 o’clock in the morning and
midnight, and ban the operation of internet cafés near schools and in residential areas. In
February 2007, and again in March 2012, various central governmental departments issued
notices increasing the penalties for internet cafés that admit minors.**

In 2007, MOC began restricting the number of internet cafés in operation in order to
promote the policy goal of establishing larger chains.*** The permitted number of internet
cafés, as well as the minimum number of personal computers per café, are set at the
provincial level based on economic circumstances, population and other relevant local factors.

151 See Article 9 and Article 22 of the Regulations on the Administration of Business Sites of Internet Access Services (L5
X L= /R A 4% 7 b 37 i 2 B4 481)), issued by the State Council on September 29, 2002, and Article 1 (subsection 1) of the
Notices Regarding Further Strengthening the Administration of Internet Cafés and Online Games and the Notice Regarding
Increasing the Punishment for Internet Cafés that Admits Minors (SCAb 8 F Nt IR 298 4 il A= kAT A 1
FE 3 4n), issued by MOC on March 13, 2010.

152 See Article 2 (subsection 1) of the Notices Regarding Further Strengthening the Administration of Internet Café and
Online Games (Tt — 25 i P NE K& ) 284 i 3. B2 T VE (138 10), issued by 14 government departments including MOC,
the State Administration For Industry and Commerce, the Ministry of Public Security, and the Ministry of Information
Industry on February 15, 2007.

41
Pillar Legal, P.C.



http://www.pillarlegalpc.com/en/
http://en.pkulaw.cn/display.aspx?cgid=42724&lib=law

Certain media outlets have noted, however, that strict implementation of these
regulations may encourage minors to play online games at “black internet cafés” (£ 4 If),
which operate without a formal licenses.™* In addition, in smaller cities and towns where
internet cafés are often the primary channel to access the internet, these regulations are not
always strictly enforced.™* Perhaps in an effort to address these concerns, MOC and the
Ministry of Finance (4 E3) adopted a policy in 2012 to promote the creation of public
electronic reading rooms as an alternative to internet cafés, indicating that the central
government would fund between 50 to 80% of the costs associated with such rooms, with the
exact amount varying among provinces.'*®

The relevance of internet cafés in China has decreased over recent years, however, as
the popularity of personal computers and mobile games has increased.™® Perhaps in an effort
to promote the internet café industry, in November 2014, MOC loosened some of the
restrictions on the operation of internet cafés, including, among other things, limitations
regarding the number of internet cafés and minimum number of computers per internet
café,™>" and in certain pilot region, such as Beijing, Shanghai, Changsha and Chengdu, MOC
has also loosened limitations regarding hours of operation of internet cafés.**® Some
restrictions, such as a requirement that an internet café be no less than 20 square meters in
size and that at least 2 square meters of such space be devoted to each computer in the
internet café, continue in effect.**® Note, however, that lower standards may be applied by
MOC at the provincial level. For example, in Shanghai, there is no minimum operation area
requirement for internet cafés.*®

8.2 E-sports in China
E-sports has increased in popularity in China in recent years. In 2009, the World

Cyber Games, the world’s largest video game tournament, was hosted in Chengdu, a city in
western China, bringing over 600 e-sport participants to China with approximately

183 See “Guangzhou Implements the Real-Name Registration in Internet Cafés, Be Vigilant that Minors Will Turn to Black
Internet Cafés” ()™ N SEAT WA NI S 44 il] 45 R B e ) B2 Y IEL) (Chinese), posted at ifeng.com on July 8, 2010.

154 See “It is Common that Minors in Xiangtan Enter the Internet Cafés During the Summer Holidays™ (#H7E  54E N 2R
YO NEE 42 36#) (Chinese), posted at zjjzx.cn on July 19, 2010.

1% See Article 6 (subsection 2) of the Implementation Plan of the Public Electronic Reading Rooms Construction Plan (“/2
FEE 7 ) U8 s RS2 28, issued by MOC and the Ministry of Finance on February 3, 2012.

156 See “Internet Café Industry Status and Analysis™ (RIIEATLBLAR 5 ) 47) (Chinese), posted at mp.weixin.qg.com on
September 20, 2016.

157 See Article 2, Section 1 of the Notice on Strengthening of Law Enforcement and Supervision, Perfect Management
Policies and Promoting the Healthy and Orderly Development of The Internet Service Industry (3¢ F ik & 5284
PRBCHRE e LI L 19X R 9547 b Ak AT 7 5 Jé ¥ %), issue by MOC on November 24, 2014.

158 See Article 2, Section 4 of the Notice on Strengthening of Law Enforcement and Supervision, Perfect Management
Policies and Promoting the Healthy and Orderly Development of The Internet Service Industry.

15% See Article 2, Section 1 of the Notice on Strengthening of Law Enforcement and Supervision, Perfect Management
Policies and Promoting the Healthy and Orderly Development of The Internet Service Industry.

180 gee “Shanghai Published Internet Service Business Area Industry Standard” (b .5/ _L 9 il 5% 37 BT AT ML g v
A (Chinese), posted at MOC website on October 14, 2016.
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US$500,000 in prize money at stake.*®* In 2012 and 2013, the World Cyber Games was
hosted in Kunshan, a city in eastern China, bringing in approximately 110,000 and 155,000
live spectators, respectively.'®?

Internet companies contribute to the booming e-sports market in China. In 2015,
Perfect World cooperated with a Chinese culture company to broadcast e-sports programs on
twenty (20) provincial level television stations.'®® In 2016, Alibaba Group launched Al
Sports World Electronic Sports Games, which included a total of US$5.5 million in prize
money.'® According to a 2016 China Gaming Industry Report (4 [ i###k Mk 4K #5), revenue
of approximately RMB50.4 billion were generated in 2016 in connection with e-sports in
China. This rapid growth of e-sport has not gone unnoticed by the PRC government, who has
instituted various measures to supervise the industry.

The first wave of China e-sports emerged in 1998 with the widespread popularity of
StarCraft.'®® Five years later in 2003, the PRC government recognized e-sports as an official
sports program to be supervised by the General Administration of Sport of China (EH XA &
FUR)) (“GASC”).1%° Only one year later in 2004, SAPPRFT issued a notice prohibiting all
radio and television stations in China from broadcasting e-sport programs.*®’

In 2007, however, the PRC government changed its attitude towards e-sports from
one of prohibition to one of support. That year, GASC formed a team to participate in the
competition programs of the Asia Indoor and Martial Arts Games. In 2009, GASC
established an office to manage e-sports, and has since hosted some e-sports competitions,
including competitions in connection with the games DOTA, StarCraft, League of Legends
and Hearthstone.™® On July 24, 2015, GASC released the Interim Provisions of E-Sports
Competition Management (F 5a 5 28 55 & #1717 #5E), which are applicable to
competitions hosted or co-hosted by GASC. Furthermore, in September 2016, MOC issued
the Opinion of Promoting Culture and Entertainment Industry Transformation and Upgrading
OB I T HEB) U IR SR AT ML % B - 2% 1 2 L), which encourages game industry
associations and online game companies to work together to host e-sports competitions and
tournament series.*®®

161 See “Chengdu holds 2009 World Cyber Games™ (2009 1 i B 735 5 K28 5L 1k 2895 7 i 46) (Chinese), posted at
Xinhua Net on April 23, 2008.

162 See Marcella Szablewicz, “China’s E-Sports Paradox” (English), posted at Slate.com on March 29, 2016.

163 gee “Perfect World and Hua Yi Created E-Sport Programs in Twenty (20) Province” (5825 Bt T84 5 20 KAl &
Hi L FE45 H) (Chinese), posted at Hexun.com on February 13, 2015.

164 See Callum Leslie, “Chinese Ecommerce Giant Alibaba Launching US$5.5 Million Esports Tournament Series”, posted
at Dot Esports on March 31, 2016.

185 See “The Eight Steps of Chinese E-Sports Development™ (7 [ #7545 & i 2 4 1) )\ B3 47) (Chinese), posted at
NetEase News website on May 20, 2016.

166 See “E-Sports has been Recognized as the 99" Official Program” (B T35 45 4 A & M B 41458 99 AN IERIAF W H )
(Chinese), posted at Tencent News website on November 21, 2011.

167 See “Notice to Ban the Broadcasting of Video Games Programs™ (2% 14 H Hi [ R 2% i 4% 25715 H 3@ %01) (Chinese),
posted at Xinhua Net on April 12, 2004.

188 See “E-Sports Information Update™ (HLF- 35347 . & A7) (Chinese), posted at GASC website.

189 5ee Article 5 of the Opinion of Promoting Culture and Entertainment Industry Transformation and Upgrading (3044555
FHES SO SR AT ML S B T 20 1 & L), issued by MOC on September 21, 2016.
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Mobile e-sports is also growing rapidly in China. According to a February 2016
Newzoo Report, twenty-four (24) of the top one hundred (100) mobile games across all
Android stores in China, and nineteen (19) of the top one (100) mobile games on the i0OS
platform, are considered e-sports titles with organized tournaments. China is by far the largest
market in the world for e-sports by audience, with approximately 82 million people having
watched e-sports through various live streaming platforms in 2015.*™ In contrast to the
United States, where Twitch Interactive, Inc.’s Twitch platform dominates e-sport online
broadcasting, China’s live streaming market is very fragmented and the number of live
streaming platform that broadcasting e-sports continues to grow.

8.3 Live Online Streaming Rules

With the widespread development of live online streaming, the PRC authorities have
recognized that supervision and management of the online live streaming industry, which
includes publishing real-time or recorded videos of online game play, is essential.

On November 4, 2016, CAC released the Administrative Provisions on Live
Streaming Service (FLIXM B.# k55 & HEHIE) (the “CAC Live Streaming Rules™), which
became effective on December 1, 2016. The very next day, on December 2, 2016, MOC
issued the Administrative Measures on Online Performance Business Operation (4% %5 48
ENH S E L IME) (the “MOC Online Performance Rules™), which became effective on
January 1, 2017. The CAC Live Streaming Rules focus on live online streaming only,
whereas the MOC Online Performance Rules apply to both live online streaming and to
recorded videos that are uploaded online.

The MOC Online Performance Rules require operating units that provide online
broadcasting products or services to the public by way of fees and ecommerce (the “Online
Performance Operating Units”)'"* to obtain internet culture operation licenses, which is the
same license that MOC issues in connection with the operation of online games.”? As noted
above, because MOC does not accept applications for internet culture operation licenses from
foreign companies or foreign-invested companies, the MOC Online Performance Rules make
it clear that China’s long standing prohibition on foreign investment in companies engaged in
internet culture activities extends to companies that provide live online streaming services.*”
The CAC Live Streaming Rules also emphasize that any provider of internet live-streaming
services shall obtain the relevant required licenses.*”

170 See “Mobile E-Sports Games in China Represent 24% of Top Grossing Titles on Android”, posted at Newzoo on
February 15, 2016.

71 CAC uses the term “live streaming service provider (4% BL3% IRk 55§24 75)”, but based on our reviewing the rules,
Online Performance Operating Unit is the same as live streaming service provider

172 See Section 4 of the Administrative Measures on Online Performance Business Operation (i 2% 3¢5 £ £ G 3 &5 3 M),
issued by MOC on December 2, 2016 (the “MOC Online Performance Rules”).

178 See Article 4 of the Several Opinions on the Introduction of Foreign Investment in Cultural Fields (3¢ T 3044 4548, 5| 13k 41
T2 W), issued by the Ministry of Culture on July 6, 2005.

174 See Sections 5 and 6 of the Administrative Provisions on Live Streaming Service (LI M BL#E I 55 5 BN 72), issued by
CAC on November 4, 2016 (the “CAC Live Streaming Rules”).
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Both the MOC Online Performance Rules and CAC Live Streaming Rules place most
of the responsibility of ensuring that live streaming content complies with China’s strict
censorship rules onto the Online Performance Operating Units and providers of such live
streaming content. Such responsibilities include reviewing non-real-time content before it is
published, ensuring that a sufficient number of content reviewers are employed, real-time
monitoring of live-streaming content and ensuring that technical measures are in place to
instantly cut-off internet live-streams if the streamed content violates applicable laws or
regulations. In addition, all online performances must be recorded and stored for at least
sixty (60) days, and provided to the relevant authorities upon request. Online Performance
Operating Units are also required to submit content review reports to MOC on a quarterly
basis, including the results of real-time monitoring and a name list of performers who provide
any content that violates applicable laws or regulations.

Both rules require the verification of online performers’ real identities. If an online
performer is an individual, such performer must submit a copy of his or her national
identification card to the Online Performance Operating Unit, who is responsible for
verifying the identity of the performer though one or more in-person interviews or recorded
phone or video calls.'”®> The CAC Live Streaming Rules also require online performers to
register their real identity with the provincial level offices of CAC.'"® These additional details
regarding implementation of real-name registration for online performers, in conjunction with
the fact that there should naturally be far fewer performers than there are viewers, suggests
that this requirement for online performers to register their real-name in connection with their
online performances is likely to be enforced.

Starting on March 15, 2017, an Online Performance Operating Unit must first submit
an application to the Ministry of Culture and obtain special approval before such Online
Performance Operating Unit can open a live performance channel, or make available to the
public the performance works, of a foreign performer (including performers from Hong Kong,
Macao or Taiwan).”” In the context of domestic performers, Online Performance Operating
Units must now register the channel with the Ministry of Culture within ten (10) days after
first making the channel available to the public.'”® This difference in censorship treatment for
foreign content and domestic content is similar to MOC’s approach to video game approvals,
where MOC approval must be obtained in advance of publishing a foreign video game, while
a domestic video game need only be registered with MOC within thirty (30) days after initial
publication.*”

8.4 Government Incentives
In addition to various restrictions imposed on the online game industry, regulators

have also experimented with policies designed to guide the development of online games that
are regarded as beneficial for society. Many domestic online game operators and developers

175 See Section 9 of the MOC Online Performance Rules.

176 See Section 12 of the CAC Live Streaming Rules.

77 See Sections 10 and 22 of the MOC Online Performance Rules.
178 See Section 10 of the MOC Online Performance Rules.

179 See Sections 11 and 13 of the Interim Provisions on the Administration of Online Games.
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in China also benefit from preferential tax treatment provided to companies that qualify as
high and new technology enterprises.

In 2004, SAPPRFT launched the “Chinese Nationality Online Game Publication
Project” ([ B 9 5% i %k H R T F2), which is designed to encourage both the spread of
Chinese culture among minors and the ability of domestic game companies to produce online
games,*®® and to date, 194 online games have been recognized under the project.’®* At the
PRC game industry’s annual meeting in December 2016, Sun Shoushan, the vice director of
SAPPRFT, announced the launch of a new “China Original Boutique Game Publication
Project” (F [E J& 14 i % 4%t ik T F%) that will support certain online games recognized
under this boutique game project by providing special guidance and game approval priority,
government funding, education training and other preferential policies in connection with
such games.*®

MOC has also at times encouraged the development of China’s digital game industry
and other related industries by supporting, for example, the development of both e-sports,*®*
and “green games”, which are games that are suitable for minors (& & A< i A 1 0 25 3
%%).184 In August 2005, January 2006, and February 2008, for example, MOC released lists of
games that the content censorship committee regarding as suitable for minors.*®® In
connection with at least one such game, however, MOC discovered that online games are not
static entertainment properties that retain their original form for the duration of their
existence, and stopped issuing such lists of officially approved green games. The relevant
game, which is entitled “Jin Wu Tuan” (3 $%[41), was on the official list of approved green
games in 2005. Thereafter, Jiu You, the company responsible for Jin Wu Tuan, incorporated
content and functionality that violated content regulations into the game, such as an
interactive function called “reserve a room to dance” (FF 58k £%) and a marriage function,
both of which encouraged players to establish sexual relationships with other players in the
real world.*®® When this was discovered in 2008, MOC publicly criticized Jiu You for its
poor behavior, ordered Jiu You to address such issues in the game, and no list of officially
approved green games has been released since then.

In connection with our informal inquiries, MOC has indicated that it does not intend
to establish any special incentive plans for the development of green games, believing that
the most effective way to promote green games is through the establishment and enforcement
of proper content regulations. In a broader context, MOC has also indicated that it does not
intend to recognize or otherwise support particular game projects, and although MOC

180 see Article 1 of the Notice Regarding the Implementation of the Chinese Nationality Online Game Publication Project
(T St v [ BRI 24 D XKt i LR R 3 1), issued by SAPPRFT on August 3, 2004.

181 See “Disclosure of the Tenth Series of Chinese Nationality Online Game Publication Project” (&5 -+t rf [ & 2 X 2% ¥t
xR T2 500 H 44 5.2 i5) (Chinese), posted at game.people.com.cn on February 18, 2015.

182 gee “Vice Director of SAPPRFT: Promote PRC Game Publishing Industry to a New Level” (/7 & B B R K707 L -
HEB Rk H =k 3BT S ) (Chinese), posted a game.china.com on December 15, 2016.

183 See Article 5 of the Opinion of Promoting Culture and Entertainment Industry Transformation and Upgrading.

184 See “Ministry of Culture Solicits Online Games for Minors”, posted at china.org.cn on July 10, 2005.

185 See “Ministry of Culture Solicits Online Games for Minors”, posted at china.org.cn on July 10, 2005.

188 See “MOC Criticizes Jin Wu Tuan, Jiu You Public Relationship Department was Forbidden to Talk” (3044 #5317 4t 37
CENEEHY AU 2N S 4 3:) 11) (Chinese), posted at Sohu.com on July 15, 2008.
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encourages the international expansion of China’s online game industry, MOC does not
currently intend to adopt specific policies in support of such expansion.

Online game companies may be eligible, however, to receive preferential tax
treatment from the PRC government. The primary tax preferences that online game
companies in China often qualify for are those for high and new technology enterprises. The
current corporate income tax rate in China is 25%, but companies that obtain high and new
technology enterprise status, which is reassessed every three years, are subject to a corporate
income tax rate of only 15%."®” The qualification requirements for high and new technology
enterprises are set forth in Annex VII.

In addition, in order to attract investment to northwest China during the period
between 2010 and 2020, each company whose principal business falls within the scope of
encouraged industries, which includes the digital game industry, that establishes in Kashi or
Horgos, two cities in China’s Xinjiang province,'® is exempt from paying corporate income
tax for five (5) years beginning as of the first year such company starts making profit.

[Annexes Follow]

187 Article 28 of the Income Tax Law of PRC ({2l i85 8i%), issued by the National People’s Congress on March 16, 2007,
and Article 12 of Administrative Measures for the Determination of High and New Tech Enterprises (78 A Al 2 &
FH /522, issued by Ministry of Science and Technology (F}5#F), Ministry of Finance (W1 () and State Administration of
Taxation on January 29, 2016.

188 Detail encouraged industries shall refers to the Notice on the Improvement of the Preferential List of Income Tax
Preferential for the Enterprises in Encouraged Industry in Xinjiang Difficult Areas (55T 58 3% 5 55 A #fi #h [X 58y 54l &
FEMb AL T AL 2L H S i@ %), issued by the Ministry of Finance and other four department on September 2, 2016.

189 See Article 6, Section 3 of Several Opinions of the State Council on Supporting the Construction of Kashi Horgos
Economic Development Zone (I 45 Bt ¢ T~ 3 R A2 /R SR A48 5k X 3 1 (145 F &= L), issued by the State Council
on October 8, 2011.
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190 5ource: China Communist Party News website, and National People’s Congress website.
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ANNEX I-B

STATE COUNCIL
ORGANIZATIONAL STRUCTURE®

State Council

Administrations
and Bureaus
under the
Ministries &
Commissions

Ministries and
Commissions
under the State
Council

Special
Organization
directly under the
State Council

Institutions
directly under the
State Council

Administrative
Offices under the
State Council

Organizations
directly under the
State Council

Ministry of
National
Defense

Ministry of
Foreign Affairs

s Ministry of Industry
MlnlStI‘y of and Inforamtion

Science and Technology
Technology (MIIT)

Ministry of
National
Security

Ministry of
Supervision

Ministry of Human
Resource and
Social Security

Ministry of
Finance

Ministry of
Housing and
Urban-Rural
Development

Ministry of
Transportation

Ministry of
Culture

(MOC)

MiInistry of
Commerce

National
Development
and Reform
Commission

State Ethnic
Affirs
Commission

Ministry of Civil
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Ministry of
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National Health
and Family
Planning
Commission

National Audit
Office

191 Source: State Council Website.
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Ministry of
Police Security

Ministry of
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Ministry of
Enveronmental
Protection

Ministry of
Agriculture

The People's
Bank of China

49

General
Administration
of Customs

State
Administration
for Industry and

Commerce

State
Administration
of Work Safety

State Intellectual
Property Office

Counsellors'
Office of the
State Council

State
Administration
of Taxation

SAPPRFT

National Bureau
of Statistics

National
Tourism
Administration

Government
Offices
Administration of
the State Council

General
Administration of
Quality Supervision,
Inspection and
Quarantine

General
Administration
of Sport

State Forestry
Administration

State
Administration
for Religious
Affairs

National Bureau
of Corruption
Prevention

Pillar Legal, P.C.



http://www.pillarlegalpc.com/en/
http://www.gov.cn/guowuyuan/gwy_zzjg.htm

ANNEX I-C

MINISTRY OF CULTURE
ORGANIZATIONAL STRUCTURE
(3‘(%%{3)192

Ministry of Culture
(Minister: Cai Wu)

Department of
Secretary Office Policies and Deé):rrstg:%g o De;l):z?g;?]ir;t i Department of Arts
Regulations

Department of Department of
i Culture Market Department of
Sience and Department of Department of Intangible Culture

Technology for (Director: Cultural Industries Community Culture Heritage
Culture Chen Tong)

Department of - The ministry of S
External Cultural CPC Committee Bureggrgg:]rll?eeltlred culture information Bure%u;\;‘i (|:_:sgIStIC
Relation center

The Department of Cultural Market is in charge of online game supervision, and
issuing internet culture operation licenses.®® There are five divisions inside the Department

of Cultural Market, consisting of: the General Office (/A %), the Integrated Law
Enforcement Division (47 & #1702 &), the Law Enforcement and Guidance Division (3
148 S B 4b), the Entertainment, Performance and Artwork Market Division (% 538 H 2
AR T35 F4L) and the Internet Culture Division (F94% SC AL AL). The Internet Culture
Division is responsible for the foreign game approvals and the domestic game registrations.

192 Source: MOC website.

188 Source: China Culture Market website.
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ANNEX I-D

THE STATE ADMINISTRATION OF PRESS, PUBLICATION, RADIO, FILM AND
TELEVISION ORGANIZATIONAL STRUCTURE

Secretary Office

Department of
Newspaper and
Magazin

Department of
Digital Publication

(Director: Zhang
Yi Jun)

Department of
Finance

Secretary Office

(B RS A )

State Administration of Press, Publication, Radio,
Film and Television
(Minister: Nie Chenxi)

Department of
Policies and
Regulations

Film Bureau

Department of
Internet Video and
Broadcast
Adminitration

Department of
International
Cooperation

Department of
Policies and
Regulations

Department of
Planning and
Development

Department of
Publication
Administration

Anit-prohibited
Publications
Department

Department of
Personnel

Department of
Planning and
Development

Department of
Public Service

Television
Department

Department of
Copyright
Administration

CPC Committee

Department of
Public Service

Department of
General Affairs

(Director: Sun
Ming)

Department of
Print Circulation
Management

Department of
Import

Bureau for Retired
Personnel

Department of
General Affairs

(Director: Sun
Ming)

Department of
Press and Publicity

Administration of
Media

Department of
Sience and
Technology

Department of
Defence

Department of
Press and Publicity

The Department of General Affairs (2 &Mk 55 A]) is in charge of issuing internet

publishing licenses.'® The Department of Digital Publication (¥1% /% @) is in charge of
supervising online publishing service providers and online game publication. This department

is also in charge of foreign and domestic game approvals.

194 Source: SAPPRFT website.
1% Source: SAPPRFT website.
1% Source: SAPPRFET website.
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ANNEX I-E

THE MINISTRY OF INDUSTRY AND INFORMATION TECHNOLOGY
ORGANIZATIONAL STRUCTURE
(TAEFE BAL38)

Secretary
Office

Performance

Inspection and

Coordination
Bureau

Department of
Consumer
Products
Industry

Communicatio
n Security
Bureau

Ministry of Industry and Information
Technology (Minister: Miao Wei)

Department of
Policies and
Regulations

Department of
Medium and
Small
Enterprises

Department of
Civil-Military
Integration
Promotion

Radio
Management
Bureau

Department of
Planning

Department of

Energy-saving

and Resources
Utilization

Department of
Electronic
Information

Department of
Informatization
Promotion

CPC
Committee

Department of
Finance

Department of
Safety in
Production

Department of
Software
Service
Industry

Department of
Information
Security

Bureau for
Retired
Personnel

Department of
Industrial
Policies

Department of
Raw Material
Industry

Department of
Communicatio
n Development

Department of
International
Cooperation

Department of
Science and
Technology

Department of
Equipment
Industry

Telecommunication
Administration
Bureau

(Director: Han Xia)

Department of
Human
Resources and
Education

The Telecommunication Administration Bureau (FE{Z % ¥1LJ=) is in charge of the
administration of internet domain names, internet protocol addresses, and telecommunication
and information services.*®® Application for the value-added telecommunication license
required to operate online games in China is, however, approved at the provincial level
offices of MIIT rather than at the central office in Beijing.'*

197 Source: MIIT website.
198 Source: MIIT website.

199 see Article 7 of the Administrative Measures on Internet Information Services.
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ANNEX 11

CHINA VARIABLE INTEREST ENTITY (VIE)
STRUCTURE OVERVIEW

As noted under Section 2.2 (Foreign Ownership Restrictions), foreign investment in
China’s digital game industry is prohibited. Notwithstanding these foreign investment
restrictions, many of China’s domestic online game operators have received financing from
foreign venture capital funds and listed their shares on overseas stock exchanges. Such
companies have achieved what they believe to be technical compliance with the foreign
ownership restrictions by establishing a variable interest entity (“VIE”) structure in which the
foreign-invested entity does not have a direct ownership interest in the domestic operating
company that holds the licenses required to operate online games in China.

The foreign-invested entity generally is a wholly foreign-owned enterprise (“WFEOE”)
that is a subsidiary of an offshore holding company, in which the original founders, the
venture capital investors and the public shareholders invest. Although the WFOE does not
have a direct equity interest in the domestic operating company, the WFOE does control the
operating company through a series of contractual relationships with both the operating
company and the operating company’s nominee shareholders, which are often the company
founders, relatives of the founder or trusted employees. In addition, the WFOE generally
enters into a consulting agreement with the operating company pursuant to which the WFOE
extracts substantially all of the operating company’s profits.

= Investors
Offshore Holding
Company

WFOE
Domestic Operating
Company

Contractual Relationship
(Economic & Control Rights)

Offshore
Onshore

Direct Shareholder

Although the contractual relationships among the WFOE, the operating company and
the operating company’s shareholders vary from one online game operator to another, these
contractual relationships generally include, or should include, the features summarized below.
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1)

)

©)

(4)

(5)

(6)

Purchase Option. The WFOE generally has a right to purchase the shares of the
operating company from its nominee shareholders once such a purchase is permitted
by applicable law.

Control Rights. The WFOE is generally able to exercise control over the operating
company through agreements with the shareholders of the operating company or with
the operating company directly, such as a voting rights agreement, a proxy, or a
power of attorney. The VIE structures of some companies use more than one form of
control rights agreement.

Revenue Agreements. The WFOE generally enters into one or more agreements with
the operating company that permit the WFOE to extract substantially all of the profits
from the operating company, such as a consulting agreement, a technical service
agreement, and a variety of copyright license agreements. The fees charged under
these agreements are generally not fixed amounts, but vary depending upon costs
incurred, revenue generated or some other set of variables.

Loan Agreement. In situations where the operating company requires additional

capital investment, the WFOE often enters into loan agreements with the nominee
shareholders of the operating company and the shareholders then use the loaned funds
to increase the registered capital of the operating company. If, however, the WFOE is
newly established company, in accordance with the usage restrictions on WFOE
registered capital required by the State Administration of Foreign Exchange, the bank
might not permit the WFOE to provide a loan with its registered capital. °®® As a result,
the parties might need to explore other funding mechanisms, such as direct investment
into the operating company by one or more current or new nominee shareholders.

Equity Pledge. The nominee shareholders of the operating company generally pledge
their shares to the WFOE to guarantee the operating company’s compliance with the
terms of the revenue agreements and, if relevant, the nominee shareholders’
compliance with the terms of the loan agreements. Pursuant to the share pledge
agreement the nominee shareholders generally covenant not to sell their shares to any
third party or to permit any encumbrance upon their shares.

Spouse Consent Letter. Any nominee shareholder that is married at the time he
receives his equity interest in the operating company, or later becomes married,
should have his spouse execute a spouse consent letter. This spouse consent letter
should confirm that the equity interest of the operating company is the separate
property and personal asset of the nominee shareholder, and that if the spouse
inadvertently obtains any right to such equity interest then the various VIE
agreements executed by the nominee shareholder shall also bind the spouse. Prior to
2011 when Tudou’s initial public offering was delayed as a result of the founder’s
divorce proceedings and an attempt by his spouse to obtain an ownership interest in

20 gee Article 2 of the Circular of the State Administration of Foreign Exchange on Reforming the Management Approach
regarding the Settlement of Foreign Exchange Capital of Foreign-invested Companies (1 5% #MIC & 3 R ¢ T H0E A i 504
VAN % A 4 455 35 138 %), issued by the State Administration of Foreign Exchange (IH % 4N/ 31R)) on
March 30, 2016.
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Tudou’s operating company, this risk was not well understood. Accordingly, many
current VIE structures do not include a spouse consent letter.”%*

Although this VIE structure has been in use since the first China internet companies
listed their shares on NASDAQ in 2000,%%? there are certain risks associated with the
structure. For example, the nominee shareholders of the operating company are often the
original founders, their family members or their trusted employees. If a conflict arose
between these nominee shareholders and the management of the offshore holding company,
the nominee shareholders could attempt to challenge the validity of the various control
contracts.?®® Since the control contracts do not comply with the spirit of the foreign
ownership restrictions, a court in China may find that the control contracts are not
enforceable. In addition, MOC, SAPPRFT or MIIT could determine that the VIE structure
violates the foreign ownership restrictions and terminate the licenses held by the operating
company that are required in order to operate online games in China.

In addition to these risks and others listed in the disclosure documents of the various
online game companies with shares listed on overseas stock exchanges, the VIE structure is
also tax inefficient. All of the profits that are extracted from the operating company by the
WOFE through consulting agreement fees are subject to a 6% value-added tax.?*

Although the VIE structure has advanced the development of China’s internet
industry by facilitating foreign venture capital investments and overseas public offerings, this
same structure is generally not regarded as a viable means for foreign internet companies and
online game operators to enter China’s domestic market. Some foreign companies have used
the VIE structure to enter China’s domestic market for internet culture activities and internet
publishing, but they have generally done so in a very low profile manner with careful
consideration given to the branding of the domestic operating company’s service platform.
High profile foreign companies generally do not view the VIE structure as a viable way to
enter China’s domestic online game operations market. Amazon.com, Inc, however,
announced in 2012 that its operations in China were conducted through a VIE, which
suggests that at least one high profile foreign company had entered restricted sectors of
China’s economy through the use of this structure.?%

21 Bor a discussion of the nominee shareholder’s spouse risk factors, see “Tudou IPO Exposes Yet Another China Risk
Factor: the Founder's Wife”, by Greg Pilarowski on August 19, 2011 at the New York Times, via Venture Beat.

202 Sjina, NetEase and Sohu completed their initial public offerings, listing their securities on NASDAQ, in April, June and
July of 2000, respectively. All three companies used a VIE structure to complete their initial public offerings.

208 5ee “GigaMedia will Survive Current VIE Turmoil”, posted at Seeking Alpha on June 3, 2011, for a summary of
GigaMedia’s loss of control over its VIE Shanghai T2 Entertainment. For an example of a failed VIE outside of the internet
sector, see this Form 8-K filed with the Securities and Exchange Commission by Buddha Steel Inc. on March 28, 2011. See
“Getting to the Bottom of the Alipay Dispute”, posted at Caixin Online on June 24, 2011, for a summary of the unilateral
decision of Alibaba’s founder Jack Ma to terminate the VIE structure agreements through which Alibaba controlled Alipay,
one of the largest online payment platforms in China.

20% See Notice to Implement Change from Business Tax to Value-Added Tax Pilot Zone Management Nationally (3¢ 7 4:
] 755 M A ESAE B8 AR o5 A S UL B o) 1) 22 75 ), issued by State Administration of Taxation ([ #4455 J=)
on July 10, 2013.

205 5ee “MNCs and VIES” by Paul Gillis at chinaaccountingblog.com. See also page 32 of Amazon’s report on Form 10Q for
the quarter ended June 30, 2012, at the SEC website.
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Supreme People’s Court Considers the VIE

On July 2, 2016, the Supreme People’s Court of China (the “Supreme Court”) issued
a decision related to the VIE structure, which may provide some comfort to the investors in a
VIE structure since the court was invited to consider the validity of VIE agreements and to
invalidate them for violating PRC law, but the court declined to do so. Although the decision
didn’t affirm the validity of VIE agreements, the Supreme Court’s decision to not invalidate
the VIE structure suggests that there is an understanding of the harm that invalidating the
structure would likely cause to the many PRC businesses that rely upon this structure for
foreign investment and overseas stock exchange listings. Below please find a summary of the
key facts the case and relevant holdings in the Supreme Court decision.

Ambow Education Holding Ltd., a Company established under the laws of the
Cayman Islands (“Ambow Cayman”), owns one hundred percent (100%) of Beijing Ambow
Online Software Co., Ltd (At AE L FAF A F]), a wholly foreign-owned entity
established under the laws of the PRC (“Ambow WFOE”). Through a VIE structure, Ambow
WFOE controls Beijing Normal University Ambow Education Technology Co., Ltd. (At 52l
K HE R A R A ), a domestic company established under the laws of the PRC with
two PRC citizens as nominee shareholders (“Ambow Domestic Company”).

In 2009, Hunan Changsha Yaxing Property Development Co., Ltd (£:70 3 2% & Mk &k

JEA PR A ) (“Yaxing”), the plaintiff, entered into a cooperation framework agreement (the
“Framework Agreement”) with Ambow Domestic Company, pursuant to which Yaxing sold
a kindergarten to Ambow Domestic Company in exchange for cash along with stock issued
by Ambow Cayman. In 2010, after the Yaxing deal closed, Ambow Cayman completed its
initial public offering and New York Stock Exchange listing. In 2012, however, Ambow
Cayman’s stock price collapsed, and subsequently the company was delisted, which resulted
in Ambow Cayman’s stocks becoming largely worthless.

Unhappy with this outcome, Yaxing brought a lawsuit against Ambow Domestic
Company in the Hunan Province Higher People’s Court (i# B4 =1 ¢ A\ 1 F5%), claiming
that the Framework Agreement was null and void because it is illegal for Ambow Domestic
Company to own a kindergarten. Yaxing argued that (i) Ambow WFOE controlled Ambow
Domestic Company through various VIE agreements, and therefore Ambow Domestic
Company should be deemed to be a foreign-invested company; and (ii) the Framework
Agreement shall be deemed void because it violates various mandatory requirements under
“PRC laws and regulations”, including the Guidance of Foreign Investment Industries (7

et A8 S H 5%), pursuant to which foreign-invested companies are prohibited from
providing compulsory education services, such as operating a kindergarten.

Hunan Province Higher People’s Court, however, decided in favor of Ambow
Domestic Company. Yaxing appealed to the Supreme Court, but the Supreme Court affirmed
the Hunan Province Higher People’s Court’s decision. The Supreme Court decision held as
follows:

(1 Although a VIE structure exists, Ambow Domestic Company shall not be
deemed as a foreign-invested company because Ambow WFOE is not a shareholder of
Ambow Domestic Company and none of Ambow Domestic Company’s shareholders are
foreigners. The source of the funds that shareholders used to pay the registered capital of a
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company is not relevant when determining what of a company the recipient of the registered
capital is. The relevant factor is the identity and nature of the shareholders, not the ultimate
source of registered capital funds.

(i) Although it is correct that a contract can be voided if it violates mandatory
requirements under “PRC laws and regulations”zoe, “PRC laws and regulations” only refers to
the laws and regulations issued by the National People’s Congress (“NPC”), the Standing
Committee of the NPC, or the State Council, and does not refer to local rules or other
administrative rules. The Guidance of Foreign Investment Industries (4} % % 7 k38 5 H
%) is an administrative rule promulgated by the National Development and Reform
Commission and the Ministry of Commerce. As a result, the Framework Agreement is not
deemed void due to the violation of the Guidance of Foreign Investment Industries.

Although the Supreme Court did not hold the Framework Agreement void, the
decision also does not constitute formal judicial recognition of the VIE structure. In the
holding, the Supreme Court stated that “whether or not the VIE agreements are valid is not an
issue in dispute between Yaxing and Ambow Domestic Company, and therefore this issue
will not be decided by this court”. In addition, in the holding, the Supreme Court suggested
that the Ministry of Education (& %) should take measures to punish any illegal activities
in this field through administrative actions.

Proposed Foreign Investment Law

Other government authorities, such as MOFCOM, have also struggled with the
validity of the VIE structure. In the draft of the proposed Foreign Investment Law (HF 4 A X
LRI E AN E R CRRAERZ WLAR) ) that MOFCOM published for commentary on
January 19, 2015 (the “Draft FIL”), MOFCOM introduced the “actual control” principal as a
classification method to determine whether a company in China is to be classified as foreign
or domestic, and provided that a company under the control of one or more foreign natural
persons or entities will be treated as a foreign company.?®” The term “control” was defined to
include any of the following: (1) holding equity ownership over 50%; (2) having a right to
appoint a majority of board members, ensuring its nominee can occupy a majority of the
board seats or exerting a significant impact on board or shareholder resolutions; or (3) having
significant influence over the company’s management, finances or personnel through contract
or trust.’® Implementation of the “actual control” approach in the context of foreign
investment classification suggests that MOFCOM is trying to prevent foreigners from
evading China’s foreign investment restriction through the use of the VIE structure. As such,
we suspect the validity of the VIE structures for many PRC companies listed on foreign stock
exchanges to be called into question if the Draft FIL is adopted in its current form. As of
April 2017, however, there is still no clear signal that MOFCOM will adopt the Draft FIL any
time soon, which suggests that the PRC government is unlikely to invalidate, on short notice,
the VIE structure because of the material damage that this could cause to many of China’s
leading internet companies, including Tencent and NetEase.

206 See Article 52, Section 5 of PRC Contract Law (714 \ I FIE 4 [732), issued by the Standing Committee of the
National People’s Congress in March 15, 1999.

27 5ee Article 11 of the Foreign Investment Law (Draft for Public Comments) (Hf#8 A\ L0 E 4 E 3% 0E (BLRAFR & W,
fd) ), issued by MOFCOM on January 19, 2015 (the “Draft FIL™).

208 5pe Article 18 of the Draft FIL.
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ONLINE GAME PUBLISHER PAGES

Tencent (Jf&H)

Netease (X 5)

Giant (ELA)

Shanda Games (%K)
Changyou C(1%7j%)
Perfect World (523 1H 5
KongZhong (Z¥H1)
iDreamSky ((RIEJHFxE)
NetDragon (%)

YY OB

Qihu 360 (&% 360)
Yodol (JifiE %)
Kunlun (& 7545
KingSoft (&1L +])
37 Games (37 Jifk)
Youzu CJi#JEM45)
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TENCENT HOLDINGS LTD.

€0
-
N,
Tencent il
Profile:
Date of Incorporation: ~ November 1998
Founder: Ma Huateng (51t /i)
Public/Private: HKSE: 0700.HK
Total Revenue®®: US$21.9 billion (for year ended December 31, 2016)

Market Capitalization: =~ HKD2.15 trillion (equivalent of approximately US$276.6
billion?' as of April 10, 2017)

Website: http://www.tencent.com
Sample Published —  PC Online Games: Legal of Legend (J#ERX), Dungeon-
Games: Fighter (Mt N385 5 +), NBA2K Online, FIFA Online 3

and Call of Duty (& fiy 3 M)
- Mobile Games: King Glory (+ # 2 ##), and Candy Crush
(B R AL )

Company Description:

Tencent Holdings Limited (“Tencent”) is a leading provider of internet value-added
services in China, as well as the largest game company in the world. Tencent’s diverse
services include social networks, web portals, e-commerce, and multiplayer online games.
Tencent’s leading internet platforms in China — Tencent QQ, Weixin/WeChat, QQ.com,
Tencent Games, Qzone, and Tenpay — have brought together China’s largest internet
community, to meet the various needs of internet users including communication,
information, entertainment, financial services and others.

Address:
Tencent Building, Kejizhongyi Avenue,
Nanshan District, Shenzhen 518057, People’s Republic of China

29 For the purpose of this Annex I11-A (Online Game Publisher Pages), “Total Revenue” refers to the actual top line earning
of the company.

210 Based on the currency exchange rate issued by Bloomberge Markets on April 10, 2017 of US$1 = HKD7.7702 (the
“HKD Exchange Rate”).
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http://www.tencent.com/
http://lol.qq.com/
http://dnf.qq.com/
http://dnf.qq.com/
http://nba2k.qq.com/?ADTAG=media.innerenter.gamecom.navigation
http://eafifa.qq.com/?ADTAG=media.innerenter.gamecom.navigation
http://codol.qq.com/act/20150721ldy/?ADTAG=media.innerenter.gamecom.navigation
http://pvp.qq.com/
http://ccs.qq.com/
http://ccs.qq.com/
https://www.bloomberg.com/quote/USDHKD:CUR

NETEASE, INC.

.i.‘ﬁ % NETEASE

www-163-com

Profile:

Date of Incorporation: ~ June 1997

Founder: Ding Lei (] %)

Public/Private: NASDAQ: NTES

Total Revenue: US$5.5 billion (for year ended December 31, 2016)

Market Capitalization:  US$36.92 billion (as of April 10, 2017)

Website: http://www.netease.com

Sample Published - PC Online Games: World of Warcraft (J& 22 - %1), Diablo III
Games: (M5 RBP4 3), Hearthstone (W' 1% 1ii) and Overwatch (<F

)

—  Mobile Games: Onmvoii (HPH 1), Fantasy Westward
Journey (B %JP4Ji), A Chinese Odyssey (K i FGE),
Minecraft (F& {1 5%), World of Tank Blitz (3H v it 5[4 i
fi%) and Raven (F#3F#)

Company Description:

NetEase, Inc (“NetEase”) is a leading internet technology company in China. Dedicated to
providing online services centered around content, community, communication and
commerce, NetEase develops and operates some of China’s most popular PC online games
and mobile games, advertising services, e-mail services and e-commerce platforms. In
partnership with Blizzard Entertainment, Mojang AB (a Microsoft subsidiary) and other
global game developers, NetEase operates some of the most popular international PC
online games in China, and NetEase has also achieved marked success in the mobile games
market, both with self-developed titles and with licensed games.

Address:
NetEase Building, No.16 Keyun Road,
Tianhe District, Guangzhou 510665, People’s Republic of China
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http://www.wowchina.com/
https://tw.battle.net/d3/zh/
https://tw.battle.net/d3/zh/
http://www.hearthstone.com.cn/landing
http://ow.blizzard.cn/
http://ow.blizzard.cn/
https://yys.163.com/
http://my.163.com/baidu/
http://my.163.com/baidu/
http://dhxy.163.com/
http://mc.163.com/?from=nietop
http://wotb.163.com/
http://wotb.163.com/
http://raven.163.com/boota.html?from=nietop

GIANT NETWORK GROUP CO., LTD.

4 BARLS

Profile:

Date of Incorporation: ~ November 2004

Founder: Shi Yuzhu (52 FEH)

Public/Private: $7002558°

Total Revenue: RMB2.324 billion (equivalent of approximately US$336.61

million®*? for year ended December 31, 2016)
Market Capitalization: RMB5.327 billion (equivalent of approximately US$771.56
million®*® as of April 10, 2017)

Website: http://www.ga-me.com
Sample Published - PC Online Games: ZT Online (1i£i%), ZT Online 2 (4Fi%& 2)
Games: and World of Xianxia ({lIf# H:5)

—  Mobile Game: Battle of Balls (ERER A AT L), Street
Basketball (#11%) and Vainglory (5 %)

Company Description:

Giant Network Group Co., Ltd. (“Giant”) is one of China’s leading online game developers
and operators in terms of market share. Giant mainly focuses on massively multiplayer
online games, but has also expanded into developing and operating mobile games.

Address:
No. 655, Zhongchen Road,
Songjiang District, Shanghai 201603, People’s Republic of China

21 Giant was a public company listed on NYSE (NYSE: GA) and went private in July 2014. In March 2017, Giant merged
with a shell company called Chongging New Century Cruises Co., Ltd (Z PS4 7 5e B PR /A 71) (SZ002558) and
listed on China’s Shenzhen Stock Exchange by reverse merger. On April 5, 2017, Century Cruises announced that the
company would change its name to “Giant Network Group Co., Ltd (E. A\ M5B PR A 7).

212 Based on the middle currency exchange rate published by the Bank of China (*1'[E447) on April 10, 2017 of US$1 =
RMB6.9042 (“RMB Exchange Rate”).

213 Based on RMB Exchange Rate.
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http://www.ga-me.com/
http://zt.ztgame.com/
http://zt2.ztgame.com/
http://xx.ztgame.com/
http://www.battleofballs.com/index_PC.html
http://jl.ztgame.com/
http://jl.ztgame.com/
http://vg.ztgame.com/
http://srh.bankofchina.com/search/whpj/search.jsp

SHANDA GAMES

G

EEAIRIRX

Profile:

Date of Incorporation: ~ November 1999

Founder: Chen Tiangiao (% KHF)*

Public/Private: Private Company**

Total Revenue: RMB3.86 billion (equivalent of approximately US$559. 08

million®*® for year ended December 31,2016)217
Market Capitalization:  N/A

Website: http://www.shandagames.com
Sample Published - PC Online Games: Legend of Mir 1T (F4 4% 77 11), World of
Games: Legend ({77 tH#), The Light of Town (i %) and

Final Fantasy XIV (Ix 2 %J48)
—~  Mobile Games: Dragon Nest (JV.2 %})

Company Description:

Shanda Games develops, sources, and operates online games in the China. Shanda Games
is a leading interactive entertainment media company with more than 2000 research,
development and operation staff. Shanda Games offers massively multi-player online role-
playing games in various genres and also operates mobile games for smartphones and
tablets.

Address:
No.1 Office Building, No. 690 Bibo Road,
Pudong District, Shanghai 201203, People’s Republic of China

2% Chen Tiangiao sold all of his shares of Shanda Games in November 2014, and he no longer has any interest in the
company.

215 shanda Games was a public company listed on NASDAQ (NASDAQ: GAME) and went private in November 2015.
Zhejiang Century Huatong Group Co., Ltd (WriL i 20 Heim 45 [ 1% 345 BR A 7]), a public company listed on Shenzhen Stock
Exchange (“Century Huatong”), owns 90.92% of Shanda Games.

218 Based on RMB Exchange Rate.

217 Total net revenue data of Shanda Games is from a public release of Century Huatong on January 11, 2017.
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http://www.shandagames.com/
http://mir2.sdo.com/web4/index/index.asp
http://www.sdo.com/go#http://woool2.sdo.com/
http://www.sdo.com/go#http://woool2.sdo.com/
http://ds.sdo.com/web5/index/
http://ff.sdo.com/web6/home/home.asp
http://dn.sdo.com/web10/index/index.html

CHANGYOU.COM LIMITED

o LUV

changyou
Profile:
Date of Incorporation: ~ June 2003
Founder: Zhang Caoyang (5K#FH)
Public/Private: NASDAQ: CYOU
Total Revenue: US$525 million (for year ended December 31, 2016)
Market Capitalization: ~ US$1.45 billion (as of April 10, 2017)
Website: http://www.changyou.com
Sample Published - PC Online Games: New Demi Gods and Demi Devils G &
Games: Jv )\ ), Water Margin (CKifi7K i), and Blade on Line (/]

il )
- Mobile Games: Demi Gods and Demi Devils (& %)\ i),
and The Storm (X =)

Company Description:

Changyou.com Limited (“Changyou”) is a leading developer and operator of online games
in China with a diverse portfolio of popular online games. Changyou also owns and
operates the 17173.com website, a leading game information portal in China. Changyou
began operations as a business unit within Sohu.com Inc. (NASDAQ: SOHU) in 2003, and
was carved out as a separate, stand-alone company in December 2007. Changyou has an
advanced technology platform that includes advanced 2.5D and 3D graphics engines, a
uniform game development platform, effective anti-cheating and anti-hacking technologies,
proprietary cross-networking technology and advanced data protection technology.

Address:
Building B of Changyou Mansion, No.65 Bajiao East Street,
Shijingshan District, Beijing 100043, People’s Republic of China
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http://www.changyou.com/
http://tl.changyou.com/
http://xsh.changyou.com/game/ingot.shtml
http://dj.changyou.com/?rcc_id=ff80808156490049015673a0a9eb0f3a
http://dj.changyou.com/?rcc_id=ff80808156490049015673a0a9eb0f3a
http://tlyd.changyou.com/site/index.html
http://fy.sdo.com/

PERFECT WORLD CO., LTD.
PceclR—cCT

woRLD

ENTERTAINMENT

Profile:

Date of Incorporation: ~ March 2004

Founder: Chi Yufeng (i F21%)

Public/Private: $7002624*

Total Revenue: RMB6.159 billion (equivalent of approximately US$892.07

million®*® for year ended December 31, 2016)
Market Capitalization:  RMB38.23 billion (equivalent of approximately US$5.54
billion®® as of April 10, 2017)

Website: http://www.wanmei.com/
Sample Published —  PC Online Games: DOTA 2 (JJ#4 2), Perfect World (5252 {H
Games: ), CS: GO, and NeverWinter (J£4 2 % Online)

- Mobile Games: Zhu Xian (A1l T3i7), Return of the Condor
Heroes(f4 {E£215) and Torchlight (‘KB %)

Company Description:

Perfect World Co., Ltd. (“Perfect World”) is a globalized entertainment company. Through
its subsidiaries, Perfect World operates as an online game developer and operator
internationally. Relying on strong technical strengths, innovative design capabilities,
profound understanding of different cultures, and rich marketing experiences, Perfect
World has launched several well-received games. Starting from client games, the company
has successively expanded to web games, mobile online games, console games and VR
games. Perfect World is also involved in other business segments including movies & TV,
animation, comics, literature, media, and education.

Address:
Perfect World Plaza, Building 306, 86 Beiyuan Road,
Chaoyang District, Beijing 100101, People’s Republic of China

218 perfect World was a public company listed on NASDAQ (NASDAQ: PWRD) and went private in August 2015.
219 Based on RMB Exchange Rate.
220 Based on RMB Exchange Rate.
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http://www.wanmei.com/
http://www.dota2.com.cn/main.htm
http://world2.wanmei.com/main.htm
http://world2.wanmei.com/main.htm
http://www.csgo.com.cn/
http://nw.wanmei.com/
http://zx.wanmei.com/
http://sdxl.wanmei.com/
http://sdxl.wanmei.com/
http://hj.laohu.com/

KONGZHONG CORPORATION.

Z2ni

kong.net

Profile:

Date of Incorporation: ~ May 2002

Public/Private: Private Company?%*

Total Revenue: ;JOSI$61).;>282.76 million (for three quarters ended September 30,

Market Capitalization: ~ US$349.51 million (as of April 10, 2017)

Website: http://www.kongzhong.com

Sample Published —  PC Online Games: Guild Wars 2 (3% 2), Armageddon (X

Games: LK), World of Kungfu (D71t 5, and World of Tanks
(H7E 5

- Mobile Games: Pocket War (145 i 4+), and Valkyrie Profile

()

Company Description:

KongZhong Corporation (“KongZhong”) provides digital entertainment services in the
People’s Republic of China. KongZhong operates through three segments: wireless value-
added services, mobile games, and PC online games. Under PC online games, KongZhong
operates the largest Chinese military gaming platform under the “WAR SAGA” brand,
which includes games such as World of Tanks, World of Warplanes and World of Warships.
On May 15, 2014, KongZhong officially launched 3D fantasy MMORPG Guild Wars 2 in
China. KongZhong entered the smartphone game industry in 2011 through an acquisition of
smartphone game engine and has expanded its mobile game development team across four
cities across Mainland China.

Address:
35t Floor, Tengda Plaza, No. 168 Xizhimenwai Street,
Beijing 100044, People’s Republic of China

221 Kongzhong was a public company listed on NASDAQ (NASDAQ: KZ) and went private on April 14, 2017.

222 K ongzhong has not released the Fourth Quarter 2016 Financial Results.
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http://www.kongzhong.com/
http://gw2.kongzhong.com/
http://djz.kongzhong.com/
http://wok.kongzhong.com/news/
http://worldoftanks.com/
http://kdzz.kongzhong.com/
http://dlz.kongzhong.com/

IDREAMSKY TECHNOLOGY LIMITED

II"‘f'ilElFiE’a msi<4d
Profile:
Date of Incorporation: 2009
Founder: Chen Xiangyu (i 52)
Public/Private: Private Company?**®
Total Revenue: N/A
Market Capitalization:  N/A
Website: http://www.idreamsky.com
Sample Published ~  Mobile Games: Temple Run (#f/Jii Xk 1), Temple Run 2
Games: (F i A %E T 2), Subway Sufers (Mb2k: i), and Fruit Nija

KR EH)

Company Description:

iDreamSky Technology Limited (“iDreamsky”) is a fast growing mobile game company
and operates one of the largest independent mobile game publishing platforms in China.
Through cooperating with the well-known international developers, iDreamsky managed to
bring the most popular worldwide mobile games into China.

Address:
Floor 16, Building A3, Kexing Science Park, No. 15 Keyuan Road,
Nanshan District, Shenzhen 518057, People’s Republic of China

228 iDreamsky was listed on NASDAQ (NASDAQ: DSKY), but went private on September 8, 2016.

66
Pillar Legal, P.C.



http://www.pillarlegalpc.com/en/
http://www.idreamsky.com/
http://www.idreamsky.com/en/games/show/105
http://www.idreamsky.com/games/show/100
http://www.idreamsky.com/games/show/100
http://www.idreamsky.com/en/games/show/131
http://www.idreamsky.com/en/games/show/145
http://www.idreamsky.com/en/games/show/145

NETDRAGON WEBSOFT HOLDINGS LIMITED

#

NetDragon Websoft Holdings Limited
ANARERARLR

Profile:

Date of Incorporation:  May 1999

Founder: Liu Dejian (X1 {&%E)

Public/Private: HKSE: 0777.HK

Total Revenue: RMB2.79 billion (equivalent of approximately US$404.2

million?®* for year ended December 31, 2016)
Market Capitalization:  HKD210.99 billion (equivalent of approximately US$1.41
billion? as of April 10, 2017)

Website: http://www.netdragon.com/
Sample Published —  PC Online Games: Eumemons Online (J#k), and Conquer
Games: (EJR)

~  Mobile Games: Eumemos Online Mobile \Version (J& i |1
£81%), and Wild Tribes (JRJF #57%)

Company Description:

NetDragon Websoft Holdings Limited (“NetDragon”) is a leader in building internet
communities and also develops, sources, and operates online games in China and in
territories outside of China, such as the United States, Europe and the Middle East.
NetDragon mainly focuses on massively multiplayer online games and mobile games.

Address:
851 Building, 58 Wen Quan Branch Road,
Fuzhou 350001, People’s Republic of China

224 Based on RMB Exchange Rate.
225 Based on HKD Exchange Rate.
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http://www.netdragon.com/
http://eo.99.com/
http://co.99.com/
http://co.99.com/
http://mykd.99.com/
http://mykd.99.com/
http://fkbl.99.com/

YY INC.

e
F 4

%: YY.COM

Profile:

Date of Incorporation:  April 2005

Founder: Li Xueling (ZE224%)

Public/Private: NASDAQ: YY

Total Revenue: US$1.18 billion (for year ended on December 31, 2016)
Market Capitalization: ~ US$2.53 billion (as of April 10, 2017)

Website: http://www.huanju.cn/

Sample Published - PC Online Games: Battle of Red CIliff (775 %), and
Games: Spirit Domain (7 %)

~  Mobile Games: Jian Xia Wen Qing (8114 1] 1)

Company Description:

YY Inc. develops and operates a communication social platform in China, which enables
users to participate in real-time online group activities through voice, video and text on PCs
and mobile devices (the “YY Client”). YY Inc. operates web games through the game
center on the YY Client. In July 2014, YY Inc. established “Huanju Game”, an
independent online game publishing platform, to expand into massively multiplayer online
games and mobile games.

Address:
Floor 23-29, Wanda Plaza, N0.368 Xingnan Avenue,
Fanyu District, Guangzhou 511442, People’s Republic of China
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QIHOO 360 TECHNOLOGY CO. LTD.

N
¢ 360

www.3e0.cn

Profile:

Date of Incorporation:  June 2005

Founder: Zhou Hongyi (F25 %)

Public/Private: Private Company®%°

Total Revenue: N/A

Market Capitalization:  N/A

Website: http://www.360.cn/

Published Games: - PC Online Game: Anger Chop Army (%7 T-%%), and

Inexorable Doom of The Fairy ($#lh)
- Mobile Games: Legend of Xiao Xiao Bing (/M/NKAE 7T,
Taichi Panda (K #%EEJH), and Monster Hunter (455 Ak

Company Description:

Qihoo 360 Technology Co. Ltd. (“360”) offers comprehensive internet and mobile security
products and services for free to about 523 million PC internet users and over 868 million
mobile users in China. 360°s diverse services include cloud storage, web portals, e-
commerce, web games, mobile games and other internet value-added services.

Address:
Building No. 2, 6 Jiuxiangiao Road,
Chaoyang District, Beijing 100015, People’s Republic of China

228 360 was listed on NYSE (NYSE: QIHU), but went private on July 28, 2016.
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http://www.360.cn/
http://nzqj.wan.360.cn/
http://sxj.4366.com/?dsfrom=22486
http://u.360.cn/dtcq
http://u.360.cn/tjxm/
http://u.360.cn/gwlr/
http://u.360.cn/gwlr/

YODOL1, LTD

Mobilize Your Games in China

Profile:

Date of Incorporation:  November 2011

Founder: Henry Chi Hong Fong (J7 &)

Public/Private Private Company

Total Revenue: N/A

Market Capitalization:  N/A

Website: http://www.yodol.cn/

Published Games: - Mobile Games: Ski Safari (31§25 X E ), Cut the Rope 2 (I
481 2), Stampede (JAIEENE), and Crossy Road (< K it

Company Description:

Yodol, Ltd (“Yodol”), a company based in Beijing with studios in Shanghai, Nanjing, and
Tokyo. Yodol works with game developers around the world to help their games succeed
in China and everywhere else mobile games are played.

Address:
Room 505, 5th Floor, Run Cheng Centre, 12 Dongdagiao Avenue,
Chaoyang District, Beijing 100020, People’s Republic of China
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http://www.yodo1.cn/
http://www.yodo1.cn/archives/ski-safari.html
http://www.yodo1.cn/archives/cut-the-rope2.html
http://www.yodo1.cn/archives/cut-the-rope2.html
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http://www.yodo1.cn/archives/%E5%A4%A9%E5%A4%A9%E8%BF%87%E9%A9%AC%E8%B7%AF.html

KUNLUN TECH CO., LTD

P N
KUNLUN

www. kunlun.com

Profile:

Date of Incorporation: 2011

Founder: Zhou Yahui (& V%)

Public/Private: S7300418

Total Revenue: RMB1.84 billion (equivalent of approximately US$266.5

million®®” for the three quarters ended September 30, 2016)228

Market Capitalization:  RMB 24.53 billion (equivalent of approximately US$3.55
billion®® as of April 10, 2017)

Website: http://www.kunlun.com

Sample Published ~  PC Online Games: Hope (77 %)

Games: - Mobile Game: Clash of Clans (7% #%%), Clash Royale (31
VP 2= 4, and Boom Beach (5 77 %)

Company Description:

Kunlun Tech Co., Ltd. (“Kunlun”), a company based in Beijing with subsidiaries in Hong
Kong, Taiwan, Japan, Korea, Malaysia, the United State of America and Europe. Kunlun
develops and distributes PC online games and mobile games. Kunlun also operates an
overseas mobile app stores “Brothersoft” and owns an internet browser “Opera”.

Address:
Ming Yang International Centre B, XiZongBu Hutong 46,
DongCheng District, Beijing 100005, People’s Republic of China

227 Based on RMB Exchange Rate.
228 As of April 10, 2017, Kunlun has not released its 2016 Annual Report or Fourth Quarter 2016 Report.
229 Based on RMB Exchange Rate.
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KINGSOFT, INC

=zl

Profile:

Date of Incorporation: 1988

Founder: Zhang Kaiqing (5K %3 )

Public/Private: HKSE: 03888

Total Revenue: RMB2.5 billion (equivalent of approximately US$362.1

million®®° for year ended December 31, 2016)
Market Capitalization:  HKD26.5 billion (equivalent of approximately US$3.41
billion®" as of April 10, 2017)

Website: http://www.kingsoft.com/
Sample Published - PC Online Games: JX Online 3 (8]} 3), and Magic
Games: Hunting Legion (35 & % [4])

- Mobile Game: Swordsman World (&4 {H %), Brave Cross
(& B A%4), and Westward Journey Down the Magic (78

B J5E)

Company Description:

Kingsoft, Inc. (“Kingsoft”) is a leading software and internet services company listed on
the Hong Kong stock exchange. Kingsoft has four subsidiaries including Seasun, Cheetah
Mobile, Kingsoft Cloud and WPS. The Company has approximately 7,000 staff around the
world. It has R&D centers and offices in Beijing, Zhuhai, Chengdu, Dalian, Guangzhou
and Hong Kong and enjoys a large market share overseas in North America, Europe, Japan
and Malaysia. Seasun, the subsidiary of Kingsoft, is a leading China online publisher
focused on creating high quality games and game engines that push the boundaries of
player experience in action entertainment. Seasun is also involved in small-medium sized
investments for game studios worldwide.

Address:
Kingsoft Tower, No. 33, Xiaoying West Road,
Haidian District, Beijing 100005, People’s Republic of China

230 Based on RMB Exchange Rate.
21 Based on HKD Exchange Rate.

Pillar Legal, P.C.



http://www.pillarlegalpc.com/en/
http://www.kingsoft.com/
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http://lm.xoyo.com/
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http://jxsj.mi.com/
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37 INTERACTIVE ENTERTAINMENT (SHANGHAI) TECHNOLOGY CO., LTD.

> Emterial

Profile:

Date of Incorporation: 2011

Founder: Li Yifei (Z5i% %)

Public/Private: SZ002555

Total Revenue: RMBS5.24 billion (equivalent of approximately US$758.96

million®® for three quarters ended September 30, 2016)
Market Capitalization:. RMB41.88 billion (equivalent of approximately US$6.07
billion?*® as of April 10, 2017)

Website: http://www.37wan.net/
Sample Published - Mobile Game: Roman Empire (&' 47 []), and The Epoch
Games: of Eternity (ZKE {H20)

Company Description:

37 Interactive Entertainment (Shanghai) Technology Co., Ltd. (“37 Interactive’) operates a
top ten Chinese game platform specializing in publishing and operating mobile games and
web games. 37 Interactive is also expanding their business to movie producing, animation
making, online live streaming and VR technology development.

Address:
Room 809, Yinxiang Road 655,
Jading District, Shanghai 201802, People’s Republic of China

232 Based on RMB Exchange Rate.

23 Based on RMB Exchange Rate.
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http://www.37wan.net/
http://37.com.cn/tjxs/
http://37.com.cn/yhjy/
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YOUZU INTERACTIVE CO., LTD

YOuUzu.com

L) e

Profile:

Date of Incorporation: 2008

Founder: Lin Qi (PR#F)

Public/Private: S7002174

Total Revenue: RMB2.53 billion (equivalent of approximately US$366.4

million®* for year ended December 31, 2016)
Market Capitalization:. RMB24.27 billion (equivalent of approximately US$3.52
billion?® as of April 10, 2017)

Website: http://www.youzu.com/
Sample Published —  Mobile Game: Junior Record of Three Kingdoms (/04— [4]
Games: &) and Wings of Fury JER# 2 #)

Company Description:

Youzu Interactive Co., Ltd. (“Youzu”) is a global entertainment company specializing in
game development and distribution. Youzu operates in five main sectors: mobile games,
browser games, distribution, platforms and overseas business. Youzu is committed to the
highest game quality to publishing excellent games and movies worldwide, and to bringing
Chinese and other Asian games to the western markets.

Address:
Building 2, Yi Shan Road 711,
Xuhui District, Shanghai 200030, People’s Republic of China

23 Based on RMB Exchange Rate.

2% Based on RMB Exchange Rate.
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ANNEX I11-B

MOBILE APP STORE PAGES

PRC Mobile App Stores Profile

MyApp (1 H ) Owner: Tencent Holdings Limited
Launch Date: December 2013
|\ Website: http://si /
\ : http://sj.qg.com
o i FE

360 Cellphone Assistant (360 FHLBITF) Owner: Qihoo 360 Technology Co. Ltd.
» 360 Mobile Assistant

Launch Date: July 2011
developer.360.cn Website: http://sj.360.cn/index.html

Baidu Cellphone Assistant (1 F#HLN A | Owner: Baidu, Inc.
(1)) Launch Date: March 2013

Website: http://shouji.baidu.com/
B ERFIT

Xiaomi App Store (ZNK N FH i i) Owner: Beijing Xiaomi Technology Limited
(LN RBEA R IR A F])

A 4
I_I \*.BJJ $ Launch Date: May 2012

Website: http://zhushou.xiaomi.com/

Wan Dou Jia (i = 3%) Owner: Alibaba Group Holding Limited
\ it (BT L R AR A A )
S L= Launch Date: December 2009

Website: https://www.wandoujia.com/

Huawei App Store (25 F i i) Owner: Huawei Technologies Co. Ltd.
d - (A B AR AT IR A7)

. @ ) ’ﬁk&mﬂ’-ﬁ Launch Date: October 2010

HUAWEI ) appstore.huawei.com

Website: http://app.hicloud.com/
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PRC Mobile App Stores
Hi Market (2 &)

S

Profile

Owner: Fujiang Baidu Internet and Technology
Limited (F % & 2 19 35 9 40 BB AT PR 7])7°
Launch Date: September 2010

Website: http://www.hiapk.com/

Vivo Cellphone Assistant (Vivo FAHLEIT)

Vivo
V=

Owner: Vivo Mobile Communication Limited
(ERF B E AR A )

Launch Date: N/A

Website: http://zs.vivo.com.cn/

Oppo App Store

OPPO KL

Owner: Oppo Electronics Corp.

(T ARBRIHB ShEE A IR A7)
Launch Date: N/A

Website: http://store.oppomobile.com/

China Mobile Mobile Market
( [EF% 2% 2 R 36k)

&) oEsa | I B

N ChinaMobie Mobile Market

Owner: China Mobile Limited
(h ¥ i 5 5 A7)
Launch Date: N/A

Website: http://mm.10086.cn/

China Telecom Yi Store

(GHEERERZTEND)

=1

SRR s

Owner: China Telecommunications Corporation
([ HAE )

Launch Date: N/A

Website: https://www.189store.com

China Unicom Wo Store

(GREIESERREND)

Owner: China Unicom Global Limited
(GREES) SIS

Launch Date: N/A

Website: http://store.wo.com.cn/

2% Fujiang Baidu Internet and Technology Limited (% £ FE 1 5 /4 45 B A BR 2 7]) s an affiliate of Baidu, Inc.
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ANNEX IV

REGULATORY PROCEDURE FOR LAUNCHING A GAME IN CHINA

MOC GAME APPROVAL PROCESS

Online Game

DOMESTIC GAME FOREIGN GAME

Internal Review Internal Review

Reviewed by government :
trained censors employed by .
game operators © =
MOC National Technically to
Office: be completed
Game Approval [Pl

Within 30 days after
the game is online O

Game Registration

77
Pillar Legal, P.C.



http://www.pillarlegalpc.com/en/

SAPPRFT GENERAL GAME APPROVAL PROCESS

DOMESTIC GAME ONLINE GAME FOREIGN GAME

Technically to
be completed
National Copyright in 2 months
Administration Bureau [

Office: Copyright ;
Registration

National Copyright

; ng?il::eR'FI;rrePI::ii::::l Administration Bureau
] : : Office: License
Technically to '
A : Game Approval Agreement Registration

be completed in
3 months for
domestic games

and 6 months

for foreii : .

‘or foreign games SAPPRFT National Permitted to Make
Payments to the

Office: Final Game . .
Foreign Licensor

Approval

GO ONLINE
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SAPPRFT APPROVAL PROCESS FOR SIMPLE DOMESTIC MOBILE GAMES®’

1

Simple Domestic
Mobile Games

Within five (5)
business days

SAPPRFT Provincial
2  Office: Preliminary
Game Approval

Within ten (10)
business days

SAPPRFT National Office:
Within three (3) Final Game Approval and
business days Notify Results to SAPPRFT
Provincial Office

SAPPRFT Provincial
4 Office: Notify
Results to Publisher

Go Online

6 Publisher: Submit Within seven (7)
Required Materials to business days
SAPPRFT Provincial Office

27 See Article 3 of Mobile Game Approval Notice, issued by SAPPRFT on May 24, 2016.
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MOC Foreign Game Approva

GAME APPROVAL AND REGISTRATION SUBMISSION MATERIALS

|238

Game approval application form for foreign
game;

Subject and content instruction descriptions;

Operation manual of the game (both Chinese
and foreign language versions);

Game samples:

+ Client-based game: three client software
CD-ROM or DVD with three (3) game
accounts and passwords which allow users
to see all scenarios and use all game
functions;

* Web game: game server IP address, and
three (3) game accounts and passwords
which allow users to see all scenarios and
use all game functions;

* Mobile game: three mobile phones with the
game installed or simulator IP address
which can be used through a computer to
play the game, and three (3) game accounts
and passwords which allow users to see all
scenarios and use all game functions;

» Other game: three (3) game accounts and
passwords which allow users to see all
scenarios and use all game functions;

All dialogues, descriptive texts and lyrics within
the game (both Chinese and foreign language
versions) (electronic version only);

Game license agreements (both Chinese and
foreign language versions), original versions or
photocopies of the copyright certificate and
copyright authorization certificate;

Rating information and related certificates;

MOC Domestic Game Registration®*

Game registration application form;

Subject and content instruction
descriptions;

Operation manual of the game;

Game samples:

» Client-based game: three client
software CD-ROM or DVD with three
(3) game accounts and passwords
which allow users to see all scenarios
and use all game functions;

* Web game: game server IP address,
and three (3) game accounts and
passwords which allow users to see all
scenarios and use all game functions;

* Mobile game: three mobile phones with
the game installed or simulator IP
address which can be used through a
computer to play the game, and three
(3) game accounts and passwords
which allow users to see all scenarios
and use all game functions;

» Other game: three (3) game accounts
and passwords which allow users to see
all scenarios and use all game
functions;

All dialogues, descriptive texts and lyrics
within the game (electronic version only);

Photocopies of the internet culture license
and business license of the operator;

Self-review report (indicating whether the
game contains any illegal content or any
controversial content that may violate the
content restrictions);

238 5ee the Application Instruction of Imported Game at MOC website:

http://www.ccm.gov.cn/swordcms/publish/default/static/bsguide/xzxk/wlyycpnrsc/jkwlyybs/index.htm.

2% See the Registration Instruction of Domestic Game at MOC website:

http://www.gov.cn/fwxx/bw/whb/content 2264156.htm.
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MOC Foreign Game Approval®®? MOC Domestic Game Registration®*°

- Photocopies of the internet culture license and
business license of the operator; - Photocopies of the software copyright
registration certificate (license or related
- Self-review report (indicating whether it agreement to explain the authorization if the
contains any illegal content or any controversial game is not self-developed); and
content that may violate the content
restrictions); and - If the game is co-operated by several
operators, then the photocopies of the co-
- Any other documents that the MOC may operating agreement executed by all
require. operators, the internet culture license,
business license of each operator, and the
co-operating registration form shall be
submitted.
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STATE ADMINISTRATION OF PRESS, PUBLICATION, RADIO, FILM AND
TELEVISION GAME APPROVAL APPLICATION DOCUMENTS

SAPPRFT Foreign Game Approval*® SAPPRFT Domestic Game Approval®*

Quialification

Quialification

The applicant must hold an online publishing
service license (W45 H i Ik 25 Vi ATIE) issued by
SAPPRFT,;

Foreign game copyright license agreement must
be registered with the National Copyright Bureau;

Operator must hold a value-added
telecommunication license;

Operator must hold a Game Anti-Fatigue System
and Real-Name Registration Certification.

The applicant must hold an online publishing
service license (%% Hi i Ik 2% V1 AT HIE) issued
by SAPPRFT;

Domestic game must be registered with the
National Copyright Bureau (the source code of
a domestic game must be submitted);

Original owner of the domestic game must be a
PRC citizen or a domestic company;

Operator must hold a value-added
telecommunication license;

Operator must hold a Game Anti-Fatigue
System and Real-Name Registration
Certification.

Documents

Consent of provincial department of SAPPRFT;
Foreign game publishing application form
(including introductions of publisher, game to be
published and operator);

Copyright license agreement registration with the
National Copyright Bureau;

Operators’ business license and value-added
telecommunication license;

Detailed introduction of the game content;

Game review opinion of the publisher;

Details of the anti-addiction system;

Three game accounts for administrators who will
review the game and three test accounts for the
game anti-fatigue system;

Text within the game (Chinese) and the lexicon
for blocked words;

For client based games: three disks for the
installation of the game client, for web games: the
login website, and for mobile games: the game
download website, three disks for the installation
of the mobile game or three devices which have
installed the mobile game.

Documents

Consent of provincial department of SAPPRFT;
Game review opinion of the publisher;
Copyright Certificate and Business License of
owner of copyright;

Operators’ business license and value-added
telecommunication license;

Colorful screenshots of the game with
explanations;

Text within the game (Chinese) and the lexicon
for blocked words;

Details of the anti-addiction system;

Three game accounts for administrators who
will review the game and three test accounts for
the game anti-fatigue system;

For client based games: two disks for the
installation of the game client, for web games:
the login website, for mobile games: two (2)
mobile phones which have installed the mobile
game; for console games: two (2) special device
installed with game;

Two (2) disks with all application documents
and game demo video.

240 5ee the Application Instruction of Foreign Game Publishing at SAPPRFT website:

http://www.gapp.gov.cn/govservice/1966/114217.shtml.

241 See the Application Instruction of Domestic Game Publishing at SAPPRFT website:

http://www.gapp.gov.cn/govservice/1966/271413.shtml.
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ANNEX V-A

GAME CONTENT RESTRICTIONS

As mentioned in Section 5.1 (Game Content and Functionality Restrictions), the tables in
this Annex V-A include translations of the content restriction standards set forth in (i) the
Specification of Mobile Game Content (2016 Edition) (#5hi# & A 2378 (2016 “EH) )
issued by the China Audio-Video and Digital Publishing Association (7 & & 1% 5 %7 H ik
/r4%), an organization that is affiliated with SAPPRFT, and (ii) MOC’s internal content
censorship training materials. Some of these tables are followed by examples, which may
provide additional insight into the actual application of these general standards.

1. Opposes the fundamental principles determined in the constitution;

SAPPRFT Standard ‘ MOC Standard

opposes the people’s democratic
dictatorship or disparages the People’s
Congress system, electoral system,
justice system, regional autonomy and
special administration region system,
military system, multi-party cooperation
and political consultation system, basic
economy system and socialist system;
opposes the leadership of the
Communist Party of Ching;

opposes the guidance of Marxism-
Leninism, Mao Zedong Thought and the
theoretical system of socialism with
Chinese characteristics.

- attacks the system of socialism with
Chinese characteristics;

- opposes the leadership of the
Communist Party of China.

2. Endangers the unity, sovereignty or territorial integrity of the nation;

SAPPRFT Standard ‘ MOC Standard

Interferes with or attacks China’s
sovereignty of politics, economics,
culture, military, legalization, justice,
administration and diplomacy;

secedes Taiwan, Hong Kong, Macau,
Xinjiang, Tibet, Diaoyu Islands, Red
Islands or South Sea Islands from
China;

treats Taiwan, Hong Kong or Macau as
a sovereign state;

omits quotation marks when referring to
Taiwan’s current government

- Interferes with or attacks China’s
sovereignty of politics, economics,
culture, military, legalization,
justice, administration and
diplomacy;

- secedes Taiwan, Hong Kong,
Macau, Xinjiang or Tibet from
China;

- embodies “Taiwan independence”,
“Tibet independence”, “Xinjiang
independence” or “East Turkestan”;

- maliciously marks China’s map.
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SAPPRFT Standard ‘ MOC Standard

institution, for example, “President” and
“Executive Yuan’;

- posts the marks of Taiwan current
government institution;

- broadcasts aggression; distorts historical
facts and plays the role of aggressor;
creates a scenario where a foreign
military invades China’s territory, or
where a foreign military attacks China’s
territory or Chinese consulates in the
name of anti-terrorism or hunting for
criminals;

- describes foreign vessels or airplanes
entering into China’s territory or
airspace, exclusive economic zone,
continental shelf or subsoil tunneling
into China;

- misinterprets China’s territory,
exclusive economic zone, continental
shelf, subsoil and other disputed
boundaries and zones;

- posts as China’s map a map that does
not follow: the boundaries reflected in
treaties signed by China and other
countries; maps officially released by
China regarding disputed boundaries;
Chinese historical maps.

Example 1: SAPPRFT has required games to not include the name of a real country,
especially in the context of World War Il games. In the game King of Warship (314 %)
(“KOW?™), for example, the name of “Japanese troops” and “USA troops” in the original
version were both revised before the game’s commercial launch. One of the reasons for
such revisions was to avoid distorting historical reality because players of KOW who
control battleship of the “Japanese troops” are able to ally with and fight alongside

players who control battleship of “USA troops”.?*?

Example 2: The storyline and background of a game shall not take place in any areas of
mainland China, Hong Kong, Macau or Taiwan.**?

242 gee “Same Game Censorship, Why my Games were Rejected While Others’ Games were Approved?” (#ff& J& i it
Femes NI T BT el ? ) (Chinese), posted at api.weixin.soften.cn on May 31, 2016.

23 See “Navigating the Regulatory Landscape in China’s US$25 Billion Gaming Market” (English), posted at Gamasutra on
February 17, 2017.
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3. Divulges state secrets, endangers national security, or damages the dignity or
interests of the nation;

SAPPRFT Standard

includes state confidential information
regarding: important decision made by
the Communist Party of China or the
PRC government; confidential maps;
national defense construction;
diplomatic activities; state economic and
social development, or science and
technology; national security and
criminal activities investigation;
propagandizes secessionist forces, anti-
China organizations and spy agencies;
socializes or encourages any
organization or individual to overthrow
the PRC government, secede territory
from China or undermine China’s
national security;

attacks, distorts, incinerates, impairs,
tarnishes or damages China’s national
flag, national anthem, national emblem,
the Communist Party of China flag, the
Communist Party of China emblem,
ministry flag, ministry emblem, Tian’an
men, Great Hall of the People, Great
Wall or Cloud Pillar;

distorts and impairs prominent figures of
China;

violates China’s diplomatic policies or
distorts the image of leaders or the
military of other countries;

propagates Fascism, prettifies the
aggression and images of war criminals
or permits end users to play the role of
war criminals.

MOC Standard

includes state confidential
information;

propagandizes secessionist forces,
anti-China organizations and spy
agencies;

includes colonialism and racialism
information;

attacks, distorts, incinerates, impairs,
tarnishes and damages China’s
national flag, national anthem,
national emblem, Communist Party
of China flag;

distorts historical events, PRC culture
and history.

Example 3: Similar to KOW, no real country name is used in the game World of
Warships (i tH:54). The “Soviet Union troops”, the “USA troops” and the “German
troops” in the non-China version of World of Warships were revised to S team”, “M
team” and “D team”, respectively, in the China version of the game. Using real country
names, in addition to possibly causing a distortion of history (as described above), would
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allow game players to play or control the solders of axis powers during World War 11,
which can be regarded as propagating Fascism.?**

4. Incites ethnic hatred or racial discrimination or undermines national solidarity, or
infringes upon national customs and habits;

SAPPRFT Standard MOC Standard

- reinforces contradictions of ethnic - reinforces contradictions of ethnic
groups; groups;
- distorts the images of all ethnic groups; | - insults the unique traditions and
- belittles or denies the history or religious faith of minorities;
contribution of ethnic groups; - embodies historic events that damage
- propagates that one ethnic group is in a ethnic unity;
dominant position with privileges; - distorts the images of ethnic groups;
- destroys ethnic unity, religious harmony | - distorts landmarks or symbolic
and freedom of religious belief; images of China’s civilization or
- distorts or damages traditional custom, traditional culture.
taboo and symbols of ethnic groups;
- propagates foreign denominations to
damage ethic unity and interfere with
religious affairs.

5. Propagates evil cults or superstition;

SAPPRFT Standard MOC Standard

- propagates heresy, including Falun - distorts religious policies of the
Gong; government of China, twists legal
- propagates hierarchical worship; religious faiths, and insults believers
- propagates heresy cannon, doctrine, of legal religion;
books or marks; - propagates heresy organizations,
- propagates participation in heretical cannon or doctrine;
activities; - propagates religious extremism;
- broadcasts heresy and controls others - broadcasts superstitious ideas.
mentally;

- distorts or tampers with traditional
religious doctrines;

- functionally enables end users to avoid
evils or receive superstitious fortune
telling;

- creates or exaggerates hyperphysical or
supernatural phenomenon.

24 gee “Same Game Censorship, Why my Games were Rejected While Others’ Games were Approved?” (%‘B%%Xﬁfﬁﬂk,
Femis NZGL T BT 151 ? ) (Chinese), posted at api.weixin.soften.cn on May 31, 2016.
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6. Disseminates rumors, disrupts social order or undermines social stability;

SAPPRFT Standard MOC Standard

- has functions or storylines that None.
propagate activities impairing social
stability;

- propagates activities that obstruct
government officers in performing their
duties;

- uglifies or attacks people or ethnic
groups within certain areas;

- seduces end users to pay legal currency
directly or indirectly in exchange for
game items or services by random
drawings and without posting detailed
rules.

Example 4: A main character’s background story in a game shall not be that of an
“assassin”, and SAPPRFT suggests modifying the identity of such characters to be law
enforcement officers or military personnel. A game’s mission objective narratives should
be changed to exclude words such as “assassinate” and “kill”. Graphic depictions, like
blood and headshot animations, must be modified.*®

7. Propagates obscenity, pornography, gambling, violence or instigates crimes;

(1) Propagates obscenity or pornography

SAPPRFT Standard MOC Standard

- includes content of incest, rape, rape by | - describes sexual seduction, sexual
turns or has such functions; harassment or sexual insults;

- includes content of sexual behavior of - includes detailed content of the naked
minors or has such functions; human body or reproductive organs;

- includes detailed content of homosexual | - includes content of incest, rape, rape
sex or has such functions; by turns or has such functions.

- includes detailed content of
parasexuality or has such functions;

- includes detailed content of prostitution
or has such functions;

- includes detailed content of the naked
human body or reproductive organs;

- includes detailed content of reproductive

5 See “Navigating the Regulatory Landscape in China’s US$25 Billion Gaming Market” (English), posted at Gamasutra on
February 17, 2017.
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SAPPRFT Standard MOC Standard

organs of animals;

- includes detailed content of sex products
and their functions;

- embodies or implies sexual activities;

- includes detailed content of sex
techniques;

- embodies sexually transmitted diseases,
including syphilis or AIDS;

- describes the sex trade, sex psychology,
sex activities or sex experiences in
bodily language;

- publicizes sexual liberation and sexual
freedom.

(2) Propagates gambling;

SAPPRFT Standard MOC Standard

- introduces detailed information of - has the function of gambling, or
gambling and the function of gambling advertises gambling.
items;

- has the function of gambling or provides
gambling services;

- charges a per match fee based on
whether or not a player wins or loses the
match, either in legal currency or virtual
currency;

- includes a mini-game of chance with
virtual currency betting where there is
no upper bet or daily loss limit;

- has the function of using earned credits
or virtual currencies in exchange for
cash or items;

- provides services of transferring earned
credits between players;

Example 5: To assess whether a game contains gambling features, see the standards
detailed in Section 5.1 (Game Content and Functionality Restrictions).

(3) Propagates violence;

SAPPRFT Standard MOC Standard
- life-like performance or description of | - prettifies violence or performs violence
an incomplete human body or human with reckless abandon;
body dismemberment, performs - deliberately shows scenes of blood
detailed process of injury or performs spewing, cruelty, terror or drug taking,
scenes of blood spewing or a river of which might induce teenagers to
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blood flow;

deliberately shows dead bodies,
dismembered bodies, corpses or
includes other acts contrary to
common sense;

advocates the effects of weapons of
mass destruction, chemical, biological
or nuclear weapons, or deliberately

SAPPRFT Standard MOC Standard

imitate;

prettifies images of criminals, which
might induce teenagers to feel
sympathy with criminals;

deliberately shows the details of
criminal offences, to induce teenagers
to imitate;

prettifies crimes against humanity or

rendering horrible scenes of mass
destruction;

- deliberately designs characters, images
or scenes that are too horrible.

society, including slaughter, genocide
or other inhumane activities.

Example 6: In 2009, in connection with the transition of World of Warcraft from one
domestic operator to another and a new round of censorship review, piles of bones were
replaced with bags of sand, the color of blood was changed from red to black and multi-
headed icons were replaced with boxes.?*°

During a 2009 interview, Song Jianxin (52 #T), the current deputy director of the

Digital Publishing Division (¥17 i 7]) of SAPPRFT, which is the SAPPRFT department
in charge of game censorship, indicated that the depiction of bodily dismemberment,
including the severing of heads, arms or legs, is not permitted in games.?*’

Example 7: Some reporters have indicated that content censorship requirements also
apply to the logo of a mobile game. If the color of the logo is red, for example, the game
might not be approved by SAPPRFT because the logo is suggestive of “blood” or

“violence”.?*8

(4) Propagates or instigates crimes;

Example 8: In July 2009, MOC issued a circular banning mafia style games, which
included games on China’s domestic social networking sites that resemble the game
Mafia Wars on Facebook.**

Example 9: In April 2011, MOC issued a notice requiring websites and internet cafés
inside China to remove all content relating to 39 specific video games, most of which
were pirated versions of foreign single player PC games that were not approved for

246 See “China Censors World of Warcraft; Blood to Oil”, posted at Tom's Hardware on August 7, 2009.

247 See “GAPP Issued Violence Standards, What Changes Should WoW Make” (22 H £ %5 BR & 7 b v JBE 2R L6 75 2 1)
(Chinese), posted at people.com.cn on August 25, 20009.

248 gee “About Game Approval, Half a Year Passed, You Might Still Do Not know the Challenges” (FitfRs, KEZ G,
PR ] BEXEASRITE () 5 L A AR L 5T) (Chinese), posted at api.weixin.soften.cn on November 23, 2016.

249 See “Mafia-Themed Online Games Banned”, posted at Xinhuanet.com on July 29, 2009.
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commercial release in China, including Call of Duty and Grand Theft Auto, because such
games propagate crime in violation of content restrictions.**

8. Insults or slanders others, or otherwise infringes upon the legitimate rights of

others;
SAPPRFT Standard MOC Standard
- includes language, gesture or movement | - insults or slanders others;
that insult or slander others; - infringes on the privacy of others or
- maliciously uses euphemisms of their personal freedom;
politicians or public figures; - abuses others, or curses upon others;

- deliberately performs physiological or
mental defect of others to infringe on
the personal dignity of others;

- broadcasts false facts to infringe on the
reputation of others;

- illegally uses the portraits of others to
infringe on their images;

- exposes the privacy of others and
infringes on the private lives of others.

9. Endangers social morality or national splendid cultural traditions; or

SAPPRFT Standard MOC Standard

- violates basic moral requirements; - violates basic moral requirements;
- deliberately performs filthy fights or - broadcasts negative lifestyles;
dirty talk; - publicizes negative attitudes toward
- damages or destroys historical relics, love and marriage;
places of interests, government offices | - includes language or images that are
or landmark building; disgusting to the public;
- performs discrimination against women, | -  publicizes the destruction of the
children, the elderly or disabled people; environment and animal cruelty.
- includes storylines which are harmful
for a harmonious society;

%0 gee “China to Ban 39 Games over Violent, Pornographic Content”, posted at whatsonningbo.com on April 20, 2011, and
“39 Games Including Call of Duty, Grand Theft Auto were Banned” (ffifiy £ M. k%55 42 F45 39 ikl 5 %)
(Chinese), posted at ccidnet.com on April 20, 2011. The 39 games consist of: (1) Call of Duty 2; (2) Call of Duty 4: Modern
Warfare; (3) Call of Duty 5: World at War; (4) Call of Duty: Modern Warfare 2; (5) ShellShock: Nam’67; (6) ShellShock 2:
Blood Trails; (7) Grand Theft Auto; (8) Grand Theft Auto: London 1969; (9) Grand Theft Auto 2; (10) Grand Theft Auto 3;
(11) Grand Theft Auto: Advance; (12) Grand Theft Auto: Vice City; (13) Grand Theft Auto: San Andreas; (14) Grand Theft
Auto: Liberty City Stories; (15) Grand Theft Auto: Vice City Stories; (16) Grand Theft Auto 4; (17) Grand Theft Auto:
Chinatown Wars; (18) Grand Theft Auto: The Lost and Damned; (19) Grand Theft Auto: The Ballad of Gay Tony; (20)
Kane and Lynch: Dead Men; (21) Kane and Lynch 2: Dog Days; (22) Mafia; (23) Mafia 2; (24) Total Overdose; (25) Saints
Row; (26) Saints Row 2; (27) True Crime: New York City; (28) True Crime: Streets of L.A.; (29) Mercenaries; (30)
Mercenaries 2 World in Flames; (31) 50Cent: Bulletproof; (32) 50 Cent: Blood on the Sand; (33) The Godfather; (34) The
Godfather I1; (35) Scarface: The World is Yours; (36) Crackdown; (37) Forbidden Siren; (38) Forbidden Siren 2; and (39)
Siren New Translation.
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SAPPRFT Standard MOC Standard

- broadcasts lifestyles like “Money is

% 4¢ 9 ¢

King”, “break up the pale”, “wife
swap”, “extramarital affair” or “One
night stand”;

- advocates abuse for personal gain or
dealing power for money;

- undermines national cultural heritage,
or twists history, events or
representations;

- advocates a patriarchal clan system,
“man is superior to woman” Or
polygamous marriage;

- attacks the creditability of China’s
traditional cultures;

- denies China’s national spirit.

Example 10: In September 2009, the company behind a webgame entitled “Hot Blood
Three Kingdom” (#If. = [&]) was punished by SAPPRFT for using inappropriate
promotional slogans such as “rob people, rob money, and rob the whole world” in the

game.?!

Example 11: In December 2009, MOC required Five Minutes, the developer of a Chinese
version of the social networking game Happy Farm, to replace the in-game term “tou
cai”(fi=%), which means “stealing vegetables”, with the term “shou huo”(I53k), which
means “harvesting”, % apparently in reaction to the anti-social nature of stealing

vegetables from a friend’s farm.
Example 12: One game developer has indicated that SAPPRFT refused an application of

a game that included an in-game virtual item called a “tiger skin” because “tiger skin” is
suggestive of hunting and killing tigers, which are first-grade state protected animals.?*®

10. Is otherwise prohibited by the laws, or administrative regulations of the PRC.

SAPPRFT Standard MOC Standard

Endangers teenagers’ physical and None.
psychological health:

1 See “GAPP Punished Several Vulgar Online Games™ (#r [l i & 25 kb — LI /8 R4 H7) (Chinese), posted at
GAPP.gov.cn on September 29, 2009.

22 See “China Prohibits Vegetable *Stealing’ in Social Games”, posted at Marbridgeconsulting.com on December 17, 2009.

23 gee “You Need to Notice the Issues in the Game Approval Application” (F-HLIExk S g fbid F8, Br T ANAg I3
2 ANEAE AR A i 75 BV E ) (Chinese), posted at 41 fun.com on July 7, 2016.
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SAPPRFT Standard MOC Standard

- advocates criminal offenses to induce
teenagers to imitate; concretely
describes criminal offenses to
encourage or induce teenagers to
imitate; prettifies images of criminals;
advocates activities that infringe on the
property right of third parties, such as
playing the role of robbers, stealing or
robbery; describes escape from legal
punishment, and has the function of
bribery or jail escape; describes mafia
organizations; advocates and induces
malicious player killing (PK);

- advocates drug taking and drug
trafficking to induce teenagers to
imitate; concretely describes planting
poppy or other drug plants; advocates or
concretely describes drug production,
trafficking or purchase; advocates or
concretely describes drug taking, or
inducing or forcing others to take drugs;
advocates or concretely describes the
function of drugs; advocates or
concretely describes making profits
from drug trafficking;

- advocates other activities endangering
teenagers’ physical or psychological
health; describes vulgar lifestyles;
concretely describes teenagers’ drinking
or smoking; concretely describes
teenagers’ entering into places that are
not suitable for teenagers; encourages
teenagers to live together and marry.

Example 13: The government does not encourage including game features related to PK,
PVP or revenge, as such game features might easily be deemed “including malicious
player killing”. To avoid this, the game “The Legend of Mir 2” (f£%F) utilizes a color
changing scheme whereby players that kill other players are turned yellow and then later
red. The red-label indicates to other players that the labeled player has recently killed
another player, and the red-labeled player often becomes the target of other players in the
game. Red-labeled players are also prohibited from entering into certain places in the

game.?**

24 See “Same Game Censorship, Why my Games were Rejected While Others’ Games were Approved?” (%‘B%%Xﬁﬁﬁﬁk,
Femis NZGL T BT el ? ) (Chinese), posted at api.weixin.soften.cn on May 31, 2016.
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Example 14: Words about “revenge” shall not appear in games. In the game “Boom
Beach” (¥ 5 %5 1), players are able to view videos that show how other players attacked
their base, and the game encourages such activities. Although “Boom Beach” has
obtained both MOC and SAPPRFT approval, which suggests that the relevant authorities
are allowing games with such features, the word “revenge” is not allowed to appear in the

game.?*

25 Gee “Same Game Censorship, Why my Games were Rejected While Others’ Games were Approved?” (%‘B%‘Uﬁ}&ﬁﬁﬁk,
s NSO T g 4T 1912 ) (Chinese), posted at api.weixin.soften.cn on May 31, 2016.
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ANNEX V-B
GAME FUNCTIONALITY RESTRICTIONS

As mentioned in the Section 5.1 (Game Content and Functionality Restrictions), the
bulletin in this Annex V-B is the translation of the list of game functionality restrictions
included in the MOC’s internal content censorship training materials.

1. Marriage Functionality
- Shall not be available for teenagers.

2. Children Raising Functionality
- Must be designed for fostering a sense of responsibility of players and developing
the ability of players to educate children; and
- Must avoid inducing players to be online for a long time.

3. Pet Raising Functionality
- Must avoid inducing players to be online for a long time; and
- Shall not include any content providing for the mistreatment of animals.

4. Combat Functionality
- A player shall not be able to initiate a player killing (PK) without the other players’
consent;
- Shall not induce players having desires of revenge;
- Shall not include scenes of blood, terror or disabled body; and
- Shall not encourage malicious player killing (PK).

5. Tasks and Requests Functionality
- Shall not have storylines that maliciously distort historic events or damage historic
images; and
- Shall have the function that enables players to suspend game playing and save game
files, and shall not force players to be online for a long time.

6. Union Functionality
- Shall ensure that players can freely participate in and quit unions, and shall not
infringe on a players willingness to participate.

7. Entertainment Functionality
- Online games shall not have functions that allocate items randomly to induce players
to transfer legal currency or virtual currency for game services;
- Online games shall not have gambling features, such as any contents of fried golden
flower (XE4:1£), five card stud, baccarat, blackjack or handbookinger;
- Online game must have upper limits for (i) the amount a player can bet in each
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match, and (ii) the amount that a player can lose per day;**®
- Online games shall not provide services that enable players to transfer game credits
for cash, or transfer game credits between players.

% As discussed in Section 5.1 (Game Content and Functionality Restrictions), a maximum bet limit from RMB20 to
RMBS80 of purchased virtual currency is common and the maximum amount a player can lose in one day shall not exceed
RMB500 of purchased virtual currency.
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ANNEX VI
COMPLIANCE SCORECARD

As discussed in Section 2 (Scope of China’s Game Market) above, the China game
market is dominated by online games, and it is possible to check compliance with various
regulations by visiting the websites and mobile apps of leading game operators, mobile app
stores and developers. Although the digital game industry is heavily regulated by PRC
regulators, not all of the regulations are fully implemented or enforced. This regulation
compliance scorecard provides a snapshot view of which rules are being enforced, and which
ones are being ignored.

1. Game Compliance Scorecard. The table below summarizes compliance with the rules
regarding game approvals and real-name registration by the top fifty (50) PC online
games and top fifty (50) mobile games.

(1) PC Online Game Compliance Check

Game Type MOC Game SAPPRFT Publishing Real-name
Approval®’ | Game Agent®® Registration®®
Approval®®®
PC Online
Games”®
Compliance Rate: | 84% 76% 24% 40%

57 Data regarding compliance with MOC game approval requirements is based on (i) the self-posted MOC game approval
numbers on the websites of various online game operators, and (ii) the list of MOC approved games at the following MOC
website: http://www.ccm.gov.cn/swordcms/publish/default/static/main/index.htm.

%8 Data regarding compliance with SAPPRFT game approval requirements is based on (i) the self-posted SAPPRFT game
approval numbers on the websites of various online game operators, and (ii) the list of SAPPRFT approved games at the
following SAPPRFT website: http://www.gapp.gov.cn/govservice/1980.shtml.

2 Domestic operators of PC online games that do not have online publishing service licenses are generally able to cooperate
with stated-owned publishing houses that do such licenses in order to apply for SAPPRFT game approval. Such stated-
owned publishing houses are referred herein as “publishing agents”. We regard a game to be using a publishing agent when
(i) the game “operation entity” (& & ¥./i) and the game “publishing entity” (H K #.47) are two different entities, and (ii)
such entities are not affiliates.

260 \We regard a game to be compliant with real-name registration rules when, in connection with registration, such game
requires its players to provide their (i) mobile phone numbers, and such mobile phone numbers are verified by text message;
or (ii) names and national identification numbers. If a game’s registration process can be completed by providing a fake
identification number with a random name, then we regard this game as not complying with the real-name registration rules.

21 The list of the top fifty PC client-based games is based on the voting of users on 17173.com on March 1, 2017. See
«17173 Online Game Ranking List” (17173 ® &3 3 HEAT1E) (Chinese).
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(2) Mobile Game Compliance Check

MOC SAPPRFT  Publishing i0OS Real- Android Real-
Game Game Agent®®  name name
Approval®?  Approval® Registration®® Registration®®
Mobile 43/50 36/50 8/36 0/50 14/50
Games”®’
Compliance | 86% 2% 22.22% 0.00% 28%
Rate:

2. Operation Compliance Scorecard. The table below summarizes compliance with the

online game operator license requirements by online game operators in China.

Game Operator  Value-Added Internet Online Publishing
Telecommunication Culture Service License?”
License %8 License®®

Tencent (J#5H) Yes Yes Yes

NetEase (% %) Yes Yes Yes

Perfect World (52 | Yes Yes Yes

ELED)

Changyou (#7ii#) | Yes Yes Yes

KongzZhong (==#' | Yes Yes Yes

%2 Data regarding compliance with MOC game approval requirements for mobile games is based on the same test as the test
for PC online games.

%63 Data regarding compliance with SAPPRFT game approval requirements for mobile games is based on the same test as the
test for PC online games.

264 \Whether a mobile game uses a publishing agent is based on the same test as the test for PC online games.

265 Bach i0S version of the mobile game that we tested is downloadable through China’s Apple App Store. We regard a
mobile game as compliant with real-name registration rules: (i) a “tourist model”, which allows players to play the mobile
game without submitting any player identification information or mobile phone number, does not exist, and (ii) the game
requires players to either provide their mobile phone numbers and to verify such mobile phone numbers by text message, or
provide their names and national identification numbers, in each case to finish the registration process. If a game’s
registration process can be completed by providing a fake identification number with a random name, then we regard this
game as not complying with the real-name registration rules.

%8 Each Android version of the mobile game that we tested is downloadable through such mobile game’s official website.
The real-name registration rule test is the same as the test for iOS versions of mobile games described above.

%7 The list of top fifty mobile games is based on voting by users on 17173.com on March 1, 2017. See “17173 Mobile Game
Ranking List” (17173 FFHEATH) (Chinese).

268 \We checked compliance with value-added telecommunication license requirements on MIIT’s website:
https://tsm.miit.gov.cn/pages/home.aspx

%9 We checked compliance with internet culture license requirements through MOC’s provincial level websites, such as
Beijing MOC’s website: http://www.bjwh.gov.cn/bjwh/bsfw/jggs/index.html, and Guangdong Province MOC’s website:
http://www.gdwht.gov.cn/

2% \wWe checked compliance with the online publishing service license requirements through SAPPRFT website:
http://www.gapp.gov.cn/govservice/1959.shtml
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)

Giant (B AWM 4%) | Yes Yes Yes
Shanda (%K) Yes Yes Yes
Kunlun (&7 Yes Yes Yes
4E)

NetDragon (% J£) | Yes Yes Yes
YY (MEERFAR) Yes Yes Yes
360 (%5 % 360) Yes Yes Yes
Kingsoft (& 111) Yes Yes Yes
37 Interactive (37 | Yes Yes Yes
H.4%)

Youzu (JFiEM %) | Yes Yes Yes
Yodo 1 (Jifi& %) | Yes Yes No
iDreamsky (VK12 | Yes Yes Yes
Viigsd)

Compliance Rate | 100% 100% 93.75%

3. Mobile Game App Stores. The table below summarizes compliance with the rules

regarding various license requirements by the leading Android mobile game app stores
and China Apple App Store.

Mobile Game Value-Added Internet Culture Online Publishin

App Stores Telecommunication = License?’ Service License?’
License?’

MyApp (#5152 | Yes Yes Yes

H %)

360 Cellphone Yes Yes Yes

Assistant (360 F

HLIF)

Baidu Cellphone | Yes Yes No

Assistant (F EF

B 7 i)

Xiaomi App Store | Yes Yes No

(INK L )

21 \We checked compliance with value-added telecommunication license requirements through MIIT’s website:
https://tsm.miit.gov.cn/pages/home.aspx

22 \We checked compliance with internet culture license requirements through MOC’s provincial level websites, such as
Beijing MOC’s website: http://www.bjwh.gov.cn/bjwh/bsfw/jggs/index.html, and Guangdong Province MOC’s website:
http://www.gdwht.gov.cn/

218 We checked compliance with online publishing service license requirements through SAPPRFT’s website:
http://www.gapp.gov.cn/govservice/1959.shtml
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Wan Dou Jia (i
53K)

Yes

Yes

Yes

Huawei App
Store (495 H
%)

Yes

Yes

No

Hi Market (% 5.
&)

Yes

Yes

No

Vivo Cellphone
Assistant (Vivo

FHLELF)

Yes

No

No

Oppo App Store

Yes

Yes

No

China Mobile
Mobile Market

(F E R zh A2 sl
R)

No

No

No

China Telecom Yi
Store (4 E H{5
5 i i)

Yes

Yes

No

China Unicom
Wo Store (H [ Bt
SN

Yes

Yes

No

Apple

No

No

No

Compliance Rate

84.6%

77.1%

23.1%
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ANNEX VI

TAX INCENTIVE REQUIREMENTS

In order to qualify as a high and new technology enterprise, a company must satisfy

the following requirements:?’

1)
()

©)

(4)

()

(6)

(")

The company must have been established for one (1) year;

The company must own independent intellectual property for the core technologies in
its key products and services;

The company’s products and services must be within the prescribed scope as further
described in “High and New Technology Fields Under the Key Support by the State”

(I 57 S A BT R AR 77

Scientific and technical personnel with an educational background of junior college or
higher must account for at least 10% of the total number of employees of the company;

The company must be carrying out research and development activities, and the ratio
between its total research and development expenditures during the most recent three
accounting years and its total sales revenue must meet the following requirements:

a)  If the sales revenue of the company during the most recent year is less than
RMB 50 million, the proportion shall not be lower than 5%;

b)  If the sales revenue of the company during the most recent year is between
RMB 50 million and RMB 200 million, the ratio shall not be less than 4%;

c) If the sales revenue of the company during the most recent year is more than
RMB 200 million, the ratio shall not be less than 3%.

If the ratio between the total research and development expenditures incurred by the
company within China and the total research and development expenditures incurred
by the company globally is less than 60% and three years have not lapsed since the
establishment of the company, the calculation shall be based on the actual number of
years of business operation of the company.

The company’s revenue from high and new tech products and services must account
for at least 60% of its total revenue during the current year;

The company’s innovation ability must satisfy the relevant requirements; and

2% Article 10 of Administrative Measures for the Determination of High and New Tech Enterprises (& A Ak g &
HJp75), jointly issued by Ministry of Science and Technology (£} ), Ministry of Finance (4 E(i) and State
Administration of Taxation on January 29, 2016.

275 Source; MOFCOM website.
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(8) No serious safety accident, serious poor-quality accident or serious environment
damage accident during the past one (1) year.

101
Pillar Legal, P.C.



http://www.pillarlegalpc.com/en/

ANNEX VIII

LIST OF REGULATIONS

This list of regulations includes all rules and regulations that we cited in this primer,

which covers almost all PRC rules and regulations that relate to China’s digital game industry.

1. Opinions of the Supreme Court on Several Issues Concerning the Implementation of the
General Principles of the Civil Law of PRC (&= A FIEREEIR (ST BT <h
A N B RN E] ReyRd ) > 25 n) i ) = (R4 T)) I ), issued by the Supreme
Court on April 2, 1988.

2. PRC Contract Law (5 [F]¥%), issued by National People’s Congress on October 1, 1999.

3. The Notice on Launching a Special Campaign against Illegal Electronic Game Rooms
(1 55 52 70 2 7% R OCAC RS BB 9% 1T Ji& v Tl AR A B 7 BT 7 T B L H)
), issued by the General Office of the State Council in June 2000.

4. The Administrative Measures on Internet Information Services ( E ¢ /13 IR 456 3 73
1), issued by the State Council in September 2000.

5. Telecommunications Regulations of the People's Republic of China (H 4 A B A1 [ H
&2k 11), issued by State Council in September 2000.

6. Telecommunications Regulations, the catalogue attached to the Telecommunications
Regulations (HL{5 2651 (B CHAE MK 55912 Hx) ), issued by the State Council in
September 2000.

7. Provision on the Administration of Electronic Bulletin Board Services on the Internet (5.
IE P EE - 15 IR 45 B 52), issued by MIIT in October in 2000.

8. Measures for the Registration of Computer Software Copyright (i1 & 14t /EAUE
1C.709%), issued by NCAC on February 20, 2002.

9. The Notice of the Ministry of Culture on Enhancing the Supervision on Internet Culture
Market (LA 9T 5 X 45 S04k T 378 B2 1) 38 %), issued by MOC on May 2002.

10. The Regulations on the Administration of Business Sites of Internet Access Services (.
1 X X R 45 7 V37 i 5 F 2% 491)), issued by the State Council on September 29, 2002.

11. The Notice on Strengthening the Content Censorship of Online Games (3Z 443 5< T
5FF ) 24 i 37 il P2 B A A I8 ), issued by MOC in May 2004.

12. The Interim Provisions on the Administration of Internet Culture (.5 AL BRET AT
FiiE), issued by MOC in May 2003, and amended in July 2004.

13. Notice on the Work of Purification of Online Games (5% - 1§+t X 2% i % A 138 411,
issued by MOC on June 9, 2005.

14. Several Opinions regarding the absorbing the Foreign Investment in Culture Regions (<
T304 Ak 5| A B A L), issued by MOC on July 6, 2005.

15. Some Opinions of the Ministry of Culture and the Ministry of Information Industry on

the Development and Administration of Online Games (SCALEB 15 B\ EBIE T M 4%
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TR A AN PR35 T 7 L), issued by MOC and MIIT on July 12, 2005.

16.

Shanghai Electronic Game Rooms Management Test Work Plan (_EF B il sk 45 1
JIT 5 R 5 A 5 ), issued by Shanghai Municipal Administration of Culture, Radio,
Film and TV on May 23, 2006.

17.

Notice on Strengthening the Administration of Foreign Investment in the Operation of
Value-Added Telecommunication Business (5<F N as 4 i $5 8 24878 19 E A S L 5545
FH A3 40), issued by MIIT on July 13, 2006.

18.

The Notices Regarding Further Strengthening the Administration of Internet Café and
Online Games (< T-13E— 25 i gim [ NE Az [ 26 Jire x5 28 T B (438 1), issued by 14
government departments including MOC, the State Administration For Industry and
Commerce, the Ministry of Public Security, and MIIT on February 15, 2007.

19.

The Income Tax Law of PRC ({2 MV {8 #ii%), issued by the National People’s Congress
on March 16, 2007.

20.

The Notice on Protecting the Health of Minors by Adopting an Anti-fatigue System in
Online Games , (< TR 47 AR A N B oA B S it ) £ i 1 7 00K 22 GE 38 60,
issued by SAPPRFT, MIIT and six other departments of the State Council in April 2007.

21.

The Administrative Provisions on the Publishing of Electronic Publications (H-H 4
H AR BRI 5E), issued by SAPPRFT in April 2008.

22.

The Administrative Measures for the Determination of High and New Tech Enterprises
(TR AN & R F0%), issued by the Ministry of Science and Technology, the
Ministry of Finance and the State Administration of Taxation on April 14, 2008.

23.

The Regulation on the Responsibilities, Internal Structure and Personnel of the Ministry
of Culture (SCALHE 3 B2 HR 57 W LA AT N 23 4 1l KL 58 ), issued by the General Office
of the State Council in July 2008.

24,

The Regulation on the Responsibilities, Internal Structure and Personnel of the General
Administration of Press and Publication (& Z#T 8] H ke 2 (B KRR ) 32 ZEHR 53
LRI 52 gl B € ), issued by the General Office of the State Council on July
11, 2008.

25.

The Administration of Foreign-Invested Telecommunication Enterprises (¥ % 5% A5
LA PR %), issued by the State Council in January 2001, and amended in September
2008.

26.

Administrative Measures for Software Products (3% {47 i & #0922, issued by MIIT
on March 1, 20009.

27.

Administrative Measures for Telecommunications Business Operating Licenses (FE{5 b
2BV A BRI, issued by MIIT on March 5, 20009.

28.

The Notice on Standardizing the Application and Review Work for Imported Online
Games (5 T REVELBE 1190 45 T e i A 28 o A AR LA B 1), issued by MOC on
April 24, 2009.

29.

The Notice on Strengthening Administration of Virtual Currency in Online Games (5< T
TIN5 X 268 317 %% Rz 401 5% 10 45 BE T /E 38 %), issued by MOC and the Ministry of Commerce
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in June 2009.

30.

The State Commission Office for Public Sector Reform's Interpretation of the Provisions
Concerning Animation, Online Game and Law Enforcement in the Cultural Market in the
General Administration of Press and Publication, the Ministry of Culture and the State
Administration of Radio Film and Television Three Determinations Regulation (' 44
IR CAGHES . TR R BT R E (= RE ) A REhiE . TR
AR T 48 B B2 B384 46 SCHfiRFE), issued by the State Commission Office for
Public Sector Reform in July 2009.

31.

The Notice on Implementing the Three Determinations Regulations and the Reform
Commission Interpretation and Strengthening the Preapproval of Online Games and
Administration of Imported Online Games (< T T fIv& SEE 45 Bt (“=E e ) F
e I A IAERE T AN 5 X 8 xS L AT X 4 el e A A ),
issued by SAPPRFT in September 2009.

32.

Notice on Improving and Strengthening the Administration of Content in Online Games
(CTAXER 5 T et A 5 o) 26 Jife xk PN 2578 B TR (1938 %), issued by MOC on
November 13, 2009.

33.

The Notices Regarding Further Strengthening the Administration of Internet Cafés and
Online Games and the Notice Regarding Increasing the Punishment for Internet Cafés

that Admits Minors (SCAGE 2T IR I IEL 2 40 A o Nty AT Ak 1 7 FE ) d
1), issued by MOC on March 13, 2010.

34.

The Interim Provisions on the Administration of Online Games (% 4% i 4% & # #4775
7%), issued by MOC in June 2010.

35.

The Notice Regarding Prohibiting Game Companies from Using Vulgar Methods to
Promote the Sale of Online Games (LA SC AL 37 7] ¢ T 0 5E M 2 g xk i 4 )
1 IE AR E A4 4T NI B, issued by MOC on July 7, 2010.

36.

Notices Regarding the Implementation of the Interim Provisions on the Administration of
Online Games (T S I7& SE (28 Ui xR BB AT IME) A SHIE I I8 A1), issued
by the Ministry of Culture Shanghai Office on July 27, 2010.

37.

The Requisite Standard Clauses for Online Game Service Agreement (I 25 Jif x% Il 55 4%
AL £252K), issued by the Ministry of Culture on July 30, 2010.

38.

The Implementation Plan of the Online Game Parental Control Project for Minors (““[% %%
TRk R A N F K W3 TR 92 7 %2), issued by eight government departments
including the Ministry of Public Security and the MOC on January 15, 2011.

39.

Several Policies on Further Encouraging the Development of the Software and Integrated
Circuit Industries (ZF— 2 b HHF 7= VAN B R FLES 7= b K e 1) 45 T80, issued by
the State Council on January 28, 2011.

40.

Tentative Measures for Administration of Internet Culture (H.J¢ M SCALE BB AT HLE),
issued by MOC on March 21, 2011.

41.

Notice on Issues Relating to the Implementation of the Tentative Measures for
Administration of Internet Culture (LA OC TS HEHMETT CELIDE N ST BT AT R
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5E ) HiE %), issued by MOC on March 21, 2011.

42.

The Notice Regarding China Initiates Work for the Online Game Real-Name System (3¢
T3 Bl 9 2 3 BT U A 5 44 Bk AT I8 %), issued by eight government
departments including the SAPPRFT and the Ministry of Public Security on July 1, 2011.

43.

Several Opinions of the State Council on Supporting the Construction of Kashi Horgos
Economic Development Zone (I 5% Fri % T 3L R A2 R R A 5r kX @ w4+
& L), issued by the State Council on October 8, 2011

44,

Several Provisions on Regulating the Market Order of Internet Information Services (¥
JE H B AE BARSS TRk 45 T 5E), issued by MIIT on December 29, 2011.

45.

The Implementation Plan of the Public Electronic Reading Rooms Construction Plan
(N L H TR U = R S i 5 R), issued by MOC and the Ministry of Finance
on February 3, 2012.

46.

Notice of the Tentative Instructions to the Administration of Internet Culture Market (3C
WSS T EI R (M2 A iz thal TARTR S 47D ) AYaE%N), issued by the
Ministry of Culture on September 24, 2012.

47.

Decision to Enhance the Protection of Network Information (4= [E A AR K ¥ 42
R4 InsR M 405 BARS R ), issued by Standing Committee of the National
People’s Congress on December 28, 2012.

48.

Rules of Protection on Information Network Dissemination Rights ( {15 5. 25 4& 37541
PRI 2EH1) R¥YE 201345 1 H 30 H (ES Bk T (5 B ML TER IR 2451
[k g ) 151T), issued by the State Council in January 30, 2013.

49,

Work Plan for the Integrated Prevention of Minor Online Game Addiction (SCAL
FEBMEEIIAE . THER a2, TIAEEAE. ZE . B,
WA, A, PR ANRRIT. ESGEIIA SR FrE TR E . F o]
Iy PRGN IEH R R TENA CRBE N Z R i 25 & Biia TR T
YEJ5 %) 3B 5N), jointly issued by 15 government authorities on February 5, 2013.

50.

Notice to Implement Change from Business Tax to Value-Added Tax Pilot Zone
Management Nationally (3¢ 7 4= [E - i 75 b A e A 38 (B 3 X i A DAk S/ 241 i) S
fr) 2 45), issued by State Administration of Taxation ([E ZX 45 5 /) on July 10, 2013.

51.

Order for the Protection of Telecommunication and Internet User Personal Information
( CRASATEICM A A NG BRI HLE Y K A7R), issued by MIIT on July 16, 2013.

52.

Notice of the Ministry of Culture on Implementing the Administrative Measures for the
Content Self-examination of Internet Culture Business Entities (34L& T 92 M 2%
AL E AL B F A %), issued by MOCon August 12, 2013,

53.

Notice of the Ministry of Culture on the Management of Online Operation of Internet
Culture Entities CLALFBIF AT T RIS U A E B 2RI T8 B TR @
1), issued by MOC on December 24, 2013.

54,

Decisions of the State Council on Temporary Adjustment on the Related Regulations
with respect to the Approval or Admission of Foreign Investment in (Shanghai) Pilot
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Free Trade Zone (I & Be ¢ TAEHE (B H HR 216050 X P98 B 08 AT L
VEFRN [ 55 ot ST R F AT IBUR b 0 A R ) 8 B4 It 1) R 5 ), issued by the
State Council on January 6, 2014.

55.

Decisions of the MIIT on further opening of value-added telecommunications service in
(Shanghai) Pilot Free Trade Zone (< THE (_Rifg) H H A 556 X i — X 4T
A B Y 55 i3 L), issued by MIIT on January 6, 2014,

56.

Implementation Rule of the Opening of Culture Market in (Shanghai) Pilot Free Trade
Zone ("FE (R B H A 556 X ST R0 H SL 40 ]), issued by
Shanghai Municipal Government on April 10, 2014.

S7.

Notice of Further Standardizing the Application Materials for Foreign Copyright Owner
Authorizing Internet Games and Electronic Game Publications (3T #f— 5 #70 Hi i i
P ZAEALNAR AR A i A it M1 EL 73 3K HE P HR AR 3R 26), issued by
SAPPRFT on April 18, 2014.

58.

Notice on Strengthening of Law Enforcement and Supervision, Perfect Management
Policies and Promoting the Healthy and Orderly Development of The Internet Service

Industry (5¢ T INsmPiE I 5838 8 HIBUR 20k BB _E W IR 5547 kA B 7 K
[¥)3E 401), issue by MOC on November 24, 2014

59.

Notice of the State Council on Promoting the Replicable Experience from the Pilot
Reform in China (Shanghai) Pilot Free Trade Zone (H %55 THE tHE ( E¥#) H
FH 52 2 1056 [X AT A2 1) 50K i 2 56 TR JE 4T), issued by the State Council on December
14, 2014.

60.

PRC Foreign Investment Law (Draft for Public Comments) (7 A F& 30 [E 4h FE % %
% CERAERE R )

61.

Foreign Investment Catalogue (Amended in 2015) (4hii % 77 Mkd8 5 H 3% (2015 &
11 ), issued by the State Council on March 10, 2015.

62.

Notice on Allowing Domestic and Foreign-funded Enterprises with Production and Sale
of Game and Entertainment Devices (3C A0 58 17 P9 4055 A Mk AN 35 i 2 & A2
4B K13 40), issued by MOC on June 24, 2015.

63.

Interim Provisions of E-Sports Competition Management (H, ¥ 5% £ 28 554 L2 47 00
5E), issued by GASC on July 24, 2015.

64.

Counter-Terrorism Law of the People’s Republic of China (H 4 A AN F f R4 3=
M 3%), issued by the Standing Committee of the National People’s Congress on
December 27, 2015.

65.

Notice of MIIT Adjusting the <Classification Catalogue of Telecommunication Service
(2015 Edition)> (fF &)< T % CHRAENLSS R H S/ (2015 A0 ) AYIE
&), issued by MIIT on December 28, 2015.

66.

Administrative Measures for the Determination of High and New Tech Enterprises (/=51
Fe AR AN E B A/pi2), issued by Ministry of Science and Technology, Ministry of
Finance and State Administration of Taxation on January 29, 2016.
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67.

Administrative Provisions on Online Publishing Service (%% il ik 55 & 331 5E),
issued by SAPPRFT and MIIT on February 4, 2016.

68.

Circular of the State Administration of Foreign Exchange on Reforming the Management
Approach regarding the Settlement of Foreign Exchange Capital of Foreign-invested
Companies (FE Z ML PR 0T 2805 A1 i £ B8 Aol AN B A 4 45048 37 =0 ad
1), issued by the State Administration of Foreign Exchange (|E % 4N & L) on
March 30, 2016.

69.

Specification of Mobile Game Content (2016 Edition) (£2zhiiE#k N & 78 (2016 4
) ), issued by CADPA on May 24, 2016.

70.

Notice Regarding the Administration of Mobile Game Publication Services (3¢ T 3l
& HHRROIR 55 B (K L 5E), issued by SAPPRFT on May 24, 2016.

71.

Regulations for the Administration of Mobile Apps Information Service (%% /) B 5k ¥
FRE (5 BIR & FE L 52), issued by CAC on June 28, 2016.

72.

Cyber Security Law of the People’s Republic of China (H7 4 A\ [ 3H: A1 E K 25 22 4275%),
issued by the Standing Committee of the National People’s Congress on November 6,
2016.

73.

Notice on the Improvement of the Preferential List of Income Tax Preferential for the
Enterprises in Encouraged Industrial in Xinjiang Difficult Areas (3¢ 5¢ ¥ 37 55 Al st 3
X AU A S b Al B S B B i@ A1), issued by the Ministry of Finance
and other four department on September 2, 2016.

74.

Opinion of Promoting Culture and Entertainment Industry Transformation and
Upgrading (SCALER ¢ T-HES) SCA IR SRAT Mk % B -2 ¥ =2 L), issued by MOC on
September 21, 2016.

75.

Administrative Provisions on Live Streaming Service (H.E¢ M BL#% IR 25 & H L E),
issued by CAC on December 1, 2016.

76.

Notice of Interim and Post-Event Supervision of Regulating Online Game Operation (3%
TR P 24 Y w75 n s e A 3 S R TAE R IE A1), issued by MOC on December 5,
2016.

77.

Administrative Measures on Online Performance Business Operation Management ([ 2%
FEAE VG B PR /M), issued by MOC on January 1, 2017.

78.

Regulations on Protection of Minors Online (Pre-Approval Draft) (R 4 A 9 2% {34
%45 (iXHF%) ), issued by State Council on January 6, 2017.

79.

Notice of the State Council on Several Measures Concerning the Expansion of Opening-
up and the Active Use of Foreign Capital (1E 45 B¢ < T4 KX AN OB R A1) 41 % 4
- Jti (38 %), issued by the State Council on January 12, 2017.
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