
You should carefully consider all of the information set out in this document before making

an investment in the Shares, including the risks and uncertainties described below in respect of

our business and our industry and the [REDACTED]. You should pay particular attention to the

fact that we are a company incorporated in the Cayman Islands and that our principal

operations are conducted in China and are governed by a legal and regulatory environment that

in some respects differs from what prevails in other countries. Our business could be affected

materially and adversely by any of these risks.

RISKS RELATING TO OUR BUSINESS AND INDUSTRY

A slowdown in the demand for our IDC Solution Services could have a material adverse effect
on us.

Adverse developments in the IDC solution service market, in the industries in which our

clients operate, or in demand for cloud computing could services lead to a decrease in the demand

for our IDC Solution Services, which could have a material adverse effect on us. We face risks

including:

. a decline in the technology industry, such as a decrease in the use of mobile or web-

based commerce and electronic commerce (‘‘e-commerce’’), business layoffs or

downsizing, relocation of businesses, increased costs of complying with existing or new

government regulations and other factors;

. a reduction in cloud adoption or a slowdown in the growth of the internet generally as a

medium for commerce and communication and the use of cloud-based platforms and

services in particular; and

. a downturn in the market for data centre capacity generally, which could be caused by an

oversupply of or reduced demand for space, and a downturn in cloud-based data centre

demand in particular.

To the extent that any of these or other adverse conditions occur, they are likely to impact

market demand and pricing for our services.

There is a positive correlation between the market of e-commence and the magnitude of cloud

adoption on one hand and the IDC solution service market on the other hand:

— E-commerce and IDC solution service market in the PRC are closely linked due to the

essential role that IDCs play in supporting the growth and functionality of e-commerce

platforms. E-commerce platforms generate vast amounts of data from user accounts,

transactions, product listings, and consumer behavior. IDCs provide the necessary

infrastructure for storing, managing, and processing this data, ensuring the smooth

operation of e-commerce platforms. As e-commerce continues to grow rapidly in the

PRC, the demand for scalable and reliable infrastructure increases. If the gross
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merchandise value of e-commerce in the PRC decreases by 10% due to economic

slowdown, the market size of the IDC solution service market in the PRC might record

the drop by more than 5%.

— Cloud adoption has a significant impact on the demand for IDC solution service market

in the PRC. As cloud computing continues to gain popularity, organisations and

individuals are increasingly relying on cloud-based services to store, process, and access

their data. This trend has led to a surge in demand for IDC, which provides the necessary

infrastructure for cloud service providers. Cloud adoption necessitates additional IDC

capacity to accommodate the growing demand. As cloud adoption increases, the need for

distributed IDCs across various regions of the PRC becomes more pronounced. If the

market size of cloud computing in the PRC decreases by 10% due to economic

slowdown, the market size of the IDC solution service market in the PRC might record

the drop by more than 5%.

It may be difficult for investors to evaluate our business and our prospects due to the Group’s
limited operating history in Edge Computing Services segment.

Our Edge Computing Services was launched and started to realise revenue in 2022 and it is

still in its initial stage of market development with limited track record. In addition, we intend to

include BMS to expand our business offerings under the Edge Computing Services segment but we

do not have adequate data of the operational cost in connection therewith. Although we adopted

BMS in providing Edge Computing Services to Client J in the year ended 31 December 2022, we

did not actually incur any leasing cost of the relevant BMS as we received a free trial offer from

the Weifang branch of Supplier A. For details, please refer to the paragraph headed ‘‘Financial

Information — Description of Major Components of our Results of Operations — Revenue — Edge

Computing Services’’ in this document. Furthermore, we acquired certain BMS in the six months

ended 30 June 2023 to cater for our client’s demands in Hohhot and Haidong which only involved a

relatively small volume of bandwidth usage for the said period. As a result of, among other things,

the Group’s limited control of product pricing, the lack of sufficiently long track records for its

newly launched service and the lack of data in relation to the operational cost of BMS, the

historical growth rate and profit of our Edge Computing Services segment may not be indicative of

our future performance. As we plan to continue to expand our business under the Edge Computing

Services segment, we cannot assure you that we will be able to achieve similar results or grow at

the same rate as we did in the past, or at all. You should consider our prospects in light of the

risks, competition and uncertainties that a fast-growing company in the e-commerce industry with a

limited track record of profitability may encounter.

Any inability to manage the growth of our operations could disrupt our business and reduce
our profitability.

We have experienced continual growth in recent years. Our revenue grew from RMB276.1

million for the year ended 31 December 2020 to RMB464.3 million for the year ended 31

December 2021, representing an increase of 68.2%, and increased further to RMB548.8 million for

the year ended 31 December 2021, representing an increase of 18.2%.
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Our operations have also expanded in recent years through increases in the number and size of

the data centre facilities we cover and manage, which we expect will continue to grow. Our rapid

growth has placed, and will continue to place, significant demands on our management and our

administrative, operational, and financial systems. Continued expansion increases the challenges we

face in:

. managing a large and growing client base with increasingly diverse requirements;

. expanding our service portfolio to cover a wider range of services, including Edge

Computing Services;

. creating and capitalising on economies of scale;

. being exposed to protectionist or national security policies that restrict our ability to

invest in or acquire companies or develop, import or export certain technologies;

. obtaining additional capital to meet our future capital needs;

. recruiting, training and retaining a sufficient number of skilled technical, sales and

management personnel;

. maintaining effective oversight over personnel and multiple data centre locations;

. coordinating work among sites and project teams; and

. developing and improving our internal systems, particularly for managing our continually

expanding business operations.

If we fail to manage the growth of our operations effectively, our businesses and prospects

may be materially and adversely affected.

Our ability to provide IDC Solution Services depends on the major telecommunications
carriers in China providing sufficient network services to our clients in the data centre
facilities that we operate on commercially acceptable terms.

During the Track Record Period, Supplier A was one of our major suppliers and one of our

clients. To the best knowledge and belief of our Directors, Supplier A is an Independent Third

Party.

During the Track Record Period, our Group sourced data centre resources, namely server rack

space and bandwidth, from Supplier A. For the years ended 31 December 2020, 2021 and 2022, and

the six months ended 30 June 2023 Supplier A charged us RMB191.7 million, RMB271.6 million,

RMB264.9 million and RMB92.9 million, which accounted for 86.3%, 66.6%, 55.2% and 36.6% of

our total cost of sales, respectively. For details of Supplier A, please refer to the paragraph headed

‘‘Business — Our Suppliers’’ in this document.
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Our ability to provide IDC Solution Services depends on the major telecommunications

carriers in China providing sufficient network connectivity and capacity which enable our clients to

transfer data to and from equipment located in the data centre facilities that we operate.

Furthermore, given the limited competition among basic service providers in the

telecommunications market in China, we depend on the dominant carrier in each location to

provide such services to our clients on commercially acceptable terms. Although we believe we

have maintained good relationships with them in the past, there can be no assurance that they will

continue to provide the network services that our clients require on commercially acceptable terms

at each of the data centres where we operate, if at all. In addition, if any of them increases the price

of their network services, it would have a negative impact on the overall cost-effectiveness of data

centre services in China, which could cause our clients’ demand for our services to decline and

would materially and adversely affect our business and results of operations.

If we are not successful in expanding our service offerings, we may not achieve our financial
goals and our results of operations may be adversely affected.

We have been expanding, and plan to continue to expand, the nature and scope of our service

offerings, particularly into the area of Edge Computing Services. The success of our expanded

service offerings depends, in part, upon demand for such services by new and existing clients and

our ability to meet their demand in a cost-effective manner. We may face a number of challenges in

expanding our service offerings, including:

. acquiring or developing the necessary expertise;

. maintaining high-quality control and process execution standards;

. maintaining productivity levels and implementing necessary process improvements;

. controlling costs; and

. successfully attracting existing and new clients for new services we develop.

A failure by us to effectively manage the growth of our service portfolio could damage our

reputation, cause us to lose business and adversely affect our results of operations. In addition,

because content delivery network operation may require significant upfront investment, we expect

that continued expansion into these services will reduce our profit margins. In the event that we are

unable to successfully grow our service portfolio, we could lose our competitive edge in providing

our existing colocation and managed services, since significant time and resources that are devoted

to such growth could have been utilised instead to improve and expand our existing IDC Solution

Services.

In the future, advances in technology, increases in traffic and storage, and new client

requirements may require us to change our capacity or expand our capacity. Scaling and adapting

our capacity is likely to be complex and require additional technical expertise and data centre

resources. If we are required to make any changes to our infrastructure, we may incur substantial

costs and experience delays or interruptions in our service. These delays or interruptions may cause
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clients to become dissatisfied with our service and move to competing providers of online

publishing or distribution services. Our failure to accommodate increased traffic and storage,

increased costs, inefficiencies or failures to adapt to new technologies or client requirements and

the associated adjustments to our infrastructure could harm our business, financial condition and

results of operations.

If we fail to adopt and respond effectively to rapidly changing technology, evolving industry
standards, changing regulations, and changing client needs, requirements, or preferences, our
products may become less competitive.

The edge computing service market in which we compete is relatively new and subject to

rapid technological change, evolving industry standards and regulatory changes, as well as changing

client needs, requirements, and preferences. The success of our business will depend on our ability

to adapt and respond effectively to these changes on a timely basis. If we are unable to develop and

offer new services or products that satisfy our clients and provide enhancements, new features, and

capabilities to our services that keep pace with rapid technological and industry range, our revenue

and operating results could be adversely affected. If new technologies emerge that enable our

competitors to deliver competitive products and services at lower prices, more efficiently, more

conveniently, or more securely, such technologies could adversely impact on our ability to compete.

Our strategies to develop a new and long-standing business relationship with top-notch
Internet companies and cloud computing companies in the PRC through offering clients with
competitive prices under this highly competitive market could result in lower profit margins.

The IDC solution and edge computing market are highly competitive. We face competition in

several areas, including price, quality of services, breadth and flexibility of services, capacity and

customer relationships. We expect increased competition as new entrants enter into this expanding

market with new services at lower prices or with improved technical know-how. In the event that

our competitors offer less expensive alternatives to our services, or engage in aggressive pricing in

order to increase their market share, we could lose our potential and existing customers to our

competitors, and our business, financial condition and results of operations could be adversely

affected.

It is our strategy to develop a new and long-standing business relationship with top-notch

Internet companies and cloud computing companies in the PRC by offering clients competitive

prices to expand our market presence. However, such business strategy could lead to, among other

things, less favourable terms in agreements or arrangements with customers, which could have an

adverse impact on our business, financial condition and results of operations and lower our profit

margins. There is no assurance that we will be able to compete effectively with existing competitors

or new competitors or that the increased level of competition will not adversely affect our business,

financial condition and results of operations.
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Any significant or prolonged failure in the data centre facilities covered in our operation or
services we provide would lead to significant costs and disruptions and would reduce our net
revenue, harm our business reputation and have a material adverse effect on our results of
operation.

Our managed data centre facilities are subject to failure. Any significant or prolonged failure

in our managed data centre facility or services that we provide, including a breakdown in critical

plant, equipment or services, such as the cooling equipment, generators, backup batteries, routers,

switches, or other equipment, power supplies, or network connectivity, whether or not within our

control, could result in service interruptions and data losses for our clients as well as equipment

damage, which could significantly disrupt the normal business operations of our clients and harm

our reputation and reduce our net revenue. Especially, as we are not data centre operators and do

not own or operate any data centres, the conditions and operation of data centres are largely out of

our control. Any failure or downtime in one of the data centre facilities that we manage could affect

many of our clients. The total destruction or severe impairment of any of the data centre facilities

we operate could result in significant downtime of our services and catastrophic loss of client data.

Since our ability to attract and retain clients depends on our ability to provide highly reliable

service, even minor interruptions in our service could harm our reputation and cause us to incur

financial penalties. The services we provide are subject to failures resulting from numerous factors,

including but not limited to power loss; equipment failure; human error or accidents; theft, sabotage

and vandalism; failure by us or our suppliers to provide adequate service or maintenance to our

equipment; network connectivity downtime and fiber cuts; security breaches to infrastructure;

physical, electronic and cyber security breaches; fires and fire hazards, earthquake, hurricane,

tornado, flood and other natural disasters; extreme temperatures; water damage; public health

emergencies; and terrorism.

We and our suppliers may in the future experience, interruptions in service due to power

outages or other technical failures or for reasons outside of our control, including a service

interruption that causes system downtime to certain our clients. These interruptions in service,

regardless of whether they result in breaches of the service level agreements we have with clients,

may negatively affect our relationships with clients, including resulting in clients terminating their

agreements with us or seeking damages from us or other compensatory actions. In response to such

interruptions in service, industry regulators have taken, and may in the future take, various

regulatory actions, including notifications or citations to our clients, over which they have

oversight. Such regulatory actions with respect to our clients could negatively impact our

relationships with such clients, lead to audits of our services, inspections of our facilities, place

restrictions or prohibitions upon the ability of such institutions to use our services, and thereby

negatively affect our business operations and results of operations. We have taken and will continue

to take steps to implement rigorous operational procedures for maintenance programs to manage

risk. However, we cannot assure you that such interruptions in service will not occur in the future,

or that such incidents will not result in the loss of clients and revenue, our paying compensation to

clients, reputational damage to us, penalties or fines against us, and would not have a material and

adverse effect on our business and results of operations. Service interruptions will continue to be a

significant risk for us and could affect our reputation, damage our relationships with clients and

materially and adversely affect our business.
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Our data centre providers carry out on-site security service relating to our managed data centre

facilities on 365/24/7 basis. Our data centre resource suppliers may fail to provide satisfactory

security services, resulting in inappropriate access to our facilities or IT faults which, though non-

critical, may cause poor service quality to clients.

As our services are critical to many of our clients’ business operations, any significant

disruption in our services could result in losing profits or other indirect or consequential damages to

our clients. Although our client agreements typically contain provisions attempting to specify the

formula of our liability for breach of the agreement, there can be no assurance that a court would

enforce any contractual limitations on our liability in the event that one of our clients brings a

lawsuit against us as the result of a service interruption that they may ascribe to us. The outcome of

any such lawsuit would depend on the specific facts of the case and any legal and policy

considerations that we may not be able to mitigate. In such cases, we would be liable for substantial

damage awards. Since we do not carry liability insurance coverage, such damage awards could

seriously impair our financial condition.

Although, as stipulated in the colocation and infrastructure management service agreement

with our clients, we guarantee our client 99.99% uptime for power and 99.90% uptime for Internet

connectivity, and such guaranteed performance was provided on a back-to-back basis of the same

guaranteed performance clauses stipulated in the data centre business agreement with our suppliers,

we cannot assure you that our suppliers will always comply with such terms in the data centre

business agreement or will be willing to offer compensation as promised. Any material failure of

such guaranteed performances could adversely affect our recognition in the IDC solution service

market, which in turn could have a material and adverse effect on our reputation, our business,

financial condition and growth prospects.

Our operations are dependent on the success of our infrastructure management service and
any security breaches relevant to the management of data centre infrastructure may harm our
business.

Although our business does not have access to clients’ and their customers’ data and content,

our operations are still dependent upon the successful and uninterrupted functioning of our managed

data centre infrastructure. Our infrastructure management services include server racking, data

centre management services, server monitoring, server load balancing service, emergency reporting,

network management and server middleware services, server security service, data backup, business

continuity and disaster recovery services, system security services and so on. Our Edge Computing

Services, which rely on our self-built Lingjing Cloud infrastructure, are also prone to security

attacks. Any security breach on the data centre infrastructure we manage and our self-built Lingjing

Cloud infrastructure may cause an adverse impact on our clients and in turn on our business.

Our operational safeguards may not be effective in preventing the failures of the security of

data centre infrastructure in order to operate our business effectively and continuously, especially

when the data centre infrastructure is not owned by us. In addition, even though our Lingjing Cloud

infrastructure is designed to reduce the risk of concentrated security attacks by delivering content
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through hundreds of servers distributed at various points around the Internet, it is still susceptible to

security attacks on our CDN nodes. We cannot assure that we will resolve these failures and restore

the systems in a timely manner if our suppliers do not effectively cooperate with us.

We will continue to upgrade and improve our infrastructure management service and our

Lingjing Cloud infrastructure system to support our business growth and minimise the risk of

security breaches. However, we cannot assure that we will be successful in improvement strategies

and the foregoing risks could be intensified while we execute those improvements. If we are

unsuccessful in improving the security of our systems, our ability to increase bandwidth usage,

improve operations, implement cost controls and grow our business may be constrained.

Our Group’s managed data centres are subject to certain concentration risks regarding their
locations in the PRC and a significant disruption to any location could materially and
adversely affect our operations.

During the Track Record Period, we generate significant revenue from our managed data

centres located in Qingdao, Hohhot, Shanghai, Weifang, Beijing and Jinan and a significant

disruption to any single location could materially and adversely affect our operations. The

occurrence of a catastrophic event, or a prolonged disruption of operation in any of these locations,

could materially and adversely affect our operations.

In the event that our suppliers fail to negotiate with the local authorities for an extension of

the licence and/or permit in operating any data centre in any of the above locations or refuse to

provide data centre resources to us in any of the above locations, we may then be forced to manage

other data centres to a different or less desirable location. This could disrupt our operations and

adversely affect our profitability. In addition, we may not be able to obtain a new licence and/or

permit at other desirable locations to accommodate our future growth, which could materially and

adversely affect the expansion of our business.

If we are not able to implement our expansion plans, our results of operations, financial
condition and prospects could be materially and adversely affect.

As we intend to expand our scale of Edge Computing Services, we expect ourselves to

continue to invest in servers for the edge computing infrastructure and the recruitment of

professional and technical staff. In addition, to maintain our competitiveness, we may also need to

update our hardware and equipment from time to time. Our expansion plans may involve various

risks such as uncertainties relating to market demands, and we cannot guarantee that our expansion

plans will be carried out without failure or delay, nor can we provide assurance that the demand for

our services will increase in line with the increase in our service capacity in the future. If we

cannot recoup the increased costs for the expansion, our business, results of operation and financial

condition could be materially and adversely affected. The implementation of our expansion plans

requires us to commit significant resources including:

— significant expenditures for the purchase and installation of bare-metal services in

various locations where our IDC Solution Services operate;
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— cost to enhance our Lingjing Cloud capabilities by developing our edge computing

infrastructure;

— execution of our recruitment plan for the components of the edge computing operation

and edge cloud platform; and

— cooperation with third-party research institutes for research and development.

We may not be able to meet all the above requirements for expansion and technology

development. In particular, we may not be able to secure sufficient financing to fund the

expenditures required for the purchase and installation of the essential hardware for the construction

of edge computing infrastructure. We cannot assure you that we will always be able to obtain the

financing required to fund such expenditures for the implementation of our expansion plans within

the prescribed timeframe, or at all. In addition, if the growth of our business is slower than we

expected, over-expansion may result in lower operational efficiency, which may have significant

adverse impact on our gross profit margin.

Our success depends to a substantial degree upon our senior management, including Mr. Sun,
and key personnel, and our business operations may be negatively affected if we fail to attract
and retain highly competent senior management.

We depend to a significant degree on the continuous service of Mr. Sun, our founder,

chairman and chief executive officer, and our experienced senior management team and other key

personnel such as project managers and other middle management. If one or more members of our

senior management team or key personnel resigns, it could disrupt our business operations and

create uncertainty as we search for and integrate a replacement. If any member of our senior

management leaves us to join a competitor or to form a competing company, any resulting loss of

existing or potential clients to any such competitor could have a material adverse effect on our

business, financial condition and results of operations. Additionally, there could be unauthorised

disclosure or use of our technical knowledge, practices or procedures by such personnel. We have

entered into employment agreements with our senior management and key personnel. We have also

entered into confidentiality agreements with our personnel which contain nondisclosure covenants

that survive indefinitely as to our trade secrets. Additionally, pursuant to these confidentiality

agreements, any inventions and creations of our employees relating to the Company’s business that

are completed within twelve months after termination of employment shall be transferred to the

Company without payment of consideration, and the employees shall assist the Company in

applying for corresponding patents or other rights. However, these employment agreements do not

ensure the continued service of these senior management and key personnel, and we may not be

able to enforce the confidentiality agreements we have with our personnel. In addition, we do not

maintain key man life insurance for any of the senior members of our management team or our key

personnel.
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We may not have sufficient insurance coverage to cover our potential liability or losses and as
a result, our business, financial conditions, results of operations and prospects may be
materially and adversely affected should any such liability or losses arise.

We face various risks in connection with our business and may lack adequate insurance

coverage or have no relevant insurance coverage. Further, insurance companies in China do not

currently offer as extensive an array of insurance products as insurance companies in other more

developed economies. As at the Latest Practicable Date, we had not had any business liability or

disruption insurance to cover our operations. We have determined that the costs of insuring against

these risks, and the difficulties associated with acquiring such insurances on commercially

reasonable terms render these insurances, is impractical for our business and purposes. However,

any uninsured business disruptions may have an adverse effect on our business and results of

operations. We also make social insurance and housing provident fund contributions for our

employees. During the Track Record Period, our certain PRC subsidiaries had not contributed

towards a social insurance and housing provident fund based on employees’ average monthly salary

of the previous year. If the relevant authorities determine that we have to make supplemental social

insurance and housing provident fund contributions, and that we are subject to administrative fines,

our business and financial condition and results of operations may be adversely affected.

We face risks related to natural disasters and health epidemics in China where we operate
which could significantly disrupt our operations.

We face risks related to natural disasters and health epidemics. Our business could be

materially and adversely affected by natural disasters, health epidemics or other public safety

concerns. Natural disasters may give rise to server interruptions, breakdowns, system failures,

technology platform failures or internet failures, which could cause the loss or corruption of data or

malfunctions of software or hardware as well as adversely affect our ability to operate our games

and provide services. Our business could also be adversely affected by the effects of Ebola virus

disease, Zika virus disease, H1N1 flu, H7N9 flu, avian flu, SARS, COVID-19 or other epidemics,

since it could require our employees to be quarantined and/or our offices to be disinfected. In

addition, our results of operations could be adversely affected to the extent that any of these

epidemics harms the PRC economy in general, the general consumer spending sentiment and the

mobile sports game industry. Moreover, due to the outbreak of the COVID-19 pandemic, there has

been suspension of sports seasons.

In response to the COVID-19 outbreak in China, the PRC government has introduced a series

of measures. Business activities in China have also been temporarily disrupted. Despite such

temporary disruptions caused by the COVID-19 pandemic, we maintained strong revenue growth

throughout the Track Record Period as a result of an epic increase in the demand for internet and

IDC services under the social distancing measures. However, we cannot guarantee that the COVID-

19 outbreak will not worsen or the suspension of business activities in China will recrudesce, which

may, in turn, delay or negatively affect our business and those of our suppliers and other business

partners. As China relaxes its ‘‘zero-COVID’’ policy, there has been a significant surge of COVID-

19 cases in China. The rising number of confirmed COVID-19 cases across China may further have

a negative impact on our business operations and financial position.
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In addition, our business, financial condition and results of operations could be adversely

affected to the extent that any health epidemic harms the national economy in general. Our

headquarters are located in Wuxi, where most of our Directors, senior management and employees

currently reside. Consequently, if any natural disasters, health epidemics or other public safety

concerns were to affect Wuxi or other cities in China where our other offices are located, our

operation may experience material disruptions, such as temporary closure of our offices and

suspension of service, which may materially and adversely affect our business, financial condition

and results of operations.

Our liquidity and financial condition may be materially and adversely affected if we fail to
collect trade receivables from our clients in a timely manner, or at all.

As at 31 December 2020, 2021 and 2022 and 30 June 2023, our trade receivables were

RMB83.5 million, RMB99.3 million, RMB117.3 million and RMB184.3 million, and the allowance

for impairment of the respective period were RMB1.9 million, RMB1.8 million, RMB2.2 million

and RMB4.0 million. Our trade receivable turnover days were 89 for the six months ended 30 June

2023. We recorded impairment losses on trade receivable of RMB292,000, RMB484,000 and

RMB1.8 million for the years ended 31 December 2020 and 2022 and the six months ended 30

June 2023, respectively, and impairment losses reversed on trade receivable of RMB110,000 for the

year ended 31 December 2021. As our business continues to scale, our trade receivable balance

may continue to grow, which may increase our risks for uncollectible receivables. We generally do

not require collateral or other security from our clients and we cannot assure you that our clients

will consistently make timely and full payments to us. Although we believe that our loss allowance

for trade receivable is currently adequate, our liquidity and financial condition may be materially

and adversely affected if we fail to collect trade receivable from clients in a timely manner, or at

all.

For the six months ended 30 June 2022, we recorded net cash used in operating activities

amounted to RMB34.7 million, which was primarily attributable to the increase in trade receivables,

increase in prepayments, other receivables and other assets, and decrease in trade payables. For the

six months ended 30 June 2023, we recorded net cash used in operating activities of RMB94.1

million, which was primarily attributable to the increase in trade receivables, increase in

prepayments, other receivables and other assets, and decrease in trade payables. For details in

relation to our net cash outflows, please refer to paragraph headed ‘‘Financial Information —

Liquidity and Capital Resources — Net Cash Generated from Operating Activities’’ in this

document.

Although we seek to effectively manage our working capital, we cannot assure you that we

will be able to match the timing and amounts of our cash inflows with those of our cash outflows,

such as our payment obligations. Also, we cannot assure you that we will not record net cash

outflow positions in the future due to the same reason or other reasons, including the risk factors

disclosed in this document. If we have net cash outflow positions in the future, our working capital

may be constrained. Any such development could materially and adversely affect our liquidity

condition and results of operations.
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Our agreements for third-party data centres could be terminated early and we may not be
able to renew our existing agreements on commercially acceptable terms, which could
materially and adversely affect our operations.

Our IDC Solution Services are operated in third-party data centres that we procure from state-

owned telecommunication carriers. Our agreements with third parties are typically from one year to

three years. Under some of such agreements, we have the right to renew the agreements subject to

the mutual agreement with third parties. Some of such agreements allow the third parties to

terminate the agreements early, subject to a notification period requirement and the payment of a

pre-determined termination fee, which in some cases may not be sufficient to cover any direct and

indirect losses we might incur as a result. Although historically we have successfully renewed all

agreements we wanted to renew, and we do not believe that any of our agreements will be

terminated early in the future, there can be no assurance that the counterparties will not terminate

any of our agreements prior to its expiration date. We plan to renew our existing agreements with

third parties upon expiration. However, we may not be able to renew these agreements on

commercially acceptable terms, if at all, or the space in data centres that we procure may not be

adequate for us to relocate such operations, and we may experience an increase in our prices under

such agreements. Any adverse change to our ability to exert operational control over any of the data

centre facilities we operate could have a material adverse effect on our ability to operate these data

centre facilities at the standards required for us to meet our service level commitments to our

clients. For details, please refer to the paragraph headed ‘‘Business — Our Clients — Colocation

and infrastructure management service agreement’’ in this document.

Our net revenue is highly dependent on a limited number of clients, and the loss of, or any
significant decrease in business from, any one or more of our major clients could adversely
affect our financial condition and results of operations.

We consider our clients to be the end users of our services. We may enter into agreements

directly with our clients or provide services to our clients through agreements with intermediate

contracting parties.

We have in the past derived, and believe that we will continue to derive, a significant portion

of our net revenue from a limited number of clients. We had two clients that generated 26.4% and

24.7% of our total net revenue, respectively, for the year ended 31 December 2020. We had three

clients that generated 28.7%, 16.7% and 12.2% of our total net revenue, respectively, for the year

ended 31 December 2021. We had five clients that generated 20.5%, 18.2%, 15.0%, 13.0% and

10.8% of our total net revenue, respectively, for the year ended 31 December 2022. No other client

accounted for 10% or more of our total net revenue during those periods. We expect our net

revenue will continue to be highly dependent on a limited number of clients who account for a

large percentage of our total area committed.

There are a number of factors that could cause us to lose major clients. Because many of our

agreements involve services that are mission-critical to our clients, any failure by us to meet a

client’s expectations could result in cancellation or non-renewal of the agreement. Our service

agreements usually allow our clients to terminate their agreements with us before the end of the
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contract period under certain specified circumstances, including our failure to deliver services as

required under such agreements, and in some cases without cause as long as sufficient notice is

given. In addition, our clients may decide to reduce spending on our services due to a challenging

economic environment or other factors, both internal and external, relating to their business such as

corporate restructuring or changing their outsourcing strategy by moving more facilities in-house or

outsourcing to other service providers. Furthermore, our clients, some of whom have experienced

rapid changes in their business, substantial price competition and pressures on their profitability,

may demand price reductions or reduce the scope of services to be provided by us, any of which

could reduce our profitability. In addition, our reliance on any individual client for a significant

portion of our net revenue may give that client a degree of pricing leverage against us when

negotiating agreements and terms of services with us.

The loss of any of our major clients, or a significant decrease in the extent of the services that

they outsource to us or the price at which we sell our services to them, could materially and

adversely affect our financial condition and results of operations.

If we are unable to meet our service level commitments, our reputation and results of
operation could suffer.

Most of our client agreements provide that we maintain certain service level commitments to

our clients. If we fail to meet our service level commitments, we may be contractually obligated to

pay the affected client a financial penalty, which varies by agreement, and the client may in some

cases be able to terminate its agreement. Although we have not had to pay any material financial

penalties for failing to meet our service level commitments in the past, there is no assurance that we

will be able to meet all of our service level commitments in the future and that no material financial

penalties may be imposed. In addition, if such a failure were to occur, there can be no assurance

that our clients will not seek other legal remedies that may be available to them, including:

. requiring us to provide free services;

. seeking damages for losses incurred; and

. cancelling or electing not to renew their agreements.

Any of these events could materially increase our expenses or reduce our net revenue, which

would have a material adverse effect on our reputation and results of operations. Our failure to

meet our commitments could also result in substantial client dissatisfaction or loss. As a result of

such client loss and other potential liabilities, our net revenue and results of operations could be

materially and adversely affected.

Revenue from our client base may decline if our clients or potential clients develop their own
data centres or their own edge computing infrastructure.

Some of our clients may develop their own data centre facilities. Other clients with their own

existing data centres may choose to expand their data centre operations in the future. In the event

that any of our key clients were to develop or expand their data centres, we may lose business or
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face pressure as to the pricing of our services. Although we believe that the trend is for companies

in China to outsource more of their data centre facilities and operations to colocation data centre

service providers, there can be no assurance that this trend will continue. In addition, if we fail to

offer Edge Computing Services that are cost-competitive and operationally advantageous as

compared with services provided in-house by our clients, we may lose clients or fail to attract new

clients. If we lose a client, there is no assurance that we would be able to replace that client at the

same or a higher rate, or at all, and our business and results of operations would suffer.

Fluctuation in bandwidth cost may materially and adversely affect our profitability

Our suppliers increased the bandwidth charge to us for the year ended 31 December 2021.

Since our contract with clients are renewed at least on a yearly basis, the rise in bandwidth rate to

be charged to our clients will only be reflected upon next contract renewal, exhibiting a delay in

cost pass-through. For example, Qingdao branch of Supplier A raised bandwidth charge by 9.1%

which took effect in 2021. While our our Group attempted to negotiate with our clients for a

corresponding increase in charge, not all attempts were successful. Client B, Client H and Client G

agreed to have the increase in bandwidth charge in part of their engagements by approximately

6.3% to 14.3%, taking effect either within the same year or upon the annual renewal of their

colocation and infrastructure management service agreements in the following year. While we

proactively discussed with our clients in an attempt to transfer the cost increase to them, some

attempts were unsuccessful. In this example, the delay and the unsuccessful attempts of cost pass-

through represented approximately 1% decrease in our gross profit margin in 2021. While we

proactively discussed with our clients in an attempt to transfer the cost increase to them, some

attempts were unsuccessful.

Bandwidth cost constitutes the largest component of our cost of sales and was subject to

suppliers’ determination on a yearly basis upon expiry and renewal of data centre business

agreements. Since we may not necessarily be able to transfer all of the increased bandwidth cost to

our clients, our profitability may be materially and adversely affected if the bandwidth cost

increases significantly. As we are unable to predict the fluctuation of bandwidth cost, we may not

be able to adjust our business model in a timely manner or at all, thus affecting our business and

results of operation.

We recorded a decrease in the adjusted net profit (non-IFRS measure), primarily attributed to
the continuously increasing investment in research and development, which may not generate
the results we expect to achieve.

We have been investing on our research and development efforts primarily by hiring new and

qualified research and development staff and developing new software and platform, as we believe

that our business and results of operations depend heavily on the technological advancement and

innovation in our services and offerings in response to our existing and potential clients’ evolving

need.
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During the Track Record Period, our Company recorded a decrease in the adjusted net profit

(non-IFRS measure) of RMB25.4 million, RMB20.9 million, RMB13.6 million and RMB19.4

million for the years ended 31 December 2020, 2021 and 2022 and for the six months ended 30

June 2023, respectively. The decrease in the adjusted net profit (non-IFRS measure) was mainly

attributable to the increase in the research and development expenses. For the years ended 31

December 2020, 2021 and 2022 and the six months ended 30 June 2023, our research and

development expenses accounted for RMB10.6 million, RMB17.0 million, RMB23.6 million and

RMB8.8 million respectively. The IDC solution market is evolving rapidly with intensifying

competition among participants of the industry. Clients and end-users are expecting better quality

and enhanced users’ experience. To survive the fierce competition and keep up with the market’s

demand, we need to further expand our research and development team and extend our research and

development plans to provide more advanced offerings. As such, we need to continue to invest

more capital on our research and development activities.

However, our investment in research and development may not generate corresponding

benefits right away. Even if we succeed in our research and development efforts and generate the

results we expect, we may still encounter practical difficulties in commercialising our development

results. Given the ever-evolving development of the data-related technology, we may not be able to

timely upgrade our technologies in an efficient and cost-effective manner, or at all. New

technologies in the industry could render our technologies, infrastructure or products and services

that we are developing or expect to develop in the future obsolete or unattractive, thereby limiting

our ability to recover related product development costs, which could result in a decline in our

profitability.

If we do not succeed in attracting new clients for our services and/or growing revenue from
existing clients, we may not achieve our revenue growth goals.

We have been expanding our client base to cover a range of industry verticals, particularly

cloud service providers and other internet-based businesses. Our ability to attract new clients, as

well as our ability to grow revenue from our existing clients, depends on a number of factors,

including our ability to offer high-quality services at competitive prices, the strength of our

competitors and the capabilities of our marketing and sales teams to attract new clients. If we fail to

attract new clients, we may not be able to grow our net revenue as quickly as we anticipate or at

all.

As our client base grows and diversifies into other industries, we may be unable to provide

clients with services that meet the specific demand of such clients or their industries, or with

quality client support, which could result in client dissatisfaction, decreased overall demand for our

services and loss of expected revenue. In addition, our inability to meet client service expectations

may damage our reputation and could consequently limit our ability to retain existing clients and

attract new clients, which would adversely affect our ability to generate revenue and negatively

impact our results of operations.
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Our clients operate in a limited number of industries, particularly in the cloud services and
internet. Factors that adversely affect these industries or information technology spending in
these industries may adversely affect our business.

Our clients operate in a limited number of industries, particularly in the cloud computing

service and Internet service industries. For the years ended 31 December 2020, 2021 and 2022 and

the six months ended 30 June 2023, revenue from clients for our IDC Solution Services accounted

for 90.3%, 94.2%, 98.2% and 97.7% of our total revenue, respectively, and revenue from clients for

our ICT Services and Other Services accounted for 9.7%, 5.8%, 0.9% and 0.5%, respectively. Our

business and growth depend on continued demand for our services from our current and potential

clients in the cloud computing service and Internet service industries. Demand for our services, and

technology services in general, in any particular industry could be affected by multiple factors

outside of our control, including a decrease in growth or growth prospects of the industry, a

slowdown or reversal of the trend to outsource information technology operations, or consolidation

in the industry. Any significant decrease in demand for our services by clients in these industries,

or other industries from which we derive significant net revenue in the future, may reduce the

demand for our services.

If we do not maintain good relationships with cloud computing service and Internet service

providers, our business could be negatively affected. If these cloud service providers fail to perform

as required under our agreements for any reason or suffer service level interruptions or other

performance issues, or if our clients are less satisfied than expected with the services provided or

results obtained, we may not realise the anticipated benefits of these relationships.

Since our agreements with key cloud computing service and Internet service providers in

China are non-exclusive, these companies may decide in the future to partner with more of our

competitors, develop in-house data centre capabilities or terminate their agreements with us, any of

which could adversely and materially affect our business expansion plan and expected growth.

We may not be able to compete effectively against our current and future competitors.

We offer a broad range of data centre services and, as a result, we may compete with a wide

range of data centre service providers for some or all of the services we offer. Policies recently

promoted by the PRC government concerning the concept of ‘‘new infrastructure’’ may encourage

and result in a new wave of investment in, among other things, large-scale data centres, Artificial

Intelligence and industrial internet at all levels of the economy. Accordingly, there may be an

increase in the number of companies engaging in the data centre services business due to the

numerous opportunities presented by such policies, which may result in increased competition in

our industry. We face competition from the state-owned telecommunications carriers, as well as

other domestic and international carrier-neutral data centre service providers. Our current and future

competitors may vary by size, service offerings and geographic presence. For details, please refer to

the paragraph headed ‘‘Business — Competition’’ in this document. Competition is primarily

centered on reputation and track record, quality and availability of data centre capacity, quality of

service, technical expertise, security, reliability, functionality, breadth and depth of services offered,
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geographic coverage, financial strength and price. Some of our current and future competitors may

have greater brand recognition, marketing, technical and financial resources than we do. As a result,

some of our competitors may be able to:

. bundle colocation services with other services or equipment they provide at reduced

prices;

. develop superior products or services, gain greater market acceptance, and expand their

service offerings more efficiently or rapidly;

. adapt to new or emerging technologies and changes in client requirements more quickly;

. take advantage of acquisition and other opportunities more readily; and

. adopt more aggressive pricing policies and devote greater resources to the promotion,

marketing and sales of their services.

We operate in a competitive market, and we face pricing pressure for our services. Prices for

our services are affected by a variety of factors, including supply and demand conditions and

pricing pressures from our competitors. With respect to our IDC Solution Services, our competitors

may offer such services at rates below current market rates or below the rates we currently charge

our clients. We may be required to lower our prices to remain competitive, which may decrease our

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

In addition, in relation to our Edge Computing Services, one or more third parties might

develop improvements to current peer-to-peer technology, which is a technology that relies upon

the computing power and bandwidth of its participants, such that this technological approach is

better able to deliver content in a way that is competitive to our Edge Computing Services, or even

that makes Edge Computing Services obsolete. We may not anticipate such developments and may

be unable to adequately compete with these potential solutions. In addition, our clients’ business

models may change in ways that we do not anticipate and these changes could reduce or eliminate

clients’ needs for our Edge Computing Services. If this occurred, we could lose clients or potential

clients, and our business and financial results would suffer. As a result of these or similar potential

developments, in the future it is possible that competitive dynamics in our market may require us to

reduce our prices, which could harm our revenue, gross margin and operating results.

We may be regarded as being non-compliant with the regulations on VATS due to the lack of
ICP Licence for which penalties may be assessed that may materially and adversely affect our
business, financial condition, growth strategies and prospects.

The laws and regulations regarding VATS and licensing in the PRC are relatively new and are

still evolving, and their interpretation and enforcement involve significant uncertainties. Investment

activities in the PRC by foreign investors are principally governed by the Negative List (2021). A

foreign investor is prohibited to invest in any of the prohibited fields specified in the Negative List

(2021). According to Negative List (2021), foreign investors are not allowed to hold 50% interests

or more in VATS which fall within China’s commitment to the WTO (other than e-commerce,
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domestic multi-party communications, store-and-forward and call centre). Foreign direct investment

in telecommunications companies in the PRC is regulated by the Regulations for the Administrative

Regulations on Foreign-Invested Telecommunications Enterprises, which was amended on 29 March

2022. According to such regulations, foreign-invested telecommunications enterprises in the PRC,

and foreign investors are not allowed to hold more than 50% of the interests in such enterprise

unless it is otherwise provided by the State. The qualification requirements that a foreign investor

who invests in a VATS in the PRC must possess prior experience in operating VATS and a proven

track record of business operations (the ‘‘Qualification Requirement’’) are removed by the FITE

Regulations. For details, please refer to the paragraph headed ‘‘Regulatory Overview — Regulations

on Company and Foreign Investment Restrictions’’ in this document. Under the

Telecommunications Regulations, a telecommunications service provider is required to obtain an

operating licence prior to its commencement of operations. The Administrative Measures for

Telecommunications Business Operating Licence, which came effect on 10 April 2009, and was

amended on 3 July 2017 (effective on 1 September 2017), set forth the types of licences required

for the provision of telecommunications services in China and the procedures and requirements for

obtaining such licences.

Our Group obtained a cross-regional ICP Licence, the scope of which now includes fixed

network domestic data transmission services, IDC services, Edge Computing Services and Internet

access services. In order to adapt to the new regulatory requirements, we incorporated a domestic

company wholly owned by Cloud Factory HK, a limited liability company established in Hong

Kong. As part of the VIE structure, Wuxi Lingjingyun entered into Contractual Arrangements with

our Group.

However, if the MIIT regards us as existing in a state of non-compliance, penalties could

potentially be assessed against us. It is possible that the amount of any such penalties may be

several times more than the net revenue generated from these services. Our business, financial

condition, expected growth and prospects would be materially and adversely affected if such

penalties were to be assessed upon us. It is also possible that the PRC government may prohibit a

non-compliant entity from continuing to carry on its business, which would materially and

adversely affect our results of operations, expected growth and prospects.

We may fail to obtain, maintain and update licences or permits necessary to conduct our
operations in the PRC, and our business may be materially and adversely affected as a result
of any changes in the laws and regulations governing the VATS industry in the PRC.

There can be no assurance that we will be able to maintain our existing licences or permits

necessary to provide our current IDC Solution Services in the PRC, renew any of them when their

current term expires, or update existing licences or obtain additional licences necessary for our

future business expansion. The failure to obtain, retain, renew or update any licence or permit

generally, and our ICP Licences in particular, could materially and adversely disrupt our business

and future expansion plans.
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In addition, if future PRC laws or regulations governing the VATS industry require that we

obtain additional licences or permits or update existing licences in order to continue to provide our

IDC Solution Services, there can be no assurance that we would be able to obtain such licences or

permits or update existing licences in a timely manner, or at all. If any of these situations occur,

our business, financial condition and prospects would be materially and adversely affected.

The data centre resource suppliers from whom we procure data centre capacity on a wholesale
basis may fail to maintain licences and permits necessary to conduct their operations in the
PRC, and our business may be materially and adversely affected.

As at 31 December 2021, we managed the data centre resources that we procure on a

wholesale basis from other data centre resource providers. There can be no assurance that the

wholesale data centre providers from whom we procure will be able to maintain their existing

licences or permits necessary to provide our current IDC Solution Services and Edge Computing

Services in the PRC or renew any of them when their current term expires. Their failure to obtain,

retain or renew any licence or permit generally, and their ICP Licences in particular, could

materially and adversely disrupt our business.

In addition, if any future PRC laws or regulations governing the VATS industry require that

the wholesale data centre providers from whom we procure obtain additional licences or permits in

order to continue to provide their data centre resources, there can be no assurance that they would

be able to obtain such licences or permits in a timely manner, or at all. If any of these situations

occur, our business, financial condition and prospects could be materially and adversely affected.

We cannot assure you that we will be able to relocate such operations to suitable alternative

premises, and any such relocation may result in disruption to our business operations and thereby

result in loss of earnings. We may also need to incur additional costs for the relocation of our

operation. There is also no assurance that we will be able to effectively mitigate the possible

adverse effects that may be caused by such disruption, loss or costs. Any of such disruption, loss or

costs could materially and adversely affect our financial condition and results of operations.

If our state-owned telecommunication carrier suppliers decide to work directly with our
Internet company or cloud computing service provider clients, we may be exposed to the risk
of disintermediation and our profitability and prospects may be materially and adversely
affected.

Our business and prospects depend to a large extent on our ability to optimise our IDC

Solution Services by reducing transaction cost and increasing the operational efficiency of our

clients, which would enable us to attract and retain marketing leading Internet companies and cloud

computing service providers in the PRC to work with us instead of our competitors or suppliers

directly. As competition in the PRC’s Internet data centre industry intensifies, though rare, Internet

companies and cloud computing service providers may partners with state-owned

telecommunication carriers directly. As is common in the industry, we do not have long-term

colocation and infrastructure management service agreements with our clients, and a majority of our

colocation and infrastructure management service agreements, as well as data centre business
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agreements have a term of one year, which exposes us to the risks of uncertainty and potential

volatility with respect of our revenue. State-owned telecommunication carriers are not obligated to

engage with us on an exclusive basis and they may use multiple IDC solution service providers to

commercialise their B-to-B Operation in the data centre operation. There is no assurance that the

state-owned telecommunication carriers will continue to work with us. In addition, we cannot assure

you that market-leading Internet companies and cloud computing service providers in the PRC will

continue utilising our IDC Solution Services instead of directly dealing with state-owned

telecommunication carriers. Such decisions may be beyond our control. We may not be able to

timely replace the clients that reduce or cease their engagement of our services with new clients

that spend at similar levels or more on our services. Our business, results of operations and

prospects could be materially and adversely affected if our clients decide to engage other IDC

solution service providers, or in certain cases, with the state-owned telecommunication carriers

directly.

We have limited ability to protect our intellectual property rights, and unauthorised parties
may infringe upon or misappropriate our intellectual property.

Our success depends in part upon our proprietary intellectual property rights, including certain

methodologies, practices, tools and technical expertise we utilise in designing, developing,

implementing and maintaining applications and processes used in providing our services. We rely

on a combination of copyright, trademark, trade secrets and other intellectual property laws, non-

disclosure agreements with our employees, clients and other relevant persons and other measures to

protect our intellectual property, including our brand identity. Nevertheless, it may be possible for

third parties to obtain and use our intellectual property without authorisation. The unauthorised use

of intellectual property is common in China and enforcement of intellectual property rights by PRC

regulatory agencies is inconsistent. As a result, litigation may be necessary to enforce our

intellectual property rights. Litigation could result in substantial costs and diversion of our

management’s attention and resources, and could disrupt our business, as well as have a material

adverse effect on our financial condition and results of operations. Given the relative

unpredictability of China’s legal system and potential difficulties in enforcing a court judgment in

China, there is no guarantee that we would be able to halt any unauthorised use of our intellectual

property in China through litigation.

We may be subject to third-party claims of intellectual property infringement.

There may be litigation in the IDC solution services market regarding intellectual property

rights. Third parties may, from time to time, claim that we are infringing, misappropriating or

otherwise violating their intellectual property rights, including patents, software copyrights and

other intellectual property rights. Third parties may also claim that our employees have

misappropriated or divulged their former employers’ trade secrets or confidential information. We

may be found in the future, to have infringed upon third parties’ proprietary rights.

Our broad range of proprietary technologies increases the likelihood that third parties may

claim infringement by us of their intellectual property rights. Certain technologies necessary for our

business may, in fact, be patented by other parties either now or in the future. If such technologies
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were held under a valid patent by a third party, we would have to negotiate a licence for the use of

that technology, which we may not be able to negotiate on commercially reasonable terms or at all.

The existence of such a patent, or our inability to negotiate a licence for any such technology on

reasonable terms, could force us to cease using such technology and services incorporating such

technology. In addition, even if we succeed in obtaining a licence to continue using the relevant

technology, we may incur substantial licence fees, which could materially and adversely affect our

business, results of operations and financial condition.

If we are found to have infringed upon the intellectual property rights of any third party in

legal or other proceedings that may be asserted against us, we could be subject to material

monetary liabilities for such infringement. We could also be required to refrain from using,

developing or selling certain services incorporating the affected intellectual property rights, which

could materially and adversely affect our business and results of operations. We may continue to

receive, in the future, notices of claims of infringement, misappropriation or misuse of other

parties’ proprietary rights. There can be no assurance that we will prevail in contesting these claims

or that actions alleging infringement by us of third-party intellectual property rights will not be

asserted or prosecuted against us. Furthermore, legal or other proceedings involving infringement of

intellectual property rights may require significant time and expense to defend, may divert

management’s attention away from other aspects of our operations and, upon resolution, may have a

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

publicity about our claimed infringement of a third party’s proprietary rights could also harm our

business.

Competition for employees is intense, and we may not be able to attract and retain the
qualified and skilled employees needed to support our business.

We believe our success depends on the efforts and talent of our employees, including data

centre management, operations, engineering, IT, risk management, and sales and marketing

personnel. Our future success depends on our continued ability to attract, develop, motivate and

retain qualified and skilled employees. Competition for highly skilled personnel is extremely

intense. We may not be able to hire and retain these personnel at compensation levels consistent

with our existing compensation and salary structure. Some of the companies with which we

compete for experienced employees have greater resources than we have and may be able to offer

more attractive terms of employment. In addition, we invest significant time and expenses in

training our employees, which increases their value to competitors who may seek to recruit them. If

we fail to retain our employees, we could incur significant expenses in hiring and training their

replacements, and the quality of our services and our ability to serve our clients could diminish,

resulting in a material adverse effect on our business.

A potential oversupply of data centre capacity could have a material adverse effect on us.

The continued construction and establishment of new privately-owned data centres could result

in an oversupply of data centres and thus enhance competition in the IDC solution service market.

Excessive data centre capacity could drive down the bandwidth price of data centre operations and

limit the number of economically attractive markets that are available to us for expansion, which
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could negatively impact our business and results of operations. According to the Frost and Sullivan

Report, with more IDC solution service providers serving for the same pool of clients, there is

likely to be heightened price competition, which can lead to lower profit margins and decreased

revenue for market participants. If the data centre capacity increases by more than 10% and such

increase in supply is not met by the corresponding growth in demand, the bandwidth price of data

centre operations may drop by more than 5%.

Our operating results may fluctuate, which could make our future results difficult to predict,
and may fall below investor or analyst expectations.

Our operating results may fluctuate due to a variety of factors, including many of the risks

described in this section, which are outside of our control. You should not rely on our operating

results for any prior periods as an indication of our future operating performance. Fluctuations in

our net revenue can lead to even greater fluctuations in our operating results. Our budgeted expense

levels depend in part on our expectations of long-term future net revenue. Given the relatively large

fixed cost of revenue for services, other than utility costs, any substantial adjustment to our costs to

account for lower-than-expected levels of net revenue will be difficult. Consequently, if our net

revenue does not meet projected levels, our operating performance will be negatively affected. If

our net revenue or operating results do not meet or exceed the expectations of investors or

securities analysts, the price of our Shares may decline.

Any severe or prolonged slowdown in the global or Chinese economy may adversely affect our
business, results of operations and financial condition.

The global macroeconomic environment was facing numerous challenges. The growth rate of

the Chinese economy had already been slowing since 2010. There is considerable uncertainty over

the long-term effects of the expansionary monetary and fiscal policies which had been adopted by

the central banks and financial authorities of some of the world’s leading economies, including

problems that may arise from the unwinding of those policies. The Federal Reserve has signaled its

intention to raise interest rates in the United States. Recently, the Russia-Ukraine conflict has

caused, and continues to intensify, significant geopolitical tensions in Europe and across the world.

This conflict and the imposition of broad economic sanctions on Russia could raise energy prices

and disrupt global markets. Unrest, terrorist threats and the potential for war in the Middle East and

elsewhere may increase market volatility across the globe. There have also been concerns about the

relationship between China and other countries, including the surrounding Asian countries, which

may potentially have economic effects. In particular, there is significant uncertainty about the future

relationship between the United States and China with respect to trade policies, treaties, government

regulations and tariffs. Economic conditions in China are sensitive to global economic conditions,

as well as changes in domestic economic and political policies and the expected or perceived

overall economic growth rate in China. As a result, any severe or prolonged slowdown in the global

or Chinese economy may materially and adversely affect our business, results of operations and

financial condition.
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Failure to comply with anti-bribery and anti-corruption laws and regulations, or effectively
manage our employees, affiliates and business partners could severely damage our reputation,
and materially and adversely affect our business, financial condition, results of operations and
prospects.

We are primarily subject to the anti-bribery and anti-corruption laws of the PRC. However, as

our business expands, the applicability of other anti-bribery and anti-corruption laws from other

jurisdictions, such as the Foreign Corrupt Practices Act enacted in the United States, to our

operations may increase in the future.

We are subject to risks in relation to actions taken by us, our employees, affiliates, third

parties whom we collaborate or other business partners that constitute violations of the anti-

corruption laws and regulations. If we, our employees, affiliates, third parties whom we collaborate

or other business partners violate these laws, rules or regulations, we could be subject to fines and/

or other penalties. Actions by relevant regulatory authorities or the courts to provide an

interpretation of the laws and regulations that differ from our interpretation or to adopt additional

anti-bribery or anti-corruption-related regulations could also require us to make changes to our

operations. Our reputation, corporate image, and business operations may be materially and

adversely affected if we fail to comply with these measures or become the target of any negative

publicity as a result of actions taken by us, our employees, affiliates, third parties whom we

collaborate or other business partners.

If we fail to maintain proper and effective internal controls, our ability to produce accurate
financial statements on a timely basis could be impaired.

Our internal control over financial reporting will not prevent or detect all errors and all fraud.

A control system, no matter how well designed and operated, can provide only reasonable, not

absolute, assurance that the control system’s objectives will be met. Because of the inherent

limitations in all control systems, no evaluation of controls can provide absolute assurance that

misstatements due to error or fraud will not occur or that all control issues and instances of fraud

will be detected.

Potential fines for unregistered lease agreements

As at the Latest Practicable Date, we leased 2 properties in the PRC, lease agreement of one

of the properties was not registered with the local branch of the relevant property administrative

authorities within the time limit prescribed, as the registration and filing applicable to leasing of the

commercial housing cannot be made for this property due to its construction on collectively-owned

land. As advised by our PRC Legal Adviser, the failure of lease registration and filing would not

directly affect the legality, validity and enforceability of the lease agreement. We are further

advised by the PRC Legal Adviser that we may be subject to a fine of no less than RMB1,000 and

not exceeding RMB10,000 for the unregistered lease agreement, on the premise that if the relevant

PRC government authorities require us to rectify, and we fail to do so within the prescribed time

period. As at the Latest Practicable Date, we have not received any notice from any government
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authority in relation to penalty or enforcement. We believe that the fine incurred due to

unregistered lease agreement is unlikely to have a material adverse impact on our business

operations and financial performance.

RISKS RELATED TO OUR CONTRACTUAL ARRANGEMENTS

If the PRC government finds that the agreements that establish the structure for operating
our operations in the PRC do not comply with applicable PRC regulations, or if these
regulations or the interpretation of existing regulations change in the future, we could be
subject to severe consequences, including the nullification of the Contractual Arrangements
and being forced to relinquish our interests in those operations.

Foreign ownership in entities that provide value-added telecommunication and other related

businesses, is subject to restrictions under current PRC laws and regulations, unless certain

exceptions are available.

We are a company incorporated in the Cayman Islands. Accordingly, we and the Consolidated

Affiliated Entities providing value-added telecommunication business are subject to foreign

ownership restriction under PRC laws. To ensure compliance with the PRC laws and regulations,

we conduct our business in the PRC through the Consolidated Affiliated Entities incorporated in the

PRC. We have entered into the Contractual Arrangements with Cloud Factory and its subsidiaries,

through which we obtain effective control of the Consolidated Affiliated Entities and substantially

the economic benefits arising from the Consolidated Affiliated Entities and are able to consolidate

the financial results of the Consolidated Affiliated Entities in our results of operations.

As there still exists uncertainties regarding the interpretation and application of existing and

future PRC laws on the validity of the contractual arrangement, relevant PRC legislative,

administrative or judicial bodies in the future may, in accordance with the interpretation of the

existing PRC laws or the laws and regulations promulgated in the future, especially regulations on

the policies regarding to industries with foreign investment, make decisions contrary to the opinions

in this legal opinion. Once such a contrary decision is made, the contractual arrangement shall be

revised accordingly and may be subject to the following measures taken by relevant government

departments:

. withdrawal of business and operating licences of the WFOE, members of the group

controlled under contractual arrangement;

. restriction or prohibition on the operation of the WFOE, members of the group controlled

under contractual arrangement;

. confiscation of any income which is deemed as illegal gained by the WFOE and

members of the group controlled under contractual arrangement ;
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. imposition of fines or other penalties that may be difficult or impossible to comply with

on the WFOE and members of the group controlled under contractual arrangement; (e)

enjoining the WFOE, members of the group controlled under contractual arrangement to

undertake restructuring of its shareholding structures or operations; or

. restriction or prohibition on the use of any [REDACTED] from the issuer’s

[REDACTED] to conduct domestic business and operations.

Furthermore, any of the assets under the name of any record holder of equity interest in a

material Consolidated Affiliated Entity, including such equity interest, may be put under court

custody in connection with litigation, arbitration or other judicial or dispute resolution proceedings

against that record holder. We cannot be certain that the equity interest will be disposed of in

accordance with the Contractual Arrangements. In addition, new PRC laws, rules and regulations

may be introduced to impose additional requirements that may impose additional challenges to our

corporate structure and Contractual Arrangements. The occurrence of any of these events or the

imposition of any of these penalties may result in a material and adverse effect on our ability to

provide IDC Solution Services. In addition, if the imposition of any of these penalties causes us to

be unable to direct the activities of a Consolidated Affiliated Entity and its respective subsidiaries

or the right to receive their economic benefits, we would no longer be able to consolidate such a

Consolidated Affiliated Entity into our financial statements, which could materially and adversely

affect our business, results of operations and financial condition. In this case, we may also face the

risk that the Stock Exchange may consider our Company to be no longer suitable for [REDACTED]

and consequently [REDACTED] our Shares.

Our Contractual Arrangements may not be as effective in providing operational control as
direct ownership. Any failure by any Consolidated Affiliated Entity or its shareholders to
perform the obligations under the Contractual Arrangements would have a material adverse
effect on our business, results of operations and financial condition.

We operate the majority of our business in the PRC through our Consolidated Affiliated

Entities, in which we have no ownership interest and rely on a series of Contractual Arrangements

with Cloud Factory and its subsidiaries to control and operate these businesses. All of our revenue

and cash flow from our business are attributed to our Consolidated Affiliated Entities. The

Contractual Arrangements may not be as effective as direct ownership in providing us with control

over our Consolidated Affiliated Entities. Direct ownership would allow us, for example, to directly

or indirectly exercise our rights as a shareholder to effect changes in the boards of directors of our

Consolidated Affiliated Entities, which in turn could effect changes, subject to any applicable

fiduciary obligations at the management level. However, under the Contractual Arrangements, as a

legal matter, if our Consolidated Affiliated Entities or their respective equity holders fail to perform

their respective obligations under the Contractual Arrangements, we may have to (i) incur

substantial costs; (ii) expend significant resources to enforce those arrangements; and (iii) resort to

litigation or arbitration and rely on legal remedies under PRC laws. These remedies may include

seeking specific performance or injunctive relief and claiming damages, any of which may not be

effective. In the event we are unable to enforce these Contractual Arrangements, or we experience

significant delays or other obstacles in the process of enforcing these Contractual Arrangements, we
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may not be able to exert effective control over our Consolidated Affiliated Entities and may lose

control over the assets owned by our Consolidated Affiliated Entities. As a result, we may be

unable to consolidate our Consolidated Affiliated Entities in our consolidated financial statements,

which could materially and adversely affect our business, results of operations and financial

condition.

The shareholders of the Consolidated Affiliated Entities may have actual or potential conflicts
of interest with us, which may materially and adversely affect our business, results of
operations and financial condition.

The shareholders of the Consolidated Affiliated Entities may have actual or potential conflicts

of interest with us. These shareholders may breach or cause the Consolidated Affiliated Entities to

breach the Contractual Arrangements, which would have a material adverse effect on our ability to

effectively control the Consolidated Affiliated Entities and receive economic benefits from them.

We cannot assure that when conflicts of interest arise any or all of these shareholders will act in the

best interests of our Company, or such conflicts will be resolved in our favour. If we cannot resolve

any conflict of interest or dispute between us and these shareholders, we would have to rely on

legal proceedings, which could result in disruption of our business and subject us to substantial

uncertainties as to the outcome of any such legal proceedings.

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

The Contractual Arrangements are governed by PRC laws and provide for dispute resolution

by way of arbitration in the PRC. The Contractual Arrangements contain provisions to the effect

that the arbitral body may award remedies over the shares and/or assets of Cloud Factory and its

subsidiaries, injunctive relief and/or winding up of Cloud Factory and its subsidiaries. In addition,

the Contractual Arrangements contain provisions to the effect that courts in Hong Kong, the

Cayman Islands and courts in other countries with jurisdiction are empowered to grant interim

remedies in support of the arbitration pending the formation of an arbitral tribunal.

However, we have been advised by our PRC Legal Advisers that the abovementioned

provisions contained in the Contractual Arrangements may not be enforceable. Under PRC laws, an

arbitral body does not have the power to grant any injunctive relief or provisional or final

liquidation order to preserve the assets of or any equity interest in our Consolidated Affiliated

Entities in case of disputes. Therefore, such remedies may not be available to us, notwithstanding

the relevant contractual provisions contained in the Contractual Arrangements. In addition, our PRC

Legal Advisers are of the view that, even though the Contractual Arrangements provide that

overseas courts such as Hong Kong and the Cayman Islands may grant and/or enforce interim

remedies in support of the arbitration, such interim remedies (even if so granted by courts in Hong

Kong, the Cayman Islands or courts in other countries with jurisdiction in favour of an aggrieved

party) may not be recognised or enforced by PRC courts. Although relevant signing parties have

agreed on the aforesaid dispute resolution clause set out in the Control Agreement, some of the

provisions under the aforesaid dispute resolution clause do not have a legal basis in the PRC and,

in the course of practice, relevant arbitration committee may not be able to enforce such dispute

resolution clause and the PRC Court may not enforce the award of relevant arbitration committee
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and the provisional injunctive relief or other provisional relief granted by relevant overseas court.

As a result, in the event that Cloud Factory and its subsidiaries or any of its shareholders or Wuxi

Lingjingyun breaches any of the Contractual Arrangements, we may not be able to obtain sufficient

remedies in a timely manner, and if we are unable to enforce the Contractual Arrangements, our

ability to exert effective control over our Consolidated Affiliated Entities and conduct our business

could be materially and adversely affected.

We may lose the ability to use and enjoy assets held by our Consolidated Affiliated Entities
that are material to our business operations if our Consolidated Affiliated Entities declare
bankruptcy or become subject to a dissolution or liquidation proceeding.

Our Consolidated Affiliated Entities hold certain assets that may be critical to the operation of

part of our business. If the shareholders of our Consolidated Affiliated Entities breach the

Contractual Arrangements and voluntarily liquidate the Consolidated Affiliated Entities, or if our

Consolidated Affiliated Entities declare bankruptcy and all or part of their assets become subject to

liens or rights of third-party creditors or are otherwise disposed of without our consent, we may be

unable to continue some of our business activities, which could adversely affect our business,

financial condition and results of operations. In addition, if our Consolidated Affiliated Entities

undergo involuntary liquidation proceedings, third-party creditors may claim rights to some or all of

their assets, thereby hindering our ability to operate part of our business, which could adversely

affect our business, financial condition and results of operations.

Substantial uncertainties exist with respect to the interpretation and implementation of the
Foreign Investment Law and the Implementation Rules and how they may impact the viability
of our current corporate structure, corporate governance and business operations.

The Foreign Investment Law and its implementing regulations do not stipulate that the

‘‘foreign investment’’ as defined thereunder shall include contractual arrangement. There are

possibilities that future laws, administrative regulations or provisions prescribed by the State

Council may regard Contractual Arrangements as a form of foreign investment, at which time it

will be uncertain whether the Contractual Arrangements will be deemed to be in violation of the

foreign investment access requirements and how the Contractual Arrangements will be handled.

Therefore, there is no guarantee that the Contractual Arrangements and the business of the

Consolidated Affiliated Entities will not be materially and adversely affected in the future due to

changes in PRC laws and regulations. If future laws, administrative regulations or provisions

prescribed by the State Council mandate further actions to be completed by the Consolidated

Affiliated Entities, we may face substantial uncertainties as to the timely completion of such

actions. In the extreme case scenario, we may be required to unwind the Contractual Arrangements

and/or dispose of the Consolidated Affiliated Entities.

For details of the Foreign Investment Law, please refer to the paragraph headed ‘‘Contractual

Arrangements — Legality of the Contractual Arrangements — Development in the PRC legislation

on foreign investment’’ in this document.
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Our Contractual Arrangements may be subject to scrutiny by the PRC tax authorities and
they may determine that we or the Consolidated Affiliated Entities owe additional taxes, which
could materially and adversely affect our business, results of operations and financial
condition.

Under applicable PRC laws and regulations, arrangements and transactions among related

parties may be subject to audit or challenge by the PRC tax authorities. The tax authorities may

impose reasonable adjustments on taxation if they have identified any related party transactions that

are inconsistent with arm’s length principles. We could face material and adverse tax consequences

if the PRC tax authorities determine that our Contractual Arrangements were not entered into on an

arm’s length basis in such a way as to result in an impermissible reduction in taxes under applicable

PRC laws, rules and regulations, and adjust income of our affiliated entities in the form of a

transfer pricing adjustment. A transfer pricing adjustment could, among other things, result in a

reduction of expense deductions recorded by our affiliated entities for PRC tax purposes, which

could in turn increase its tax liabilities. In addition, if Cloud Factory requests the Registered

Shareholders to transfer their equity interests in Cloud Factory at nominal or no value pursuant to

the Contractual Arrangements, such transfer could be viewed as a gift and subject Wuxi

Lingjingyun to PRC income tax. Furthermore, the PRC tax authorities may impose late payment

fees and other penalties on our affiliated entities for the adjusted but unpaid taxes according to the

applicable regulations. Our business, results of operations and financial position could be materially

and adversely affected if the tax liabilities of the Consolidated Affiliated Entities increase or if they

are required to pay late payment fees and other penalties.

If we exercise the option to acquire equity ownership and assets of our Consolidated Affiliated
Entities, the ownership or asset transfer may subject us to certain limitations and substantial
costs.

Pursuant to the Contractual Arrangements, Wuxi Lingjingyun or its designated person(s) has

the exclusive right to purchase all or any part of the equity interests in Cloud Factory and its

subsidiaries held by the Registered Shareholders at a nominal price, unless relevant government

authorities or PRC laws require that another amount should be used as the purchase price, in which

case the purchase price shall be the lowest amount under such requirement. The equity transfer may

be subject to the approvals from and filings with the MIIT, the SAIC and/or their local competent

branches. In addition, the equity transfer price may be subject to review and tax adjustment by the

relevant tax authority. The relevant tax amounts could be substantial.

Our Group does not have any insurance which covers the risks relating to the Contractual
Arrangements and the transactions contemplated thereunder.

The insurance of our Group does not cover the risks relating to the Contractual Arrangements

and the transactions contemplated thereunder and our Company has no intention to purchase any

insurance in this regard. If any risk arises from the Contractual Arrangements in the future, such as

those affecting the enforceability of the Contractual Arrangements and the operation of the

Consolidated Affiliated Entities, the financial results and financial position of our Group may be

adversely affected.
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The WFOE bears economic risks as the primary beneficiary of the Consolidated Affiliated
Entities.

As the primary beneficiary of the Consolidated Affiliated Entities, the WFOE will share both

profit and loss of the Consolidated Affiliated Entities and bears economic risks which may arise

from difficulties in the operation of our Group. The WFOE may have to provide financial support

in the event of financial difficulty of the Consolidated Affiliated Entities. Under these

circumstances, our Group’s financial results and financial position may be adversely affected by the

worsening financial performance of the Consolidated Affiliated Entities and the need to provide

financial support to it.

There may be a potential impact to our Company if our contractual arrangements with the
Consolidated Affiliated Entity, its subsidiaries and shareholders are not treated as domestic
investment.

If the operation of our businesses conducted through the Consolidated Affiliated Entity is

subject to any restrictions pursuant to the Negative List (2021), or any successor regulations, and

the contractual arrangements are not treated as domestic investment, the contractual arrangements

may be regarded as invalid and illegal. If this were to occur, we would not be able to operate the

relevant businesses through the contractual arrangements and would lose our rights to receive the

economic benefits of the Consolidated Affiliated Entities. As a result, we would no longer

consolidate the financial results of the Consolidated Affiliated Entities into our financial results and

we would have to derecognise their assets and liabilities according to the relevant accounting

standards. If we do not receive any compensation, we would recognise an investment loss as a

result of such de-recognition.

RISKS RELATED TO DOING BUSINESS IN THE PEOPLE’S REPUBLIC OF CHINA

Our business is affected by changes in the PRC’s economic, political or social conditions or
government policies.

All of our business, assets and operations are located in the PRC, and therefore, our business,

financial condition, results of operations and prospects are affected to a large extent by the general

political, economic and social developments in the PRC. Similar to many other countries and

regions, the PRC regulates its economy through imposing and adjusting industrial, fiscal or

monetary policies from time to time. Our business has been and will continue to be affected by the

PRC’s economy, which in turn is increasingly influenced by the global economy. The uncertainties

in the global economy and the geo-political or social environment in various regions around the

world will continue to influence the PRC’s economic growth and may cause uncertainties in our

prospects. Future changes in economic, political, social, and regulatory conditions may continue to

influence our business, financial condition, results of operations and prospects.

RISK FACTORS

– 70 –

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



We may be classified as a PRC resident enterprise for PRC enterprise income tax purposes.

Under the EIT Law and its implementation rules, an enterprise established outside of the PRC

with a ‘‘de facto management body’’ within the PRC is considered a resident enterprise and will be

subject to the enterprise income tax on its global income at the rate of 25%. The implementation

rules define the term ‘‘de facto management body’’ as the body that exercises full and substantial

control over, and overall management of the business, productions, personnel, accounts and

properties of an enterprise. In April 2009, the STA issued a circular, known as Circular 82, which

provides certain specific criteria for determining whether the ‘‘de facto management body’’ of a

PRC-controlled enterprise that is incorporated offshore is a PRC resident enterprise located in the

PRC. As substantially all of our management members are based in the PRC, it remains unclear

how the tax residency rule will apply in our case. If the PRC tax authorities determine that our

Company, or any of our subsidiaries outside of the PRC, is a PRC resident enterprise for PRC

enterprise income tax purposes, then our Company or such subsidiary could be subject to PRC tax

at a rate of 25% on its worldwide income. In addition, we will also be subject to PRC enterprise

income tax reporting obligations. Moreover, if the PRC tax authorities determine that we are a PRC

resident enterprise for enterprise income tax purposes, gains realized on the sale or other disposition

of our ordinary Shares may be subject to PRC tax, and dividends we pay may be subject to PRC

withholding tax, at a rate of 10%in the case of non-PRC enterprises or 20%in the case of non-PRC

individuals (in each case, subject to the provisions of any applicable tax treaty), if such gains or

dividends are deemed to be from PRC sources. It is unclear whether non-PRC Shareholders of our

Company would be able to obtain the benefits of any tax treaties between their country of tax

residence and the PRC in the event that we are treated as a PRC resident enterprise.

The indirect transfers of equity interests in our PRC resident enterprises through transfers
made by our Shareholders or our non-PRC holding companies may be subject to enterprise
income tax.

On 3 February 2015, the STA promulgated the Public Announcement on Several Issues

Concerning Enterprise Income Tax for Indirect Transfer of Assets by Non-Resident Enterprises (關

於非居民企業間接轉讓財產企業所得稅若干問題的公告) (‘‘Circular 7’’), which provides

comprehensive guidelines relating to, and has also heightened the Chinese tax authorities’ scrutiny

over, indirect transfers by a non-resident enterprise of assets (including equity interests) of a PRC

resident enterprise (the ‘‘Chinese Taxable Assets’’). For example, Circular 7 states that where a

non-resident enterprise transfers Chinese Taxable Assets indirectly, by disposing of equity interests

in an overseas holding company directly or indirectly holding such Chinese Taxable Assets, and

such transfer is deemed to be, for the purpose of avoiding EIT payment obligations, and without

any other bona fide commercial purpose, the transfer may be reclassified by the Chinese tax

authorities as a direct transfer of Chinese Taxable Assets. Circular 7 also introduces safe harbors

for internal group restructurings and the purchase and sale of equity interests through a public

securities market. Although Circular 7 contains certain exemptions, it is unclear whether any

exemptions under Circular 7 will be applicable to the transfer of our Shares, such as purchasing our

Shares in the open market, and selling them in a private transaction, or vice versa, or to any future

acquisition by us outside of the PRC involving Chinese Taxable Assets, or whether the Chinese tax

authorities classify such transactions by applying Circular 7. Therefore, the Chinese tax authorities
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may deem any transfer of our Shares by those of our Shareholders that are non-resident enterprises,

or any future acquisitions by us outside of the PRC involving Chinese Taxable Assets, to be subject

to the foregoing regulations, which may subject our Shareholders or us to additional Chinese tax

reporting obligations or tax liabilities. In addition, if we fail to comply with Circular 7 and/or

Circular 37, the Chinese tax authorities may take action, including requesting us to provide

assistance in their investigation, or may impose a penalty on us, which could have a negative

impact on our business, results of operations and financial condition.

Restrictions on the remittance of Renminbi into and out of the PRC and governmental control
of currency conversion may limit our ability to pay dividends and other obligations, and affect
the value of your investment.

The conversion and remittance of foreign currencies are subject to PRC foreign exchange

regulations. As we may convert our revenue in Renminbi into other currencies to meet our foreign

currency obligations, such as payments of dividends on our Shares, there is no assurance that we

will have sufficient foreign exchange to meet these requirements. Under existing PRC foreign

exchange regulations, payments of current account items, including profit distributions, interest

payments and trade and service-related foreign exchange transactions, can be made in foreign

currencies without prior SAFE approval by complying with certain procedural requirements.

However, any changes to these foreign exchange policies that prevent us from obtaining sufficient

foreign currencies may affect our ability to pay dividends in foreign currencies to our Shareholders.

Foreign judgments may not always be effectively enforced in PRC jurisdiction.

The ability to enforce foreign judgments differs across the world. A judgment of a court of

another jurisdiction may be reciprocally recognized or enforced if the jurisdiction has a treaty with

the PRC or if there are reciprocal relationships between the PRC and such jurisdiction. The

recognition and enforcement in the PRC of a court judgment obtained in other jurisdictions related to

any matter that is not subject to a binding arbitration provision may be difficult or impossible. Our

operating companies are established under the laws of the PRC, and all of our assets are located in

the PRC. In addition, all of our Directors, Supervisors and senior management reside within the PRC,

and substantially all of their assets are located within the PRC. As a result, if a foreign legal action is

brought against us, our Directors, Supervisors or senior management, there is no guarantee that such

foreign judgment will be enforceable in our home jurisdiction. On July 14, 2006, the Supreme

People’s Court of the PRC and the government of the Hong Kong entered into the Arrangement on

Reciprocal Recognition and Enforcement of Judgments in Civil and Commercial Matters by the

Courts of the PRC and of the Hong Kong Special Administrative Region Pursuant to the Choice of

Court Agreements between Parties Concerned (《關於內地與香港特別行政區法院相互認可和執行當

事人協議管轄的民商事案件判決的安排》) (the ‘‘Arrangement’’). Under the Arrangement, where any

designated PRC court or any designated Hong Kong court has made an enforceable final judgment

requiring payment of money in a civil or commercial case under a choice of court agreement in

writing, any party concerned may apply to the relevant PRC court or Hong Kong court for

recognition and enforcement of the judgment. Therefore, if the parties in dispute do not agree to enter
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into a choice of court agreement in writing, it may not be possible to enforce the judgment. Thus, it
may be difficult or impossible for investors to effect service of process against our assets or Directors

in the PRC in order to seek recognition and enforcement of foreign judgements in the PRC.

On January 18, 2019, the Supreme People’s Court of the PRC and the government of the Hong

Kong entered into the Arrangement on Reciprocal Recognition and Enforcement of Judgments in

Civil and Commercial Matters by the Courts of the Mainland and of the Hong Kong Special

Administrative Region (《關於內地與香港特別行政區法院相互認可和執行民商事案件判決的安

排》) (the ‘‘New Arrangement’’) which seeks to establish a mechanism with greater clarity and

certainty for recognition and enforcement of judgments in wider range of civil and commercial

matters between Hong Kong and the PRC. This New Arrangement does not require a choice of

court agreement in writing by the parties. The New Arrangement will take effect and supersede the

Arrangement after the promulgation of a judicial interpretation by the Supreme People’s Court of

the PRC and the completion of the relevant legislative procedures in Hong Kong. Therefore, before

the New Arrangement becomes effective, it may be difficult to enforce a judgment rendered by a

Hong Kong court in the PRC if the parties in the dispute do not agree to enter into a choice of

court agreement in writing.

We are subject to the risks associated with international trade policies, geopolitics and trade
protection measures, and our business, financial condition and results of operations could be
adversely affected.

Our operations may be negatively affected by any deterioration in the political and economic

relations among countries and sanctions and export controls administered by the government

authorities in the countries in which we operate, and other geopolitical challenges, including, but

not limited to, economic and labor conditions, increased duties, taxes and other costs and political

instability. Margins on sales of our products and services in certain countries and on sales of

products that include components obtained from certain foreign suppliers could be materially and

adversely affected by international trade regulations, including duties, tariffs and antidumping

penalties. For example, the U.S. government imposed economic and trade sanctions directly or

indirectly affecting China-based technology companies. Such laws and regulations are likely subject

to frequent changes, and their interpretation and enforcement involves substantial uncertainties,

which may be heightened by national security concerns or driven by political and/or other factors

that are out of our control. Therefore such restrictions, and similar or more expansive restrictions

that may be imposed by the United States or other jurisdictions in the future, may be difficult or

costly to comply with and may materially and adversely affect our and our technology partners’

abilities to acquire technologies, systems, devices or components that may be critical to our

technology infrastructure, service offerings and business operations.

Any export controls or any economic or trade restrictions applicable to our businesses could

be complex and may change frequently. The interpretation and enforcement of such laws and

regulations involve uncertainties, which may be driven by political or other factors out of our

control or heightened by national security concerns. Any potential restrictions imposed on us or our

business partners, as well as any associated inquiries or investigations or any other government

actions, may be difficult or costly to comply with and may cause disruptions to our service
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offerings and business operations, result in negative publicity, require significant management time

and attention and subject us to fines, penalties or orders. Any of the foregoing events may have a

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

RISKS RELATED TO THE [REDACTED]

There has been no prior public market for the Shares and the liquidity, market price and
trading volume of the Share may be volatile.

There has not been a public market for our Shares prior to the [REDACTED]. There is no

assurance that there will be an active trading market for our Shares on the Stock Exchange upon the

[REDACTED]. In addition, the market price of our Shares to be traded on the Stock Exchange may

differ from the [REDACTED] and prospective investors should not treat the [REDACTED] as an

indicator of the market price of our Shares to be traded on the Stock Exchange.

Upon the [REDACTED], the trading volume and the market price of our Shares may be

affected or influenced by a number of factors from time to time, including but not limited to, our

revenue, profit and cash flow, acquisitions, strategic partnerships, joint ventures or capital

commitments, changes in our management and general market conditions or other developments

affecting us or our industry. There is no assurance that such factors will not occur, and it is difficult

to quantify their impact on the trading volume and the market price of our Shares. As a result,

investors in our Shares may experience volatility in the market price of the Shares and a decrease in

the value of the Shares, regardless of our operating performance or prospects.

In addition, the following factors may cause the market price of our Shares following the

[REDACTED] to vary significantly from the [REDACTED]: (i) variation in our turnover, earnings

and cash flow; (ii) liability claims brought against us based on, for example, defective solutions;

(iii) our failure to execute our business strategies; (iv) any unexpected business interruptions

resulting from operational breakdowns or natural disasters; (v) inadequate protection of our

intellectual property or legal proceedings brought against us for infringement of third parties’

intellectual property rights; (vi) any major changes in our key personnel or senior management;

(vii) our inability to obtain or maintain regulatory approval for our services; and (viii) political,

economic, financial and social developments.

The [REDACTED] of our Shares when [REDACTED] begins may be lower than the
[REDACTED] as a result of, among other things, adverse market conditions or other adverse
developments that may occur between the time of sale and the time trading begins.

The [REDACTED] will be determined on the [REDACTED]. However, the [REDACTED] will

not commence [REDACTED] until they are delivered. As a result, investors might not be able to

sell or otherwise deal in the [REDACTED] during that period. Accordingly, holders of the

[REDACTED] are subject to the risk that the price of the [REDACTED] when trading begins may

be lower than the [REDACTED] as a result of adverse market conditions or other adverse

developments that may occur between the time of sale and the time [REDACTED] begins.
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Investors may experience dilution if our Group issues additional Shares in the future.

Our Group may need to raise additional funds in the future to finance business expansion, new

development and acquisitions. If additional funds are raised through the issuance of new equity or

equity-linked securities of our Company other than on a pro-rata basis to the existing Shareholders,

the shareholding of such Shareholders in our Company may be reduced, or such new securities may

confer rights and privileges that take priority over those conferred by the [REDACTED].

Future sales or a major divestment of Shares by our Controlling Shareholders after the
[REDACTED] could adversely affect the prevailing market price of the Shares.

The Shares beneficially owned by our Controlling Shareholders are subject to certain lock-up

periods, details of which are referred to in the paragraph headed ‘‘[REDACTED] — [REDACTED]

arrangements and expenses — [REDACTED] — Undertakings by the Controlling Shareholders —

Undertakings pursuant to the [REDACTED]’’ in this document. We cannot guarantee that our

Controlling Shareholders will not dispose of our Shares following the expiration of their respective

lock-up periods after the [REDACTED]. Our Group cannot predict the effect, if any, of any future

disposal of Shares by any of our Controlling Shareholders, or that the Shares held by our

Controlling Shareholders are available for purchase in the market may have on the market price of

our Shares. Future sales, disposals, or other transfers of a substantial number of our Shares by our

Controlling Shareholders in public market, or any prospects or possibilities of such sales, disposals

or other transfers, as to or against which the holders of our Shares may or may not have a right to

vote or veto, could adversely impact the market price of our Shares and our ability to raise equity

capital in the future at a time and price that we deem appropriate.

The trading price of our Shares may be volatile, which could result in substantial losses to
holders of our Shares.

The trading price of our Shares can be volatile for different reasons. This may happen because

of broad market and industry factors, like the performance and fluctuation in the market prices or

the underperformance or deteriorating financial results of other listed companies based in China.

The securities of some of these companies have experienced significant volatility since their initial

public offerings, including, in some cases, substantial price declines in the trading prices of their

securities. The trading performances of other Chinese companies’ securities after their offerings,

including internet and e-commerce companies, may affect the attitudes of investors toward Chinese

companies listed in Hong Kong, which consequently may impact the trading performance of our

Shares, regardless of our actual operating performance. In addition, any negative news or

perceptions about inadequate corporate governance practices or fraudulent accounting, corporate

structure or matters of other Chinese companies may also negatively affect the attitudes of investors

towards Chinese companies in general, including us, regardless of whether we have conducted any

inappropriate activities. Furthermore, securities markets may from time-to-time experience

significant price and volume fluctuations that are not related to our operating performance, such as

the large decline in share prices in the United States, China and other jurisdictions in late 2008,
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early 2009, the second half of 2011, in 2015, early 2020 and 2022. In addition to the above factors,

the price and trading volume of our Shares may be highly volatile due to multiple factors, including

the following:

. regulatory developments affecting us or our industry, clients or suppliers;

. announcements of studies and reports relating to the quality of our service offerings or

those of our competitors;

. changes in the economic performance or market valuations of other data centre services

companies;

. actual or anticipated fluctuations in our quarterly results of operations and changes or

revisions of our expected results;

. changes in financial estimates by securities research analysts;

. conditions in the market for data centre services;

. announcements by us or our competitors of new product and service offerings,

acquisitions, strategic relationships, joint ventures, capital raisings or capital

commitments;

. additions to or departures of our senior management;

. any actual or alleged illegal acts of our senior management or other key employees;

. fluctuations of exchange rates between the Renminbi, the Hong Kong dollar and the U.S.

dollar;

. political or market instability or disruptions, and actual or perceived social unrest in the

United States, Hong Kong or other jurisdictions;

. release or expiry of lock-up or other transfer restrictions on our Shares;

. sales or perceived potential sales or other dispositions of existing or additional Shares or

other equity or equity-linked securities; and

. attacks by short sellers, including the publication of negative opinions regarding us and

our business prospects in order to create negative market momentum and generate profits

for themselves after selling a stock short.
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If securities or industry analysts do not publish research or publish inaccurate or
unfavourable research about our business, the market price for our Shares and trading
volume could decline.

The trading market for our Shares depends in part on the research and reports that securities or

industry analysts publish about us or our business. If research analysts do not establish and

maintain adequate research coverage or if one or more of the analysts who cover us downgrade our

Shares or publish inaccurate or unfavourable research about our business, the market price for our

Shares would likely decline. If one or more of these analysts cease coverage of our company or fail

to publish reports on us regularly, we could lose visibility in the financial markets, which, in turn,

could cause the market price or trading volume for our Shares to decline.

Techniques employed by short sellers may drive down the market price of our Shares.

Short selling is the practice of selling securities that the seller does not own but rather has

borrowed from a third party with the intention of buying identical securities back at a later date to

return to the lender. The short seller hopes to profit from a decline in the value of the securities

between the sale of the borrowed securities and the purchase of the replacement shares, as the short

seller expects to pay less in that purchase than it received in the sale. As it is in the short seller’s

best interests for the price of the stock to decline, many short sellers publish, or arrange for the

publication of, negative opinions regarding the relevant issuer and its business prospects in order to

create negative market momentum and generate profits for themselves after selling a stock short.

These short attacks have, in the past, led to the selling of shares in the market.

Public companies that have substantially all of their operations in China have been the subject

of short selling. Much of the scrutiny and negative publicity has centered on allegations of a lack of

effective internal control over financial reporting resulting in financial and accounting irregularities

and mistakes, inadequate corporate governance policies or a lack of adherence thereto and, in many

cases, allegations of fraud. As a result, many of these companies are now conducting internal and

external investigations into the allegations. We may in the future be, the subject of unfavourable

allegations made by a short seller. Any such allegations may be followed by periods of instability

in the market price of our Shares and negative publicity. Regardless of whether such allegations are

proven to be true or untrue, it is not clear what effect such negative publicity could have on us, and

we could have to expend a significant amount of resources to investigate such allegations and/or

defend ourselves. While we would strongly defend against any such short seller attacks, we may be

constrained in the manner in which it can proceed against the relevant short seller by principles of

freedom of speech, applicable law or issues of commercial confidentiality. Such a situation could be

costly and time-consuming and could distract our management from growing our business. Even if

such allegations are ultimately proven to be groundless, allegations against us could severely impact

our business operations and stockholders’ equity, and any investment in our Shares could be greatly

reduced or rendered worthless.
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Because we do not expect to pay dividends in the foreseeable future, you must rely on price
appreciation of our Shares for return on your investment.

We currently intend to retain most, if not all, of our available funds and any future earnings to

fund the development and growth of our business. As a result, we do not expect to pay any cash

dividends in the foreseeable future. Therefore, you should not rely on an investment in our Shares

and as a source for any future dividend income.

Our Board of Directors has complete discretion as to whether to distribute dividends. Even if

our Board of Directors decides to declare and pay dividends, the timing, amount and form of future

dividends, if any, will depend on, among other things, our future results of operations and cash

flow, our capital requirements and surplus, the amount of distributions, if any, received by us from

our subsidiaries, our financial condition, contractual restrictions and other factors deemed relevant

by our Board of Directors. Accordingly, the return on your investment in our Shares will likely

depend entirely upon any future price appreciation of our Shares. There is no guarantee that our

Shares will appreciate in value or even maintain the price at which you purchased the Shares. You

may not realise a return on your investment in our Shares and you may even lose your entire

investment in our Shares.

The Shares are equity and are subordinate to our existing and future indebtedness, and any
preferred stock we may issue in the future.

The Shares are our equity interests and do not constitute indebtedness. As such, Shares will

rank junior to all indebtedness and other non-equity claims on us with respect to assets available to

satisfy claims on us, including in a liquidation of us. Additionally, holders of our Shares may be

subject to prior dividend and liquidation rights of any holders of our preferred stock or depositary

shares representing such preferred stock then outstanding.

Our Shares will rank junior to our convertible preferred stock, if any, with respect to the

payment of dividends and amounts payable in the event of our liquidation, dissolution or winding-

up of our affairs. This means that no dividends may be declared or paid on our Shares, and we will

not be permitted to repurchase any of our Shares subject to limited exceptions. Likewise, in the

event of our voluntary or involuntary liquidation, dissolution or winding-up of our affairs, no

distribution of our assets may be made to holders of our Shares until immediately prior to such

liquidation. Our Board of Directors is authorised to issue additional classes or series of preferred

stock without any action on the part of the shareholders. The Board of Directors also has the power,

without shareholder approval, to set the terms of any such classes or series of preferred stock that

may be issued, including voting rights, dividend rights, and preferences over our Shares with

respect to dividends or upon our dissolution, winding-up and liquidation and other terms. If we

issue preferred stock in the future that has a preference over our Shares with respect to the payment

of dividends or upon our liquidation, dissolution, or winding up, or if we issue preferred stock with

voting rights that dilute the voting power of our Shares, the rights of holders of our Shares or the

market price of our Shares could be adversely affected.
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You must rely on the judgment of our management as to the use of the [REDACTED] from
this [REDACTED], and such use may not produce income or increase the price of our Shares.

We currently plan to use the [REDACTED] of this [REDACTED] to upgrade our IDC
Solution Services by investing in BMS and develop an edge computing platform. Our management

will have considerable discretion in the application of the [REDACTED] received by us. You will

not have the opportunity, as part of your investment decision, to assess whether [REDACTED] are

being used appropriately. The [REDACTED] may be used for corporate purposes that do not

improve our efforts to achieve or maintain profitability or increase the price of our Shares. The

[REDACTED] from this [REDACTED] may be placed in investments that do not produce income
or that lose value.

Certain judgments obtained against us by our shareholders may not be enforceable.

We are an exempted company limited by shares incorporated under the laws of the Cayman

Islands. We conduct the entire operations in the PRC and all of our assets are located in the PRC.
In addition, some of our Directors and executive officers and the experts named in this document

do not reside within Hong Kong, and most of their assets are not located in Hong Kong. As a

result, it may be difficult or impossible for you to bring an action against us or against them in

Hong Kong in the event that you believe that your rights have been infringed under Hong Kong

laws or otherwise. Even if you are successful in bringing an action of this kind, the laws of the
Cayman Islands or other relevant jurisdiction may render you unable to enforce a judgment against

our assets or the assets of our Directors and officers.

There is no statutory enforcement in the Cayman Islands of judgments obtained in the Hong

Kong courts (and the Cayman Islands are not a party to any treaties for the reciprocal enforcement
or recognition of such judgments). A judgment obtained in such jurisdiction will be recognised and

enforced in the courts of the Cayman Islands at common law, without any re-examination of the

merits of the underlying dispute, by an action commenced on the foreign judgment debt in the

Grand Court of the Cayman Islands, provided such judgment (a) is given by a foreign court of

competent jurisdiction; (b) is not obtained by fraud; (c) is final and conclusive; (d) is not in respect

of taxes, a fine or a penalty; and (e) was not obtained in a manner and is not of a kind the
enforcement of which is contrary to natural justice or the public policy of the Cayman Islands.

You may face difficulties in protecting your interests, and your ability to protect your rights
through Hong Kong courts may be limited, because we are incorporated under Cayman
Islands law.

We are an exempted company limited by shares incorporated under the laws of the Cayman

Islands. Our corporate affairs are governed by our Memorandum and Articles of Association, the

Cayman Companies Act and the common law of the Cayman Islands. The rights of shareholders to

take action against our Directors, actions by minority shareholders and the fiduciary duties of our

Directors to us under Cayman Islands law are to a large extent governed by the common law of the
Cayman Islands. The common law of the Cayman Islands is derived in part from comparatively

limited judicial precedent in the Cayman Islands as well as from the common law of England, the

decisions of whose courts are of persuasive authority, but are not binding, on a court in the Cayman
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Islands. The rights of our shareholders and the fiduciary duties of our Directors under Cayman

Islands law are not as clearly established as they would be under statutes or judicial precedent in

some jurisdictions in the United States or the Hong Kong courts. In particular, the Cayman Islands

has a less developed body of securities laws than Hong Kong. In addition, Cayman Islands

companies may not have standing to initiate a shareholder derivative action in Hong Kong courts.

Shareholders of Cayman Islands exempted companies like us have no general rights under

Cayman Islands law to inspect corporate records or to obtain copies of lists of shareholders of these

companies. Our Directors have discretion under our Memorandum and Articles of Association to

determine whether or not, and under what conditions, our corporate records may be inspected by

our shareholders, but are not obliged to make them available to our shareholders. This may make it

more difficult for you to obtain the information needed to establish any facts necessary for a

shareholder resolution or to solicit proxies from other shareholders in connection with a proxy

contest.

As a result of all of the above, our public shareholders may have more difficulty in protecting

their interests in the face of actions taken by management, members of the Board of Directors or

Controlling Shareholders than they would as public shareholders of a company incorporated in

Hong Kong.

Prospective investors should read the entire document carefully, and we strongly caution
prospective investors not to place any reliance on any information contained in press articles
or other media regarding us or the [REDACTED].

There may be, subsequent to the date of this document but prior to the completion of

[REDACTED] and the [REDACTED], press and media coverage regarding us and the

[REDACTED], which may contain, among other things, certain financial information, projections,

valuations and other forward-looking information about us and the [REDACTED]. We have not

authorised the disclosure of any such information in the press or media and do not accept

responsibility for the accuracy or completeness of such press articles or other media coverage. We

make no representation as to the appropriateness, accuracy, completeness or reliability of any of the

projections, valuations or other forward-looking information about us. To the extent such statements

are inconsistent with, or conflict with, the information contained in this document, we disclaim

responsibility for them. Accordingly, prospective investors are cautioned to make their investment

decisions on the basis of the information contained in this document only and should not rely on

any other information.
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