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N/A
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Securities registered or to be registered pursuarnb Section 12(b) of the Act:

Title of Each Class Name of Exchange on Which Registere
Class A common shares, par value US$0.00001 pes The NASDAQ Stock Market
* Not for trading, but only in connection with theting on The NASDAQ Stock Market of the Americampdsitary shares ("ADSs").
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Securities registered or to be registered pursuarnb Section 12(g) of the Act:

None
(Title of Class)
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Indicate by check mark if the registramaiwell-known seasoned issuer, as defined in Kbeof the Securities Act. Ye No O

If this report is an annual or transiti@port, indicate by check mark if the registramas required to file reports pursuant to SectiBrot
15(d) of the Securities Exchange Act of 1934. Y8s  No

Indicate by check mark whether the regidtr(1) has filed all reports required to be fildSection 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementsiHe past 90 days. Yesl No O

Indicate by check mark whether the regidthas submitted electronically and posted ocdtporate Web site, if any, every Interactive
Data File required to be submitted and posted puntsto Rule 405 of Regulation5¢8232.405 of this chapter) during the precedi@gribnths
(or for such shorter period that the registrant veagiired to submit and post such files). Yd8s  No O

Indicate by check mark whether the registis a large accelerated filer, an accelerated fir a non-accelerated filer. See definition of
"accelerated filer and large accelerated filerRide 12b-2 of the Exchange Act. (Check one):

Large accelerated file[d Accelerated filerx Non-accelerated fileid
Indicate by check mark which basis of artimg the registrant has used to prepare the ¢inhatatements included in this filing:
U.S. GAAP International Financial Reporting Standards aseidday the International Accounting Standards BcO Other O

If "Other" has been checked in respongbe@revious question, indicate by check mark Wifiicancial statement item the registrant has
elected to follow. Item 1711 Item 180

If this is an annual report, indicate byeck mark whether the registrant is a shell comgasyefined in Rule 12b-2 of the Exchange
Act). Yes O No

(APPLICABLE ONLY TO ISSUERS INVOLVED IN BNKRUPTCY PROCEEDINGS DURING THE PAST FIVE YEARS)

Indicate by check mark whether the regidthas filed all documents and reports requirduktéiled by Sections 12, 13 or 15(d) of the
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INTRODUCTION
Unless otherwise indicated and except wiereontext otherwise requires, references inahigial report on Form 20-F to:

. "we," "us," "our company" and "our" refer to YY Ine Cayman Islands company, and its subsidiaridsansolidated affiliate
entities, as the context may require;

. "active user" for any period means a registered aseount that has logged onto our platform attlease during such relevant
period;
. "concurrent users" for any point in time medes total number of YY users that are simultaneolsged onto our platform at

such point in time;

. "paying user" for any period means a registered aseount that has purchased virtual items or giheducts and services on
our platform at least once during the relevantqekrA paying user is not necessarily a unique usarever, as a unique user
may set up multiple paying user accounts on ouf@ia; thus, the number of paying users referreith this annual report may
be higher than the number of unique users who arehpsing virtual items or other products and e

. "registered user account” means a user accounh@isaownloaded, registered and logged onto otfiopia at least once since
registration. We calculate registered user accoamthe cumulative number of user accounts atrtieo&the relevant period tt
have logged onto our platform at least once aégistration. Each individual user may have mora ir@e registered user
account, and consequently, the number of registiesedaccounts we present in this annual reportouagstate the number of
unique individuals who are our registered userd; an

. "unique visitor" to Duowan.com means a visitor tadwan.com from a specific IP address. No subsequsitd from the same
IP address during a relevant period are addedrttotal unique visitors count for that period. Awividual who accesses
Duowan.com from more than one IP address is coungedunique visitor for each IP address he oushs.

FORWARD-LOOKING STATEMENTS

This annual report contains forward-lookgtgtements that involve risks and uncertaintidisstatements other than statements of
historical facts are forward-looking statementse3énforward-looking statements are made understife harbor" provisions of the U.S.
Private Securities Litigation Reform Act of 19951€Be statements involve known and unknown risksertainties and other factors that may
cause our actual results, performance or achievememe materially different from those expresseinplied by the forward-looking
statements.

You can identify these forward-looking staents by words or phrases such as "may," "wiiXpect," "is expected to," "anticipate,”
"aim," "estimate," "intend,” "plan," "believe," fare likely to" or other similar expressions. Weddased these forward-looking statements
largely on our current expectations and projectiainsut future events and financial trends that aeleete may affect our financial condition,

results of operations, business strategy and finaneeds. These forward-looking statements inglbdeare not limited to, statements about:

. our growth strategies;

. our ability to retain and increase our user sk expand our product and service offerings;
. our ability to monetize our platform;

. our future business development, results of atpmrs and financial condition;

1
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. competition from companies in a number of industriecluding internet companies that provide oniinee and video
communications services and social networking corgsa

. expected changes in our revenues and certain cespense items;
. general economic and business condition in Chairthelsewhere; and
. assumptions underlying or related to any offtimegoing.

You should thoroughly read this annual repad the documents that we refer to herein wighunderstanding that our actual future
results may be materially different from and/or sethan what we expect. Other sections of this@meport, including the Risk Factors and
Operating and Financial Review and Prospects sestitiscuss factors which could adversely impacboginess and financial performance.
Moreover, we operate in an evolving environmentwNisk factors emerge from time to time and it & possible for our management to
predict all risk factors, nor can we assess theaghpf all factors on our business or the extemthiah any factor, or combination of factors,
may cause actual results to differ materially fritvmse contained in any forward-looking statemems.qualify all of our forward-looking
statements by these cautionary statements.

You should not rely upon forward-lookingtsiments we make as predictions of future evetis farwardlooking statements made in t
annual report relate only to events or informatisrof the date on which the statements are matthésiannual report. We undertake no
obligation to update or revise any forward-lookstgtements, whether as a result of new informafidnore events or otherwise, except as
required by applicable law.

PART |
ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISORS
Not applicable.
ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.




Table of Contents

ITEM 3. KEY INFORMATION

A. Selected Financial Data

The following table presents the selectausolidated financial information for our compame selected consolidated statements of
operations data for the three years ended Dece®ih@011, 2012 and 2013 and the consolidated balstmeet data as of December 31, 2012
and 2013 have been derived from our audited catesteld financial statements, which are includedhig annual report beginning on page F-1.
Our selected consolidated statements of operatitanfdr the years ended December 31, 2009 and&@d.@ur consolidated balance sheet dat
as of December 31, 2009, 2010 and 2011 have be®meddéom our audited consolidated financial sta@ts not included in this annual
report. Our selected consolidated financial statémare prepared and presented in accordance egtuating principles generally accepted in
the United States, or U.S. GAAP. Our historicaliesfor any period are not necessarily indicatifeesults to be expected for any future
period. You should read the following selected fficial information in conjunction with the consolidd financial statements and related notes
and the information under "lItem 5. Operating amibRcial Review and Prospects” included elsewheti@isrannual report.

For the Year Ended December 31
2009 2010 2011 2012 2013
RMB RMB RMB RMB RMB Us$
(All amounts in thousands, except share, ADS, pehare and per ADS data)

Selected Consolidater
Statements of
Operations Data:

Internet value-added

service
—Online music and
entertainmen — — 52,85« 286,44t 852,88! 140,88°
—Online game: 12,97¢ 86,31¢ 165,93 332,28 602,11: 99,46
—Others 852 1,282 13,58¢ 83,65¢ 205,21: 33,89¢
Online advertising 18,88: 40,74( 87,27¢ 117,64. 163,26( 26,96¢
Total net revenue 32,71( 128,33t 319,65! 820,03: 1,823,46! 301,21°
Cost of revenue®) (28,849 (110,06:) (182,699 (416,13:) (881,999 (145,690
Gross profil 3,861 18,27¢ 136,95! 403,89¢ 941,46¢ 155,52:
Operating expense@)
Research and
development
expense (12,59 (49,219 (106,80.) (176,72 (267,009 (44,106
Sales and marketing
expense (4,957 (12,367) (13,38)) (16,95¢) (24,95%) (4,122)
General and
administrative
expense (32,879) (192,22)) (118,24) (109,78) (200,55/) (33,129
Total operating
expense: (50,42¢) (253,80:) (238,42() (303,46 (492,519 (81,357
Operating (loss) incom (46,56%) (235,52() (99,48%) 102,89¢ 476,03 78,637
(Loss) income before
income tax expenst (46,53¢) (236,02) (80,45%) 118,06: 565,80¢ 93,467

Net (loss) incom«

attributable to

YY Inc. (47,11¢) (238,85) (83,15¢) 89,171 477,72 78,911
Amortization of

beneficial conversio

feature (237) — — — — —
(Accretion) decretion ti

convertible

redeemable preferre

shares redemption

value (283,179 (1,808,85) (223,66:) 1,293,87 — —
Allocation of net

income to

participating

preferred

shareholder — — — (478,75 — —
Net (loss) incom

attributable to

common shareholde (330,72) (2,047,711 (306,819 904,29¢ 477,72 78,91%

3
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For the Year Ended December 31
2009 2010 2011 2012 2013
RMB RMB RMB RMB RMB USss$
(All amounts in thousands, except share, ADS, pehare and per ADS data)

Weighted averag
number of ADS use!
in calculating net
(loss) income

per ADS:
Basic 20,380,66 20,315,23 24,294,19 30,235,19 56,123,78 56,123,78
Diluted 20,380,66 20,315,23 24,294,19 49,623,44 59,056,06 59,056,06
Net (loss) income pe
ADS @:
Basic (16.2) (100.8() (12.69) 29.9] 8.51 1.41
Diluted (16.2) (100.8() (12.69) 1.8C 8.0¢ 1.34

Weighted averag
number of common
shares used in
calculating net (loss

income per

common share
Basic 407,613,32 406,304,67 485,883,84 604,703,81 1,122,475,68 1,122,475,68
Diluted 407,613,32 406,304,67 485,883,84 992,468,83 1,181,121,29 1,181,121,29

Net (loss) income pe
common shar&®

Basic (0.81) (5.04) (0.63) 1.5C 0.4 0.07
Diluted (0.81) (5.04) (0.63) 0.0¢ 0.4C 0.07
1) Share-based compensation was allocated in costehues and operating expenses as follows:

For the Year Ended December 31

2009 2010 2011 2012 2013
RMB RMB RMB RMB RMB USs$
(in thousands)
Cost of revenue 5,26¢ 31,70¢ 15,44¢ 8,407 9,86( 1,62¢
Research and development expet 2,47 21,627 31,67: 35,44: 39,587 6,53¢
Sales and marketing expen: 194 1,49¢ 1,33¢ 884 1,31¢ 21¢€
General and administrative expen 28,54¢ 182,10: 86,54+ 55,61¢ 66,33: 10,957
Total 36,48: 236,93t 135,00: 100,35: 117,09¢ 19,34¢
2) Each ADS represents 20 Class A common shares.

As of December 31
2009 2010 2011 2012 2013
RMB RMB RMB RMB RMB uss$
(in thousands)

Selected Consolidated Balance She

Data:
Cash and cash equivalel 106,42 83,68: 128,89: 504,70: 729,59¢ 120,52:
Shor-term deposit: — — 472,65! 897,69¢ 1,432,86: 236,69:
Total asset 131,00: 158,76° 745,42¢ 1,696,18' 2,597,94 429,15(
Total current liabilities 52,75] 253,00: 125,73 366,41 701,31: 115,84¢
Total mezzanine equit 448,411 2,257,27. 2,480,93. — — —

Class A common shares (US$0.0000:
par value; 10,000,000,000 shares
authorized, 179,400,000 and
622,658,738 shares issued and
outstanding as of December 31, 20
and 2013, respectivel — — — 11 38 6

Class B common shares (US$0.0000:
par value; 1,000,000,000 shares
authorized, 907,833,224 and
485,831,386 shares issued and
outstanding as of December 31, 20

and 2013, respectivel 14 32 37 6C 34 6
Accumulated deficit: (370,04 (2,350,44) (2,433,60.) (1,311,76) (874,69) (144,49()
Total shareholders' (deficits) equ (370,17)) (2,351,50) (1,861,69) 1,323,28! 1,887,20! 311,74!
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Exchange Rate Information

Our business is primarily conducted in @hémd most of our revenues are denominated in RMiEss otherwise noted, all translations
from RMB to U.S. dollars and from U.S. dollars tMR in this annual report were made at a rate of RMB37 to US$1.00, the exchange rate
on December 31, 2013 as set forth in the H.10ssial release published by the Federal ReservedBWée make no representation that any
RMB or U.S. dollar amounts could have been, oradnd, converted into U.S. dollars or RMB, as theeaaay be, at any particular rate or at
all. The PRC government imposes control over itgifm currency reserves in part through direct lsgtgnn of the conversion of RMB into
foreign currency and through restrictions on fonedégxchange activities. On March 7, 2014, the exghaate, as set forth in the H.10 statistical
release of the Federal Reserve Board, was RMB6.126&$1.00.

The following table sets forth informatioancerning exchange rates between the RMB and tBeddllar for the periods indicated. These
rates are provided solely for your convenienceanednot necessarily the exchange rates that weiniseid annual report or will use in the

preparation of our other periodic reports or arheoinformation to be provided to you.

Period

2009

2010

2011

2012

2013
Septembe
October
Novembel
Decembe

2014
January
February
March (through March 7, 201.

(1)  Annual averages are calculated from month-end.riteathly averages are calculated using the aveshtfee daily rates

during the relevant perio

B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Proceeds

Not applicable.

Noon Buying Rate

Period End Average(1) Low High
(RMB per US$1.00)
6.825¢ 6.829¢ 6.847( 6.817¢
6.600( 6.769¢ 6.833(  6.600(
6.293¢ 6.384¢ 6.636¢ 6.293¢
6.230: 6.299( 6.387¢ 6.222:
6.0531 6.141: 6.243t 6.053;
6.120( 6.119¢ 6.121: 6.117¢
6.094: 6.103: 6.120¢ 6.081¢
6.092: 6.092¢ 6.099¢ 6.090:
6.053: 6.073¢ 6.0927 6.053]
6.059( 6.050¢ 6.060( 6.040:
6.144¢ 6.081¢ 6.144¢ 6.059:
6.125¢ 6.132: 6.146( 6.118¢
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D. Risk Factors

An investment in our capital stock invohaehigh degree of risk. You should carefully coesithe risks described below, together with al
of the other information included in this annuglod, before making an investment decision. If ahthe following risks actually occurs, our
business, financial condition or results of operadicould suffer. In that case, the trading priceus capital stock could decline, and you may
lose all or part of your investment.

Risks Related to Our Business
Our business is based on a relatively new businasslel that may not be successful.

Many of the elements of our business aigus evolving and relatively unproven. The marketsour technology, especially our voice-
and video-based technology, and products and s=raice relatively new and rapidly developing ardsabject to significant challenges. Our
business plan relies heavily upon increased resefiam internet value-added services, or IVAS, af as our ability to successfully monetize
our user base and products and services, and waotayicceed in any of these respects.

Some of our current monetization methodsiam relatively preliminary stage. If we failpooperly manage the supply and timing of our
in-game virtual items and the appropriate pricenfsofor these products and services, our usersbmagss likely to purchase in-game virtual
items from us. For non-game virtual items, we coasindustry standards and expected user demateténmining how to most effectively
optimize virtual item merchandizing. Furthermorg tlae online music and entertainment industry im&fs relatively young and untested,
there are few proven methods of projecting userahehor available industry standards on which werejn We cannot assure you that our
attempts to monetize our user base and productsamites will be successful, profitable or widabicepted and therefore the future revenue
and income potential of our business are diffitukevaluate.

We may not be able to effectively manage our groethmplement our business strategies, in which easur business and results of
operations may be materially and adversely affected

We have experienced a period of significaptd growth and expansion that has placed, antinues to place, significant strain on our
management and resources. We cannot assure ydhithkgvel of significant growth will be sustaidalor achieved at all in the future. We
believe that our continued growth will depend on ahility to develop new sources of revenue, insea@onetization, attract new users, retain
and expand paying users, encourage additional pseshby our paying users, continue developing iatives technologies in response to user
demand, increase brand awareness through marleetthgromotional activities, react to changes i mseess to and use of the internet,
expand into new market segments, integrate newcdgyplatforms and operating systems, attract mserésers and retain existing advertis
and take advantage of any growth in the relevamkets. We cannot assure you that we will achieweddrthe above.

To manage our growth and attain and mairgedfitability, we anticipate that we will needitaplement a variety of new and upgraded
operational and financial systems, procedures anttas, including the improvement of our accougtand other internal management
systems. We will also need to further expand, tnaianage and motivate our workforce and manageetationships with users, third party
game developers, advertisers and strategic parthkid these endeavors involve risks and willugg substantial management efforts and
skills and significant additional expenditures. ¥&anot assure you that we will be able to effetimeanage our growth or implement our
future business strategies effectively, and faitordo so may materially and adversely affect aigifress and results of operations.

6




Table of Contents

We have experienced net losses in the past, andsjmuld consider our prospects in light of the risland uncertainties which early-stage
companies in evolving industries in China with lineid operating histories may be exposed to or endenrincluding possible volatility in th
trading prices of our ADSs.

We had a net loss of RMB83.2 million in 20&nd a net income of RMB89.2 million and RMB47miflion (US$78.9 million) in 2012
and 2013, respectively. Our net losses and incafhect the aggregate impact of non-cash itemsingldd share-based compensation,
amortization of intangible assets and depreciativaddition to the aggregate impact of these rashdtems, our results of operations for thes
periods were affected by costs and expenses reluoiteuild, operate and expand our platform, grawuser base, develop products and
services, license third party products and senacesmake strategic investments. We expect thatiweontinue to incur costs and expenses
such as research and development costs to laumckergices and increasing bandwidth costs to sumporvideo function, grow our user and
advertiser base and generally expand our businessations. We have become profitable since 2012 n@ay not generate sufficient revenues
to offset such costs to achieve or sustain prdfitalin the future. In addition, we expect to irsteheavily in our operations to support our
anticipated future growth and to meet our expanmdedrting and compliance obligations as a publimgany.

Our profitability is also affected by otHactors beyond our control. The continued sucoéssir platform depends on our ability to
identify which IVAS will appeal to our user basedan obtain them on commercially acceptable tefns. ability to finance our planned
expansion also depends in part on our ability tovect active users into paying users and incréasaverage revenue per paying user, or
ARPU, and successfully compete in a very competitharket.

We have a limited operating history. Weaduced YY Client in July 2008 and have experieredigh growth rate since then. As a re:
our historical results of operations may not prevedmeaningful basis for evaluating our businésantial performance and future prospects.
We may not be able to achieve similar growth ratdsture periods. Accordingly, you should not rely our results of operations for any prior
periods as an indication of our future performantle.may again incur net losses in the future andsfwmuld consider our prospects in light of
the risks and uncertainties which early-stage camgsan evolving industries in China with limitegerating histories such as ours may be
exposed to or encounter, including risks associaifdbeing a public company with business operetilmcated mainly in China. See Risks
Related to Our ADSs—The trading prices of our ARS8slikely to be volatile, which could result inbstantial losses to investors."

We have and expect to become more dependent omuegefrom IVAS. If our IVAS revenues decline in tHfature, our results of operation
may be materially and adversely affected.

A majority of our revenues have shifted\édS from online advertising due to the increaspapularity of online music and entertainm
and an increase in the number of online game Viitelms a user may purchase. We therefore havespelct to become more dependent on
revenues from IVAS. Any decline in IVAS revenuesymaaterially and adversely affect our results ofm@pions. See "—The revenue model
for each of our online music and entertainment@mdmembership program is relatively new and mayemain effective, which may affect
our ability to retain existing users and attraatnesers and materially and adversely affect ouimass, financial condition and results of
operations" and "—The revenue model we adopt ftinergames may not remain effective, causing uege game players, which may
materially and adversely affect our business, fi@rcondition and results of operations.”

7
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The revenue model for each of our online music aedtertainment and our membership program is relaly new and may not remain
effective, which may affect our ability to retairxisting users and attract new users and materiadlyd adversely affect our business,
financial condition and results of operation:

We operate an online music and entertainmlatform using a virtual items-based revenue radeereby users can listen to music and
access other forms of entertainment for free, anet lthe option of purchasing in-channel virtuaiite We have generated, and expect to
continue to generate, a substantial majority ofanline and entertainment revenues using this tevemodel. Online music and entertainment
has begun to contribute an increasingly largerigof our total net revenues. In 2013, online roasid entertainment contributed 46.8% of
our total net revenues.

We may not be able to continue successiiplementing the virtual items-based revenue méwmtebnline music and entertainment, as
popular performers may leave our platform and wg beaunable to attract new talent that can attraets or cause such users to increase the
amount of time spent engaging and money spent arhasing in-channel virtual items on our platform.

Furthermore, under our current arrangemeittscertain popular performers and channel owngesshare with them a portion of the
revenues we derive from the sales of in-channalafiitems on our online music and entertainmeatfpim. In the future, the amount we pay
to these performers and channel owners may incirase may fail to reach mutually acceptable tewith these performers or channel
owners, which may adversely affect our revenuesaase performers and channel owners to leave atfoph. In addition, we are currently a
pioneer in offering an online concert platform tasit performers and YY users. However, if our usierdde to access online music and
entertainment content provided by our current turieicompetitors, our business, financial condiiod results of operations could be
materially and adversely affected.

In our membership program, users pay ailatthly subscription fee in order to become memband in exchange, we give them access
to various privileges and enhanced features ortloainnels, including additional video usage, pyoeiitrance to certain live performances, an
exclusive rights to access VIP avatars, VIP ringe VIP fonts and VIP emoticons. However, we matybe able to further build or maintain
our membership base in the future for various nessefor example, if we fail to continue to provigovative products and services that are
attractive to members, we may not be able to reteam and our business, financial condition andlte®f operations could be adversely
affected.

The revenue model we adopt for online games mayneatain effective, causing us to lose game playerkich may materially and adverse
affect our business, financial condition and resalbf operations.

We currently operate substantially all af online games on YY using the virtual items-basaanue model, whereby players can play
games for free, but have the option of purchasingame virtual items and in-game accessories. We banerated, and expect to continue to
generate, a substantial majority of our online gaevenues using this revenue model. However, wemoajpe able to continue successfully
implementing the virtual items-based revenue madeke may not be able to develop or obtain thagighhost online games that attract gam
players or cause such game players to increasentbant of time spent playing and the amount of ig@pent on purchasing in-game virtual
items. The sale of virtual items requires us teelp track game players' tastes and preferencemajaime consumption patterns. If we fail to
offer popular virtual items, we may not be ableti@ctively convert our game player base into pgyisers or encourage existing paying user:
to spend more on YY.

In addition, PRC regulators have been imgleting regulations designed to reduce the amdutithe that youths in China spend playing
online games. See "ltem 4. Information on the CamgpaB. Business Overview—PRC Regulation—Anti-fatigempliance System and
Real-name Registration System." A revenue mode¢ldbes not charge for playing time may be viewedhgyPRC regulators as inconsistent
with this goal. If we were to start charging foapihg time, we may lose game players

8




Table of Contents

who may choose to play online games from otherigesg and on other platforms or choose to engagthier alternative forms of
entertainment, including traditional offline perabeomputers, or PCs, or video games.

We cannot assure you that the revenue nibdeive have adopted for any of our online gaméisantinue to be suitable, or that we will
not in the future need to change our revenue madatroduce a new revenue model. We may changeetreue model for some of our onl
games if we believe the existing models are noegeting adequate revenues. A change in revenuelroogdle result in various adverse
consequences, including disruptions of our onliasng operations, criticism from game players whaehavested time and money in a game, -
decrease in the number of our game players andraake in the revenues we generate from our ogéimees. Therefore, such a change in
revenue model may materially and adversely affactoisiness, financial condition and results ofrapiens.

We generate a significant portion of our revenuesii a limited number of popular online games. If veannot continue to offer these
popular games for any reason, if we are unable tasessfully source new online games, if the ternishe revenur-sharing arrangements
become less favorable, or if the number of our payiusers for online games declines or ceases tangfor any reason, our revenues from
online games may decrease, and our financial cormatitand results of operations may be materially aadversely affected.

We generate a significant portion of owereues from a limited number of popular online game YY, primarily through selling of gan
tokens to users for their purchase of in-game &irtems. For example, DDTank, one of our most feponline games, contributed 46.5%,
15.7% and 8.2% of our online game revenues in 28012 and 2013, respectively. A majority of our plap online games are created by third
party game developers under revenue-sharing anmzengs that typically last one to two years, andcwhypically provide for automatic
extension or renewal. If we fail to maintain oreanthese contracts on acceptable terms or atalinay be unable to continue offering these
popular online games, and our operating resultsbe@ibdversely affected. In addition, if our usgeside to access these games through our
competitors, or if they prefer other online gamestlad by our competitors, our operating resultdccba materially and adversely affected.

Our revenues from online games accounte8X®%, 40.5% and 33.0% of our total net revenm@®11, 2012 and 2013, respectively.
We believe that most online games have a limitedroercial lifespan. For instance, we believe thaffabk, launched in March 2009, is in a
relatively mature stage of its commercial lifespamg that the revenues we derive from it may deer@athe future. As a result, we must
continually source new online games that appeautagame players. We had previously developed safroar online games internally but
source our new online games primarily through rereesharing arrangements with third party game dgezk. We must maintain good
relationships with our third party game develogerkave access to new popular games with reasoral@aue-sharing terms. Under our
current revenue-sharing arrangements, we retaiajarity of the gross revenues generated from eadticplar game. In the future, we may not
be able to achieve similarly attractive revenuerisigaerms, which may adversely affect our net neaess. Additionally, we depend upon these
third party game developers to provide the techrsicpport necessary to operate their online gamesuo platform and to develop updates anc
expansion packs to sustain player interest in aegaost of our third party game developers havédichoperating histories and financial
resources, and the contracts we enter into withnttie not clearly provide for remedies to us inekient they fail to deliver the games as
scheduled.

If we are not successful in sourcing aral/jating popular new online games, our revenues fooifine games under revenue-sharing
arrangements and in-game virtual items may decréfabes were to happen, our financial conditiordaesults of operations may be materially
and adversely affected.
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We generate a portion of our revenues from onlindvartising. If we fail to attract more advertisets our platform or if advertisers are less
willing to advertise with us, our revenues, profitéity and prospects may be adversely affected.

In 2011, 2012 and 2013, online advertisingounted for 27.3%, 14.3% and 9.0%, respectiedlgur total net revenues. Although we
have become less dependent upon online advertisuggues due to a shift in the majority of our rmes from online advertising to IVAS, ¢
profitability and prospects still partly dependtbe continuous development of the online advedigndustry in China and advertisers'
allocation of budgets to internet advertising. didition, companies that decide to advertise oniivag utilize more established methods or
channels for online advertising, such as more éskedal Chinese internet portals or search engmes, advertising on our platform. If the
online advertising market size does not increas@ fturrent levels, or if we are unable to captume @etain a sufficient share of that market,
our ability to maintain or increase our currentdieof online advertising revenues and our profitgband prospects could be adversely
affected. These risks may affect our revenues tsecae intend to offer new and different forms dirmadvertising in addition to online
game-related advertising on Duowan.com from whiehhave historically derived the majority of our eaues.

We offer advertising services substantitiilpugh contracts entered into with third partyextising agencies. We cannot assure you that
we will be able to retain existing direct adventsser advertising agencies or attract new diregegtsers and advertising agencies. Since our
arrangements with third party advertising agentipgally involve one-year framework agreementgsthadvertising arrangements may be
easily amended or terminated without incurringilieibs. Failure to retain existing advertisers auVertising agencies or attract new direct
advertisers and direct advertising agencies magraely affect our business, financial condition egglilts of operations.

We have granted employee stock options and otharetbased awards in the past and will continue b in the future. We recognize
share-based compensation expenses in our consolidatatestents of operations in accordance with the reletrrules under U.S. GAAP,
which have had and may continue to have a matedald adverse effect on our results of operations.

We have granted share-based compensatiardayincluding share options, restricted shardsestricted share units, to various
employees, key personnel and other non-employeesdativize performance and align their interagth ours. Under our 2009 employee
equity incentive scheme, or the 2009 Scheme, waut®rized to grant options or restricted shavgaitchase a maximum of 120,020,001
common shares. Under our 2011 share incentive ptahge 2011 Plan, we are authorized to grant opticestricted shares or restricted share
units to purchase a maximum of 43,000,000 commaresh plus an annual increase of 20,000,000 consimares on the first day of each fis
year, beginning from 2013, or such smaller numiélass A common shares as determined by our bafadtectors. As of February 28, 20
options to purchase 13,222,005 common shares, 3803 restricted shares and 48,863,978 restrittack aunits were outstanding under the
2009 Scheme and the 2011 Plan. As a result of grases and potential future grants, we had incuimehe past and expect to continue to
incur significant share-based compensation expangbs future. The amount of these expenses isthas the fair value of the share-based
awards. We account for compensation costs forioestare-based compensation awards granted irastauping a graded-vesting method anc
recognize expenses in our consolidated stateménizeoations in accordance with the relevant ruleder U.S. GAAP. The expenses
associated with share-based compensation matenatgased our net losses or reduced our net indothe past, and may reduce our net
income in the future. In addition, any additionatsrities issued under share-based compensatiemsshwill dilute the ownership interests of
our shareholders, including holders of our ADSswieer, if we limit the scope of the share-basedmamsation schemes, we may not be able
to attract or retain key personnel who expect todrapensated by options, restricted shares ofigtestrshare units.
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The rate at which we gain registered user accoumtay decline, the number of active users we have ffhagtuate and we may fail to attract
more paying users, which may materially and advéysaffect our revenues growth, results of operat®and financial condition.

We had 266.2 million, 457.0 million and M@nillion registered user accounts as of DecerBheP011, 2012 and 2013, respectively. Thi
number of registered user accounts increased by 18illion, representing a 71.7% increase from Daloer 31, 2011 to December 31, 2012
and further increased by 243.0 million, representirb3.2% increase from December 31, 2012 to Deeefith 2013. Although we experienc
a larger increase of 243.0 million in registeredrwsccounts for the year ended December 31, 281&rapared to the 190.8 million in
registered user accounts for the year ended Deae3ith@012 or to the 141.5 million increase for ylear ended December 31, 2011, the ra
which we gained registered user accounts declireed 113.5% for the year ended December 31, 20¥1 &% for the year ended
December 31, 2012, and further decreased to 532%héd year ended December 31, 2013. We believehbagrowth rate declined as our total
registered user account base continued to grow.

The number of our average monthly activersisncreased by 34.3% to 69.7 million for the ¢hmeonths ended December 31, 2012 and b
32.4% to 92.3 million for the three months endedddber 31, 2013. However, the rate at which weaghmonthly active users declined. We
believe that the decline in growth rate was becawesbad a larger number of average monthly actsegsuwhile we continued to attract similar
levels of new monthly active users during suchqubsi

However, we may fail to attract new registeuser accounts at a similar rate in the futacethe number of our monthly active users may
substantially fluctuate from time to time. If weearnable to attract new registered users and ritam as active users and convert non-paying
active users into paying users, our revenues nibipfgrow and our results of operations and finahcondition may suffer.

We may not be able to keep our users highly engagddch may reduce our monetization opportunitiescamaterially and adversely affect
our revenues, profitability and prospects.

Our success depends on our ability to raairdand grow our user base and keep our usersyhégiglaged. In order to attract and retain
users and remain competitive, we must continuariovate our products and services, implement nelantdogies and functionalities and
improve the features of our platform in order tti@nusers to use our products and services megedéntly and for longer durations.

The internet industry is characterized bgstant changes, including rapid technological @iah, continual shifts in customer demands,
frequent introductions of new products and servares constant emergence of new industry standadipractices. Thus our success will
depend, in part, on our ability to respond to thetsgnges on a cost-effective and timely basisjifaito do so may cause our user base to shrir
and user engagement level to decline and our sestitiperations would be materially and advers#cged. For example, our plan to more
fully extend online video-enabled services acragsreal-time interactive social platform and rettia ability to offer high quality delivery of
voice and video data may cause us to incur sigmifiadditional costs and may not succeed.

Because of the viral nature of online skicigractions, users may leave us for competifgegforms more quickly than in other online
sectors. A decrease in the number of active YYas®y reduce the diversity and vibrancy of ourfptat's online social ecosystem and affect
our user-generated channels, which may in turnaedur monetization opportunities and have a natand adverse effect on our business,
financial condition and results of operations.

We cannot assure you that our platform edhtinue to be sufficiently popular with our ustroffset the costs incurred to operate and
expand it. User satisfaction is particularly difficto predict as internet users in China may motadmiliar with the concept of a real-time
interactive social platform such as ours which [es real-time voice, text and video online. Weéhhistorically relied on word
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of mouth referrals to increase user awarenessrgbrmalucts and services and to expand our user Hage decide to engage in more
conventional advertising or marketing campaigns,sales and marketing expenses will increase, wéocid have an adverse effect on our
results of operations. Failure to maintain or gmw user base in a cost-effective manner, or aaall keep our users highly engaged would
materially and negatively affect our results of i@iens.

We face competition in several major aspects of business. If we fail to compete effectively, weynhase users and advertisers which col
materially and adversely affect our business, firaal condition and results of operations.

We face competition in several major aspetour business, particularly from companies firavide social networking, internet
communication services and online games. Someraf@upetitors may have longer operating histories significantly greater financial,
technical and marketing resources than we do,mabhgn may have an advantage in attracting anéhietpusers and advertisers. In addition,
competitors in some areas of our business may $ignéicantly larger user bases and more estallifinand names than we do and may be
able to more effectively leverage their user basgsbrand names to provide integrated social néingyrinternet communication, online
games and other products and services, and tharet®ase their respective market shares.

We may face potential competition from glbbnline social networking service providers thagk to enter the China market, whether
independently or through the formation of allianegth, or acquisition of, PRC domestic internet gamies. In relation to voice-enabled
technology, several internet voice communicatianise providers in China, including iSpeak, TenteQQtalk and Dudu, and leading
international internet voice communication senpeeviders, such as Skype, are expanding in theaOmiarket, and some other leading Chil
internet companies have announced the launcheiiet voice communication services. Competitioth@online game media market in Ch
and the overseas markets is also intense. Duowals @imary competitor is 17173.com. Our compeditaso include other major platforms
that host online games, such as QQ and Qihoo B&fddition, we compete with other internet compaitiiat provide voice and video services
to Chinese internet users.

If we are not able to effectively competeany of our lines of business, our overall useselend level of user engagement may decrease
which could reduce our paying users or make usdtisactive to advertisers. We may be requiregptnd additional resources to further
increase our brand recognition and promote ourymrsdand services, and such additional spendinigl @alversely affect our profitability.
Furthermore, if we are involved in disputes witly af our competitors that result in negative publito us, such disputes, regardless of their
veracity or outcome, may harm our reputation ontirianage and in turn lead to reduced number ofsussed advertisers. Any legal proceed
or measures we take in response to such disputebenaxpensive, time-consuming and disruptive tooperations and divert our
management's attention.

Our competitors may unilaterally decidetiopt a wide range of measures targeted at usiding possibly designing their products to
negatively impact our operations, such as sendingVike programs to attack elements of our platfoSome competitors may also make thei
applications incompatible with ours, effectivelyjuiring users to either stop using our competitarstiucts or uninstall our products, leadin
a reduction in our number of users. For example,widely publicized dispute between two of thgést companies providing user-end
software in China, one of the companies annourttatittwould disable its own software on computieg had installed its rival's products. As
a result, a significant number of users stoppedgugroducts from either or both of these compare® to the large number of internet users
that were affected, the Ministry of Industry anfbimation Technology of China, or the MIIT, orderb@ parties to ensure the compatibility of
the relevant products. Similar events may occuhénfuture between our competitors and us, whicih reduce our market share, negatively
affect our brand and reputation, and materially athdersely affect our business, financial condiiod results of operations.
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Spammers and malicious applications may affect usgperience, which could reduce our ability to att users and advertisers ai
materially and adversely affect our business, firaal condition and results of operations.

Spammers may use YY to send targeted ataigeied spam messages to users, which may affeceuperience. As a result, our users
may use our products and services less or stop tisém altogether. In spamming activities, spamrygigally create multiple user accounts
for the purpose of sending spam messages. Althaagittempt to identify and delete accounts creftiedpamming purposes, we may not be
able to effectively eliminate all spam messagesifour platform in a timely fashion. Any spammindigties could have a material and
adverse effect on our business, financial condiiod results of operations.

We use third party services and technologies in wection with our business, and any disruption toetiprovision of these services and
technologies to us could result in adverse publyciind a slowdown in the growth of our users, whicbuld materially and adversely affect
our business, financial condition and results of emtions.

Our business depends upon services provigeand relationships with, third parties. A sfigrant portion of our IVAS revenues is
generated from online music and entertainment atideogames. If we are unable to retain or attpagiular talents such as performers, cha
managers and hosts for online music and entertaihoi@nnels or if these talents cannot draw fargadicipants, our results of operations |
be adversely affected. Also, if channel ownersusa&ble to reach or maintain mutually satisfact@gperation arrangements with the
performers on their channels, we may lose popwdopmers and our business and operations may\mrsaly affected. Furthermore, if we
unable to obtain or retain rights to host populdime games or popular in-game virtual items, avéf are required to share a bigger portion of
our revenues with third party game developers, awddcbe required to devote greater resources amaltth obtain hosting rights for new games
and applications from other parties, and our resaflioperations may be impacted. In addition, stimrd party software we use in our
operations are currently publicly available withobtrge. If the owner of any such software decideharge users or no longer makes the
software publicly available, we may need to indgngicant cost to license the software, find reygment software or develop it on our own. If
we are unable to find or develop replacement sofvah a reasonable cost, or at all, our busined®parations may be adversely affected.

Some of the games offered on our platfarman a complex network of servers located in aathtained by third party data centers
throughout China and our overall network reliesoomadband connections provided by third party dpesaWe expect this dependence on
third parties to continue. The networks maintaiaad services provided by such third parties araanable to damage or interruption, which
could impact our results of operations. See "—S3gdtElure, interruptions and downtime can resuladtverse publicity for our products and
result in net revenue losses, a slowdown in thevir@f our registered user accounts and a decierdle number of our active users. If any of
these system disruptions occurs, our business)diabcondition and results of operations may béenly and adversely affected."

Furthermore, we generate substantiallpfadiur online advertising revenues through agred¢snentered into with various third party
advertising agencies that represent advertisersdd\feot have long-term cooperation agreements dusixe arrangements with these agencie
and they may elect to direct business opportunitiegher advertising service providers. If we faifretain and enhance our business
relationships with these third party advertisingm@gjes, we may suffer from a loss of advertisetsaur business and results of operations ma
be materially and adversely affected.

In addition, we sell a significant portiohour products and services through third partynerpayment systems. If any of these third part,
online payment systems suffer from security breachsers may lose confidence in such payment sgsdehrefrain from purchasing our
virtual items
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online, in which case our results of operations idae negatively impacted. See "—The security @afrapions of, and fees charged by, third
party online payment platforms may have a matedakrse effect on our business and results of tipesd'

We exercise no control over the third gartivith whom we have business arrangements. If thichparties increase their prices, fail to
provide their services effectively, terminate thegrvice or agreements or discontinue their relatigps with us, we could suffer service
interruptions, reduced revenues or increased casysof which may have a material adverse effeawrbusiness, financial condition and
results of operations.

System failure, interruptions and downtime can rdsin adverse publicity for our products and resuitt net revenue losses, a slowdown
the growth of our registered user accounts and aase in the number of our active users. If anytbese system disruptions occurs, our
business, financial condition and results of opei@ts may be materially and adversely affected.

Although we seek to reduce the possibditdisruptions or other outages, our services neglibrupted by problems with our own
technology and system, such as malfunctions irsoftware or other facilities and network overlo@dir systems may be vulnerable to damag
or interruption from telecommunication failures e loss, computer attacks or viruses, earthqudkesls, fires, terrorist attacks and similar
events. We have experienced system failures, iivgjual partial system outage in 2009 caused by madkeed by a competing business
intending to maliciously overwhelm and clog ournv&es and our routing system. Those responsible sudvsequently found guilty and
penalized by the PRC courts and we have subsegugthted our system to make it more difficult $omilar attacks to succeed in the future,
but we cannot assure you that there will be nolaimfilures in the future. Parts of our systemrasefully redundant, and our disaster recover
planning is not sufficient for all eventualitiese§pite any precaution we may take, the occurrehaenatural disaster or other unanticipated
problems at our hosting facilities could resultangthy interruptions in the availability of ourquiucts and services. Any interruption in the
ability of our users to use our products and ses/imould reduce our future revenues, harm ourdyiwfits, subject us to regulatory scrutiny
and lead users to seek alternative forms of ordawal interactions.

Our servers that process user paymentgiexge some downtime on a regular basis, which memgatively affect our brand and user
perception of the reliability of our systems. Arocheduled or unscheduled interruption in the abdftysers to use our payment systems could
result in an immediate, and possibly substantiak lof revenues.

Almost all internet access in China is niimed through statewned telecommunication operators under the coatrdisupervision of tt
MIIT, and we use a limited number of telecommunamaservice providers to provide us with data comimations capacity through local
telecommunications lines and internet data cemteh®st our servers. Internet data centers in Cliieayenerally owned by telecommunication
service providers with their own broadband netwankd are leased to various customers through plainy agents. These third party agents
negotiate the terms of the leases, enter into lagseements with end customers, handle custormreragtions and manage the data centers on
behalf of the data center owners. In the past,igreesl data center lease agreements with multijrlé prarty agents. With the expansion of our
business, we may be required to purchase more bditdand upgrade our technology and infrastructaresep up with the increasing traffic
on our websites and increasing user levels on latfiopm overall. We cannot assure you that thectaiemunications providers whose netwc
we lease or the third party agents that operatelatar centers would be able to accommodate alliofenjuests for more bandwidth or upgre
infrastructure or network, or that the internetastructure and the fixed telecommunications ndte/ar China will be able to support the
demands associated with the continued growth irirdernet usage.
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Our users may use our products or senfaresitical transactions and communications, eglgcbusiness communications. As a result,
any system failures could result in damage to sisehis' businesses. These users could seek sighiimapensation from us for their losses.
Even if unsuccessful, this type of claim likely vidte time consuming and costly for us to address.

We have limited control over the pricesghd services provided by telecommunication serpiowiders and may have limited access to
alternative networks or services. If the pricespag for telecommunications and internet services significantly, our results of operations
may be materially and adversely affected. Furtheemibinternet access fees or other charges &riet users increase, our user traffic may
decline and our business may be harmed.

The respective number of our registered user acctay@active users, paying users and unique visitorgy overstate the number of unique
individuals who register to use our products andgees, log on to our platform, purchase virtuakitns or other products and services on
our platform or access Duowan.com, respectivelydanay therefore lead to an inaccurate interpretatiof our average revenue per paying
user metric and of our business operations by ouamagement and by investors, and may affect advertisdecisions on the amount spent
on advertising with us.

We do not operate our platform on a reah@®asis and therefore we cannot and do not trechumber of unique paying users. Instead,
we track the number of registered user accountiveagsers, paying users and unique visitors. Weutate certain operating metrics in the
following ways: (a) the number of registered usaraants is the cumulative number of user accourttseaend of the relevant period that have
logged onto our platform at least once after regfigtn, (b) the number of active users is the cativg number of user accounts at the end of
the relevant period that have signed onto our @uiatfat least once during the relevant period,ie)tumber of paying users is the cumulative
number of registered user accounts that have psechartual items or other products and serviceswrplatform at least once during the
relevant period, and (d) the number of unique @isiis the number of visits to Duowan.com from #jietP addresses for the relevant period,
with each IP address counting as a separate uwigiter. The actual number of unique individual issdnowever, is likely to be lower than that
of registered user accounts, active users, paysegsltand unique visitors, potentially significanflyr three primary reasons. First, each
individual user may register more than once antefbee have more than one account, and sign omto &ahese accounts during a given
period. For example, a user may (a) create sepatat®ints for community and personal use and lég @xch account at different times for
different activities or (b) if he or she lost hisheer original username or password, he or shesicaply register again and create an additional
account. Second, we experience irregular registratctivities such as the creation of a significgamnber of improper user accounts by a
limited number of individuals, which may be in\a@ibn of our policies, including for the purposectifgging our network or posting spam to
our channels. We believe that some of these acemnay also be created for specific purposes suthiasrease the number of votes for
certain performers in various contests, but thelmmof registered user accounts, paying users ethataisers do not exclude user accounts
created for such purposes. We have limited aliityalidate or confirm the accuracy of informatjmmovided during the user registration
process to ascertain whether a new user accouatedrevas actually created by an existing user wiegistering duplicative accounts. Third,
each individual user may access Duowan.com fronerti@n one IP address; although subsequent visitsthe same IP address do not ad
our total unique visitors count, each new IP adsltesed by an individual would be counted as amiffeunique visitor to Duowan.com. For
example, a user would be counted as a unique vikitee times if he or she accessed Duowan.com finenuser's home computer, office
computer and mobile phone. Thus, the respectivebeuimf our registered user accounts, active upagsng users and unique visitors may
overstate the number of unique individuals whosgion our platform, sign onto our platform, pasé virtual items or other products and
services on our platform and access Duowan.corpeotisely which may lead to an inaccurate integieh of our average revenue per paying
user metric.
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In addition, we may be unable to track weetwe are successfully converting registered useastive users into paying users since w
not track the number of unique individuals or operur platform on a real-name basis. If the growtthe number of our registered user
accounts, active users, paying users or uniquikssis lower than the actual growth in the numifarnique individual registered, active or
paying users or unique visitors, our user engagetaeal, sales of IVAS and our business may notgas quickly as we expect, and
advertisers may reduce the amount spent on adwgriisth us, which may harm our business, financa@idition and results of operations. In
addition, such overstatement may cause inaccuvataaion of our business operations by our manager=nd by investors, which may also
materially and adversely affect our business andlt® of operations.

If we are unable to successfully capture and retafre growing number of users that access internetsces through mobile devices
successfully monetize Mobile YY, our business, final condition and results of operations may be tedally and adversely affecte:

YY is now available to users from PCs a#l & mobile devices. An increasing number of useesaccessing our platform through Mo
YY. For example, the number of downloads that Mebily had each month increased from 3.3 millionanuary 2013 to 5.2 million in
December 2013, and the number of downloads thailMdty had as of December 31, 2013 was 79.7 millidiobile YY does not require
users to log in to their user accounts to useatenl features of listening to different typepefformances, but requires users to log in to thei
user accounts to access features that involveeagsier participation, including chatting and segdiimtual flowers to performers free of cha
An important element of our strategy is to contitaéurther develop enhanced features for Mobile téapture a greater share of the grov
number of users that access internet servicesasiolrs through mobile devices.

As new laptops, mobile devices and opegadiystems are continually being released, it icdit to predict the problems we may
encounter in developing versions of our productsservices for use on these devices and operatsigras, and we may need to devote
significant resources to create, support and maitit@se services. Devices providing access t@mdaucts and services are not manufacturec
and sold by us, and we cannot assure you thabtin@a&nies manufacturing or selling these deviceddvalways ensure that their devices
perform reliably and are maximally compatible witly systems. Any faulty connection between thesédes and our products and services
may result in consumer dissatisfaction with us,clfdould damage our brand and have a material dvetse effect on our financial results. In
addition, the lower resolution, functionality anémory associated with some mobile devices makeagshef our products and services thra
such devices more difficult and the versions of uaducts and services we develop for these dewiegsfail to attract users. Manufacturers
distributors may establish unique technical stassiéor their devices and, as a result, Mobile YYymat work or be viewable on these devi
Furthermore, new social platforms or services magrge which are specifically created to functiomuobile operating systems, as compared
to our platform that was originally designed todmeessed from PCs, and such new entrants may epeoaé effectively on mobile devices
than Mobile YY does.

Although we have only recently begun to etare Mobile YY, if we are unable to attract anthie the increasing number of Mobile YY
users, or if we are slower than our competitordeneloping attractive services adaptable for math#eices, we may fail to capture a signific
share of an increasingly important portion of tharket or may lose existing users. In addition, e¥ere are able to retain the increasing
number of Mobile YY users, we may not be able tocegsfully monetize them in the future. For examipéeause of the inherent limitations of
mobile devices, such as a smaller display screacesps compared to PCs, we may not be able toderag many kinds of virtual items on
Mobile YY as we can on YY Client, which may limite¢ monetization potential of Mobile YY. In additidior the benefit of user experience,
we do not currently intend to monetize Mobile YY jpigcing advertisements on Mobile YY. We believatthdvertising on Mobile YY may
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clutter the user interface and distract users fifosir in-channel activities. This restriction orvadisements may also limit Mobile YY's ability
to generate revenues. Any of the above may havaterial adverse effect on our business, finan@adiion and results of operations.

Growth in the use of Mobile YY, where our abilitg tnonetize is unproven, as a substitute for the 0$&'Y platform on PCs may negatively
affect our revenues and financial results.

Although we believe users are unlikely mbirely migrate to Mobile YY and cease to use YYoailgh PCs, and that most of our Mobile
users also access our YY platform through PCs,amaat assure you that the increasing usage of Blot will not cause Mobile YY users
cease accessing the YY platform from PCs. Althowgthave started generating revenues from Mobildrytie third quarter of 2013, we plan
to further monetize it by selling virtual items btobile YY in the future, and we cannot ensure thath plans will be commercially successful
when we launch them. If we are unable to succdgsfubnetize Mobile YY, and if a significant numbefrusers migrate to Mobile YY as a
substitute for accessing the YY platform throughsP@lir business, results of operations and finnoiadition would be negatively affected.

Concerns about collection and use of personal datald damage our reputation and deter current andtential users from using our
products and services, which could lead to lowewedising revenues or lower IVAS revenue

Concerns about our practices with regarthéocollection, use or disclosure of personalrmi@tion or other privacy-related matters, even
if unfounded, could damage our reputation and djmgraesults. We apply strict management and ptistiedor any information provided by
users and, under our privacy policy, without owgrasprior consent, we will not provide any of aigers' personal information to any unrelatec
third party. While we strive to comply with our paicy guidelines as well as all applicable dataguotidn laws and regulations, any failure or
perceived failure to comply may result in proceggior actions against us by government entitiestteers, and could damage our reputation.
User and regulatory attitudes towards privacy amving, and future regulatory or user concernstabioe extent to which personal informa
is used or shared with advertisers or others magradly affect our ability to share certain datéhveidvertisers, which may limit certain
methods of targeted advertising. Concerns aboutéherity of personal data could also lead to dirkein general internet usage, which could
lead to lower registered, active or paying user lmens on our platform. For example, if the PRC goment authorities require real-name
registration for YY Client users, the growth of auger numbers may slow and our business, finanoiadition and results of operations may
adversely affected. See "—Risks Related to Our @aitp Structure and Our Industry—We may be advweedfétcted by the complexity,
uncertainties and changes in PRC regulation ofrietébusiness and companies.” A significant reduadti registered, active or paying user
numbers could lead to lower advertising revenudewer IVAS revenues, which could have a matenml adverse effect on our business,
financial condition and results of operations.

The security of operations of, and fees charged thyrd party online payment platforms may have a tadal adverse effect on our business
and results of operations.

Currently, we sell all of our IVAS to ousers through third party online payment systemshényear ended December 31, 2013, 91.0% ¢
our total net revenues were derived from IVAS. Wpeet that an increasing amount of our sales wiltbnducted over the internet as a result
of the growing use of online payment systems. lithalse online payment transactions, secured triasgmn of confidential information such as
customers' credit card numbers and personal infiiomaver public networks is essential to maintzamsumer confidence.

We do not have control over the securityasuees of our third party online payment vendans, security breaches of the online payment
systems that we use could expose us to litigatehpmssible liability for failing to secure confittéal customer information and could, among
other things, damage
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our reputation and the perceived security of athefonline payment systems that we use. If a pughlicized internet or mobile network
security breach were to occur, users concernect abesecurity of their online financial transaosanay become reluctant to purchase our
virtual items even if the publicized breach did maolve payment systems or methods used by usddiition, there may be billing software
errors that would damage customer confidence isetloaline payment systems. If any of the above weeoecur and damage our reputation or
the perceived security of the online payment systesm use, we may lose paying users and users maigdmiraged from purchasing our
IVAS, which may have a material adverse effect onlusiness.

In addition, there are currently only aitia number of third party online payment system€hina. If any of these major payment
systems decides to significantly increase the p¢age they charge us for using their payment sysfemour virtual items and other services,
our results of operations may be materially anceeskly affected.

Our core values of focusing on user experience aalisfaction first and acting for the long-term magonflict with the short-term operating
results of our business, and also negatively impaat relationships with advertisers or other thiqgharties.

One of our core values is to focus on esgerience and satisfaction, which we believe seef$al to our success and serves the best, lot
term interests of our company and our shareholdémtefore, we have made, and may make in thedusignificant investments or change
strategy that we think will benefit our users, eYfesur decision negatively impacts our operatieguits in the shoterm. For example, in ord
to provide users of YY Client with uninterruptedemainment options, we do not place significanteatising on YY Client. While this
decision adversely affects our operating resulthénshort-term, we believe it enables us to p@vidher quality user experience on YY
Client, which will help us expand and maintain ourrent large user base and create better morgpatential in the long-term. In addition,
this philosophy of putting our users first may atematively impact our relationships with advertser other third parties, and may not result
in the long-term benefits that we expect, in whielse the success of our business and operatintsresuld be harmed.

Trademarks registered, internet search engine keyagopurchased and domain names registered by tlpiadties that are similar to our
trademarks, brands or websites could cause confagmour users, divert online customers away fromr@roducts and services or harm
our reputation.

Competitors and other third parties maychase (a) trademarks that are similar to our tradksnand (b) keywords that are confusingly
similar to our brands or websites in internet seanmgine advertising programs and in the headeteataf the resulting sponsored links or
advertisements in order to divert potential custanfi®m us to their websites. Preventing such uraiged use is inherently difficult. If we are
unable to prevent such unauthorized use, competiod other third parties may continue to driveeptiél online customers away from our
platform to competing, irrelevant or potentiallffarisive platforms, which could harm our reputatomn cause us to lose revenue.

We may be held liable for information or contentgilayed on, retrieved from or linked to our platfor or distributed to our users, and PRC
authorities may impose legal sanctions on us, indilng, in serious cases, suspending or revoking licenses necessary to operate our
platform.

Our real-time interactive social platformables users to exchange information, generatengradvertise products and services, conduc
business and engage in various other online desviHowever, our platform does not require reah@aegistration by our users and because
majority of the communications on our platform @ducted in real time, we are unable to verifygberces of all information posted thereon
or examine the content generated by users befeyeate posted. Therefore, it is possible that useng engage in illegal, obscene or incend
conversations or

18




Table of Contents

activities, including the publishing of inappropgar illegal content, that may be deemed unlawfder PRC laws and regulations on our
platform. If any content on our platform is deenilyal, obscene or incendiary, or if appropriatemhses and third party consents have not
been obtained, claims may be brought against uddffamation, libel, negligence, copyright, patentrademark infringement, other unlawful
activities or other theories and claims based emtture and content of the information deliveredpotherwise accessed through our
platforms. For example, we have occasionally resetfines for certain inappropriate materials plalsgdhird parties on our platform, and may
be subject to similar fines and penalties in thariet We also may face liability for copyright oademark infringement, fraud, and other claim:
based on the nature and content of the materialsatie delivered, shared or otherwise accessedghror published on our platform.
Defending any such actions could be costly andlirevsignificant time and attention of our manageta other resources. In addition, if
they find that we have not adequately manageddhe&at on our platform, PRC authorities may impegl sanctions on us, including, in
serious cases, suspending or revoking the licemsgesssary to operate our platform. See "ltem érimation on the Company—B. Business
Overview—PRC Regulation—Information Security anch&€m@ship” and "ltem 4. Information on the Company-BBsiness Overview—PRC
Regulation—Intellectual Property Rights."

We may be subject to intellectual property infrirgpent claims or other allegations, which could resir our payment of substantial
damages, penalties and fines, removal of relevamitent from our website or seeking license arrangamts which may not be available on
commercially reasonable terms.

Third party owners or right holders of teology patents, copyrights, trademarks, trade seare website content may assert intellectua
property infringement or other claims against nsadidition, content generated through our platfanciuding real-time content, may also
potentially cause disputes regarding content ovimigiar intellectual property. For example, we cofade copyright infringement claims with
respect to songs performed live, recorded or madessaible on our music and entertainment platfo¥ta.generated approximately 34.9% and
46.8% of our total net revenues in 2012 and 20dshectively, from online music and entertainment.

The validity, enforceability and scope obfection of intellectual property rights in intetrrelated industries, particularly in China, are
uncertain and still evolving. As we face increastogpetition and as litigation becomes a more comwmay to resolve disputes in China, we
face a higher risk of being the subject of intdlliat property infringement claims. Under relevaRi@laws and regulations, online service
providers which provide storage space for usetgptoad works or links to other services or contantld be held liable for copyright
infringement under various circumstances, includiitigations where an online service provider knowshould reasonably have known that
the relevant content uploaded or linked to on ligferm infringes the copyrights of others and pievider realizes economic benefits from
such infringement activities. The "knows or shotddsonably have known" element would be fulfilledier some statutorily specified
circumstances. For example, online service prosidez subject to liability if they fail to take remsary measures, such as deletion, blocking c
disconnection, after receiving notification fronetlegal right holders. In particular, there haverbeases in China in which the courts have
found an online service provider to be liable fue topyrighted content posted by users which wecessible and stored on such provider's
servers. On the other hand, to our knowledge, tisazarrently no precedent or settled court practihich provides clear guidance as to
whether a realime online platform such as YY would be held l@bbr the unauthorized posting or live performanafesopyrighted content t
our users. See "ltem 4. Information on the CompaBy-Business Overview—PRC Regulation—Intellectualgerty Rights."

We have implemented procedures to redusékalihood that we may use, develop or make aWdl any content or applications without
the proper licenses or necessary third party casssuch procedures include requiring performdranoel owners and users to acknowledge
and agree that they would not perform or upload/dghted content without proper authorization anat they will
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indemnify us for any relevant copyright infringemefaims. However, these procedures may not betaféein preventing unauthorized
posting or use of copyrighted content on our platfor the infringement of other third party righ8pecifically, such acknowledgments and
agreements by performers, channel owners and asersot enforceable against third parties who neertheless file claims of copyright
infringement against us. Furthermore, individuaf@eners or channel owners who generate contehtthg infringe on copyrights of third
parties on our platform may not be easily traceabk all, by a plaintiff who may then choosefile a claim against us, and these individual
performers and channel owners may not have resetwdelly indemnify us, if at all, for any suchagins. In addition, we have entered into
revenue-sharing arrangements in the form of dweatdirect employment agreements with some ofothyaular singers, performers or channel
owners on our platform, and we cannot assure yatuRRC courts will not view these singers, perfasye channel owners as our employees
or agents, deem us to have control over their iéiesvon our platform and the content they uploadtherwise make available on our platform,
determine that we have knowingly uploaded suchnging content on our platform and hold us diretitiple for their infringement activities
on our platform. Separately, as our business expahd cost of carrying out these procedures atalrobg authorization and licenses for the
growing content on our platform may increase, whiwy potentially have material and adverse effenteur results of operations.

Although we have not been subject to claimiawsuits outside China, we cannot assure yatmie will not become subject to intellect
property laws in other jurisdictions, such as thetét States, by virtue of our ADSs being listedtom Nasdaq Global Market, the ability of
users to access our platform in the United Staidsther jurisdictions, the performance of song$a@ther content which are subject to
copyright and other intellectual property laws ofintries outside China, including the United Stattes ownership of our ADSs by investors
the United States and other jurisdictions, or tkieagerritorial application of foreign law by fomei courts or otherwise. In addition, as a pub
listed company, we may be exposed to increasedfibtigation.

If an infringement claim brought againstmu€hina, the United States or any other jurisditts successful, we may be required to pay
substantial statutory penalties or other damageédiaes, remove relevant content from our platfamnenter into license agreements which
not be available on commercially reasonable tenna all. Litigation or other claims against uscassibject us to adverse publicity which coulc
harm our reputation and affect our ability to attrand retain users, including channel owners,esggnd other performers, which could
materially and adversely affect the popularity of platform and therefore, our business, finanoaddition, results of operations and prospect
may be materially and adversely affected.

We may not be able to successfully halt the opemasi of platforms that aggregate our data as welldeta from other companies, including
social networks, or "copycat" platforms that haveisappropriated our data in the past or may misapprate our data in the future. Thos
platforms may also lure away some of our users dwartisers or reduce our market share, causing nreteand adverse effects on ot
business operations.

From time to time, third parties have m@apriated our data through scraping our platfawhpts or other means and aggregated this
data on their platforms with data from other comeanin addition, "copycat" platforms or client &ipations have misappropriated data on our
platform, implanted Trojan viruses in user PCstéabkuser data from YY Client and attempted todteitour brand or the functionality of our
platform. When we became aware of such platfornesemployed technological and legal measures irttampt to halt their operations.
However, we may not be able to detect all sucHgtats in a timely manner and, even if we couldhtesfogical and legal measures may be
insufficient to stop their operations. In thoseesaour available remedies may not be adequateteqgb us against such platforms. Regardless
of whether we can successfully enforce our rightsirest these platforms, any measures that we nkayctauld require significant financial or
other
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resources from us. Those platforms may also lu@ya@me of our users or advertisers or reduce ankehshare, causing material and ad\
effects to our business operations.

We may not be able to prevent others from unautfzed use of our intellectual property, which coul@tm our business and competitive
position.

We regard our trademarks, service markents, domain names, trade secrets, proprietamptdegies and similar intellectual property
critical to our success, and we rely on trademark@atent law, trade secret protection and confiditly and license agreements with our
employees and others to protect our proprietatytsigAs of December 31, 2013, we had registeredon3ain names, including YY.com,
Duowan.com, 100.com and Chinaduo.com, 70 softwapgreghts, 6 patents and 147 trademarks and semvéc&s in China. In addition, as of
December 31, 2013, we had filed 136 patent apdicgitcovering certain of our proprietary technoésgand 78 trademark applications in
China.

It is often difficult to create and enforicgellectual property rights in China. Patentademarks and service marks may also be
invalidated, circumvented, or challenged. Tradeetsare difficult to protect, and our trade sexraay be leaked or otherwise become known
or be independently discovered by others. Confidktytagreements may be breached, and we mayawa& Adequate remedies for any breact
Even where adequate, relevant laws exist in Cliimaay not be possible to obtain swift and equitadmhforcement of such laws, or to obtain
enforcement of a court judgment or an arbitratisaral delivered in another jurisdiction, and accogtly, we may not be able to effectively
protect our intellectual property rights or enfoeggeements in China. Policing any unauthorizedofisir intellectual property is difficult and
costly and the steps we have taken may be inadetuatrevent the misappropriation of our technaegGiven the potential cost, effort, risks
and downsides of obtaining patent protection, imescases we have not and do not plan to applyaftengs or other forms of formal
intellectual property protection for certain keghaologies. If some of these technologies are [a®ren to be important to our business and
are used by third parties without our authorizatespecially for commercial purposes, our busim@sscompetitive position may be harmed.

As our patents may expire and may not be extendent,patent applications may not be granted and qatent rights may be conteste
circumvented, invalidated or limited in scope, opatent rights may not protect us effectively. Inrtiaular, we may not be able to prevent
others from developing or exploiting competing teahogies, which could have a material and adversieet on our business operations,
financial condition and results of operation:

In China, the valid period of utility modghtent right or design patent right is ten yeaud ia not extendable. Currently, we have patent
applications pending in China, but we cannot asgatethat we will be granted patents pursuant topainding applications. Even if our patent
applications succeed and we are issued patenteandance with them, it is still uncertain whethierse patents will be contested,
circumvented or invalidated in the future. The tigbranted under any issued patents may not praxddeth proprietary protection or
competitive advantages. Further, the claims undgmpatents that issue from our patent applicatrnag not be broad enough to prevent other:
from developing technologies that are similar @t thchieve results similar to ours. It is also flmeghat the intellectual property rights of
others will bar us from licensing and from explogiany patents that issue from our pending appdicat Numerous U.S. and foreign issued
patents and pending patent applications owned lisretexist in the fields in which we have develoaed are developing our technology.
These patents and patent applications might hawdtgrover our patent applications and could subjaur patent applications to invalidation.
Finally, in addition to those who may claim prigriainy of our existing or pending patents may &lsahallenged by others on the basis that
they are otherwise invalid or unenforceable.
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If we fail to maintain and enhance our brands, of e incur excessive expenses in this effort, ouisimess, results of operations ai
prospects may be materially and adversely affec

We believe that maintaining and enhancimglwands is of significant importance to the sgsaaf our business. Well-recognized brands
are important to increasing the number of userstia@dievel of engagement of our users and enhameingttractiveness to advertisers. Since
we operate in a highly competitive market, brandntemance and enhancement directly affect ourtglidi maintain our market position.

Although we have developed YY mostly throwgord of mouth referrals, as we expand, we maylaonvarious marketing and brand
promotion activities using various methods to ammi promoting our brands. We cannot assure youehenythat these activities will be
successful or that we will be able to achieve ttast promotion effect we expect. In addition, apgative publicity in relation to our products
or services, regardless of its veracity, could hatmbrands and reputation.

We have sometimes received, and expedainbraie to receive, complaints from users regartiegguality of the products and services
offer. Negative publicity or public complaints bgars may harm our reputation and affect our altitityttract new users and retain existing
users. If our users' complaints are not addregs#tetr satisfaction, our reputation and our magasition could be significantly harmed, wh
may materially and adversely affect our businesslts of operations and prospects.

Our business depends substantially on the contirpigfforts of our executive officers and key emplegeand our business operations may
be severely disrupted if we lose their services.

Our future success depends substantialth@continued efforts of our executive officersl &ey employees. If one or more of our
executive officers or key employees were unablenwilling to continue their services with us, weght not be able to replace them easily,
timely manner, or at all. In addition, our execaetifficers and key employees hold the equity irsisrén Beijing Tuda Science and Technology
Company Limited, or Beijing Tuda, and Guangzhou dueaNetwork Technology Company Limited, or Guangehtwaduo, our PRC
consolidated affiliated entities. In particular, NDravid Xueling Li, our co-founder, chief executigfficer and director, Mr. Tony Bin Zhao, our
director and chairman of our technology committe®] Mr. Jin Cao, the general manager of our websipartment, own 97.7%, 1.5% and
0.8% of Beijing Tuda's equity interests, respedyivilessrs. Li, Zhao and Cao and Beijing Tuda alam approximately 0.5%, 0.04%, 0.02%
and 99.0% of Guangzhou Huaduo's equity interesspactively, with the remaining 0.44% owned by 8m Lei, our co-founder and
chairman. If any of these executive officers ang émmployees terminates their services with us, axehhe contractual right to appoint
designees to hold the PRC consolidated affiliatgities' equity interests. However, our businesy beseverely disrupted, our financial
condition and results of operations may be matgraald adversely affected and we may incur addii@xpenses to recruit, train and retain
personnel. If any of our executive officers or legployees joins a competitor or forms a competmymany, we may lose customers, know-
how and key professionals and staff members. Eholhraexecutive officers and key employees hasredtmto an employment agreement anc
a non-compete agreement with us. However, as atibig®eur PRC counsel, Fangda Partners, certairigioo¢ under the non-compete
agreement may not be deemed valid or enforceallerd?RC laws. If any dispute arises between ourgives officers and key employees and
us, we cannot assure you that we would be ableftore these nonempete agreements in China, where these exeaifigers reside, in ligt
of uncertainties with China's legal system. See fskiRRelated to Doing Business in China—Uncertaiin the interpretation and
enforcement of Chinese laws and regulations conlid the legal protections available to you and' us.
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If we are unable to attract, train and retain qudiéd personnel, our business may be materially aadlersely affectec

Our future success depends, to a signifiearent, on our ability to attract, train and netqualified personnel, particularly management,
technical and marketing personnel with expertisiéinternet industry; inability to do so may nréty and adversely affect our business.
Since the internet industry is characterized byliigmand and intense competition for talent, wegtassure you that we will be able to
attract or retain qualified staff or other highkilled employees. As our company is relatively yguaur ability to train and integrate new
employees into our operations may not meet the iggpdemands of our business which may materialtyadversely affect our ability to grow
our business and hence our results of operations.

Our results of operations are subject to substahtiaarterly and annual fluctuations due to seasoiitsl

We experience seasonality in our busineflecting seasonal fluctuations in internet us@gea result, comparing our operating result:
a period-to-period basis may not be meaningful.éxample, online user numbers tend to be lowendwchool holidays and certain parts of
the school year, and advertising revenues tené tower during the Chinese New Year season, whitfatively affects our cash flow for thc
periods. We may also experience a reduction ivacisers in the third quarter of each year becawssgnificant portion of our users are
students, and as the new school year begins, dtadeess to computers and the internet are affelctexinet usage and the rate of internet
growth may also be expected to decline during timrser school holidays as some students lose reigéginet access. Furthermore, the
number of paying users of our online music andréaitenent platform correlates with the marketinghpaigns and promotional activities we
conduct which coincide with popular western or @sim festivals celebrated by young Chinese peogryrof which are in the fourth quarter
and ending with the Chinese New Year holidays wiyglically fall in the first quarter.

As a result, our operating results in fatquarters or years may fall below the expectatidrsecurities analysts and investors. In such
event, the trading price of our ADSs would likely imaterially and adversely affected. See "Itermfarmation on the Company—B. Business
Overview—Seasonality" for additional details regagdthe effects of seasonality on our cash flowerafing performance and financial results.

Our business is sensitive to global economic coiotis. A severe or prolonged downturn in the glolmlChinese economy could materially
and adversely affect our business, financial condit and results of operations.

The global financial markets have expersehsignificant disruptions since 2008 and the Wh¢ates, Europe and other economies went
into recession. The recovery from the lows of 2888 2009 was uneven and is facing new challengelsiding the escalation of the European
sovereign debt crisis since 2011 and the slowddvwheoChinese economy in 2012. It is unclear whethe European sovereign debt crisis
be contained and whether the Chinese economyesillme its high growth rate. There is considerabtetainty over the long-term effects of
the expansionary monetary and fiscal policies agtbply the central banks and financial authoritfesoone of the world's leading economies,
including China's. There have also been conceraswest in the Middle East and Africa, which hasgulted in volatility in oil and other
markets, and over the possibility of a war invotyinan. There have also been concerns about theato effect of the earthquake, tsunami
and nuclear crisis in Japan and tensions in tlaioaelship between China and Japan. Economic condiin China are sensitive to global
economic conditions. Online music and entertainmedohg with the online gaming and online adventisndustries, which account for a
significant portion of our revenues, may be affddig economic downturns. During a prolonged slowddmwthe Chinese economy, there may
be a reduced amount of online advertising, our petxland services may be viewed as discretionagubysers, who may choose to
discontinue or reduce spending on such
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products and services during an economic downaurd,our ability to retain existing users and insesaew users will be adversely affected.
Thus, our business, financial condition and rexfligperations may be affected by the macroeconemiironment in China.

Any prolonged slowdown in the global or @#8e economy may have a negative impact on oundmssifinancial condition and results of
operations, and continued turbulence in the intesnal markets may adversely affect our abilitatzess the capital markets to meet liquidity
needs.

Future strategic alliances or acquisitions may hagematerial and adverse effect on our business,utgtion and results of operations.

We may enter into strategic alliances,udoig joint ventures or minority equity investmemntsth various third parties to further our
business purpose from time to time. These allianoetd subject us to a number of risks, includiisgs associated with sharing proprietary
information, non-performance by the third party amtteased expenses in establishing new stratéiginaes, any of which may materially and
adversely affect our business. We may have limatatity to monitor or control the actions of theked parties and, to the extent any of these
strategic third parties suffers negative publicityharm to their reputation from events relatinghteir business, we may also suffer negative
publicity or harm to our reputation by virtue ofrassociation with any such third party.

In addition, although we have no curremfiasition plans, if appropriate opportunities arise may acquire additional assets, products,
technologies or businesses that are complemerttanyrtexisting business. Future acquisitions aedstibsequent integration of new assets ar
businesses into our own would require significatgrdgion from our management and could resultdivarsion of resources from our existing
business, which in turn could have an adverse effieour business operations. Acquired assetsginbsses may not generate the financial
results we expect. Acquisitions could result indise of substantial amounts of cash, potentiallytide issuances of equity securities, the
occurrence of significant goodwill impairment chesgamortization expenses for other intangibletass®al exposure to potential unknown
liabilities of the acquired business. Moreover, ¢hsts of identifying and consummating acquisitioresy be significant. In addition to possible
shareholders' approval, we may also have to obfginovals and licenses from relevant governmethicaities for the acquisitions and to
comply with any applicable PRC laws and regulatjievisich could result in increased delay and costs.

If we fail to maintain an effective system of inteal control over financial reporting, we may be ubke to accurately report our financie
results or prevent fraud, and investor confidenegedur company and the market price of our ADSs mag adversely affected.

The SEC, as required by Section 404 oStudbanes-Oxley Act of 2002, or the Sarbanes-Oxlgy @dopted rules requiring most public
companies to include a management report on sutipaoy's internal control over financial reportingts annual report, which contains
management's assessment of the effectiveness obigany's internal control over financial repagtiin addition, when a company meets the
SEC's criteria, an independent registered pubbowating firm must report on the effectivenesshaf tompany's internal control over financial
reporting.

Our management and independent registerelicpaccounting firm have concluded that our ingdrcontrol over financial reporting as of
December 31, 2013 was effective. However, we caasstre you that in the future our management oindependent registered public
accounting firm will not identify material weaknessduring the Section 404 of the Sarbanes-OxleyaAdit process or for other reasons. In
addition, because of the inherent limitations ¢éinal control over financial reporting, includitite possibility of collusion or improper
management override of controls, material misstatémdue to error or fraud may not be preventadktected on a timely basis. As a result, if
we fail to maintain effective internal control oiarancial reporting or should we be unable to preéwor detect material misstatements due to
error or fraud on a timely basis, investors cookkl confidence in the reliability of our financs&htements, which in turn could harm our
business, results

24




Table of Contents

of operations and negatively impact the marketegpoitour ADSs, and harm our reputation. Furthermeeehave incurred and expect to
continue to incur considerable costs and to usefgignt management time and the other resourcas iffort to comply with Section 404 and
other requirements of the Sarbanes-Oxley Act.

Some of our users may make sales or purchases thhounauthorized third party platforms of virtual @ms we offer for free on ou
platform, which may affect our reveni-generating opportunities and exert downward pressum the prices we charge for our virtual iten

We, from time to time, offer virtual iterfree of charge to attract users or encourage wsécipation in channels. Some of our users may
sell or purchase such free virtual items throughutinorized third party sellers in exchange for cemtency. For example, fans of a performer
may pay other users to send flowers or gifts ttteddave accumulated on our platform to the peréor in order to show support and raise the
popularity ranking of the performer of their chaidéese unauthorized transactions are usually gecaon third party platforms which we do
not and are unable to track or monitor. Accordintiyese unauthorized purchases and sales frompghity sellers may affect our revenue-
generating opportunities and may impede our revandeprofit growth by, among other things, redudimg revenues we could have generate
and exerting downward pressure on the prices wegelfar our virtual items.

We have limited business insurance coverage, sa #mgy uninsured occurrence of business disruptioraynresult in substantial costs to us
and the diversion of our resources, which could lea&n adverse effect on our results of operationgldimancial condition.

Insurance companies in China currently dioaffer as extensive an array of insurance pradastinsurance companies do in more
developed economies. We do not have any busiresfitli or disruption insurance to cover our openas. We have determined that the costs
of insuring for these risks and the difficultiesasiated with acquiring such insurance on commiyaieasonable terms make it impractical for
us to have such insurance. Any uninsured occurreragedisrupt our business operations, require irsctar substantial costs and divert our
resources, which could have an adverse effect onesults of operations and financial condition.

Risks Related to Our Corporate Structure and Our Industry

If the PRC government finds that the structure wave adopted for our business operations does notgly with PRC laws and regulation:
or if these laws or regulations or interpretatiortd existing laws or regulations change in the futerwe could be subject to severe penalties,
including the shutting down of our platform and oubusiness operations.

Foreign ownership of internet-based busiesss subject to significant restrictions underent PRC laws and regulations. The PRC
government regulates internet access, the disipibof online information and the conduct of onlc@mmerce through strict business licen:
requirements and other government regulations. & tzags and regulations also limit foreign ownershiPRC companies that provide internet
information distribution services. Specifically réégn ownership in an internet information providemother value-added telecommunication
service providers may not exceed 50%. In addit@eprding to the Several Opinions on the Introauctf Foreign Investment in the Cultural
Industry promulgated by the Ministry of Culture,the MOC, the State Administration of Radio, Filndarelevision, or the SARFT, the
General Administration of Press and PublicatiortherGAPP, currently known as the State Administradf Press Publication, Radio, Film
and Television after combination of SARFT and GA®¥e, National Development and Reform CommissiontaedMinistry of Commerce, or
the MOFCOM, in June 2005, foreign investors arehjimited from investing in or operating, among othemy internet cultural operating
entities and from engaging in the business of trattimg audio-visual programs through informatiogtworks.
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We are a Cayman Islands company and our $2R€idiaries, Guangzhou Huanju Shidai Informafienhnology Company Limited, or
Guangzhou Huanju Shidai, Huanju Shidai Technol®gjjing) Company Limited, or Beijing Huanju Shidaid Zhuhai Huanju Shidai
Information Technology Company Limited, or Zhuhaiatju Shidai, are each considered a wholly foreigned enterprise. We conduct our
operations in China primarily through a seriesaftcactual arrangements entered into among our $tR€idiary, Beijing Huanju Shidai, our
PRC consolidated affiliated entities, Guangzhoudtiweand Beijing Tuda, and Guangzhou Huaduo andngeljuda's shareholders. As a re:
of these contractual arrangements, we exert coot@l our PRC consolidated affiliated entities andsolidate each of their operating resul
our financial statements under U.S. GAAP. For aitkt description of these contractual arrangemeets "ltem 7. Major Shareholders and
Related Party Transactions—B. Related Party—Contah@rrangements with Beijing Tuda."

On September 28, 2009, the GAPP, the NaltiGopyright Administration and the National OffieceCombating Pornography and lllegal
Publications, jointly issued a Notice on Furthee8gthening the Administration of Pre-examinatiod &pproval of Online Games and the
Examination and Approval of Imported Online Ganw<Circular 13. Circular 13 restates that foreigweistors are not permitted to invest in
online game-operating businesses in China via wlmlined, equity joint venture or cooperative joiehture investments and expressly
prohibits foreign investors from gaining controles\or participating in domestic online game opeamathrough indirect ways such as
establishing other joint venture companies or émjeinto contractual or technical arrangements sascthe variable interest entity structural
arrangements we adopted. We are not aware of anpamies that have adopted a corporate structuréstttee same as or similar to ours
having been penalized or terminated under CirclBasince the effective date of the circular. Fumiare, we are advised by our PRC counsel
Fangda Partners, that the enforcement of Circias still subject to substantial uncertainty, irdihg possible subsequent joint actions by
relevant authorities in charge, such as the MO@. Regulation on Three Provisions stipulates thaMIDC is authorized to regulate the online
game industry, while the GAPP is authorized to apprthe publication of online games before thainth on the internet. The Interpretation
on Three Provisions further provides that oncerdime game is launched on the internet, it willdoenpletely under the regulation of the M(
and that if an online game is launched on the fetewithout obtaining prior approval from the GARIRe MOC, instead of the GAPP, is
directly responsible for investigating the gamethie event that we, our PRC subsidiaries or PRGalmated affiliated entities are found to be
in violation of the prohibition under Circular 1fBee GAPP, in conjunction with the relevant regutatauthorities in charge, may impose
applicable penalties, which in the most seriouggasay include suspension or revocation of releMagrises and registrations. In addition,
various media sources have recently reported lea€SRC prepared a report proposing pre-approvaldmmpetent central government
authority of offshore listings by China-based comipa with variable interest entity structures, sastours, that operate in industry sectors
subject to foreign investment restrictions. Howewes unclear whether the CSRC officially issumdsubmitted such a report to a higher level
government authority or what any such report presjor whether any new PRC laws or regulationgingld@o variable interest entity structu
will be adopted or what they would provide.

Based on understanding of current PRC lawss and regulations of our PRC legal counseigBa Partners, our current ownership
structure for our business operations, the ownprsiniicture of our PRC subsidiaries and our PRGdatated affiliated entities, the
contractual arrangements among our PRC subsidiatieds?RC consolidated affiliated entities andrtisbareholders, as described in this ar
report on Form 20-F, are in compliance with exgtHRC laws, rules and regulations. However, we viigtaer advised by Fangda Partners
that there is substantial uncertainty regardingrbarpretation and application of current or f@RC laws and regulations and these laws or
regulations or interpretations of these laws oul&iipns may change in the future. Furthermoreyéihevant government authorities have broa
discretion in interpreting these laws and
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regulations. Accordingly, we cannot assure you BRE government authorities will not ultimately éak view contrary to the opinion of our
PRC legal counsel.

If our ownership structure, contractuahagements and businesses of our company, our P&iguies or our PRC consolidated
affiliated entities are found to be in violationafy existing or future PRC laws or regulations, ttelevant governmental authorities would t
broad discretion in dealing with such violationlimding levying fines, confiscating our income be income of our PRC subsidiaries or PRC
consolidated affiliated entities, revoking or susgieg the business licenses or operating licenseard®RC subsidiaries or PRC consolidated
affiliated entities, shutting down our servers lorchking our platform, discontinuing or placing néstions or onerous conditions on our
operations, requiring us to discontinue our operesj requiring us to undergo a costly and disr@atastructuring, restricting or prohibiting our
use of proceeds from our initial public offeringfieance our business and operations in Chinatakidg other regulatory or enforcement
actions that could be harmful to our business. ginghese actions could cause significant disruptioaur business operations and severely
damage our reputation, which would in turn matgriahd adversely affect our business, financialdition and results of operations. In
addition, if the imposition of any of these peredtcauses us to lose the rights to direct theiaetivof our PRC consolidated affiliated entities
or our right to receive their economic benefits,wauld no longer be able to consolidate such estitDur PRC consolidated affiliated entities
contributed substantially all of our consolidated revenues in the years ended December 31, 2012,ghd 2013.

We rely on contractual arrangements with our PRCramlidated affiliated entities and their shareholdefor the operation of our business,
which may not be as effective as direct ownerslipur PRC consolidated affiliated entities and thieshareholders fail to perform their
obligations under these contractual arrangements may have to resort to litigation to enforce ougits, which may be time-consuming,
unpredictable, expensive and damaging to our op&nas and reputation.

Because of PRC restrictions on foreign awii@ of internet-based businesses in China, werntttpn contractual arrangements with our
PRC consolidated affiliated entities in which werd@o ownership interest to conduct our businelses& contractual arrangements are
intended to provide us with effective control otteese entities and allow us to obtain economic fitsrfeom them. Our PRC consolidated
affiliated entities are owned directly by certafroar directors, key executive officers and empblsienamely Messrs. David Xueling Li, Jun
Lei, Tony Bin Zhao and Jin Cao. For additional dstan these ownership interests, see "—Risks Belat Our Business—Our business
depends substantially on the continuing effortewfexecutive officers and key employees, and asiness operations may be severely
disrupted if we lose their services" and "ltemrfotmation on the Company—A. History and Developtr@the Company.” However, these
contractual arrangements may not be as effectipeaniding control as direct ownership. For examplch of our PRC consolidated affiliated
entities and their shareholders could breach ttagitractual arrangements with us by, among othiegs$h failing to operate our business in an
acceptable manner or taking other actions thatlemémental to our interests. If we were the cdlitrg shareholder of these PRC consolidated
affiliated entities with direct ownership, we would able to exercise our rights as shareholdezffeéot changes to their board of directors,
which in turn could implement changes at the mamege and operational level. However, under theesurcontractual arrangements, as a
legal matter, if our PRC consolidated affiliatedits or their shareholders fail to perform thalidigations under these contractual
arrangements, we may have to incur substantias tosinforce such arrangements, and rely on lega¢dies under PRC law, including
contract remedies, which may not be sufficientféeative. In particular, the contractual arrangetserovide that any dispute arising from
these arrangements will be submitted to the Chiterhational Economic and Trade Arbitration Comiwisgor arbitration in Beijing, the
ruling of which will be final and binding. The lelfaamework and system in China, particularly thoslating to arbitration proceedings, is not
as developed as other jurisdictions such as theeth@tates. As a result, significant uncertaintiating

27




Table of Contents

to the enforcement of legal rights through arbibratlitigation and other legal proceedings remiaichina, which could limit our ability to
enforce these contractual arrangements and eXectigé control over our consolidated affiliatediges. If we are unable to enforce these
contractual arrangements, or if we suffer signiftodelay or other obstacles in the process of enfgrthese contractual arrangements, our
business and operations could be severely disrupteidh could materially and adversely affect aesults of operations and damage our
reputation. See "—Risks Related to Doing Busineg3hina—Uncertainties in the interpretation ancdecgment of Chinese laws and
regulations could limit the legal protections asble to you and us."

Our existing shareholders have substantial influemover our company and their interests may not tigraed with the interests of our other
shareholders, which may discourage, delay or prevarchange in control of our company, which coule@prive our shareholders of a
opportunity to receive a premium for their secuss.

As of February 28, 2014, our managemeragrancluding Mr. David Xueling Li, our co-foundeghief executive officer and director,
Mr. Jun Lei, our co-founder and chairman, Mr. Td@ig Zhao, director and chairman of our technologgpnmittee, Mr. Jin Cao, the general
manager of our website department, and Mr. Roragieg, the general manager of games departmentaird¢spective affiliates, beneficia
own an aggregate of 38.4% of our outstanding sterd</9.2% of the total voting power. Messrs. ldi,[Zhao, Cao and Beijing Tuda togethel
hold 100% of the equity interest in Guangzhou Hwaealnd Messrs. Li, Zhao and Cao together hold 10D&8eoequity interest in Beijing Tuda.
Guangzhou Huaduo and Beijing Tuda are our varimégest entities. Our management group has sufdtarfluence over our business,
including decisions regarding mergers, consolidetiand the sale of all or substantially all of assets, election of directors and other
significant corporate actions. This concentratibownership may discourage, delay or prevent a gham control of our company, which
could deprive our shareholders of an opportunitsetive a premium for their shares as part ofcamgemplated sale of our company and ma
reduce the price of our ADSs. In addition, MeskisZhao, Dong and Cao could violate the termsheirt non-compete or employment
agreements with us or their legal duties by dimgrtiusiness opportunities from us, resulting inloss of corporate opportunities. These
actions may take place even if they are opposeslibpther shareholders. Additionally, Mr. Jun Laiy co-founder, chairman and shareholder
who owns 17.6% of our outstanding shares, is irbtigness of making investments in internet congmaim China. Mr. Lei currently holds
direct and indirect interests in our direct comipetiiSpeak, and other entities which may havermssies that compete with us. iSpeak is o\
by Mr. Lei in part through Kingsoft Corporation Lited, or Kingsoft, which is engaged in the reseadavelopment operation and distribution
of online games, mobile games, casual game seraimiternet software. He may, in the future, &#egadditional interests in businesses that
directly or indirectly compete with some of ourdmof business or that are our suppliers or cuswrarthermore, Mr. Lei, whether through
Kingsoft or otherwise, may pursue acquisitions akmfurther investments in our industries which roagflict with our interests. Although v
adopted a code of business conduct and ethicdpadmrict conflicts of interest involving direetand officers, any violation of this code by
our existing officers or directors such as Mr. hly materially and adversely affect our businessatpns. For more information regarding
the beneficial ownership of our company by our gipal shareholders, see "ltem 6. Directors, Semianagement and Employees—E. Share
Ownership."

We may lose the ability to use and enjoy assetsl gl our PRC consolidated affiliated entities thate important to the operation of our
business if such entities go bankrupt or becomejsgbto a dissolution or liquidation proceeding.

As part of our contractual arrangement$iwiir PRC consolidated affiliated entities, Guamgzhuaduo and Beijing Tuda, such entities
hold certain assets, such as patents for the gtapyitechnology that are essential to the operaitid our platform and important to the
operation of our
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business. If either Guangzhou Huaduo or Beijingargdes bankrupt and all or part of its assets bearject to liens or rights of third party
creditors, we may be unable to continue some afallr business activities, which could materiahd adversely affect our business, finar
condition and results of operations. If Guangzhaadio or Beijing Tuda undergoes a voluntary or imrtary liquidation proceeding, the
unrelated third party creditors may claim rightstmne or all of these assets, thereby hinderingbility to operate our business, which could
materially and adversely affect our business, fi@rcondition and results of operations.

Our ability to enforce the equity pledge agreemeh&tween us and our PRC variable interest entitissareholders may be subject to
limitations based on PRC laws and regulations.

Pursuant to the equity interest pledge&gents between Beijing Huanju Shidai, our whollyned subsidiary in China, and the
shareholders of Guangzhou Huaduo and Beijing Todiayariable interest entities, or VIEs, each shalders of each variable interest entities
agrees to pledge its equity interests in the VIBuosubsidiary to secure the relevant VIE's penorce of their obligations under the relevant
contractual arrangements. The equity interest gledd shareholders of VIEs under these equity @edgeements have been registered with
the relevant local branch of the SAIC. In additionthe registration forms of the local branch tdt8& Administration for Industry and
Commerce for the pledges over the equity intenastier the equity interest pledge agreements, theeggte amount of registered equity
interests pledged to Beijing Huanju Shidai repres&00% of the registered capital of Guangzhou ioahd Beijing Tuda. The equity inter
pledge agreements with each of the VIEs' sharelolgl®vide that the pledged equity interest shatistitute continuing security for any and
of the indebtedness, obligations and liabilitiedemall of the principal service agreements andstupe of pledge shall not be limited by the
amount of the registered capital of that VIE. Hoes\it is possible that a PRC court may take thstjpm that the amount listed on the equity
pledge registration forms represents the full anhofithe collateral that has been registered amiégied. If this is the case, the obligations -
are supposed to be secured in the equity inteledtje agreements in excess of the amount listédeoaquity pledge registration forms could
be determined by the PRC court as unsecured déhuakes last priority among creditors.

Our contractual arrangements with our PRC consoligal affiliated entities may result in adverse tagrsequences to us.

As a result of our corporate structure tinedcontractual arrangements among our PRC sulis&liaur PRC consolidated affiliated enti
and their shareholders, we are effectively suli&RC turnover tax on revenues generated by dasidiaries from our contractual
arrangements with our PRC consolidated affiliateiities. Such tax generally includes either the RREiness tax at a rate of 5% or the PRC
value added tax ("VAT") at a rate of 6%, along wighated surcharges. The applicable turnover taetisrmined by the nature of the
transaction generating the revenues subject tditexa he PRC enterprise income tax law requiresyeenterprise in China to submit its
annual enterprise income tax return together witkpart on transactions with its affiliates or tethparties to the relevant tax authorities. Tl
transactions may be subject to audit or challenygth® PRC tax authorities within ten years aftertdxable year during which the transactions
are conducted. We may be subject to adverse tasegorences if the PRC tax authorities were to déterthat the contracts between us and
our PRC consolidated affiliated entities were notao arm's length basis and therefore constitfaeaable transfer pricing arrangements. If
this occurs, the PRC tax authorities could reqgthegteither of our PRC consolidated affiliated g&esi adjust its taxable income upward for F
tax purposes. Such a pricing adjustment could agdleaffect us by reducing expense deductions decbby either PRC consolidated affilia
entities and thereby increasing these entitiediahxities, which could subject these entitiedate payment fees and other penalties for the
underpayment of taxes. Our consolidated net incorag be materially and adversely affected if our
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PRC consolidated affiliated entities' tax liab@#iincrease or if it becomes subject to late payfees or other penalties.

If our PRC consolidated affiliated entities fail tobtain and maintain the requisite licenses and appals required under the comple
regulatory environment for internet-based businessa China, our business, financial condition anesults of operations may be materially
and adversely affected.

The internet industry in China is highlgutated. See "Item 4. Information on the Company-B&siness Overview—PRC Regulation."
Guangzhou Huaduo, as our PRC consolidated affiliatdity, is required to obtain and maintain apgidie licenses or approvals from different
regulatory authorities in order to provide its ewntrservices. For example, an internet informagienvice provider shall obtain an operating
license, or the ICP License, from MIIT or its localunterparts before engaging in any commercialirt information services. An online
game operator must also obtain an Internet Culyreration License from the MOC and an Internet Bhbilg License from the GAPP to
distribute online games, in addition to filing @eline games with the GAPP and the MOC. An edunativebsite operator shall obtain
approvals from the local education authoritiesoPi® July 2010, specific approvals on online kinléoard services were also required for the
provision of BBS services. Guangzhou Huaduo haaiodd a valid ICP License for provision of interaeti mobile network information
services, which is being updated for the increagegistered capital and provision of educationfdrmation services, an Internet Culture
Operation License for online games and music prisdand an Internet Publishing License for pubiicabf online games and mobile phone
games. In addition, Guangzhou Huaduo holds a \édieinse for Online Transmission of Audio-Visual rams under the business
classification of converging and play-on-demandiserfor certain kinds of internet audio-visual grams—literary, artistic and entertaining—
as prescribed in the newly issued provisional cafeg and we are in the process of renewing tbénBe. On October 8, 2011, Guangzhou
Huaduo was granted a License for Production andad@ipa of Radio and TV Programs, covering the pobidun, reproduction and publication
of broadcasting plays, TV dramas, cartoons (exolygiroduction), special subjects, special colunemsl(iding current political news catego
and entertainment programs. On January 17, 2013amgary 16, 2014, we were granted permissionlbyast authorities to provide online
education content on edu.YY.com and 100.com, résdyg, and we are in the process of expanding @ahou Huaduo's registered business
scope correspondingly. These licenses or perngtessential to the operation of our business aamdemerally subject to annual government
review. However, we cannot assure you that we aaoessfully renew these licenses annually or tiesd licenses are sufficient to conduct al
of our present or future business.

As we further develop and expand our vidapabilities and functions, we will need to obtaidfditional qualifications, permits, approvals
or licenses. In addition, with respect to speatevices offered online, we or the service or aonpeoviders may be subject to additional
separate qualifications, permits, approvals onkes. For financial-related content offered onatannels, we are tightening our internal
review of the relevant qualifications of the coritproviders as instructed by the competent auflesritvhile complying with other statutory
requirements. We cannot assure you that we oreithvice or content providers will be granted suchlifjigations, permits, approvals or licen:
in a timely manner or at all. Prior to the recaipsuch qualifications, permits, approvals or lises, we may be deemed as being in violation ¢
relevant laws or regulations and be subject to ltiesa

As the internet industry in China is stilla relatively early stage of development, newslawd regulations may be adopted from time to
time to address new issues that come to the atidgo@ttention. In the interpretation and impletaéon of existing and future laws and
regulations governing our business activities, m®rable uncertainties still exist. We cannot assuu that we will not be found in violation
any future laws and regulations or any of the lawd regulations currently in effect due to charigehe relevant authorities' interpretation of
these laws and
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regulations. In addition, we may be required taaobadditional license or approvals, and we caasstire you that we will be able to timely
obtain or maintain all the required licenses orrapgls or make all the necessary filings in thefet If we fail to obtain or maintain any of the
required licenses or approvals or make the necefifags, we may be subject to various penalt@ssh as confiscation of the net revenues
were generated through the unlicensed internetities, the imposition of fines and the discontitioi or restriction of our operations. Any
such penalties may disrupt our business operatindsnaterially and adversely affect our businésantial condition and results of operatic

The shareholders of our PRC variable interest eig#t may have potential conflicts of interest witls,uand if any such conflicts of interest
are not resolved in our favor, our business mayrhaterially and adversely affected.

Guangzhou Huaduo and Beijing Tuda are auable interest entities. Messrs. David Xuelingdtn Lei, Tony Bin Zhao, Jin Cao and
Beijing Tuda, together hold 100% of the equity iet# in Guangzhou Huaduo and Messrs. Li, Zhao awlt@gether hold 100% of the equity
interest in Beijing Tuda. The interests of MeskrisLei, Zhao and Cao as the controlling sharehaas the VIEs may differ from the interests
of our company as a whole, as what is in the lmtstests of our VIEs may not be in the best intsresour company. We cannot assure you
that when conflicts of interest arise, Messrs.Ligi, Zhao or Cao will act in the best interest®of company or that conflicts of interests will
resolved in our favor. In addition, Messrs. Li, L8hao or Cao may breach or cause Guangzhou HuattiBeijing Tuda and their respective
subsidiaries to breach or refuse to renew theiagisontractual arrangements with us. Currently de@eot have existing arrangements to
address potential conflicts of interest MessrsLEi, Zhao or Cao may encounter in his capacity asareholder or director of our VIES, on the
one hand, and as a beneficial owner or direct@uofcompany, on the other hand; provided that wed;@t all times, exercise our option un
the exclusive option agreement with Messrs. Li, Zéiao and Cao to cause them to transfer all af dupiity ownership in Guangzhou Huaduo
or Beijing Tuda to a PRC entity or individual desaged by us, and this new shareholder of Guangklaaduo or Beijing Tuda could then
appoint a new director of Guangzhou Huaduo or Bgijiuda to replace the existing directors. In addjtif such conflicts of interest arise,
Beijing Huanju Shidai, our wholly owned PRC subaiglj could also, in the capacity of Messrs. Li,,l&iao and Cao's attorney-in-fact as
provided under the power of attorney, directly appa new director of Guangzhou Huaduo or Beijingld to replace the existing directors.
We rely on Messrs. Li, Lei, Zhao and Cao to compith the laws of China, which protect contracts anolvide that directors and executive
officers owe a duty of loyalty to our company aeduire them to avoid conflicts of interest and tootake advantage of their positions for
personal gains. We also rely on Messrs. Li, Lei Z2hdo to abide by the laws of the Cayman Islandischvprovide that directors have a duty
care and a duty of loyalty to act honestly in géaith with a view to our best interests. Howevag tegal frameworks of China and the Cay
Islands do not provide guidance on resolving cotslin the event of a conflict with another corpiergovernance regime. If we cannot resolve
any conflicts of interest or disputes between usMassrs. Li, Lei, Zhao and Cao, we would haveetp on legal proceedings, which could
result in disruption of our business and subjedbusubstantial uncertainty as to the outcome gfsarch legal proceedings.

Implementation of the new labor laws and regulati®im China may adversely affect our business anduis of operations

Pursuant to the labor contract law thakteffect in January 2008, its implementation rutes took effect in September 2008 and its
amendment that took effect in July 2013, emplogeessubject to stricter requirements in terms gifiisig labor contracts, minimum wages,
paying remuneration, determining the term of emeésy probation and unilaterally terminating labamtcacts. Due to the limited period of
time since its effectiveness, and lack of detaifeerpretative rules and uniform
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implementation practices and possible penaltigs,uhcertain as to how they it will affect our @mt employment policies and practices. Our
employment policies and practices may violate #t®f contract law or its implementation rules, amdmay thus be subject to related
penalties, fines or legal fees. Compliance withlé®r contract law and its implementation ruley/nmerease our operating expenses, in
particular our personnel expenses. In the evehwhalecide to terminate some of our employeesh®raise change our employment or labor
practices, the labor contract law and its impleragon rules may also limit our ability to effecode changes in a desirable or cost-effective
manner, which could adversely affect our businesirasults of operations. On October 28, 2010Stlaeding Committee of the National
People's Congress promulgated the PRC Social Inseilaaw, or the Social Insurance Law, which becaffective on July 1, 2011. Accordit

to the Social Insurance Law, employees must ppéieiin pension insurance, work-related injury rasge, medical insurance, unemployment
insurance and maternity insurance and the emplogass, together with their employees or separafely,the social insurance premiums for
such employees.

We expect our labor costs to increase dulkd implementation of these new laws and reguratiAs the interpretation and
implementation of these new laws and regulatiorsstil evolving, we cannot assure you that our lempent practice will at all times be
deemed in full compliance with labor-related lawsl aegulations in China, which may subject us bmtadisputes or government
investigations. If we are deemed to have violaaevant labor laws and regulations, we could beired to provide additional compensatio
our employees and our business, financial condaimhresults of operations could be materially ahersely affected.

Further, labor disputes, work stoppagesi@ndowns at our laboratories, patient serviceersmr any of our clients or suppliers could
significantly disrupt our daily operation or ourpaxsion plans and have a material adverse effestiohusiness.

Currently there is no law or regulation specificgligoverning virtual asset property rights and thésee it is not clear what liabilities, if any,
online game operators may have for virtual assets.

While playing online games or participatimg YY Client activities, players acquire and acclete some virtual assets, such as special
equipment and other accessories. Such virtualsasaatbe important to online game players and heeetary value and, in some cases, are
sold for actual money. In practice, virtual asseis be lost for various reasons, often through thwaized use of the game account of one use
by other users and occasionally through data lassed by a delay of network service, a networkhcoeaihacking activities. Currently, there is
no PRC law or regulation specifically governingtwal asset property rights. As a result, thereniseutainty as to who the legal owner of virt
assets is, whether and how the ownership of vidaaéts is protected by law, and whether an opeshtinline games such as us would have
any liability to game players or other interestadgtips (whether in contract, tort or otherwise)lfms of such virtual assets. Based on recent
PRC court judgments, the courts have typically loeliihe game operators liable for losses of viragdets by game players, and ordered onlir
game operators to return the lost virtual itemgame players or pay damages and losses. In caslesd of virtual assets, we may be sued by
our game players or users and held liable for d@saghich may negatively affect our reputation hasiness, financial condition and results
of operations.

Compliance with the laws or regulations governingtual currency may result in us having to obtaindaitional approvals or licenses or
change our current business model.

The issuance and use of "virtual currenioythe PRC has been regulated since 2007 in respgorthe growth of the online game industry
in China. In January 2007, the Ministry of Publ&c8rity, the MOC, the MIIT and the GAPP jointlyussl a circular regarding online gambl
which has implications for the use of virtual cumrg. To curtail online games that involve onlinerdging, as well as address concerns that
virtual currency could be used for money laundedndlicit trade, the
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circular (a) prohibits online game operators frdmarging commissions in the form of virtual curremeyelation to winning or losing of game
(b) requires online game operators to impose ligtsise of virtual currency in guessing and bettjames; (c) bans the conversion of virtual
currency into real currency or property; and (d)hpbits services that enable game players to teanaftual currency to other players. On
June 4, 2009, the MOC and the MOFCOM jointly issaetbtice regarding strengthening the administnatioonline game virtual currency, or
the Virtual Currency Notice. The MOC issued theysional Administrative Measures of Online Gamasthe Online Games Measures, in
June 2010, which provides, among other things,vinatal currency issued by online game operatoay e only used to exchange its own
online game products and services and may notdx togpay for the products and services of othétien

We issue virtual currency and prepaid gémkens to game players on our platform for thempuchase various items to be used in online
games and channels, including music channels. W @ahe process of adjusting the content of catf@tm but we cannot assure you that our
adjustments will be sufficient to comply with théal Currency Notice. Moreover, although we bedieve do not offer online game virtual
currency transaction services, we cannot assurehaiuhe PRC regulatory authorities will not takeiew contrary to ours. For example,
certain virtual items we issue to users based @ame milestones they achieve or time spent playarges are transferable and exchangeabl
for our virtual currency or the other virtual itemvg issue to users. If the PRC regulatory authesritieem such transfer or exchange to be a
virtual currency transaction, then in addition #rly deemed to be engaging in the issuance ofaVicirrency, we may also be deemed to be
providing transaction platform services that endbéetrading of such virtual currency. Simultandg@ngaging in both of these activities is
prohibited under the Virtual Currency Notice. Imtlevent, we may be required to cease either owabicurrency issuance activities or such
deemed "transaction service" activities and maguigect to certain penalties, including mandatanyective measures and fines. The
occurrence of any of the foregoing could have aenetadverse effect on our business, financiabld@n and results of operations.

In addition, the Virtual Currency Noticeopibits online game operators from setting gameufea that involve the direct payment of cast
or virtual currency by players for the chance ta wirtual items or virtual currency based on randsetection through a lucky draw, wager or
lottery. The notice also prohibits game operatomaifissuing currency to game players through meémer than purchases with legal currency
It is unclear whether these restrictions would gpplcertain aspects of our online games. Althowgtbelieve that we have rectified and cei
such prohibited activities and have taken adequat@sures to prevent any of the above-mentionedtpteth activities, we cannot assure you
that the PRC regulatory authorities will not takeéiew contrary to ours and deem such feature dsilgited by the Virtual Currency Notice,
thereby subjecting us to penalties, including mémgacorrective measures and fines. For exampleyere previously fined by a local
authority in Guangzhou found that our games cosathincky draws. The occurrence of any of the fomegoould materially and adversely
affect our business and results of operations.

Non-compliance on the part of third parties with whiclie conduct business could restrict our abilityrmaintain or increase our number of
users or the level of traffic to our YY platform.

Our third party game developers or othesifess partners may be subject to regulatory pesat punishments because of their
regulatory compliance failures, which may disrupt business. Although we conduct a rigid revievlegil formalities and certifications beft
entering into contractual relationship with othesimesses such as third party game developersaadtbids, we cannot be certain whether
third party has or will infringe any third partidsal rights or violate any regulatory requirensei/e regularly identify irregularities or
noncompliance in the business practices of anygsanith whom we pursue existing or future coogeraind we cannot assure you that an
these irregularities will be corrected in a proraptl proper manner. The legal liabilities and refgujaactions on our commercial partners may
affect our business activities and reputation and
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in turn, our results of operations. For examplepading to PRC regulations, all lease agreememtsegyuired to be registered with the local
housing authorities. We presently lease propestiegpproximately 10 different locations for dailyepations and certain other properties
serving as dormitories and canteens in China, la@dandlords of some of these properties arecstitipleting the registration of their
ownership rights or the registration of our leas#h the relevant authorities. Failure to complétese required registrations may expose our
landlords, lessors and us to potential monetassfisome of our lessors have not provided us \pipincgoriate title certificates, which may
adversely affect the validity of the leases if xgsors do not have proper title. We cannot aggurghat such certificates or registration will be
obtained in a timely manner or at all, and in aafsiilures, we may be subject to monetary finesiehto relocate our offices and suffer
economic losses.

We allow providers of some online servicessh as online education and financial servicesstablish channels on our platform. The
online service providers and the producers of adrda our platform may be required to meet spedjfialifying standards, evidenced by
approvals, permits or certificates, and to compiyrwarious requirements when conducting busindsscannot predict if any noncompliance
on the part of such commercial partners may caatenpal liabilities to us and in turn disrupt ayperations.

Intensified government regulation of the internendustry in China could restrict our ability to matain or increase our user level or tr
level of user traffic to our YY platform.

The PRC government has, in recent yeatensified regulation on various aspects of therimgkindustry in China. For example, the PRC
government recently adopted more stringent polimeasonitor the online game industry due to adverdaic reaction to perceived addictior
online games, particularly in children and min@s. April 15, 2007, eight PRC government authorjtiesluding the GAPP, the Ministry of
Education, the Ministry of Public Security and 8T issued a notice requiring all Chinese onlirate operators to adopt an "anti-fatigue
system" in an effort to curb addiction to onlinerges by minors. To help game operators identify tvigiame players are minors, online game
players in China are now required to register thames and identity card numbers before playingrdine game, which information was to be
submitted to and verified by the National Citizeletity Information Center, a subordinate publititution of the Ministry of Public Security,
as of October 1, 2011. These restrictions couldt lur ability to increase our online game busires®ng minors. See "ltem 4. Information on
the Company—B. Business Overview—PRC Regulation—-fatigue Compliance System and Real-name Registr&ystem." In order to
comply with these anti-fatigue rules, we set upsystem so that after three hours of playing olinergames, minors only receive half of the
virtual items or other in-game benefits they woollderwise earn, and after playing for more thae fieurs, receive no in-game benefits.
Failure to implement these restrictions, if detddig the relevant government agencies, may restithés and other penalties for us, including
the shutting down of our online game operationslasase revocation. Furthermore, if these restrist were expanded to apply to adult game
players in the future, our online game business$dcbe materially and adversely affected.

In addition, in February 2007, 14 PRC ragly authorities jointly promulgated a circularftother strengthen the oversight of internet
cafes, one of the primary venues from which outfgten is accessed. In recent years, a large nuofhanlicensed internet cafes have been
closed, and the PRC government has imposed higipgatand facility requirements for the establigiminof internet cafes. Governmental
authorities may from time to time impose stricequirements on internet cafes, such as customdmaigand regulated hours of operation.
Since a substantial portion of our users accesglatform from internet cafes, any reduction in themnber, or slowdown in the growth, of
internet cafes in China, or any new regulatoryriet&dns on their operations, could limit our atyilto maintain or increase our revenues.
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More stringent governmental regulationshsag the ones outlined above may discourage gaamerglfrom playing our games and have ¢
material effect on our business operations.

Risks Related to Doing Business in China
Uncertainties in the interpretation and enforcemeaf Chinese laws and regulations could limit thegl@l protections available to you and t

The PRC legal system is based on writtetusts and prior court decisions have limited valsi@recedents. Each of our PRC subsidiarie
Beijing Huanju Shidai, Guangzhou Huanju Shidai Zhdhai Huanju Shidai, is a foreign-invested enfsgand is subject to laws and
regulations applicable to foreign-invested entsgsias well as various Chinese laws and regulagemsrally applicable to companies
incorporated in China. However, since these lavesragulations are relatively new and the PRC lsgalem continues to rapidly evolve, the
interpretations of many laws, regulations and ralesnot always uniform and enforcement of thesas laegulations and rules involves
uncertainties.

From time to time, we may have to resoddministrative and court proceedings to enforadegal rights. However, since PRC
administrative and court authorities have signiftadiscretion in interpreting and implementing staty and contractual terms, it may be more
difficult to evaluate the outcome of administratared court proceedings and the level of legal ptade we enjoy than in more developed lega
systems. Furthermore, the PRC legal system is bagett on government policies and internal rigsssne of which are not published in a
timely manner or at all) that may have retroactffect. As a result, we may not be aware of outation of these policies and rules until some
time after the violation. Such uncertainties, imlihg uncertainty over the scope and effect of amnti@actual, property (including intellectual
property) and procedural rights, could materialig @adversely affect our business and impede olityaoi continue our operations.

Changes in China's economic, political or social mtitions or government policies could have a matdradverse effect on our business,
financial condition and results of operation:

Substantially all of our assets and alnatistf our customers are located in China. Accagtiinour business, financial condition, result:
operations and prospects may be influenced tordéfisignt degree by political, economic and soc@iditions in China generally and by
continued economic growth in China as a whole.

The Chinese economy differs from the ecaperof most developed countries in many respeunttyding the level of government
involvement, level of development, growth rate, tconof foreign exchange and allocation of resoar@though the Chinese government has
implemented measures emphasizing the utilizationarket forces for economic reform, the reductibstate ownership of productive assets,
and the establishment of improved corporate goverman business enterprises, a substantial paofipnoductive assets in China is still owr
by the Chinese government. In addition, the Chigesernment continues to play a significant rolegigulating industry development by
imposing industrial policies. The Chinese governtaso exercises significant control over the Ce@economic growth through allocating
resources, controlling payment of foreign curredeyrominated obligations, setting monetary poliey providing preferential treatment to
particular industries or companies.

While the Chinese economy has experieniggiifisant growth over the past decades, growthbieen uneven, both geographically and
among various sectors of the economy. The Chinegergment has implemented various measures to eag®economic growth and guide
the allocation of resources. Some of these meaberefit the overall Chinese economy, but may hésee a negative effect on us. The Chit
government has implemented certain measures, iingjuiterest rate increases, to control the paeEofhomic growth. These measures may
cause decreased economic activity in China, whachdcin turn reduce the demand for our productsserdices and adversely affect our
business, financial condition and results of openat
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We may be adversely affected by the complexity eutainties and changes in PRC regulation of intertneusiness and companies.

The PRC government extensively regulatesriternet industry, including foreign ownership afid the licensing and permit requirement:
pertaining to, companies in the internet industityese internet-related laws and regulations aetively new and evolving, and their
interpretation and enforcement involve significantertainty. As a result, in certain circumstaritesay be difficult to determine what actions
or omissions may be deemed to be in violationgpfieable laws and regulations. Issues, risks ar@rtiainties relating to PRC regulation of
the internet business include, but are not limitedhe following:

. We only have contractual control over our platioGuangzhou Huaduo, our PRC consolidated aiiiantity, owns our
platform due to the restriction of foreign investthan businesses providing value-added telecomnatinic services in China,
including internet content provision services. lfadgzhou Huaduo breaches its contractual arrangeméth us and no longer
remains under our control, this may significantigrdpt our business, subject us to sanctions, comige enforceability of
related contractual arrangements, or have othenfaeffects on us.

. There are uncertainties relating to the regulatibtihe internet business in China, including evadyviicensing practices and the
requirement for real-name registrations. Permiitenses or operations at some of our subsidiand$”®&C consolidated
affiliated entities levels may be subject to chadle, or we may fail to obtain permits or licendest tmay be deemed necessary
for our operations or we may not be able to obtairenew certain permits or licenses. See "—Risiated to Our Corporate
Structure and Our Industry—If our PRC consolidadéiiated entities fail to obtain and maintain tregjuisite licenses and
approvals required under the complex regulatoryreninent for internet-based businesses in Chinabuosiness, financial
condition and results of operations may be matgréaid adversely affected” and "ltem 4. Informat@mnthe Company—B.
Business Overview—PRC Regulation.” In additionhaligh we currently have a real-name registratiatesy in place for our
online games in strict compliance with the releVRRIC regulations, we are currently not requiredPBRC law to ask users for
their real name and personal information when tiegyster for a YY user account. We cannot assutetlyat PRC regulators
would not require us to implement compulsory reafe registration on our platform in the futureldte 2011, for example, the
Beijing municipal government required microblogger€hina to implement real-name registration fiboatheir registered
users. If we were required to implement real-naeggstration on YY, we may lose large numbers ofsteged user accounts for
various reasons, because users may no longer mmamntétiple accounts and users who dislike giving their private
information may cease to use our products andEnaltogether.

. The evolving PRC regulatory system for the inétrindustry may lead to the establishment of negulatory agencies. For
example, in May 2011, the State Council announkecdestablishment of a new department, the Stageniett Information Office
(with the involvement of the State Council Informoat Office, or the SCIO, the MIIT and the Ministo§ Public Security). The
primary role of this new agency is to facilitate gholicysmaking and legislative development in this fielddteect and coordina
with the relevant departments in connection withnencontent administration and to deal with crossistry regulatory matters
in relation to the internet industry. We are undbldetermine what policies this new agency or ra&w agencies to be
established in the future may have or how they msgrpret existing laws, regulations and policiad Aow they may affect us.
Further, new laws, regulations or policies may tmmulgated or announced that will regulate inteawtivities, including online
video and online advertising businesses. If these laws, regulations or policies are promulgateldijtéonal licenses may be
required for our operations. If our operations dbcomply with
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these new regulations after they become effectivé,we fail to obtain any licenses required untherse new laws and
regulations, we could be subject to penalties.

In July 2006, the MIIT issued the Noticetloé Ministry of Information Industry on Intensifig the Administration of Foreign Investment
in Value-added Telecommunications Services. Thizeagrohibits domestic telecommunication servicevjaers from leasing, transferring or
selling telecommunication business operating liesrte any foreign investor in any form, or proviglemy resources, sites or facilities to any
foreign investor for their illegal operation ofeld@communication business in China. According te tiotice, either the holder of a value-addec
telecommunication business operating license ahiggeholders must be the registered holders afdh&in names and trademarks used by
such license holders in their provision of valueleditelecommunication services. The notice alsoireg| each license holder to have the
necessary facilities, including servers, for itprayed business operations and to maintain sudlititscin the regions covered by its license.
Currently, all contracts with telecommunicationrézns and other service providers to host the semysed in our business were entered into b
Guangzhou Huaduo, our PRC consolidated affiliatéitye and such arrangements are in compliance thithnotice. Guangzhou Huaduo also
owns the related domain names and trademarks,add the ICP License necessary to conduct our tpesin China.

In June 2010, the MOC promulgated the Riowal Administration Measures of Online GamegherOnline Games Measures, which
became effective on August 1, 2010. The Online Gakbeasures provide that any entity engaging imendiame operation activities shall
obtain the Internet Culture Operation License andtrmeet certain requirements such as minimumtezgi$ capital. Online game developers
are generally involved in the purchase of servatslmndwidth, the control and management of gartee ttee maintenance of game systems
and certain other maintenance tasks in our operafionline games. The Guangzhou branch of the M@&confirmed that such outsourcing
and cooperation activities are not considered cotiy online game operation activities, and thdinengame developers do not have to obtair
the Internet Culture Operation License in accordamith the Online Games Measures. However, beaafube limited time in which these
measures have been in effect, there are still teiogies on the MOC's interpretation and implemtoteof these measures. If the MOC
determines in the future that such qualificationsegjuirements apply to the online game develofoertheir involvement in the online game
operations, we may have to terminate our revenaérgharrangements with certain unqualified ontiaene developers and may even be
subject to various penalties, which may negatiwlyact our results of operations and financial étoal

The interpretation and application of eérigtPRC laws, regulations and policies and possible laws, regulations or policies relating to
the internet industry have created substantial tiaicgies regarding the legality of existing antufie foreign investments in, and the businesse
and activities of, internet businesses in Chineluiting our business. There are also risks thatmag be found to violate the existing or future
laws and regulations given the uncertainty and derilly of China's regulation of internet business.

Content posted or displayed on our platform mayfbend objectionable by PRC regulatory authoritieeé may subject us to penalties and
other severe consequences.

The PRC government has adopted regulagiomsrning internet access and the distributiomfafrimation over the internet. Under these
regulations, internet content providers and intepublishers are prohibited from posting or dispigyover the internet content that, among
other things, violates PRC laws and regulationpaiims the national dignity of China or the pubtiterest, or is obscene, superstitious,
fraudulent or defamatory. Furthermore, internettennproviders are also prohibited from display@ogitent that may be deemed by relevant
government authorities as "socially destabilizingteaking "state secrets" of the PRC. Failureaimgly with these requirements may
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result in the revocation of licenses to provideinet content and other licenses, the closureeo€dimcerned platforms and reputational harm.
The operator may also be held liable for such amasimformation displayed on or linked to theirtfdam. For a detailed discussion, see
"ltem 4. Information on the Company—B. Business Qiesv—PRC Regulation."

We allow visitors to our portal websitesufload written materials, images, pictures, amegotontent on the forums on our websites, an
also allow users to share, link to and otherwisas audio, video, games and other content framh plairties through our platform. For a
description of how content can be accessed orroudgih our real-time interactive social platformgdarhat measures we take to lessen the
likelihood that we will be held liable for the naguof such content, see "ltem 4. Information onGloenpany—B. Business Overview—
Technology," "ltem 4. Information on the Company—HRisiness Overview—Intellectual Property," and "-sl&i Related to Our Business—
We may be subject to intellectual property infringgnt claims or other allegations, which could resubur payment of substantial damages,
penalties and fines, removal of relevant contesrmfour website or seeking license arrangementshwhiy not be available on commercially
reasonable terms."

Since our inception, we have worked clogéty relevant government authorities to monita tontent on our platform and to make the
utmost effort in complying with relevant laws aregjulations. However, it may not be possible to meige in all cases the types of content tha
could result in our liability as an internet operataind if any of our internet content is deemedhgyPRC government to violate any content
restrictions, we would not be able to continueifpldy such content and could become subject talpes, including confiscation of income,
fines, suspension of business and revocation eiired licenses, which could materially and adverséiect our business, financial condition
and results of operations. We may also be subjgubtential liability for any unlawful actions ofiousers or third party service providers on
our platform or for content we distribute that eedhed inappropriate. For example, we have prewidaestn subject to a few warnings and fi
each of RMB40,000 or less for having inappropra@etent on our platform. Although we corrected éhesn-compliances and undertook
measures to prevent the recurrence of such ingaieeay be difficult to determine the type of tamt or actions that may result in liability to
us, and if we are found to be liable, we may be@méed from operating our business in China. Moeeothe costs of compliance with these
regulations may continue to increase as a resuftaré content being uploaded or made availablentipaeasing number of users and third
party partners and developers, which may adveedédgt our results of operations. Although we hatdepted internal procedures to monitor
content uploaded to our website and to remove difencontent once we become aware of any potentialleged violation, we may not be
able to identify all the content that may violagéewant laws and regulations or third party intlal property rights and even if we manage to
identify and remove offending content, we may $tdlheld liable for such third-party content. Usesy upload content or images containing
copyright violations and other illegal content amel may be subject to claims or become involvedtigation proceedings. As a result, our
reputation, business and results of operationsimayaterially and adversely affected.

Advertisements shown on our platform may subjecttagenalties and other administrative actior

Under PRC advertising laws and regulati@resare obligated to monitor the advertising conggrown on our platform to ensure that suct
content is true and accurate and in full complianith applicable laws and regulations. In additisere a special government review is
required for specific types of advertisements ptiointernet posting, such as advertisements ngldti pharmaceuticals, medical instruments,
agrochemicals and veterinary pharmaceuticals, e®hbligated to confirm that such review has beefopmed and approval has been obtai
Violation of these laws and regulations may subjecto penalties, including fines, confiscatioroof advertising income, orders to cease
dissemination of the advertisements and ordersitbtigh an announcement correcting the
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misleading information. In circumstances involvegyious violations by us, PRC governmental autiesrinay force us to terminate our
advertising operations or revoke our licenses.

While we have made significant efforts tisere that the advertisements shown on our platéwamn full compliance with applicable Pl
laws and regulations, we cannot assure you th#helktontent contained in such advertisementsfersofs true and accurate as required by the
advertising laws and regulations, especially gitrenuncertainty in the interpretation of these R&@ and regulations. If we are found to b
violation of applicable PRC advertising laws angulations, we may be subject to penalties and eputation may be harmed, which may
a material adverse effect on our business, findnoiadition, results of operations and prospects.

Under the PRC enterprise income tax law, we mayclassified as a PRC "resident enterprise," whichwd result in unfavorable tax
consequences to us and our shareholders and hawsaterial adverse effect on our results of operatiand the value of your investment.

Under the PRC enterprise income tax lawlteaame effective on January 1, 2008, an enterpstablished outside the PRC with "de
facto management bodies" within the PRC is consitler'resident enterprise” for PRC enterprise ireetat purposes and is generally subject
to a uniform 25% enterprise income tax rate omwvidsldwide income. On April 22, 2009, the State Adisiration of Taxation, or the SAT,
issued the Notice Regarding the Determination ah&e-Controlled Overseas Incorporated Enterpasd3RC Tax Resident Enterprise on the
Basis of De Facto Management Bodies, or SAT Circ82a which provides certain specific criteria ftermining whether the "de facto
management body" of a PRC-controlled enterpriseishacorporated offshore is located in China.tker to SAT Circular 82, on August 3,
2011, the SAT recently issued the Administrativealees of Enterprise Income Tax of Chinese-Coetldlffshore Incorporated Resident
Enterprises (Trial), or SAT Bulletin 45, to providere guidance on the implementation of SAT Circ82; the bulletin became effective on
September 1, 2011. SAT Bulletin 45 clarified certaisues in the areas of resident status deterimnatost-determination administration and
competent tax authorities.

According to SAT Circular 82, an offshonedrporated enterprise controlled by a PRC entsmi a PRC enterprise group will be
considered as a PRC tax resident enterprise hyevirt having its "de facto management body" in @kind will be subject to PRC enterprise
income tax on its worldwide income only if all ¢fet following conditions are met: (a) the senior aggment and core management
departments in charge of its daily operations fismchave their presence mainly in the PRC; (bfiitancial and human resources decisions ar
subject to determination or approval by personsagties in the PRC; (c) its major assets, accoutitoaks, company seals, and minutes and
files of its board and shareholders' meetingsaratéd or kept in the PRC; and (d) more than Halie@enterprise's directors or senior
management with voting rights habitually residéh@ PRC. SAT Bulletin 45 further clarifies the =it status determination, post-
determination administration, as well as compet@anguthorities. It also specifies that when prediavith a copy of Chinese tax resident
determination certificate from a resident Chinesetimlled offshore incorporated enterprise, thegpahould not withhold 10% income tax
when paying the Chinese-sourced dividends, interegalties, etc. to the Chinese controlled offghimicorporated enterprise.

Although SAT Circular 82 and SAT Bulletib 4nly apply to offshore incorporated enterprisestmlled by PRC enterprises or PRC
enterprise group instead of those controlled by BRI&iduals or foreigners, the determination eiéeset forth therein may reflect SAT's
general position on how the term "de facto managefedy" could be applied in determining the tasident status of offshore enterprises,
regardless of whether they are controlled by PR€rprises, individuals or foreigners.

We do not meet all of the conditions abdtierefore, we believe that we should not be tceatea "resident enterprise” for PRC tax
purposes even if the standards for "de facto mamagebody"
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prescribed in the SAT Circular 82 are applicablegoFor example, our minutes and files of theltg®ms of our board of directors and the
resolutions of our shareholders are maintaineddritte PRC. In addition, we are not aware of dfghore holding companies with a
corporate structure similar to ours ever havinghhdsemed to be a PRC "resident enterprise” by @ fax authorities.

However, it is possible that the PRC tatharities may take a different view. If the PRC &axhorities determine that our Cayman Island
holding company is a PRC resident enterprise faC [BRterprise income tax purposes, then our worltevincome could be subject to PRC tax
at a rate of 25%, which could materially reduce metrincome. In addition, we will also be subjecPRC enterprise income tax reporting
obligations.

Although dividends paid by one PRC taxdest to another PRC tax resident should qualifitasexempt income" under the enterprise
income tax law, we cannot assure you that dividéaydsur PRC subsidiaries to our Cayman Islandsihgldompany will not be subject to a
10% withholding tax, as the PRC foreign exchang#robauthorities, which enforce the withholding tan dividends, and the PRC tax
authorities have not yet issued guidance with retsjoethe processing of outbound remittances tiesthat are treated as resident enterprise:
for PRC enterprise income tax purposes.

Foreign ADS holders may also be subje®R& withholding tax on dividends payable by us gaiths realized on the sale or other
disposition of ADSs or common shares, if such ineasnsourced from within the PRC. Although our frddcompany is incorporated in the
Cayman Islands, it remains unclear whether dividemdeived and gains realized by our foreign ADigdrs will be regarded as income from
sources within the PRC if we are classified as & P&&sident enterprise. Any such tax will reducertitarns on your investment in our ADSs.

Finally, we face uncertainties on the réipgrand consequences on private equity financegsgctions, private share transfers and shar
exchange involving the transfer of shares in oungany by norresident investors. According to the Notice on Igithening Administration ¢
Enterprise Income Tax for Share Transfers by Noi&Gesident Enterprises issued by the PRC State risimation of Taxation on
December 10, 2009, with retroactive effect fromudag 1, 2008, or SAT Circular 698, where a nondest enterprise transfers the equity
interests in a PRC resident enterprise indirettfgugh a disposition of equity interests in an eeas holding company, or an Indirect Transfel
and such overseas holding company is locatedam putisdiction that: (a) has an effective tax fates than 12.5% or (b) does not tax foreign
income of its residents, the a non-resident en@pas the seller, shall report such Indirect $i@mnto the competent tax authority of the PRC
resident enterprise within 30 days of executiothefequity transfer agreement for such Indirech$fer. The PRC tax authority will examine
the true nature of the Indirect Transfer, and & tifax authority considers that the foreign invelisms adopted an abusive arrangement without
reasonable commercial purposes and for the pugfaseniding or reducing PRC tax, they will disredjéine existence of the overseas holding
company that is used for tax planning purposesresutharacterize the Indirect Transfer. As a regadins derived from such Indirect Transfer
may be subject to PRC withholding tax at the rdtepoto 10%. SAT Circular 698 also points out tvéien a non-resident enterprise transfers
its equity interests in a PRC resident enterposistrelated parties at a price lower than therfarket value, the competent tax authorities |
the power to make a reasonable adjustment on thbl&income of the transaction.

If our preferential tax treatments are revoked, lmoe unavailable or if the calculation of our taxdbility is successfully challenged by tl
PRC tax authorities, we may be required to pay tasterest and penalties in excess of our tax praeiss, and our financial condition anc
results of operations could be materially and adsely affected.

The Chinese government has provided vatiaxiimcentives to our subsidiaries in China. Thasentives include reduced enterprise
income tax rates. For example, under the PRC Eigerfncome
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Tax Law, or the EIT Law, which became effectiveJamuary 1, 2008, the statutory enterprise incomeat® is 25%. However, Guangzhou
Huaduo, our PRC consolidated affiliated entityha PRC, was recognized as a high and new technelugyprise, or HNTE, as of
September 26, 2010 and, subject to the approvah@fannual review by competent tax authoritiesuar®gdong, would be entitled to enjoy a
preferential enterprise income tax rate of 15%t\iar years, from 2011 through 2012. Guangzhou Huadoorded losses in 2010 and has not
benefited from such preferential tax rate. Guangzahoaduo has applied for and obtained the prefialdak treatment with Guangzhou State
Tax Bureau, but the high and new technology enmualification was only effective until SeptemBé, 2013.

In 2013, Guangzhou Huaduo applied to reitewualification as a high and new technology goise. The review process has been
completed and Guangdong Department of Science aadnblogy has announced that Guangzhou Huadumoestto qualify as an HNTE.
Therefore, Guangzhou Huaduo will be entitled tagrg preferential tax rate of 15% in place of tta#igory enterprise income tax rate is 25%
from 2013 to 2015. In addition, Guangzhou Huanjiw&hhas been recognized as a software enterprise 2013, and are entitled to a two-
year exemption from enterprise income tax follovgdhree years at 50% of the standard enterprisanie tax rate starting from the fi
profit-making year. However, if Guangzhou Huadud@aangzhou Huanju Shidai fails to maintain its dicaltion for preferential tax
treatments, its applicable enterprise income téxmaay increase to 25%, which could materially addersely affect our financial condition
and results of operations.

Certain regulations in the PRC may make it morefititilt for us to pursue growth through acquisitioni;m China.

Six PRC regulatory agencies promulgatedlegmpns effective on September 8, 2006, subsetuanmtended, that are commonly referred
to as the M&A Rules. See "ltem 4. Information oa thbompany—B. Business Overview—PRC Regulation—NeAMRegulations and
Overseas Listings." The M&A Rules establish procediand requirements that could make some acguisitf Chinese companies by foreign
investors more time-consuming and complex, inclgdeguirements in some instances that the MOFCONobliéed in advance of any
change-of-control transaction in which a foreignestor takes control of a Chinese domestic entami a foreign company with substantial
PRC operations, if certain thresholds under theiBians on Thresholds for Prior Notification of Gamtrations of Undertakings, issued by the
State Council on August 3, 2008, are triggered.éduer, the Anti-Monopoly Law promulgated by theri8iag Committee of the National
People's Congress on August 30, 2007 which bec#iertiee on August 1, 2008 requires that transastiohich are deemed concentrations
and involve parties with specified turnover thrddbedfor example, during the previous fiscal yéBrthe total global turnover of all operators
participating in the transaction exceeds RMB10dnl(US$1.6 billion) and at least two of these @pers each had a turnover of more than
RMB400 million (US$65.1 million) within China, oii) the total turnover within China of all the opgors participating in the concentration
exceeded RMB2 billion (US$0.3 billion) and at letwsd of these operators each had a turnover of tinare RMB400 million
(US$65.1 million) within China) must be clearedthg MOFCOM before they can be completed. In additRRC national security review
rules which became effective on September 1, 284tire acquisitions by foreign investors of PRC panies engaged in military related or
certain other industries that are crucial to nati@ecurity be subject to security review beforestommation of any such acquisition. We may
expand our business in part by acquiring compleargriiusinesses. Complying with the requirementb@de regulations to complete such
transactions could be time-consuming, and any redwpproval processes, including obtaining appriveen the MOFCOM, may delay or
inhibit our ability to complete such transactiowhjch could affect our ability to expand our busis®r maintain our market share.
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PRC regulations relating to offshore investment adties by PRC residents may limit our PRC subsiiks' ability to increase thei
registered capital or distribute profits to us otteerwise expose us to liability and penalties und®RC law.

The PRC State Administration of Foreign lixege, or SAFE, promulgated regulations in Oct@0@5 that require PRC citizens or
residents to register with SAFE or its local braithonnection with their establishment or contbhn offshore entity established for the
purpose of overseas equity financing involving andtrip investment whereby the offshore entity agior controls onshore assets or equity
interests held by the PRC citizens or residentadutition, such PRC citizens or residents must tgptieeir SAFE registrations when the
offshore special purpose vehicle undergoes matevehts relating to increases or decreases intimeas amount, transfers or exchanges of
shares, mergers or divisions, long-term equityadstdnvestments, external guarantees, or otherriabéents that do not involve roundtrip
investments. Subsequent regulations further obarifhat PRC subsidiaries of an offshore compangiged by the SAFE regulations are
required to coordinate and supervise the filin@AFE registrations in a timely manner by the offghleolding company's shareholders wha
PRC citizens or residents. If these shareholddrtofaomply, the PRC subsidiaries are requiretefmort to the local SAFE branches. If our
shareholders who are PRC citizens or resident®tioamplete their registration with the local SABanches, our PRC subsidiaries may be
prohibited from distributing their profits and pemds from any reduction in capital, share transfdiquidation to us, and we may be restricted
in our ability to contribute additional capital éoir PRC subsidiaries. Moreover, failure to complthwhe SAFE registration and amendment
requirements described above could result in lighinder PRC laws for evasion of applicable foneggxchange restrictions.

Our PRC resident shareholders, Messrs.déwveling Li, Tony Bin Zhao, Jin Cao and Jun Ledhregistered with the local SAFE branch
in relation to our existing private placement finargs by the end of 2011 as required by the SAlgElagions, and are preparing to update t
registrations reflecting shareholding changes incmmpany resulting from our initial public offegnBecause of uncertainty over how the
SAFE regulations will be interpreted and implemedraad applied to us, we cannot predict how suchES#dgulations will affect our business
operations. For example, our present and prospePiRC subsidiaries' ability to conduct foreign exdde activities, such as the remittance of
dividends and foreign currency-denominated borrgaimay be subject to compliance with the SAFE leguns by our PRC resident
shareholders. In addition, in some cases, we meg litle control over either our present or pragpe direct or indirect PRC resident
shareholders or the outcome of such registrationgatures. A failure by our current or future PR€ldent shareholders to comply with the
SAFE regulations, including but not limited to asslay in subsequent filings, could subject ustedior other legal sanctions, restrict our
cross-border investment activities, limit our sdliiy's ability to make distributions or pay divitks or affect our ownership structure, which
could adversely affect our business and prospects.

As our PRC resident shareholders have padated their registrations with the local SAFE letarzhuhai Huanju Shidai, which was
established by NeoTasks Limited in November 2018laas not conducted any business operation sigoegaration, is still in the process of
obtaining its foreign exchange registration cegéife. As a result, NeoTasks Limited was unableakenits first installment capital contribution
of RMB40,000,000 to Zhuhai Huanju Shidai by theutary deadline for making such capital contribatids a result, Zhuhai Huanju Shidai's
Certificate of Approval for Establishment of Entesgs with Foreign Investment is automatically dedrto be invalid and NeoTasks Limitet
required to deregister Zhuhai Huanju Shidai with ¢ompetent local SAIC branch, and to return Zhtthanju Shidai's business license to the
competent local branch of SAIC for cancellationatidition, the competent local SAIC branch may aésmke Zhuhai Huanju Shidai's
business license.

On February 15, 2012, SAFE promulgated\thces on Issues Concerning the Foreign Exchardyeiristration for Domestic
Individuals Participating in Stock Incentive PlaxfOverseas Publicly-
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Listed Companies, or the Stock Option Rules, wingghaced the Application Procedures of Foreign Brge Administration for Domestic
Individuals Participating in Employee Stock OwnépsRlans or Stock Option Plans of Overseas Publidyed Companies issued by SAFE
March 28, 2007. Under the Stock Option Rules ahértelevant rules and regulations, PRC residehtsparticipate in stock incentive plan in
an overseas publicly-listed company are requiraggister with SAFE or its local branches and catgptertain other procedures. Participants
of a stock incentive plan who are PRC residentst matgin a qualified PRC agent, which could be £RBbsidiary of such overseas publicly
listed company or another qualified institutiones#é¢d by such PRC subsidiary, to conduct the SAgistration and other procedures with
respect to the stock incentive plan on behalfopdrticipants. Such participants must also regaioverseas entrusted institution to handle
matters in connection with their exercise of stopkions, the purchase and sale of correspondirdssior interests and fund transfers. In
addition, the PRC agent is required to amend thEES#egistration with respect to the stock incenplan if there is any material change to the
stock incentive plan, the PRC agent or the overspaiasted institution or other material changes.alid our PRC employees who have been
granted stock options, restricted shares and cestrshare units are subject to these regulataosare preparing to complete such SAFE
registrations. Failure of our PRC stock option leodd restricted shareholders or restricted shate lolders to complete their SAFE
registrations may subject these PRC resident®iés fand legal sanctions and may also limit ouitgltd contribute additional capital into our
PRC subsidiaries, limited our PRC subsidiarieditglid distribute dividends to us, or otherwisetarélly and adversely affect our business.

PRC regulation of direct investment and loans bystfore holding companies to PRC entities may detayjimit us from using the proceed
of our initial public offering to make additional apital contributions or loans to our PRC subsidias.

Any capital contributions or loans that \ae,an offshore entity, make to our PRC subsidianluding from the proceeds of our initial
public offering, are subject to PRC regulations: &mample, none of our loans to a PRC subsidianyec@eed the difference between its total
amount of investment and its registered capitatama under relevant PRC laws, and the loans naustdistered with the local branch of
SAFE. Our capital contributions to our PRC subsideemust be approved by the MOFCOM or its locainterpart. We cannot assure you thai
we will be able to complete the necessary registiair obtain the necessary approval on a timegyshar at all. If we fail to complete the
necessary registration or obtain the necessanpaglpour ability to make loans or equity contribbut to our PRC subsidiaries may be
negatively affected, which could adversely affast BRC subsidiaries' liquidity and their abilityftond their working capital and expansion
projects and meet their obligations and commitments

Our PRC subsidiaries and PRC consolidated affilidtentities are subject to restrictions on payingidiends or making other payments to
us, which may restrict our ability to satisfy ouiguidity requirements.

We are a holding company incorporated enGlayman Islands. We rely on dividends from our BREsidiaries as well as consulting and
other fees paid to us by our PRC consolidatedafil entities for our cash and financing requinetsiesuch as the funds necessary to pay
dividends and other cash distributions to our dthaders, including holders of our ADSs, and senang debt we may incur. Current PRC
regulations permit our PRC subsidiaries to payddimids to us only out of their accumulated afterpianfits upon satisfaction of relevant
statutory condition and procedures, if any, deteadiin accordance with Chinese accounting standardisegulations. In addition, each of our
PRC subsidiaries is required to set aside at %t of its accumulated profits each year, if anyfund certain reserve funds until the total
amount set aside reaches 50% of its registerethtafs of December 31, 2013, appropriations ttusbay reserves amounting to
RMB41 million were made by one of our PRC consdbdaaffiliated entities. These reserves are ndtibigable as cash dividends.
Furthermore, if our PRC subsidiaries and PRC cadet@d affiliated entities incur debt on their own
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behalf in the future, the instruments governingdbbt may restrict their ability to pay dividendsnoake other payments to us, which may
restrict our ability to satisfy our liquidity reqeiments.

In addition, the EIT Law, and its implematidn rules provide that withholding tax rate o4 Will be applicable to dividends payable by
Chinese companies to non-PRC-resident enterpridessiotherwise exempted or reduced according#atiés or arrangements between the
PRC central government and governments of othemtdes or regions where the non-PRC-resident enigerpare incorporated.

Fluctuations in exchange rates could have a matéréverse effect on our results of operations aie tvalue of your investment.

The value of the Renminbi against the dd@lar and other currencies is affected by, amahgrathings, changes in China's political and
economic conditions and China's foreign exchandieips. The conversion of Renminbi into foreignrancies, including U.S. dollars, is ba:
on rates set by the People's Bank of China. The g&R€rnment allowed the Renminbi to appreciate niwaia 20% against the U.S. dollar
between July 2005 and July 2008. Between July 2008June 2010, this appreciation halted and thieagxge rate between the Renminbi and
the U.S. dollar remained within a narrow band. 8idene 2010, the PRC government has allowed theiRbnto appreciate slowly against 1
U.S. dollar again, though there have been periddswthe U.S. dollar has appreciated against theniRém as well. It is difficult to predict ho
market forces or PRC or U.S. government policy ingyact the exchange rate between the Renminbilent1S. dollar in the future.

There remains significant internationalgstae on the Chinese government to adopt a flegiloleency policy to allow the Renminbi to
appreciate against the U.S. dollar. Significanaheation of the Renminbi may have a material adveffect on your investment. Substantially
all of our revenues and costs are denominated imriR®i. Any significant revaluation of Renminbi meaterially and adversely affect our
revenues, earnings and financial position, and/éthee of, and any dividends payable on, our ADS4.18. dollars. To the extent that we need
to convert U.S. dollars into RMB for capital expénces and working capital and other business meppappreciation of the RMB against the
U.S. dollar would have an adverse effect on the Riviibunt we would receive from the conversion. Cosely, a significant depreciation of
the Renminbi against the U.S. dollar may signiftsareduce the U.S. dollar equivalent of our eagsinwhich in turn could adversely affect the
price of our ADSs, and if we decide to convert RMB U.S. dollars for the purpose of making paynsdat dividends on our common shares
or ADSs, strategic acquisitions or investmentstbeobusiness purposes, appreciation of the U lardmainst the RMB would have a
negative effect on the U.S. dollar amount availables.

Very limited hedging options are availainie€China to reduce our exposure to exchange ratéuihtions. To date, we have not entered int
any hedging transactions in an effort to reduceeoqosure to foreign currency exchange risk. Wivdemay decide to enter into hedging
transactions in the future, the availability anfikefiveness of these hedges may be limited and ayermat be able to adequately hedge our
exposure or at all. In addition, our currency exajelosses may be magnified by PRC exchange carfyalations that restrict our ability to
convert Renminbi into foreign currency. As a resflilictuations in exchange rates may have a matigerse effect on your investment.
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Governmental control of currency conversion may linour ability to utilize our revenues effectivebnd affect the value of your investment.

The PRC government imposes control on tmvertibility of the Renminbi into foreign currelesi and, in certain cases, the remittance of
currency out of China. We receive substantiallyolbur revenues in Renminbi. Under existing PR@ifyn exchange regulations, payments o
current account items, including profit distributsy interest payments and trade and service-refateidyn exchange transactions, can be mad
in foreign currencies without prior SAFE approvgldomplying with certain procedural requirementisefiefore, our PRC subsidiaries are able
to pay dividends in foreign currencies to us withprior approval from SAFE. However, approval fromregistration with appropriate
government authorities is required where Renmislbdibe converted into foreign currency and remhittet of China to pay capital expenses
such as the repayment of loans denominated ingior&irrencies. The PRC government may also atstsetion restrict access to foreign
currencies for current account transactions irfihgre. If the foreign exchange control system pres us from obtaining sufficient foreign
currencies to satisfy our foreign currency demangsmay not be able to pay dividends in foreigrrencies to our shareholders, including
holders of our ADSs.

Recently enacted regulations in the PRC may makedtre difficult for us to pursue growth through acisitions, adversely affecting oL
plans to expand our business or maintain our marlgtare.

Among other things, the M&A Rules estab#idradditional procedures and requirements thatlomake merger and acquisition activities
by foreign investors more time-consuming and compBuch regulation requires, among other thing, ttte MOFCOM be noatified in
advance of any change-of-control transaction inctviai foreign investor takes control of a PRC doroestterprise or a foreign company with
substantial PRC operations, if certain threshotd$eun the Provisions on Thresholds for Prior Nadifion of Concentrations of Undertakings,
issued by the State Council on August 3, 2008traygered.

We may grow our business in part by diseatiquiring complementary businesses in China. Qyimgpwith the requirements of these
regulations to complete such transactions coultine-consuming, and any required approval processelsding obtaining approval from the
MOFCOM, may delay or inhibit our ability to compesuch transactions, which could affect our abititgxpand our business or maintain our
market share.

If the custodians or authorized users of controlmor-tangible assets of our company, including our comate chops and seals, fail to
fulfill their responsibilities, or misappropriate omisuse these assets, our business and operationgd be materially and adversely affecte

Under PRC law, legal documents for corpoteansactions, including contracts such as revshaéng contracts with online game
developers which are important to our businessegeeuted using the chops or seal of the signitityear with the signature of a legal
representative whose designation is registeredikdwith the relevant branch of the Administratiof Industry and Commerce.

Although we usually utilize chops to eritédp contracts, the designated legal representatifeach of our PRC subsidiaries and
consolidated affiliated entities have the appaaenibority to enter into contracts on behalf of seanlities without chops and bind such entities.
All designated legal representatives of our PRGislidries and consolidated affiliated entities members of our senior management team
who have signed employment agreements with usioPB( subsidiaries and consolidated affiliatedtistiunder which they agree to abide
various duties they owe to us. In order to maintaephysical security of our chops and chops ofRRIC entities, we generally store these
items in secured locations accessible only by thkaized personnel in the legal or finance depeantnof each of our subsidiaries and
consolidated affiliated entities. Although we monisuch
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authorized personnel, there is no assurance soceqgures will prevent all instances of abuse ofigegce. Accordingly, if any of our
authorized personnel misuse or misappropriate ongocate chops or seals, we could encounter diffésuin maintaining control over the
relevant entities and experience significant digoupto our operations. If a designated legal repn¢ative obtains control of the chops in an
effort to obtain control over any of our PRC sulmmigs or consolidated affiliated entities, we ar ®RC subsidiary and consolidated affiliated
entity would need to pass a new shareholder ordb@solution to designate a new legal represemtatind we would need to take legal actic
seek the return of the chops, apply for new choigls tlve relevant authorities, or otherwise seelallegdress for the violation of the
representative's fiduciary duties to us, which daalolve significant time and resources and divesinagement attention away from our
regular business. In addition, the affected emifyy not be able to recover corporate assets thatada or transferred out of our control in the
event of such a misappropriation if a transferdies@n the apparent authority of the represergadivd acts in good faith.

Our auditor, like other independent registered pidhaccounting firms operating in China, is not peiitted to be subject to inspection by
Public Company Accounting Oversight Board, and agh, investors may be deprived of the benefitswélsinspection.

The independent registered public accogrftrm that issues the audit reports included is #mnual report, as an auditor of companies
that are traded publicly in the United States aficharegistered with PCAOB, is required by the fawof the United States to undergo regular
inspections by PCAOB to assess its compliance tiigHaws of the United States and professionadstals. Because our auditor is located in
China, a jurisdiction where PCAOB is currently uleato conduct inspections without the approvahef PRC authorities, our auditor, like
other independent registered public accountingdiaperating in China, is currently not inspectedPBAOB. On May 24, 2013, PCAOB
announced that it had entered into a Memoranduonderstanding on Enforcement Cooperation with thm& Securities Regulatory
Commission, or the CSRC, and the Ministry of Firmndich establishes a cooperative framework betwleeparties for the production and
exchange of audit documents relevant to investigatin the United States and China. PCAOB contitaid® in discussions with the CSRC
and the Ministry of Finance to permit joint insgeans in the PRC of audit firms that are registeséth PCAOB and audit Chinese companies
that trade on U.S. exchanges.

Inspections of other firms that PCAOB hasducted outside of China have identified deficieadn those firms' audit procedures and
quality control procedures, and such deficienciey e addressed as part of the inspection procésgptove future audit quality.

The inability of PCAOB to conduct inspectioof independent registered public accountingdiaperating in China makes it more
difficult to evaluate the effectiveness of our aods audit procedures or quality control proceduead to the extent that such inspections r
have facilitated improvements in our auditor's apddcedures and quality control procedures, iroregnay be deprived of such benefits.

Proceedings instituted recently by the SEC agaifis¢ PRC-based accounting firms, including our independerggistered public accountin
firm, could result in financial statements being tlemined to not be in compliance with the requirents of the Securities Exchange Act
1934.

In December 2012, the SEC instituted adstiaiive proceedings against five PRC-based actwufitms, including our independent
registered public accounting firm, alleging thatgl firms had violated U.S. securities laws andStBE's rules and regulations thereunder by
failing to provide to the SEC the firms' work papeglated to their audits of certain PRC-based @mias that are publicly traded in the United
States and which are the subject of certain ongBlBg investigations. On January 22, 2014, an iratiainistrative law decision was issued,
censuring these accounting firms and suspendingdiotine five firms from practicing before the SESE a period of six months. The
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decision is neither final nor legally effective as$ and until reviewed and approved by the SECatheunting firms have the ability to appeal
and the four firms which are subject to the six thauspension from practicing before the SEC hadiated that they will appeal. The
sanction will not become effective until after 8 fappeal process is concluded and a final decisigssued by the SEC. The accounting firms
can also further appeal the final decision of tB€3$hrough the federal appellate courts. On May?P43, PCAOB announced that it had
entered into a Memorandum of Understanding on Eefoent Cooperation with the CSRC, and the Minigfrifinance which establishes a
cooperative framework between the parties for tloelyction and exchange of audit documents reletaimvestigations in the United States
and China. However, it is not clear how these redemelopments could affect the SEC's final denigiothe case against the five accounting
firms or any subsequent appeal to courts thatdheumting firms may initiate. Therefore, it is difilt to determine the final outcome of the
administrative proceedings and the potential comseces thereof.

We were not and are not the subject of B¢ investigations nor are we involved in the peadliegs brought by the SEC against the
accounting firms. If the SEC is successful in thecpedings, it could result in the accounting firmsluding our independent registered public
accounting firm losing temporarily or permanenthg ability to practice before the SEC. While wermat predict the outcome of the SEC's
proceedings, if the accounting firms including mdependent registered public accounting firm waeeied, temporarily or permanently, the
ability to practice before the SEC, and we are lentabfind timely another registered public accangfirm which can audit and issue a report
on our financial statements, our financial stateimenould be determined to not be in compliance thithrequirements for financial statements
of public companies registered under the Secuiiiehange Act of 1934, as amended, or the ExchAngeSuch a determination could
ultimately lead to the delisting of our common &témom the NASDAQ Global Select Market or deregitibn from the SEC, or both, which
would substantially reduce or effectively termintite trading of our common stock in the United &tat

Risks Related to Our ADSs
The trading prices of our ADSs are likely to be atile, which could result in substantial lossesitovestors.

The daily closing trading prices of our AD@nged from US$13.25 to US$54.98 in 2013. Thrtgaprice of our ADSs is likely to be
volatile and could fluctuate widely due to factbesyond our control. This may happen because ofdomtarket and industry factors, like the
performance and fluctuation in the market pricetherunderperformance or deteriorating financialls of other similarly situated companies
in China that have listed their securities in thateld States in recent years. The securities oksoithese companies have experienced
significant volatility since their initial publicfterings, including, in some cases, substantialgdeclines in the trading prices of their seces
The trading performances of these Chinese compaegrities after their offerings, including comj&s in internet and social networking
businesses, may affect the attitudes of investavartd Chinese companies listed in the United Statkih consequently may impact the
trading performance of our ADSs, regardless ofamtnal operating performance. In addition, any tieganews or perceptions about
inadequate corporate governance practices or flandaccounting or other practices at other Chiesepanies may also negatively affect the
attitudes of investors towards Chinese companiggireral, including us, regardless of whether weleangaged in such practices.
Furthermore, securities markets may from timert@etexperience significant price and volume flugaret that are not related to our operating
performance, which may have a material adversetedfe the market price of our ADSs.

In addition to market and industry factdhe price and trading volume for our ADSs may laghly volatile due to specific factors,
including the following:

. variations in our net revenues, earnings and dash f
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. announcements of new investments, acquisitioretesfic partnerships, or joint ventures;

. announcements of new services and expansions tyals competitors;

. changes in financial estimates by securities atglys

. changes in the number of our registered or acthezs;

. fluctuations in the number of paying users or otiyggrating metrics;

. failure on our part to realize monetization ogipoities as expected;

. additions or departures of key personnel,

. release of lock-up or other transfer restriction our outstanding equity securities or salesdditional equity securities;
. detrimental negative publicity about us, our petitors or our industry; and

. potential litigation or regulatory proceedingschanges.

Any of these factors may result in largd andden changes in the volume and price at whiclADSs will trade.

If securities or industry analysts do not publislkesearch or reports about our business, or if thelvarsely change their recommendatio
regarding our ADSs, the market price for our ADSsdtrading volume could decline.

The trading market for our ADSs will belirdnced by research or reports that industry auritées analysts publish about our business. I
one or more analysts who cover us downgrade oursAB® market price for our ADSs would likely deeli If one or more of these analysts
cease to cover us or fail to regularly publish répon us, we could lose visibility in the finanaiaarkets, which, in turn, could cause the
market price or trading volume for our ADSs to deel

The sale or availability for sale, or perceived ear availability for sale, of substantial amounts our ADSs could adversely affect their
market price.

Sales of substantial amounts of our ADS$hi@npublic market, or the perception that thesesszould occur, could adversely affect the
market price of our ADSs and could materially immgair ability to raise capital through equity offegs in the future. Our ADSs are freely
tradable by persons other than our affiliates wittrestriction or further registration under the&#ties Act of 1933, as amended, or the
Securities Act, and shares held by our existingedi@ders may also be sold in the public markéthéfuture subject to the restrictions in
Rule 144 and Rule 701 under the Securities Acadiition, common shares subject to our outstansliage-based awards, including options,
restricted shares and restricted share units ligible for sale in the public market to the extpermitted by the provisions of various vesting
agreements, Rules 144 and 701 under the Secukitie¥Ve may also issue additional options in theife which may be exercised for
additional common shares and additional restristeates and restricted share units which may vesof&ebruary 28, 2014, we had
1,108,490,124 common shares outstanding. We camedict what effect, if any, market sales of se@siheld by our significant shareholders
or any other shareholder or the availability ofstheecurities for future sale will have on the magkice of our ADSs.
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We may be classified as a passive foreign investngempany, or PFIC, for United States federal incentax purposes, which could subject
United States investors in our ADSs or common shate significant adverse United States income taxsequences.

We will be classified as a "passive fordigvestment company,” or "PFIC" for United Stateddral income tax purposes for any taxable
year, if either (a) 75% or more of our gross incdoresuch year consists of certain types of "passincome or (b) 50% or more of the aver:
quarterly value of our assets (as determined obaises of fair market value) during such year poadar are held for the production of passive
income. Although the law in this regard is uncleeg,treat Guangzhou Huaduo and Beijing Tuda aggb®imed by us for United States fed
income tax purposes, not only because we exerffisetige control over the operation of such ensitirit also because we are entitled to
substantially all of their economic benefits, aasla result, we consolidate their operating resulbsir consolidated financial statements.

While we do not expect to be classifieid@FIC for United States federal income tax purpdsethe taxable year ended December 31,
2013, there is a risk that we will become a PFICofar current taxable year ending December 31, 20tifuture taxable years because of our
significant cash balances and because the valaerafssets for purposes of the PFIC test will galyebe determined by reference to the
market price of our ADSs and common shares. Acagiyj fluctuations in the market price of our AD&®d common shares may cause us to
become a PFIC for the current taxable year or éutaxable years. The determination of whether wiebeior become a PFIC will also be
affected by how, and how quickly, we use our ligagdets. Under circumstances where we determin® deploy significant amounts of cash
for active purposes our risk of being classifiechd®~IC may substantially increase. It is also iptesshat the Internal Revenue Service may
challenge our classification or valuation of oundwill and other unbooked intangibles, which masutein our company being or, becoming
classified as, a PFIC for the current or futureatde& years. The determination of whether we wilbbéecome a PFIC will also depend, in part
upon the nature of our income and assets over tihieh are subject to change from year to yearrdhkan be no assurance our business plal
will not change in a manner that will affect ourl@status. Because there are uncertainties inghkcation of the relevant rules and PFIC
status is a faditensive determination made on an annual basiassorance may be given With respect to our PREIfDsfor any taxable ye:

If we are classified as a PFIC in any td&afear, a U.S. holder (as defined in "Item 10. iiddal Information—E. Taxation—Material
United States Federal Income Tax Considerationsty) imcur significantly increased United States medax on gain recognized on the sal
other disposition of the ADSs or common sharesamnthe receipt of distributions on the ADSs or camnrnshares to the extent such gain or
distribution is treated as an "excess distributionder the United States federal income tax riagher, if we are classified as a PFIC for any
year during which a U.S. holder holds our ADSsammon shares, we generally will continue to beté@as a PFIC for all succeeding ye
during which such U.S. holder holds our ADSs or own shares. Each U.S. Holder is urged to consulak advisor concerning the United
States federal income tax consequences of an meestin our ADSs or common shares if we are treaseal PFIC for our current taxable year
ending 2014 or any future taxable year, includimg possibility of making a "mark-to-market" electid-or more information see "ltem 10.
Additional Information—E. Taxation—Material Unitetates Federal Income Tax Considerations—Passinggroinvestment Company
Rules."
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Our dual class common share structure with diffeevoting rights will limit your ability to influen@ corporate matters and could discourz
others from pursuing any change of control transamts that holders of our Class A common shares akidSs may view as beneficial.

Our common shares are divided into Clase#mon shares and Class B common shares. Hold&iasd A common shares are entitled
to one vote per share, while holders of Class Bmomshares are entitled to ten votes per sharingvtiigether as one class on all matters
requiring a shareholders' vote. Each Class B comshare is convertible into one Class A common shaeay time by the holder thereof.
Class A common shares are not convertible intosdBasommon shares under any circumstances. Upotramgfer of Class B common shares
by a holder thereof to any person or entity thatasan affiliate of such holder, such Class B cammshares will be automatically and
immediately converted into an equal number of Clasemmon shares.

Due to the disparate voting powers attadhelese two classes of common shares, as of &gb?8, 2014, our management group,
including Messrs. David Xueling Li, Jun Lei, TonynBhao, Jin Cao and Rongjie Dong and their respeetffiliates, beneficially own an
aggregate of 38.4% of our outstanding shares reptieg 79.2% of the total voting power and havesiderable influence over all matters
requiring a shareholders' vote, including electibdirectors and significant corporate transacti@ush as a merger or sale of our company or
our assets. This concentrated control will limitiyability to influence corporate matters and catiktourage others from pursuing any
potential merger, takeover or other change of cbirtansactions that holders of Class A commoneshand ADSs may view as beneficial.

Our articles of association contain anti-takeoverqvisions that could have a material adverse effeatthe rights of holders of our common
shares and ADS¢

Our articles of association contain prauis to limit the ability of others to acquire canttof our company or cause us to engage in
change-of-control transactions. These provisionddcbave the effect of depriving our shareholdéraroopportunity to sell their shares at a
premium over prevailing market prices by discoungghird parties from seeking to obtain controbaf company in a tender offer or similar
transaction. For example, our board of directosstha authority, without further action by our siaolders, to issue preferred shares in one o
more series and to fix their designations, powamsferences, privileges, and relative participatoygional or special rights and the
qualifications, limitations or restrictions, incling dividend rights, conversion rights, voting righterms of redemption and liquidation
preferences, any or all of which may be greaten tha rights associated with our common sharetheiorm of ADSs or otherwise. Preferred
shares could be issued quickly with terms calcdl&tedelay or prevent a change in control of oumpany or make removal of management
more difficult. If our board of directors decidesissue preferred shares, the price of our ADSsfalbgnd the voting and other rights of the
holders of our common shares and ADSs may be raliyeaind adversely affected.

You may face difficulties in protecting your intes¢s, and your ability to protect your rights throhdJ.S. courts may be limited, because we
are incorporated under Cayman Islands law.

We are a company limited by shares incagat under the laws of the Cayman Islands. Ourczate affairs are governed by our second
amended and restated memorandum and articlesaifiagsn, the Companies Law 2012 (as amended)eo€tdiyman Islands and the common
law of the Cayman Islands. The rights of sharehsltietake action against the directors, actionminority shareholders and the fiduciary
responsibilities of our directors to us under Cagrisdands law are to a large extent governed bydmemon law of the Cayman Islands. The
common law of the Cayman Islands is derived in frarh comparatively limited judicial precedent etCayman Islands as well as from the
common law of England, the decisions of whose soar¢ of persuasive authority, but are not bindamga court in the Cayman Islands. The
rights of our shareholders and the fiduciary

50




Table of Contents

responsibilities of our directors under Caymanndkilaw are not as clearly established as theydvoglunder statutes or judicial precedent in
some jurisdictions in the United States. In patticithe Cayman Islands has a less developed biogcarities laws than the United States.
Some U.S. states, such as Delaware, have morediedgloped and judicially interpreted bodies ofpooate law than the Cayman Islands. In
addition, shareholders of a Cayman Islands compaaynot have standing to initiate a shareholdewdtve action in a federal court of the
United States.

Unlike many jurisdictions in the United f&ts Cayman Islands law does not generally profddshareholder appraisal rights on an
approved arrangement and reconstruction of a com@dmis may make it more difficult for you to asselse value of any consideration you
may receive in a merger or consolidation or to iegthat the offeror give you additional consideratif you believe the consideration offered
is insufficient. Moreover, holders of our ADSs ai@ entitled to appraisal rights under Cayman k¢alaw. ADS holders that wish to exercise
their appraisal or dissentient rights must contregir ADSs into our Class A common shares by suleeng their ADSs to the depositary and
paying the ADS depositary fee.

Shareholders of Cayman Islands exemptegaaias like us have no general rights under Caylsiands law to inspect corporate records
or to obtain copies of lists of shareholders ostheompanies. Our directors have discretion ungieexisting articles of association to
determine whether or not, and under what conditions corporate records may be inspected by ouekb#lers, but are not obliged to make
them available to our shareholders. This may miakere difficult for you to obtain the informatioreeded to establish any facts necessary fc
a shareholder motion or to solicit proxies fromeastBhareholders in connection with a proxy contest.

As a result of all of the above, public helders may have more difficulty in protectingithinterests in the face of actions taken by
management, members of the board of directorsmrating shareholders than they would as publiareholders of a company incorporate
the United States.

Judgments obtained against us by our shareholdemymot be enforceable in our home jurisdiction.

We are a Cayman Islands company and allpassets are located outside of the United Statdsstantially all of our current operations
are conducted in China. In addition, a significeratority of our current directors and officers aationals and residents of countries other tha
the United States and substantially all of thesiets are located outside the United States. Asudty@ may be difficult or impossible for you
bring an action against us or against these indalilin the United States in the event that yoiebelthat your rights have been infringed u
the United States federal securities laws or otlsrwEven if you are successful in bringing ancactf this kind, the laws of the Cayman
Islands and of China may render you unable to erfarjudgment against our assets or the assets dfrectors and officers.

There are uncertainties as to whether Caylslands courts would:

. recognize or enforce against us judgments of caitise United States based on certain civil ligbjprovisions of U.S.
securities laws; and

. impose liabilities against us, in original acsobrought in the Cayman Islands, based on certairiability provisions of U.S.
securities laws that are penal in nature.

There is no statutory recognition in the/@an Islands of judgments obtained in the Unitedesy, although the courts of the Cayman
Islands will in certain circumstances recognize anfbrce a non-penal judgment of a foreign coudarhpetent jurisdiction without retrial on
the merits.
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The voting rights of holders of ADSs are limited kye terms of the deposit agreement, and you mal/b®able to exercise your right to vote
your Class A common share

As a holder of our ADSs, you will only bel@to exercise the voting rights with respectt® ainderlying Class A common shares in
accordance with the provisions of the deposit agerg. Under the deposit agreement, you must votguigg voting instructions to the
depositary. Upon receipt of your voting instructpthe depositary will vote the underlying Classo®mon shares in accordance with these
instructions. You will not be able to directly egise your right to vote with respect to the undedyshares unless you withdraw the shares
from the depositary. Under our second amendedestdted memorandum and articles of associationmthienum notice period required for
convening a general meeting is at least ten clags.dVhen a general meeting is convened, you migeneive sufficient advance notice to
withdraw the shares underlying your ADSs to allavuyo vote with respect to any specific mattewéf ask for your instructions, the
depositary will notify you of the upcoming vote andl arrange to deliver our voting materials touy®@Ve cannot assure you that you will
receive the voting materials in time to ensure ywat can instruct the depositary to vote your shdreaddition, the depositary and its agents
are not responsible for failing to carry out votingtructions or for their manner of carrying ooty voting instructions. This means that you
may not be able to exercise your right to vote youlmay have no legal remedy if the shares undwylyour ADSs are not voted as you
requested.

The depositary for our ADSs will give us a discitary proxy to vote our Class A common shares urgieg your ADSs if you do not vote
at shareholders' meetings, except in limited circatances, which could adversely affect your integest

Under the deposit agreement for the ADSyu do not vote, the depositary will give us aadetionary proxy to vote our Class A
common shares underlying your ADSs at shareholdestings unless:

. we have failed to timely provide the depositaryhwibtice of meeting and related voting materials;

. we have instructed the depositary that we do nshwidiscretionary proxy to be given;

. we have informed the depositary that there is sulhisii opposition as to a matter to be voted dhameeting;
. a matter to be voted on at the meeting would havatrial adverse impact on shareholders; or

. the voting at the meeting is to be made on a sHdvads.

The effect of this discretionary proxy gt if you do not vote at shareholders' meetings,gannot prevent our Class A common shares
underlying your ADSs from being voted, except uritiercircumstances described above. This may ntakere difficult for shareholders to
influence the management of our company. Holdemuotommon shares are not subject to this disecraty proxy.

You may not receive dividends or other distributiban our common shares and you may not receive aaye for them, if it is illegal or
impractical to make them available to you.

The depositary of our ADSs has agreed yotpgou the cash dividends or other distributigres the custodian receives on Class A
common shares or other deposited securities undgrbur ADSs, after deducting its fees and expenges will receive these distributions in
proportion to the number of Class A common shaoes ADSs represent. However, the depositary igegonsible if it decides that it is
unlawful or impractical to make a distribution dahie to any holders of ADSs. For
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example, it would be unlawful to make a distribatio a holder of ADSs if it consists of securitibat require registration under the Securities
Act but that are not properly registered or disttéal under an applicable exemption from registrafidie depositary may also determine that i
is not feasible to distribute certain property thgh the mail. Additionally, the value of certairstibutions may be less than the cost of mailing
them. In these cases, the depositary may detemoint® distribute such property. We have no obiayato register under U.S. securities laws
any ADSs, common shares, rights or other securigiesived through such distributions. We also havebligation to take any other action to
permit the distribution of ADSs, common shareshisgor anything else to holders of ADSs. This mebhasyou may not receive distributions
we make on our common shares or any value for thins illegal or impractical for us to make theawailable to you. These restrictions may
cause a material decline in the value of our ADSs.

You may be subject to limitations on transfer ofyroADSs.

Your ADSs are transferable on the bookthefdepositary. However, the depositary may cltssbaoks at any time or from time to time
when it deems expedient in connection with thegreriince of its duties. The depositary may closbatsks from time to time for a number of
reasons, including in connection with corporatenéysuch as a rights offering, during which time depositary needs to maintain an exact
number of ADS holders on its books for a specifiedod. The depositary may also close its boolenmiergencies, and on weekends and pi
holidays. The depositary may refuse to delivendfar or register transfers of our ADSs generaliyewour share register or the books of the
depositary are closed, or at any time if we ordbpositary thinks that it is advisable to do soase of any requirement of law or of any
government or governmental body, or under any giowiof the deposit agreement, or for any othesaean accordance with the terms of the
deposit agreement. As a result, you may be unalitansfer your ADSs when you wish to.

ITEM 4. INFORMATION ON THE COMPANY

A. History and Development of the Company

We commenced operations in April 2005 wiith establishment of Guangzhou Huaduo in Chinan@alegou Huaduo later became one of
our PRC consolidated affiliated entities through tlontractual arrangements described below.

We established Dokhi Investments Limitedhie British Virgin Islands, or BVI, in July 200é@ changed its name to Duowan Limited in
September 2006. In August 2006, we established [Boidp Limited, which is wholly owned by Dokhi Instenents Limited, in Hong Kong
and changed its name to Duowan (Hong Kong) Limite8eptember 2006. In April 2007, we establishedi@@zhou Duowan Information
Technology Company Limited, or Guangzhou Duowanigctvivas wholly owned by Duowan (Hong Kong) Limit€slangzhou Duowan
entered into a series of contractual arrangemeitiisGuangzhou Huaduo and its shareholders, whiagke wgbsequently amended solely to
reflect updated shareholder equity interests inM@aaou Huaduo, through which Guangzhou Duowan &sast@ffective control over the
operations of Guangzhou Huaduo.

In November 2007, we established DuowareEaiment Corp., or Duowan BVI, in the BVI. In Mar2008, we established Huanju
Shidai Technology (Beijing) Company Limited, fornyeknown as Duowan Entertainment Information Tedbhgey (Beijing) Company
Limited, or Beijing Huanju Shidai, which is wholoywned by Duowan BVI. Beijing Huanju Shidai purchdisdl the equity interests in
Guangzhou Duowan from Duowan (Hong Kong) Limited\ugust 2008, and entered into a series of contshetrrangements with Guangzt
Huaduo and its shareholders through which Beijingutju Shidai exercises effective control over therations of Guangzhou Huaduo.
Duowan (Hong Kong) Limited was deregistered asrapany and ceased to operate in May 2010.
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In December 2008, Duowan BVI entered imtagreement with Morningside Technology Investméitsted and two individuals,
through which Duowan BVI purchased all the equitteiests in NeoTasks Inc. from Morningside Techgglimvestments Limited.

In March 2009, Beijing Huanju Shidai entemeto an agreement with NeoTasks New Age Inteonati Media Technology (Beijing)
Company Limited, or NeoTasks Beijing, through whiskoTasks Beijing was merged into Beijing Huanjidgh After the merger and
additional capital contribution, Beijing Huanju 8hi became 96.5% held by Duowan BVI, and 3.5% hglleoTasks Limited (formerly
known as Enlight Online Entertainment Limited), artd Kong company, which in turn was the sharehabliéieoTasks Beijing before the
merger. NeoTasks Limited is 100% owned by NeoTasks a Cayman Islands company. In August 2009,n@elacu Duowan was renamed
Zhuhai Duowan Information Technology Company Lirdite

In December 2009, Beijing Huanju Shidaieeatl into a series of contractual agreements waifiry Tuda and its shareholders, which
were subsequently amended solely to reflect updataceholder equity interests in Beijing Tuda, tigto which agreements Beijing Huanju
Shidai exercises effective control over the operetiof Beijing Tuda.

In December 2010, we established Guangihmnju Shidai, formerly known as Zhuhai Duowan Tresthgy Company Limited, which is
100% directly owned by Duowan BVI.

In October 2013, we established Guangzhbuidnformation Technology Company Limited, whishL00% directly owned by
Guangzhou Huaduo.

In November 2013, we established Zhuhairfjlu&hidai, which is 100% directly owned by NeoTakknited.

We currently own the domain names of YY.¢c&@mowan.com and 100.com. Our YY platform, inclgli¥Y.com, is jointly operated by
personnel from Guangzhou Huaduo and Zhuhai Duowan.

Our current holding company, YY Inc., wasarporated in July 2011 as a limited liability quemy in the Cayman Islands. The corporate
affairs of YY Inc. are governed by the memorandund articles of association, the Companies Law Z@%$2mended) of the Cayman Islands
and the common law of the Cayman Islands. Througjieae exchange on September 6, 2011, the shageholdDuowan BVI exchanged all
of their outstanding common and preferred shar@&@uiowan BVI for common and preferred shares of Yit. lon a pro rata basis. No additic
consideration was paid in connection with the slexahange. As a result, Duowan BVI became a whmllped subsidiary of YY Inc.

YY Inc. completed an initial public offegrof 7,800,000 ADSs, representing 156,000,000 Gldassmmon shares, in November 2012. Or
November 21, 2012, our ADSs were listed on The NAQBtock Market under the symbol "YY." In DecemB@12, in connection with tr
initial public offering, we also completed the oxadlotment offering of an additional 1,170,000 ADSpresenting 23,400,000 Class A
common shares.

Our principal executive offices are locaéédBuilding 3-08, Yangcheng Creative Industry Zdle 309 Huangpu Avenue Middle, Tianhe
District, Guangzhou 510655, the People's Repulbii€hina. Our telephone number at this address86 20) 2916 2000. Our registered office
in the Cayman Islands is located at Codan Trustg2my (Cayman) Limited of Cricket Square, Hutching/B, P.O. Box 2681, Grand
Cayman, KYI-1111, Cayman Islands. Our agent foviserof process in the United States is Law Deben@iorporate Services Inc., 400
Madison Avenue, 4th Floor, New York, New York 10017

See "ltem 5. Operating and Financial Revaexd Prospects—B. Liquidity and Capital Resourcespi@l Expenditures” for a discussion
of our capital expenditures and divestitures.
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B. Business Overview

Overview

YY is a revolutionary rich communicationcgd platform. YY engages users in real-time onfineup activities through voice, video and
text on PCs and mobile devices. YY also empowesssu® create and organize groups of varying s@zeésscover and participate in a wide
range of activities, including online games, musitivities, education, live game broadcasting astference calls. YY attracted 51.9 million,
69.7 million and 92.3 million average monthly aetivsers, respectively, in the three months endegbker 2011, 2012 and 2013.

Our platform consists of YY Client, Mobi¥y, web-based YY and our YY.com, Duowan.com and 100.contagrYY Client is softwar
that provides real-time access to user-created®alctivity groups, which we refer to as channé¥ Client, introduced in July 2008, enables
users to continually create new channels to engalgege-scale group activities on our platformd @mavailable to download for free.
According to iResearch Consulting Group, a thirdypmarket research firm, YY Client has an 86.9%hketishare in terms of cumulative user
time spent in the real-time online group voice caminations market in China for the nine months @nSleptember 30, 2013. Each active use
spent an average of 53 hours per month on ouroptatin the three months ended December 31, 20181¢cfease the accessibility and usac
YY Client, we introduced our mobile application, b YY, in September 2010 and web-based YY in ®etd®2012. As of December 31,
2013, Mobile YY had 79.7 million downloads. To alerate monetization of our mobile platform, we aatuced virtual item purchase functic
on Mobile YY in October 2013. YY.com is our onlipertal and guide to channels, events and contexiladle across our platform. We also
operate Duowan.com, a leading game media webs@hima that provides access to and interactiveuress for online games. Recently, we
have expanded our original education businessunclang a dedicated education platform, 100 Edanath February 2014. Through the
education channels on YY Client and our portal 86, we provide students across China with oppdi&snto complete test-prep and other
courses in a real-time, interactive environmentijewve allow teachers to offer courses on our platf freely.

Our operations rely on proprietary techggland industry know-how. YY is supported by oughiy scalable infrastructure throughout
China and our proprietary algorithms enabling latehcy, low jitter and low loss rates in deliverir@jce and video data.

While the basic use of our platform is eumtty free, we monetize our user base primarilgtlgh IVAS and online advertising. Currently,
we primarily generate IVAS revenues through safesrtual items and game tokens that our users puaghase on our platform for online
music and entertainment and online games. We a&sergte IVAS revenues through YY membership areldame broadcasting. We prima
generate online advertising revenues from salesiwdus forms of advertising on Duowan.com and Y. As we further implement our
mobile strategy, we have started generating rexefraen Mobile YY in the third quarter of 2013. Welieve that we will be able to capitalize
on the large and highly engaged user base of atfiopin by exploring additional monetization oppaities and diversifying our revenue
sources.

Our total net revenues were RMB319.7 milliRMB820.0 million and RMB1,823.5 million (US$3@Imillion) in 2011, 2012 and 2013,
respectively. We had a net loss of RMB83.2 millinr2011 and had a net income of RMB89.2 million &B477.7 million
(US$78.9 million) in 2012 and 2013, respectively.
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The YY Platform
YY Client

Our core product, YY Client, enables ugsersngage in live interactions online, and we curgito develop and upgrade it to address
evolving user needs. YY Client provides accessstr-greated online social activities groups, whighrefer to as channels. YY Client is
compatible with most internetrabled systems, including PCs and mobile intesflt®mugh Mobile YY. YY Client is widely accessitite mos
internet users in China because its voice-enalglatlifes only require a minimal bandwidth of appratiely 2 KB per second. YY Client is
available to download for free from YY.com, Duowasm and other internet software download centers.

The first version of YY Client, launchedJaly 2008, had voice-enabled features that allosrdithe game players to communicate with
large groups of fellow gamers on a real-time baS@me players typically organize various guildsfiayers to discuss gaming strategies and
communicate with each other in a team setting. Sutine guilds, which can consist of up to thousaafiplayers, built their own channels on
YY Client to communicate with fellow guild membensreal time when playing games online. Graduallg,further developed and tailored *
Client in response to the market need for a platfenabling large groups to gather, meet and seeiaiireal time online, and turned it into the
rich communication social platform that it is tod&ye introduced live video-enabled channels begigpim late 2011 and have since expandec
the use of our video features to include some ofwast popular music and entertainment, game basdithyy and education channels, and plat
to further expand the availability of video featsi@ver time. YY's registered user accounts hachexh@00 million as of December 31, 2013.
YY also had 51.9 million, 69.7 million and 92.3 hah average monthly active users in the three iImoehded December 2011, 2012 and z

All of the basic social interface featuegmbled by our YY Client, such as the ability tg&ge in multi-party voice- and video-enabled
communications, are currently available to our si$exe of charge. In addition, some IVAS are freegers up to a certain threshold. We
currently earn revenues from YY Client through saélVAS paid through online third party paymepstems.

Channels on YY Client—User-created and User-defined

On YY Client, users can create individuahenels for any live social gathering covering @adrrange of interests and topics. YY Client
enables users to create channels to cover newstapitinterests, gain a fast growing audience &ademerge as the popular channels. Onlin
music and entertainment, one of the most populgmeets on our platform, began generating revenoes the sale of virtual items in March
2011.

Currently, the most popular channel tofmctude the following:

. Music and Entertainment Users gather on YY channels to participate iaraye of music and entertainment activities, such a
singing, dancing and talk shows. Beginning in Ma26ii1, we started offering various virtual itemsgale in our online music
and entertainment channels. We have expanded auabitem offerings, and in turn, revenues, fronliree music and
entertainment, and expect to continue to do sherfuture.

. Games. YY channels are a popular live online communaratiool for several major types of online gameshsas massive
multiplayer online games, web games, first persmwoter games and real-time strategy games. Gamerplgather on YY
channels for in-game real-time exchanges and tesf@me-playing tips, discuss strategies, game-thatlughs and guides, and
organize guild-related social events. We also hiaeegame broadcasting channels on our platform.
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. Education. Our users host and patrticipate in live lecturegavsonal tutoring sessions on a range of subjesitgy a wide
variety of teaching tools we provide, including eid PowerPoint, white board, screen shots and Q&s&iens. The most
popular subjects include foreign language educatlmPRC civil servant examination, and IT tragniAs of December 31,
2013, we had approximately 135,000 registered &xaabn our platform.

. Finance. Users interested in finance and investment ctamant with other users, including financial exparh YY channels.
YY channels allow users to discuss investment-edladpics, including stock market trends and invesit basics.

. Literature. Users gather on YY channels to review and conlikediscussions on literature, particularly ne/eDur popular
literary channels include book clubs or fan clutassfimous writers. Users on YY channels also Hestdvents such as book
promotions and meet-the-author events.

. Conference Calls YY channels are often used as a convenient ogltigering place for a wide range of uses. YY ezmbma
and medium business as well as large corporat@masrtduct conference call easily, efficiently aecdreomically on YY
channels.

Organization and Management of Channels

To help our users navigate and explorettaanels on YY Client, we created online catalagsiged by topics and common interests for
users to browse. Within each group, the channelshan ranked by popularity. These online catatzgsalso searchable by keywords, which
makes it easier for users looking to explore sagialips beyond their usual channels to find and gtiher channels that touch upon different
interest areas.

Each YY channel is set up by one user, bdmmes the channel's owner. We provide managdowstto each channel owner to tailor
such channel to his or her own specific interesttgblish housekeeping rules, manage hierarchétemanage daily operations of the channel.
Channel owners are usually engaged in the actom@tion of their channels, often recruiting likentdéd users to help manage, monitor and
maintain order within their channels.

Each of our channels can support milliohgemple concurrently, and to date, the largesherdvent we hosted attracted approximately
1.4 million peak concurrent users in a single clehriWe provide three basic management modes fomeh@wners to organize the live voice
and videoeommunications within their channels: "queue,” ichand "free" modes. Typically, channel owners amghagers choose the typt
management mode for their channels depending onuimder of users in their channels and the spauifezis of these channels. In queue
mode, each user can sign in to line up to spe&kaadcast, and can only be heard or seen whem hisr durn comes "at the mic." This queue
mode is a popular mode for karaoke channels, wiges take turns performing live in front of otkbannel users. In chair mode, only the
“"chair," meaning the owners or other designated@es, are allowed to speak or broadcast videagtiaining users can listen, watch and
respond through typing text on the screen. Thiserisaften used in channels set up by online games' guilds, as some of these guilds
have thousands of users taking orders from a fadeles, who can speak and direct their team's tiokeactions while the users are
simultaneously signed on to play certain online ganin free mode, any user in the channel can airadfective voice- and video-enabled
communications at any time; this mode is often ehdsy channels with a limited number of users,esiloo many people talking at once would
make effective communication impossible. In additizve provide channel owners and managers witladorange of functions to tailor the
channels to suit particular needs, such as grangrgin privileges to a member who makes partiatdatributions to the channel or banning
certain channel users for inappropriate behavior.
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We work closely with channel owners and aggrs by considering and implementing some of gagestions and feedback and
providing them with the tools they require to mamagd promote their channels. We also monitor oblarfor levels of user activity and
periodically shut down inactive ones.

Game Center on YY Client

The game center on YY Client currently maiity consists of a game lobby and VIP game acdgss.game lobby enables users to acces:
various online games without downloading any adddi client software. The VIP game access provigeusers with access to new games
being developed or tested by third party game apezk, and afford game developers an opportunipydmote their games among our use!
well as solicit user feedback on new games.

We conduct market research regarding trandsdemand for online games and various typas-gdine virtual items, and often work w
third party game developers to develop and offerde range of in-game virtual items. We intend éotinue to source popular online games t
users on YY Client.

Web-based YY

We launched an extension of YY Client, viesed YY, in October 2012. Web-based YY enablessuseconduct redime interactions ¢
the web without requiring any downloads or instadlas. Web-based YY optimizes YY technology for theb, transcending the limitations of
operational systems and enabling real-time comnatioies on the web by simply clicking on a link. date, web-based YY has established
stable, quality service, and we expect it to becartieely community of web-based real-time rich coomications as it develops.

Online Portals

YY.com is our community-driven portal sitet offers visitors and users a centralized locatd learn about, navigate and access the
offerings on our broader platform. Through YY.carar user community can download the latest versidnsY Client and Mobile YY
applications to attend live group activities andess special-interest resources and entertainraehtas online games, music and online
education. YY.com offers a channel guide for useiigentify channels that cater to their respecinterests. YY.com enables performers to
update schedules and information on upcoming lorecert performances and other types of entertaihoeYY channels and hosts numerous
fan clubs for popular performers.

Duowan.com is a dedicated game media welist provides comprehensive information on ondjames and other resources for users
and online game players. Duowan.com provides congm&ve gaming resources such as updated newsandrecements of gaming events
and the launch or release of new games, and hosk$-based discussion forum in which users cagudis their game-playing strategies and
interact socially through postings. Duowan.com leasiched in 2005 and had 9.9 million, 19.1 millamd 37.0 million average daily unique
visitors for the months of December 2011, 2012 20113, respectively.

YY.com and Duowan.com both offer links tdine games on YY Client.

We launched 100.com in early 2014 as acaéelil web portal to our education platform, 100dadion. Our 100 Education platform
provides a variety of exam preparation classed) ascTOEFL (Test of English as a Foreign Languagé)IELTS (International English
Language Testing System) preparation coursesytiests. We allow teachers to offer courses on 6QrEducation platform freely. We will
also open an online enroliment channel, providingpéified access for our users to participate ia tiourses.
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Mobile Applications

We develop mobile applications to captugreater share of the growing number of usersabegss live online social platforms, internet
communications and other internet services thraughile operating systems. While we continue to tigvand upgrade our platform, a key
focus of our research and development is on MobYlea version of YY Client that can be accessedilgh mobile devices that we launche
September 2010. To accelerate monetization of alnilmplatform, we introduced virtual item purchdsections on Mobile YY in October
2013. In addition, we do not currently intend tormatize Mobile YY by placing advertisements on MebflY, as we believe that advertising
Mobile YY may clutter the user interface and distrasers from their in-channel activities. Thistrieion on advertisements may also limit
Mobile YY's ability to generate revenues. See "l&nKey Information—D. Risk Factors—Risks Relateddur Business—If we are unable to
successfully capture and retain the growing nunobessers that access internet services throughlendbvices or successfully monetize
Mobile YY, our business, financial condition andu#ts of operations may be materially and adverafcted.”

Mobile YY contains the basic functions amulvices offered on our regular YY Client, whiclables our users to access a large selectior
of content on our platform and helps them keepirch with their friends or online guilds and sogiedups when they do not have convenient
PC access. The live broadcasting function of MoWiteenables our users to broadcast videos on @ifgpin anytime and anywhere through
their mobile devices. Mobile YY also provides acctsmobile games operated by us.

We intend to explore more user-friendly bibe-specific functions for our platform in the fue.
Technology

We believe we are an industry leader irvigiag large-scale quality multi-user voice- ande®-enabled online services in China, and we
intend to continue to update our technology to a@nthis leadership position.

QoS for online multi-media communications

Quality of Service, or QoS, assuranceksyaelement of any high quality delivery of voiaedavideo data over the internet. For live voice:
or video-enabled communications, any data paclestamd jitter, or delay in transmission, is oftemiediately noticeable to users. We devote
significant resources to maintain and develop atore combination of multiple voice- and voice-ougternet protocol, or VOIP, quality
assurance mechanisms to minimize data loss aad jlthe mechanisms we employ include but not lighitecloud-based intelligence routing,
low-bitrate redundant solution, upstream-forwanaecorrection and adaptive jitter. A special itiggint routing algorithm we designed
automatically seeks optimal ways of delivering woémd video data across our cloud-based netwoaklieg us to provide better QoS even
when the QoS levels are lower on certain routes.

We employ computer programs and designmptement a standardized set of measurements ponfehitor our service quality. Our
system periodically collects, and our team of etgpanalyzes, data from each of our data centergdluate the voice- and video-quality for
each user using a systematic standard. We hawg $etmal procedures to handle different levelsarfzer breakdowns and network-related
emergencies, and our team can remotely discoweessand access any server to promptly resolvesssue

Large, dedicated clou-based network infrastructure

Our team of experts developed a cloud-bastdork infrastructure specifically designed todli@ multi-party voice- and video-enabled
real-time online interactions. We own over 7,000/8es which are
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hosted in the data centers we lease from thirdgsattiroughout the country as of December 31, 20&3leliver voice data, we require a
limited bandwidth of approximately 2 KB per secownthich is easily obtainable. Our cloud-based nelwafrastructure provides quality data
delivery and allows multiple users to interact nalfrom anywhere in China with ease and speed.

Our system is designed for scalability eslchbility to support growth in our user base. Thenber of our servers contributes significantly
to our fast streaming speed and reliable servared.can be expanded with comparative ease, gieelowhcost of renting data centers to host
additional servers in any high traffic regions ir aetwork. We believe that our current networkilfées and broadband capacity provide us
with sufficient capacity to carry out our curremenations, and can be expanded to meet additiapaloity relatively quickly. The amount of
bandwidth we lease is continually expanded to céflecreased peak concurrent user numbers.

Content management and monitoring

YY Client, YY.com and Duowan.com all comtaiser-generated content, which we are requiredoiitor for compliance with PRC laws
and regulations. A team within our data securityadément helps in enforcing our internal procediioesnsure that the content in our system
are in compliance with applicable laws and regatadi They are aided by a program designed to pealiyglsweep our platform and the data
being conveyed in our system for sensitive key wandquestionable materials. Content that conta@nsin keywords are automatically
filtered by our program and cannot be successfdited on our platform. Thus we are able to mingnaifending materials on our platform
and to remove such materials promptly after theydiscovered. See "ltem 3. Key Information—D. Risictors—Risks Related to Our
Business—We may be held liable for information ontent displayed on, retrieved from or linked ta platform, or distributed to our users,
and PRC authorities may impose legal sanctionsspmaluding, in serious cases, suspending or iiegake licenses necessary to operate oul
platform."

Accumulated experience and data for a proprietaechnology platforrr

Significant time and efforts are requiredtiild and operate an infrastructure such as dums.technological difficulties which a platform
that hosts 10,000 concurrent users faces diffatlyrérom the difficulties a platform with 100,0@Mhd 1,000,000 concurrent users faces,
including many issues to be considered when progriag for the platform and planning the infrastruetuSince our launch, we have gradu
developed an effective system to identify, studg Bsolve issues that we encounter every day.ditiad, our team members have been
trained over the years to anticipate and resolyessues, having gained significant knowledge flmiiding and maintaining our platform o\
time.

Technology team

As of December 31, 2013, our dedicatedrteldgy team consisted of approximately 1,067 emg#sy the team is divided into three
departments, serving (a) YY Client and cloud sexyv{b) online games and YY.com and (c) Duowan.aaspectively. Approximately 50
members of our technology team are dedicated tatororg and maintaining our network infrastruct@# hours a day, seven days a week.
technology team checks the voice and video dathtygweceived by various users, the quality of usgperience on our platform and the prope
functioning of our server equipment in our netwag,well as contacting internet data center hosfix iny issues located through such che
Having launched and developed our video-enablégthtdogy on an increasing number of channels, amtexpects to provide full voice- and
video-enabled live social interactions in the fetur
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Marketing and Sales
Viral and other marketing for our platform

Historically, we have incurred minimal matikg expenses for our platform and have builrgdaommunity of users primarily through
viral marketing, with word of mouth referrals arepeat user visits ultimately driven by user exparée While we have significantly benefited
from the effects of powerful viral marketing, weeatly initiated, and plan to continue, certain keding activities designed to further promote
our platform to a broader range of potential users.

Advertisers on our platforn

As of December 31, 2013, we had a dedicsdteb and marketing force of 48 experienced psafaals; approximately half of these
professionals were in charge of serving advertiaatsadvertising agencies. Currently, a majoritpuf sales effort is devoted to maintaining
and expanding the level of our advertising reverit@a online games, since advertising revenues foaiine games contributed a substantial
majority of our online advertising revenue. We eotpaur online advertising revenues as a percerabgar total net revenues to decrease ir
future as we capitalize on increased monetizatfggodunities for YY Client and as IVAS revenues tione to increase. The compensation for
our sales personnel includes basic monthly salandssales commissions based on the advertisimgues that they bring in.

Services for game develope

We have entered into hosting agreements avitumber of game developers. These agreementisi@rfor a mutual exchange of resource:
between us and the game developers: we provideothenunication platform for their games, and in exae they promote our platform
through their game interfaces.

Seasonality

Our results of operations are subject &seral fluctuations. However, seasonal fluctuathtage not posed material operational and
financial challenges to us, as such periods ter torief and predictable.

Competition

We face competition in several major aspe€our business, particularly from companies giravide online social networking, internet
communication and online games. We also competerfiime advertising revenues with other internghpanies that sell online advertising
services in China.

Social connectivity and communications.In relation to voice-enabled communication sothere are several internet voice
communication service providers in China, includiSgeak, Dudu and Tencent's QQtalk, and leadiregriational internet voice
communication service providers, such as Skype atemexpanding in the China market. In additiame other leading Chinese internet
companies have announced the launch of interneexammmunication services. We compete with othermet companies that provide real-
time voice and video services to Chinese intersetsl
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We may also face potential competition frglobal social networking service providers thatlst enter the China market, whether
independently or through the formation of allianegth, or acquisition of, PRC domestic internet gamies.

Online game media and hosting. We have various competitors in the online gameelia market in China. Duowan.com'’s primary
competitor among game media websites is 17173.Eomgame hosting, our competitors include othemiaternet companies that host
games, such as Tencent, Qihoo 360 and other paeatganies.

Research and Development

We believe that our ability to develop mmtet and mobile online applications and servicésrid to respond to the needs of our user bas
has been a key factor for the success of our bssine

As of December 31, 2013, our research aveldpment team consisted of 944 members. All ofsewice programs are designed and
developed internally, including various interactteehnologies. We expect to continue to developfadlur core technologies in-house.

We currently focus our product developreffirts on various areas, including (a) the corgthimprovement of our audio quality and
video-enabled features on our real-time interactv@al platform, (b) the ongoing improvement ofigel user experience on our platform by
providing virtual items, additional games and oelgame add-ons as well as certain members-onlya$features, and (c) the continued
development of Mobile YY. We plan to further invé@stur voice and video technology and in develggifobile YY.

Intellectual Property

We regard our patents, trademarks, domaines, copyrights, trade secrets, proprietary tdolgres and similar intellectual property as
critical to our success. We seek to protect owlliettual property rights through a combinatiorpafent, trademark, copyright and trade secre
protection laws in the PRC and other jurisdicticaswell as through confidentiality agreements prnodedures with our employees, partners
and others. The intellectual property rights we amatude: (1) 6 patents relating to our proprieteaghnology; (2) 73 registered domain names
including YY.com, Duowan.com and Chinaduo.com;r@)istered copyrights to 70 software programs dgpesl by us relating to various
aspects of our operations, including voice softywgeenes platform, general support and user managearad (4) 147 trademarks and service
marks for our brands and logos in China, includifgand certain Chinese logos relating to Duowan éid As of December 31, 2013, we
had filed 136 patent applications covering cerfaiprietary technologies and 78 trademark appbeatin China.

Legal Proceedings

We have initiated a lawsuit against Beijignderad Advertisement Co., Ltd., one of our atisement agents, in Guangzhou in Februar
2014, claiming for the unpaid advertisement fee lapnddated damages for late payment in the agdeegi@ount of approximately
RMB84 million. Apart from this lawsuit, we are cantly not a party to, and are not aware of anyahog any legal, arbitration or
administrative proceedings that, in the opiniomof management, are likely to have a material averge effect on our business, financial
condition or results of operations. From time todj we have become, and may in the future becoipatyato various legal or administrative
proceedings or claims arising in the ordinary cewfsour business. Regardless of the outcome, rgadministrative proceedings or claims
may have an adverse impact on us because of defadsgettlement costs, diversion of managemenitetteand other factors.
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PRC Regulation

Certain areas related to the internet, sisctelecommunications, internet information sesjconnections to the international informatior
networks, internet information security and cenlsigrsind online game operations, are covered extelyddy a number of existing laws and
regulations issued by various PRC governmentaloaitiéhs, including:

. the Ministry of Industry and Information Technology the MIIT;

. the Ministry of Culture, or the MOC;

. the General Administration of Press and Puliicator the GAPP;

. the State Administration for Radio, Film and &asion, or the SARFT;
. the National Copyright Administration, or the NC

. the State Administration for Industry and Comaegror the SAIC;

. the State Council Information Office, or the 8CI

. the Ministry of Commerce, or the MOFCOM,;
. the Bureau of Protection of State Secrets;

. the Ministry of Public Security; and

the State Administration of Foreign Exchange, er 8AFE.

As the online social platform and onlinergeindustries are still at an early stage of dgwalent in China, new laws and regulations may
be adopted from time to time to require new licsrmed permits in addition to those we currentlyehdhere are substantial uncertainties on
the interpretation and implementation of any cureemd future Chinese laws and regulations, inclgdimose applicable to the online social
platform and online game industries. See "D. Ria&térs—Risks Related to Doing Business in China—ddhainties in the interpretation and
enforcement of Chinese laws and regulations conlid the legal protections available to you and' T$is section sets forth the most import
laws and regulations that govern our current bissiretivities in China and that affect the dividepdyment to our shareholders.

Regulation on Telecommunications Services and Fogn Ownership Restrictions

The Telecommunications Regulations, whiebame effective on September 25, 2000, are theregtdations on telecommunications
services in China. The Telecommunications Reguiatget out basic guidelines on different typestEfdommunications business activities,
including the distinction between "basic telecommations services" and "value-added telecommurinatservices." According to the
Catalog of Telecommunications Business (2003 Amerdjmimplemented on April 1, 2003 and attacheth&Telecommunications
Regulations, internet information services are degemtype of valuedded telecommunications services. The Telecomratioits Regulation
require the operators of value-added telecommunitaservices to obtain value-added telecommuricatbusiness operation licenses from
MIIT or its provincial delegates prior to the commeement of such services. Under these regulatibtige value-added telecommunications
services offered include mobile network informatgmrvices, the operation license for value-addietdenmunications business must include
the provision of such services in its covered scupe currently, through Guangzhou Huaduo, our PBtSalidated affiliated entity, hold an
ICP license, a sub-category of the value-addeddeatenunications business operation license, covénagrovision of internet and mobile
network information services, issued by the Guangdaranch of the MIIT on February 10, 2012.
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The Regulations for the Administration @ir€ign-Invested Telecommunications Enterpriseth@ITE Regulations, which took effect
on January 1, 2002 and were amended on Septemb20d®), are the key regulations that regulate doreiirect investment in
telecommunications companies in China. The FITEUREDpNs stipulate that the foreign investor oetommunications enterprise is
prohibited from holding more than 50% of the equitterest in a foreign-invested enterprise thavjoles value-added telecommunications
services, including online games and the provisibimternet content. Moreover, such foreign investaall demonstrate a good track record
experience in operating value-added telecommuwicsatservices when applying for the value-addedoefenunications business operation
license from the MIIT.

On July 13, 2006, the MIIT issued the Clacwn Strengthening the Administration of Foreigmestment in Value-added
Telecommunications Services, or the MIIT Circul@0@, which requires that (a) foreign investors caly operate a telecommunications
business in China through establishing a teleconications enterprise with a valid telecommunicatibnsiness operation license; (b) dome
license holders are prohibited from leasing, trangig or selling telecommunications business apmrdicenses to foreign investors in any
form, or providing any resource, sites or facifitie foreign investors to facilitate the unlicensgeration of telecommunications business in
China; (c) value-added telecommunications serviogigers or their shareholders must directly owadiomain names and registered
trademarks they use in their daily operationse@hh valueadded telecommunications service provider must tla@ecessary facilities for |
approved business operations and maintain suditiescin the geographic regions covered by itetise; and (e) all value-added
telecommunications service providers should impnoe®vork and information security, enact relevafimation safety administration
regulations and set up emergency plans to enstn®rieand information safety. The provincial comrmations administration bureaus, as
local authorities in charge of regulating telecominations services, (a) are required to ensureetkiating qualified value-added
telecommunications service providers will conduse#-assessment of their compliance with the MZificular 2006 and submit status reports
to the MIIT before November 1, 2006; and (b) mayoles the value-added telecommunications businessatipn licenses of those that fail to
comply with the above requirements or fail to fgcsiuch non-compliance within specified time limiue to the lack of any additional
interpretation from the regulatory authoritiegeinains unclear what impact MIIT Circular 2006 viilve on us or the other PRC internet
companies with similar corporate and contractualcstires.

To comply with such foreign ownership rigions, we operate our online social platform antine game businesses in China through
Guangzhou Huaduo, which is owned by several PRgZeoi and Beijing Tuda. Beijing Tuda is owned byskts. David Xueling Li, Tony Bin
Zhao and Jin Cao. Guangzhou Huaduo and Beijing avel®oth controlled by Beijing Huanju Shidai thybua series of contractual
arrangements. See "ltem 7. Major Shareholders afatdrtl Party Transactions—B. Related Party—Conted&rrangements with Beijing
Tuda." Moreover, Guangzhou Huaduo is the registeodder of a majority of the domain names, tradémaind facilities necessary for daily
operations in compliance with the MIIT Circular Zd0Based on our PRC legal counsel Fangda Partmatststanding of the current PRC la
rules and regulations, our corporate structure diempvith all existing PRC laws and regulations wéwer, we were further advised by our
PRC legal counsel that there are substantial eio&gs with respect to the interpretation and i@ggibn of existing or future PRC laws and
regulations and thus there is no assurance thae€aigovernmental authorities would take a vievsisbent with the opinions of our PRC le
counsel.

Internet Information Services

The Administrative Measures on Internebitnfation Services, or the ICP Measures, issuetidyptate Council on September 25, 2000
and amended on January 8, 2011, regulate the pow§internet information services. Accordingtbh@ ICP Measures, "internet information
services" refer to
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services that provide internet information to oelirsers, and are categorized as either commeeciatss or non-commercial services.
Pursuant to the ICP Measures, internet informatmmmercial service providers shall obtain an I€Brise, from the relevant local authorities
before engaging in the providing of any commericitdrnet information services in China. In additidrthe internet information services
involve provision of news, publication, educatiomedicine, health, pharmaceuticals, medical equipraea other services that statutorily
require approvals from other additional governmieatithorities, such approvals must be obtainedreedpplying for the ICP license.
Guangzhou Huaduo presently holds the ICP licendatemet and mobile network information servicesuied by the Guangdong branch of the
MIIT on February 10, 2012.

Besides, the ICP Measures and other retawaasures also ban the internet activities thastitote publication of any content that
propagates obscenity, pornography, gambling anéme, incite the commission of crimes or infringmn the lawful rights and interests of
third parties, among others. If an internet infotioraservice provider detects information transeuiton their system that falls within the
specifically prohibited scope, such provider mesiitinate such transmission, delete such informationediately, keep records and report to
the governmental authorities in charge. Any prov&eiolation of these prescriptions will lead beetrevocation of its ICP license and, in
serious cases, the shutting down of its internstesys.

Internet Publication and Cultural Products

The Tentative Measures for Internet PulibceAdministration, or Internet Publication Meassiy were jointly promulgated by the GAPP
and the MIIT on June 27, 2002 and became effectivAugust 1, 2002. The Internet Publication Measimgosed a license requirement for
any company that engages in internet publishingchvimeans any act by an internet information serpiovider to select, edit and process
content or programs and to make such content @ranas publicly available on the internet. The psavi of online games is deemed an
internet publication activity; therefore, an onliggme operator must (i) obtain an Internet Pubiigtiicense so that it can directly offer its
online games to the public in the PRC, or (ii) gsibits online games through a qualified pressyebif entering into an entrustment agreerr

The Rules for the Administration of ElectimPublication, or the Electronic Publication Rsjlevas issued by the GAPP on February 21,
2008 and became effective on April 15, 2008. UriderElectronic Publication Rules and other regafatiissued by the GAPP, online games
are classified as a kind of electronic publicatiang publishing of online games is required to dredeicted by licensed electronic publishing
entities that have been issued standard publicatides. Pursuant to the Electronic Publication &ufea PRC company is contractually
authorized to publish foreign electronic publicagpit must obtain the approval of, and registerdbpyright license contract with, the GAPP.

We, through Guangzhou Huaduo, obtainedhtariet Publishing License for the publication pfiwe games and mobile phone games on
November 7, 2011. With the issued Internet Pubiighiicense, we are in the process of applyingHer@APP's pi-approval for publishing
online games. For more information on the pre-aypgrby the GAPP, see "—Regulation on Online GanmesForeign Ownership
Restrictions."

Regulation on Online Games and Foreign Ownership Rrictions

On June 3, 2010, the MOC promulgated tlwwiBional Administration Measures of Online Ganwshe Online Game Measures, which
came into effect on August 1, 2010. The Online GMweasures governs the research, development amdtimmeof online games and the
issuance and trading services of virtual curreitcspecifies that the MOC is responsible for thesmeship of imported online games and the
filing of records of domestic online games. Thegadures for the filing of records of domestic oalgames must be conducted with the MOC
within 30 days after the
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commencement date of the online operation of sméihegames or the occurrence date of any matteation of such online games.

All operators of online games, issuersidgfial currencies and providers of virtual curreti@ding services, or Online Game Business
Operators, are required to obtain Internet Cul@peration Licenses. An Internet Culture Operati@ehse is valid for three years and in case
of renewal, the renewal application should be stiehi30 days prior to the expiry date of such IggrmAn Online Game Business Operator
should request the valid identity certificate ofrgausers for registration, and notify the publicdéds ahead of the termination of any online
game operations or the transfer of online gameatiperal rights. Online Game Business Operatorabse prohibited from (a) setting
compulsory matters in the online games without gasegs' consent; (b) advertising or promoting thiéne games that contain prohibited
content, such as anything that compromise stat@iggor divulges state secrets; and (c) induciagg users to input legal currencies or vir
currencies to gain online game products or seryvlmgsvay of random draw or other incidental medinalso states that the state cultural
administration authorities will formulate the contgary clauses of a standard online game serviceeagent, which have been promulgated or
July 29, 2010 and are required to be incorporategthe service agreement entered into betwee@tiiae Game Business Operators, with no
conflicts with the rest of clauses in such senggeeements. Guangzhou Huaduo holds a valid Int&@uktire Operation License that was last
updated in December 2013.

On July 11, 2008, the General Office of tate Council promulgated the Regulation on Maindgions, Internal Organization and
Staffing of the GAPP, or the Regulation on Threevidions. On September 7, 2009, the Central Orgdiniz Establishment Commission
issued the corresponding interpretations, or therpmetations on Three Provisions. The Regulatioifloree Provisions and the Interpretation
on Three Provisions granted the MOC overall judgdn to regulate the online gaming industry, arehted the GAPP the authority to issue
approvals for the internet publication of onlinergss. Specifically, (a) the MOC is empowered to adstiate online games (other than the pre
examination and approval before internet publicatbonline games); (b) subject to the MOC's ovexdiministration, GAPP is responsible for
the pre-examination and approval of the internélipation of online games; and (c) once an onliamg is launched, the online game will be
only administrated and regulated by the MOC. Onéoler 7, 2011, Guangzhou Huaduo obtained an IntButdishing License for the
publication of online games and mobile phone gafks.online games we currently offer are domedgigabduced games, and are published
by third parties qualified to publish online gam&pproximately 88% of the online games currentlgitable on YY Client have been filed w
the GAPP as electronic publications, and the otherstill undergoing the filing process.

On September 28, 2009, the GAPP, the NGAtha National Working Group to Eliminate Pornodrgjand lllegal Publications jointly
issued the Circular on Consistent ImplementatiothefStipulation on the Three Determinations of$tete Council and the Relevant
Interpretations of the State Commission for PuBkctor Reform and the Further Strengthening oPtleeapproval of Online Games and the
Approval and Examination of Imported Online Garm@sCircular 13. Circular 13 explicitly prohibitsrieign investors from directly or
indirectly engaging in online gaming business inn@hincluding through variable interest entityustures, or VIE Structures. Foreign inves
are not allowed to indirectly control or participah PRC operating companies' online game opemgtighether (a) by establishing other joint
ventures, entering into contractual arrangemengsavriding technical support for such operating pamies; or (b) in a disguised form such as
by incorporating or directing user registrationgtuaccount management or game card consumptiomiitte gaming platforms that are
ultimately controlled or owned by foreign compani€gcular 13 reiterates that the GAPP is respdedidy the examination and approval of
import and publication of online games and statas downloading from the internet is considerediblipation activity, which is subject to
approval from the GAPP. Violations of Circular 18lwesult in severe penalties.
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For detailed analysis, see "D. Risk Factors—Ris#kafed to Our Corporate Structure and Our Indusifye-may be adversely affected by the
complexity, uncertainties and changes in PRC rdigmaf internet business and companies."

Anti-fatigue Compliance System and Real-name Registtion System

On April 15, 2007, in order to curb addietionline game-playing by minors, eight PRC governtrauthorities, including the GAPP, the
Ministry of Education, the Ministry of Public Sedyrand the MIIT, jointly issued a circular requig the implementation of an anti-fatigue
compliance system and a real-name registratiorsyby all PRC online game operators. Under thefatijue compliance system, three hc
or less of continuous playing by minors, definedjasie players under 18 years of age, is considered "healthy", three to five hours is
deemed "fatiguing"”, and five hours or more is degfumhealthy." Game operators are required to redle value of in-game benefits to a
game player by half if it discovers that the amaoofra time a game player spends online has reatieetatiguing” level, and to zero in the
case of the "unhealthy" level.

To identify whether a game player is a miand thus subject to the anti-fatigue complianc#esn, a real-name registration system shoul
be adopted to require online game players to ragikeir real identity information before playinglime games. Pursuant to a notice issued by
the relevant eight government authorities on Augu&011, online game operators must submit thetilganformation of game players to the
National Citizen Identity Information Center, a suthinate public institution of the Ministry of PubISecurity, for verification as of October
2011.

We have developed and implemented an atititfe and compulsory real-name registration systeali our online games, and will
cooperate with the National Citizen Identity Infation Center to launch the identity verificatiors®m upon the issuance of relevant
implementing rules. For game players who do novigeverified identity information, we assume thiay are minors under 18 years of ag:
order to comply with the anti-fatigue rules, we gptour system so that after three hours of plagingonline games, minors only receive half
of the virtual items or other in-game benefits tinyuld otherwise earn, and after playing for mdrantfive hours, minors would receive no in-
game benefits. These restrictions could limit caility to increase our online games business anmimprs. Furthermore, if these restrictions
were expanded to apply to adult game players iffiuttuge, our online games business could be mé#liedad adversely affected. See "D. Risk
Factors—Risks Related to Our Corporate Structude@ur Industry—Intensified government regulatiortta# internet industry in China could
restrict our ability to maintain or increase oueukevel or the level of user traffic to our YY giarm.

Virtual Currency

On January 25, 2007, the Ministry of Pulllacurity, the MOC, the MIIT and the GAPP jointhguied a circular regarding online gamb
which has implications for the issuance and usartfal currency. To curtail online games that iweoonline gambling while addressing
concerns that virtual currency might be used foneyolaundering or illicit trade, the circular (aphibits online game operators from charging
commissions in the form of virtual currency in cestion with winning or losing of games; (b) regsi@line game operators to impose limits
on use of virtual currency in guessing and bettjames; (c) bans the conversion of virtual currénttyreal currency or property; and
(d) prohibits services that enable game playetsatwsfer virtual currency to other players. To chmyith the relevant section of the circular
that bans the conversion of virtual currency irgal currency or property, in relation to online iewEnd entertainment, our virtual currency
currently can only be used by users to exchangevintual items to be used to show support for ganers or gain access to privileges and
special features in the channels which are seriiceature instead of "real currency or proper@rice the virtual currency is exchanged by
users for virtual items or the relevant privilegemlvices, the conversion transaction is completeldvge immediately cancel the virtual item
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in our internal system. In the case of virtual isensed as gifts to performers, we cancel the Viiteias and record corresponding points for
benefit of the performers and the channel ownehg;hware then used as basis for the revenue-sheaioglation pursuant to arrangements
among us, certain popular performers and channeéoy

In February 2007, 14 PRC regulatory autlesrijointly issued a circular to further strengthike oversight of internet cafes and online
games. In accordance with the circular, the Pepplahk of China, or PBOC, has the authority to l&gwirtual currency, including: (a) setti
limits on the aggregate amount of virtual curretigat can be issued by online game operators anatioeint of virtual currency that can be
purchased by an individual; (b) stipulating thatwel currency issued by online game operatorsocdéynbe used for purchasing virtual prodt
and services within the online games and not fochasing tangible or physical products; (c) reaugjrihat the price for redemption of virtual
currency shall not exceed the respective originatipase price; and (d) banning the trading of airturrency.

On June 4, 2009, the MOC and the MOFCONMtjpissued a notice to strengthen the administnadif online game virtual currency. The
Virtual Currency Notice requires businesses thpis@e online game virtual currency (in the forhp@epaid cards and/or pre-payment or
prepaid card points), or (b) offer online gameuaittcurrency transaction services to apply for apakfrom the MOC through its provincial
branches within three months after the issuantkeohotice. The Virtual Currency Notice prohibitssmesses that issue online game virtual
currency from providing services that would enahketrading of such virtual currency. Any busingest fails to submit the requisite
application will be subject to sanctions, includimgthout limitation, mandatory corrective measuaesl fines.

Under the Virtual Currency Notice, an oeligame virtual currency transaction service pravideans a business providing platform
services relating to trading of online game virtoadrency among game users. The Virtual Currendycldurther requires an online game
virtual currency transaction service provider tonpdy with relevant e-commerce regulations issuetheyMOFCOM. According to the
Guiding Opinions on Online Trading (Interim) issugdthe MOFCOM on March 6, 2007, online platfornméees are trading services
provided to online buyers and sellers through amaer information system operated by the servicwiger.

The Virtual Currency Notice regulates, agpathers, the amount of virtual currency a busimassissue, the retention period of user
records, the function of virtual currency and taturn of unused virtual currency upon the termaratif online services. It prohibits online
game operators from distributing virtual items otual currency to players based on random seledticough lucky draw, wager or lottery
which involves cash or virtual currency directlyigohy the players. The Virtual Currency Notice b#ms issuance of virtual currency by game
operators to game players through means othemhiahases with legal currency. Any business thasdmt provide online game virtual
currency transaction services is required to atkxgtnical measures to restrict the transfer ofnenjame virtual currency among accounts of
different game players.

In addition, the Online Game Measures prigated in June 2010 further provide that (i) vittcarrency may only be used to purchase
services and products provided by the online semprovider that issues the currency; (ii) the psgpof issuing virtual currency shall not be
malicious appropriation of the user's advance payngi) the storage period of online gamers' fnarge record shall not be shorter than
180 days; (iv) the types, price and total amountitéial currency shall be filed with the cultuesdministration department at the provincial
level. The Online Game Measures stipulate thati@irturrency service providers may not providewdgicurrency transaction services to
minors or for online games that fail to obtain ttezessary approval or filings, and that such pergighould keep transaction records,
accounting records and other relevant informataorits users for at least 180 days.
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Online Music and Entertainment

On November 20, 2006, the MOC issued Sé@rggestions of the MOC on the Development and idgtmation of Internet Music, or
the Suggestions, which became effective on the shatee The Suggestions, among other things, rédténa requirement for an internet service
provider to obtain an Internet Culture Operatiocdrise to carry out any business relating to intemssic products. In addition, foreign
investors are prohibited from operating interndture businesses. However, the laws and regulatiariaternet music products are still
evolving, and there have not been any provisioasfging whether music products will be regulatgdthe Suggestions or how such regulatior
would be carried out.

On August 18, 2009, the MOC promulgatedNiéice on Strengthening and Improving the ConRetiew of Online Music, or the Onlil
Music Notice. According to the Online Music Noti@ly "internet culture operating entities" apprdyey the MOC may engage in the
production, release, dissemination (including pdong direct links to music products) and importataf online music products. The content of
online music shall be reviewed by or filed with M@©C. Internet culture operating entities shoulthbksh a strict self-monitoring system of
online music content and set up a special depattmeaarge of such monitoring.

Guangzhou Huaduo holds a valid InternetuelOperation License covering our provision ofrtmmusic. More than 99% of the music
offered on our websites is sung by grassroots peds along with recorded music. If any music paded through our platform is found to la
necessary filings and/or approvals, we could baested to cease providing such music or be sutgetaims from third parties or penalties
from the MOC or its local branches. See "D. RisktBes—Risks Related to Our Corporate Structure@udIindustry—If our PRC
consolidated affiliated entities fail to obtain amdintain the requisite licenses and approvalsiredquinder the complex regulatory
environment for internet-based businesses in Clmabusiness, financial condition and resultspdrations may be materially and adversely
affected." Moreover, the unauthorized posting direxmusic on our platform by third parties may ege us to the risk of administrative
penalties and intellectual property infringemenigaits. See "D. Risk Factors—Risks Related to QusilBess—We may be held liable for
information or content displayed on, retrieved frorinked to our platform, or distributed to owens, and PRC authorities may impose legal
sanctions on us, including, in serious cases, sulipg or revoking the licenses necessary to opewat@latform” and "PRC Regulation—
Intellectual Property Rights—Copyright Law."

In 2011, the MOC greatly intensified itguéation of the provision of online music produdscording to the series of Notices on Clea
Online Music Products that are in Violation of Relat Regulations promulgated by the MOC since Jani@2011, entities that provide any
the following will be subject to relevant penaltmssanctions imposed by the MOC: (a) online mpsaducts or relevant services without
obtaining corresponding qualifications, (b) impdrtmline music products that have not passed theenbreview of the MOC or
(c) domestically developed online music productd trave not been filed with the MOC. Thus far, weédve that we have eliminated from our
platform any online music products that may falbithe scope of those prohibited online music petelthereunder.

Online Transmission of Audio-Visual Programs

The Measures for the Administration of Pedtion of Audio-Visual Programs through InterneiGther Information Network, or the
Audio-Visual Measures, promulgated by the SARFToly 6, 2004 and put into effect on October 11,£Gpply to the activities relating to
the opening, broadcasting, integration, transmissiodownload of audio-visual programs using ingé¢@r other information network. Under
the Audio-Visual Measures, to engage in the businésransmitting audio-visual programs, a liceisseied by SARFT is required. Foreign
invested enterprises are not allowed to carry och usiness.
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On April 13, 2005, the State Council progaied the Certain Decisions on the Entry of the-State-owned Capital into the Cultural
Industry. On July 6, 2005, five PRC governmentdhairities, including the MOC, the SARFT, the GARR CSRC and the MOFCOM, joint
adopted the Several Opinions on Canvassing Foteigrstment into the Cultural Sector. Accordingttede regulations, non-state-owned
capital and foreign investors are not allowed tgage in the business of transmitting audio-viswagpms through information networks.

To further regulate the provision of auglisual program services to the public via the imétrincluding through mobile networks, within
the territory of the PRC, the SARFT and the MIlinjty promulgated the Administrative Provisions loternet AudioVisual Program Servici
or the Audio-Visual Program Provisions, on Decenti&r2007, which came into effect on January 3082@roviders of internet audio-visual
program services are required to obtain a Liceas©hline Transmission of Audio-Visual Programsuess by SARFT, or complete certain
registration procedures with SARFT. In generalyjifers of internet audio-visual program serviceshie either state-owned or state-
controlled entities, and the business to be caoigdy such providers must satisfy the overalhplag and guidance catalog for internet audio
visual program service determined by SARFT. Inesprconference jointly held by SARFT and MIIT t@wer questions relating to the Audio-
Visual Program Provisions in February 2008, SARRd B®IIIT clarified that providers of internet audisual program services who engaged
in such services prior to the promulgation of thed®-Visual Program Provisions are eligible to stgi their business and continue their
operation of internet audio-visual program serviee$ong as those providers did not violate thevaht laws and regulations in the past. On
May 21, 2008, SARFT issued a Notice on Relevantds<oncerning Application and Approval of Licefsethe Online Transmission of
Audio-Visual Programs, which further sets out dethprovisions concerning the application and apgrprocess regarding the License for
Online Transmission of Audio-Visual Programs. Tloéice also states that providers of internet awioal program services that engaged in
such services prior to the promulgation of the Addisual Program Provisions are eligible to apmlythe license so long as their violation of
the laws and regulations is minor in scope andbearectified in a timely manner and they have mords of violation during the last three
months prior to the promulgation of the Audio-Vis®aogram Provisions. Further, on March 31, 2008RBT promulgated the Notice on
Strengthening the Administration of the Contentmyérnet Audio-Visual Programs, which reiterates pine-approval requirements for the
audio-visual programs transmitted via the intermefuding through mobile networks, where appliegalaind prohibits certain types of internet
audio-visual programs containing violence, pornpgsa gambling, terrorism, superstition or otheritanty prohibited elements.

On April 1, 2010, the SARFT issued the in&t Audio-visual Program Services Categories (Biomal), or the Provisional Categories,
which classified internet audio-visual program ges into four categories.

Guangzhou Huaduo holds a valid LicenseJfoline Transmission of Audi®isual Programs with the business classificationafverging
and play-on-demand service for certain kinds ofi@wésual programs—literary, artistic and entertagr—as prescribed in the Provisional
Categories and is in the process of reviewinglibénse.

Production of Radio and Television Programs

On July 19, 2004, the SARFT issued the Retigins on the Administration of Production of Radnd Television Programs, or the Radio
and TV Programs Regulations, which become effediv@&ugust 20, 2004. The Radio and TV Programs Ré¢igus require any entities
engaging in the production of radio and televigioograms to obtain a license for such businesses fhe SARFT or its provincial branches.
Entities with the License for Production and Operabf Radio and TV Programs must conduct theiiif®ess operations strictly in compliance
with the approved scope of
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production and operations and these entities (éxeglip and TV stations) must not produce radio B¥corograms regarding current political
news or similar subjects.

Guangzhou Huaduo holds an effective Licdas®roduction and Operation of Radio and TV Pangs, issued on October 8, 2011,
covering the production, reproduction and publmaf broadcasting plays, TV dramas, cartoons (ke production), special subjects,
special columns (excluding current political newasegiory) and entertainment programs.

Regulation on Internet Bulletin Board Services

On November 6, 2000, the MIIT promulgatied Administrative Measures on Internet Bulletin Bb&ervices, or BBS Measures, which
required commercial internet information serviceviders which provide bulletin boards, discussiorufns, chat rooms or similar services, or
BBS services, to obtain specific approval fromt¢benpetent telecommunications authorities. Commekirtiernet information service provide
are also required to conspicuously display theR li€ense numbers and the rules of the BBS andrmmisers of the possible legal liabilities
and consequences for posting improper commentsh&naotice issued by the MIIT in March 2001 furtepecified the qualifications and
requirements for approval of BBS services and ersigkd the principles of daily supervision on BB8/&es.

The above-stated administrative approvdiliag requirement for BBS was cancelled on Ju/y2@10.
Online Education Services

On July 5, 2000, the Ministry of Educatipmmulgated the Measures for the Administratioidficational Websites and Online Schools.
Accordingly, an entity that operates educationabsites and online schools is required to obtaiar@pproval from the competent
administrative educational authorities. Educatiomebsites are defined as institutions which esthldnline information databases by
collecting, editing and storing educational infotioa or establish online platform and search tdotseducational purposes, and which provide
public educational information to website visitorsusers through the internet or educational TWa@ta. These measures also include specific
provisions regarding the qualifications and proceddor obtaining the approval for operating ediocet websites. We currently offer some
education-related services on our platform and twnained approval from relevant authorities tovjpte online education content on
edu.YY.com and 100.com, on January 17, 2013 andadgri6, 2014, respectively.

Regulation on Advertising Business and ConditionsroForeign Investment

The SAIC is the primary governmental auitiyaegulating advertising activities in China. Réggions that apply to advertising business
primarily include:

. Advertisement Law of the People's Republic of Chpramulgated by the Standing Committee of the dweti People's Congre
on October 27, 1994 and effective since Februafy9®5;

. Administrative Regulations for Advertising, promatgd by the State Council on October 26, 1987 #edta/e since
December 1, 1987; and

. Implementation Rules for the Administrative Rigions for Advertising, promulgated by the Statau@cil on January 9, 1988
and amended on December 3, 1998, December 1, 2@08@ ember 30, 2004, respectively.

According to the above regulations, comeathat engage in advertising activities must @dtain, from the SAIC or its local branches, ¢
business license which specifically includes opegaan advertising business in its business schpenterprise engaging in advertising
business within the
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specifications in its business scope does not teeadply for an advertising operation license, pted that such enterprise is not a radio
station, television station, newspaper or magagin#isher or any other entity otherwise specifiedhie relevant laws or administrative
regulations. Enterprises conducting advertisingyiets without such a license may be subject togltges, including fines, confiscation of
advertising income and orders to cease advertgiegations. The business license of an advertsingpany is valid for the duration of its
existence, unless the license is suspended or eevilte to a violation of any relevant laws or raahs.

PRC advertising laws and regulations sghgecontent requirements for advertisements im&hncluding, among other things,
prohibitions on false or misleading content, sugdéré wording, socially destabilizing content ontent involving obscenities, superstition,
violence, discrimination or infringement of the fiabnterest. Advertisers, advertising agenciesl advertising distributors are required to
ensure that the content of the advertisementsgrepare or distribute is true and in complete céanple with applicable laws. In providing
advertising services, advertising operators anediding distributors must review the supportinguaiments provided by advertisers for
advertisements and verify that the content of theeetisements complies with applicable PRC lawsragdlations. Prior to distributing
advertisements that are subject to government cgimipoand approval, advertising distributors arkgaited to verify that such censorship has
been performed and approval has been obtainedatitinlof these regulations may result in penaltreduding fines, confiscation of
advertising income, orders to cease disseminafitinecadvertisements and orders to publish an #ideerent correcting the misleading
information. Where serious violations occur, thelGAr its local branches may revoke such offendieeshses or permits for their advertising
business operations.

Under the Administrative Regulations ondign-Invested Advertising Enterprises, promulgate®008, there is no longer any maximum
foreign shareholding percentage restriction apple#o foreign-invested advertising enterprisesweleer, foreign investors are required to
have at least three years prior experience of tipgran advertising business outside of China e thain business before receiving approval
to directly own a 100% interest in an advertisiognpany in China. Foreign investors with at least fwars prior experience of operating an
advertising business outside China as their masimiess are allowed to establish a joint venturé dimestic advertising enterprises to ope
an advertising business in China.

Intellectual Property Rights
Software Registratior

The State Council and the NCA have pronteld@arious rules and regulations and rules rejatirprotection of software in China.
According to these rules and regulations, softveavaers, licensees and transferees may registerritefs in software with the SCB or its
local branches and obtain software copyright regfisin certificates. Although such registratiomat mandatory under PRC law, software
owners, licensees and transferees are encouragedoough the registration process and registeoftvare rights may be entitled to better
protections. For the number of software programsvliich we had registered rights as of Decembe812, see "ltem 4. Information on the
Company—B. Business Overview—Intellectual Propérty.

Patents

The National People's Congress adopte@dtent Law of the People's Republic of China in4188d amended it in 1992, 2000 and 2008
respectively. A patentable invention, utility modeldesign must meet three conditions: noveltyeimiveness and practical applicability.
Patents cannot be granted for scientific discogerides and methods for intellectual activitiegtimods used to diagnose or treat diseases,
animal and plant breeds or substances obtainedelaysnof nuclear transformation. The
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Patent Office under the State Intellectual Prop®ftfjce is responsible for receiving, examining approving patent applications. A patent is
valid for a twenty-year term for an invention antba-year term for a utility model or design, stagtfrom the application date. Except under
certain specific circumstances provided by law, #rind party user must obtain consent or a projpgense from the patent owner to use the
patent, or else the use will constitute an infringat of the rights of the patent holder. For theber of patents we had and the number of
patent applications we made as of December 31,,28E2"Item 4. Information on the Company—B. Busin®verview—Intellectual
Property."

Copyright Law

The Copyright Law of the People's Repubfi€hina, promulgated in 1990 and amended in 20@12810, or the Copyright Law, and its
related implementing regulations, promulgated i628nd amended in 2013, are the principal lawsragdlations governing the copyright
related matters. The amended Copyright law coveesniet activities, products disseminated oveiiriternet and software products, among the
subjects entitled to copyright protections. Regtédn of copyright is voluntary, and is administ@tby the China Copyright Protection Center.

To further clarify some key internet coyri issues, on November 26, 2012, the PRC Supremgl®>s Court promulgated the Regulatior
on Several Issues Concerning Applicable Laws oal Bfi Civil Disputes over the Infringement of Infoation Network Transmission Right, or
the 2013 Regulation. The 2013 Regulation took éfieclanuary 1, 2013, and replaced the Interpogtaion Some Issues Concerning
Applicable Laws for Trial of Disputes over Interr@bpyright that was initially adopted in 2000 amtbsequently amended in 2004 and 2006.
Under the 2013 Regulation, where an internet infirom service provider work in cooperation with@thto jointly provide works,
performances, audio and video products of whichrititg holders have information network transmissgiight, such behavior will constitute
joint infringement of third parties’ informationtmerk transmission right, and the PRC court shadko such internet information servi
provider to assume join liability for such infrirgent. If an internet information service providangrove that it has only provided network
services through automatic access, automatic tigsgm, data storage space, search functions, ldfdiment sharing technology, etc., and
thereby argues that it has not been involved inadieged joint infringement, the PRC court shaibifin favor of such internet information
service provider. If an internet information seevigrovider fails to delete, block, disconnect d&etather necessary measures, or if it provides
technological support or other aid when it knowsloould have known of the network user's infringetoa the information network
transmission right, the PRC court shall find thattsaid constitutes contributory infringement. HRC court shall determine whether an
internet information service provider is liable fvetting or contributory infringement accordingtsfindings on the degree of fault of the
internet information service provider. The faulttbé internet information service provider is detegred according to various criteria, including
situations where such provider knew or should Han@vn of the network user's infringement againgttparty's information network
transmission right. If an internet information seevprovider can prove it has adopted fairly reabda and effective technological measures,
and yet still finds it difficult to discover infrgement against information network transmissiordcated by the network user, the PRC court
shall find such provider to be not at fault. Whareinternet information service provider promotepudar video and films through setting up a
list, directory, index, descriptive paragraph, fing or other means of recommendation, and theipahbih download, browse or acquire them
through other methods directly from the internébimation service provider's webpage, the PRC awmiat find that such provider knew of the
network user's infringement on the information ratwtransmission right of others.

Under the Copyright Law and its implemeiatatules, anyone infringing upon the copyrightotifers is subject to various civil liabilitie
which include stopping the infringement, eliminatitne
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damages, apologizing to the copyright owners amapemsating the copyright owners for such ownets'ah@nd other losses resulting from
such infringement. If the actual loss of the coglitiowner is difficult to calculate, the income ea®d by the offender as a result of the
copyright infringement shall be deemed to be thieaddoss; or if such income is in itself difficuti calculate, the relevant PRC court may
decide the amount of the actual loss up to RMB3IDfor each infringement.

To address the problem of copyright infangent related to content posted or transmittedhernternet, the PRC National Copyright
Administration and MIIT jointly promulgated the Maaes for Administrative Protection of Copyrightl&®ed to Internet on April 29, 2005.
These measures, which became effective on May@®1h,apply to acts of automatically providing seed such as uploading, storing, linking
or searching works, audio or video products, oeptontents through the internet based on theuictsbns of internet users who publish
contents on the internet, or the Internet Conteaviflers, without editing, amending or selecting atored or transmitted content. When
imposing administrative penalties upon the act wirdringes upon any users' right of communicatimough information networks, the
Measures for Imposing Copyright Administrative F&as, promulgated in 2009, shall be applied.

Where a copyright holder finds that ceriaternet content infringes upon its copyright aetds a notice to the relevant internet
information service operator, the relevant inteinfirmation service operator is required to (inediately take measures to remove the
relevant contents, and (ii) retain all infringemantices for six months and to record the contigplay time and IP addresses or the domain
names related to the infringement for 60 days. rAdtey content is removed by an internet informaservice operator according to the notice
of a copyright holder, the content provider mayid®la counter-notice to both the internet inforimatservice operator and the copyright
holder, stating that the removed content doesniohge upon the copyright of other parties. Aftiee delivery of such counter-notice, the
internet information service operator may immedyateinstate the removed contents and shall nat &éministrative legal liability for such
reinstatement.

An internet information service operatoryniie subject to cease-adésist orders and other administrative penaltieb a8 confiscation
illegal income and fines, if it is clearly awareatopyright infringement through the internetaithough not aware of such infringement, it
fails to take measures to remove relevant contgoh weceipt of the copyright owner's notice ofimflement and, as a result, damages public
interests. Where there is no evidence to indidaedn internet information service operator isudleaware of the existence of copyright
infringement, or the internet information servigeecator has taken measures to remove relevantrientpon receipt of the copyright owner's
notice, the internet information service providealsnot bear the relevant administrative legdilies.

On May 18, 2006, the State Council isstnedRrotection of the Right of Communication throligiormation Network, which took effect
on July 1, 2006 and amended on January 30, 201derthis regulation, an internet information seevicovider may be exempt from
indemnification liabilities under the following cumstances:

. any internet information service provider that pdes automatic internet access service upon inginsfrom its users or
provides automatic transmission service for woplesformances and audio-visual products providedsbysers are not required
to assume indemnification liabilities if (a) it hast chosen or altered the transmitted works, perémce and audio-visual
products and (b) it provides such works, perfornearemd audio-visual products to the designated @s®l prevents any person
other than such designated users from obtainingsacc

. any internet information service provider that, fiee sake of improving network transmission efficig, automatically stores a

provides to its own users the relevant works, perémces and audio-visual products obtained fromatingr internet
information service providers, are
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not required to assume the indemnification lialleiitif (a) it has not altered any of the works fpenance or audio-visual
products that are automatically stored; (b) it hasaffected such original internet informationvseg provider in holding the
information about where the users obtain the refewmrks, performance and audio-visual productd; @y when the original
internet information service provider revises, tedeor shields the works, performances and audigaVviproducts, it will
automatically revise, delete or shield the same.

. any internet information service provider that pdes its users with information memory space fahsusers to provide the
works, performances and audio-visual products éaggmeral public via an informational network aog¢ required to assume the
indemnification liabilities if (a) it clearly indates that the information memory space is providdtie users and publicizes its
own name, contact person and web address; (b} ihdtaaltered the works, performance and audioavigroducts that are
provided by the users; (c) it is not aware of a ha reason to know that the works, performancdsaadio-visual products
provided by the users infringe upon the copyrigitsthers; (d) it has not directly derived any emmic benefit from the
providing of the works, performances and audio-®iguroducts by its users; and (e) after receivimgtice from the copyright
holder, it promptly deletes the allegedly infringiworks, performances and audio-visual productsyant to the relevant
regulation.

Since 2005, the NCA, together with certatimer PRC governmental authorities, have jointiynizhed annual campaigns specifically ai
to crack down on internet copyright infringementigiracy in China; these campaigns normally lastticee to four months every year.
According to the Notice of 2010 Campaign to Crackud on Internet Infringement and Piracy promulgdigdhe NCA, the Ministry of Publi
Security and the MIIT on July 19, 2010, the 2016paign mainly targeted internet audio and videgpms, literature websites, online
games, animation, software and art works relateshnghai World Expo and Guangzhou Asian Gamesn®tite 2010 campaign, starting
from late July to the end of October 2010, the llbcanches of NCA focused on popular movies andsékies, newly published books, online
games and animation, music and software and vaillegal activities, including, for example, illelgaploading or transmission of a thirty
party's works without proper license or permissgaies of pirated audio-video and software throeqglommerce platforms, providing search
links, information storage, web hosting or interaetess services for third parties engaging in igpyinfringement or piracy of copyrighted
works and the infringement by use of mobile melfiserious cases, the operating permits of the ilesbengaging illegal activities were
revoked, and such websites were ordered to shubdow

We have adopted measures to mitigate cgiplyimfringement risks. For instance, we have distadd a routine reporting and registration
system that is updated on a monthly basis, andegine performers, channel owners and users tcomdkdge and agree that (a) they would
not perform or upload copyrighted content withordpger authorization and (b) that they will indenynifs for any relevant copyright
infringement claims in relation to their activitiea our platform.

If, despite these precautions, such proeediail to effectively prevent unauthorized pogtor use of copyrighted content or the
infringement of other third party rights on YY diatm, and the PRC courts find that certain safétiaexemptions under PRC laws are not
applicable to us because, for instance, a coutsfihat we knew or should have known about suemgdgment or that we have directly deri\
economic benefits from allowing such infringemecti\aties on our platform, we may be held jointiydaseverally liable with the performers,
channel owners or other infringement parties inslaitg initiated by the relevant third party cop¥titnolders or authorized users. Moreover, wi
may be held directly liable for the infringementigities of such performers or channel owners onpatform, if the PRC courts view them as
our employees or agents, deem us to have contesltbeir activities on our platform and the contitvety upload or otherwise make available
on our platform, and determine that we have knolyingloaded such infringing contents on our platfoSee "D. Risk FactorsRisks Relate
to Our Business—We may be subject to intellectuaperty
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infringement claims or other allegations, which ldoesult in our payment of substantial damagesalties and fines, removal of relevant
content from our website or seeking license arrareggs which may not be available on commercialhsomable terms."

Domain Name

In September 2002, the CNNIC issued thddmpnting Rules for Domain Name Registration sgtforth detailed rules for registration
domain names. On November 5, 2004, the MIIT proiueld the Measures for Administration of Domain Naroe the Chinese Internet, or:
Domain Name Measures. The Domain Name Measuretatedbe registration of domain names, such aidtdier domain name ".cn."” In
February 2006, the CNNIC issued the Measures ondimiame Dispute Resolution and relevant implemgntiles, pursuant to which the
CNNIC can authorize a domain name dispute resalutistitution to decide disputes. For the numbetiarhain names we registered as of
December 31, 2012, see "ltem 4. Information onrGbmpany—B. Business Overview—Intellectual Propérty.

Trademark

The PRC Trademark Law, adopted in 1982amndnded in 1993 and 2001, with its implementatidesradopted in 2002, protects
registered trademarks. The Trademark Office ofSA&C handles trademark registrations and grant®gegtion term of ten years to registered
trademarks. Trademark license agreements muslelgieviith the Trademark Office for record. For thember of trademarks we had and
trademark applications we had made as of Decenthe2@® 3, see "ltem 4. Information on the Company-B@siness Overview—Intellectual
Property."

Internet Infringement

On December 26, 2009, the Standing ComendfeNational People's Congress promulgated thellaaw of the People's Republic of
China, or the Tort Law, which became effective oly 1, 2010. Under the Tort Law, an internet useaminternet service provider that
infringes upon the civil rights or interests of etk through using the internet assumes tort ligbili an internet user infringes upon the civil
rights or interests of another through using theriret, the person being infringed upon has th# t notify and request the internet service
provider whose internet services are facilitating infringement to take necessary measures ingdutiim deletion, blocking or disconnection of
an internet link. If, after being notified, the@nhet service provider fails to take necessary oreasn a timely manner to end the infringement
it will be jointly and severally liable for any aididnal harm caused by its failure to act. Accogiin the Tort Law, civil rights and interests
include the personal rights and rights of propestich as the right to life, right to health, righthame, right to reputation, right to honor, right
of portraiture, right of privacy, right of maritautonomy, right of guardianship, right to ownershight to usufruct, right to security interests,
copyright, patent right, exclusive right to usedranarks, right to discovery, right to equity inteeand right of heritage, among others.

Regulation of Internet Content

The PRC government has promulgated measeilag to internet content through a numberafegnmental agencies, including the
MIIT, the MOC and the GAPP. These measures spatlifiprohibit internet activities, such as the @i#m of online games, that result in the
publication of any content which is found to confamong others, propagate obscenity, gamblingobence, instigate crimes, undermine
public morality or the cultural traditions of th&kE, or compromise state security or secrets. IfZ&hlicense holder violates these measures, i
ICP license may be revoked and its websites mahbedown by the relevant government agencies.
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Moreover, according to the Notice on therkMaf Purification of Online Games jointly issued the MOC, the MIIT and other
governmental authorities in June 2005, online gam&hina are required to be registered and filedadtware products in accordance with the
Administrative Measures on Software Products, pigated in 2000. In addition, pursuant to the NotioeEnhancing the Content Review
Work of Online Game Products promulgated by the M®€004, imported online games are subject toerdnieview by the MOC prior to
being offered to Chinese internet users.

Information Security and Censorship

Internet content in China is regulated eesiricted from a state security standpoint. Théddal People's Congress, China's national
legislative body, enacted the Decisions on the kaiance of Internet Security on December 28, 20@Q,may subject persons to criminal
liabilities in China for any attempt to: (i) gaimproper entry to a computer or system of strategportance; (i) disseminate politically
disruptive information; (iii) leak state secrets) (Spread false commercial information or (v) inffe upon intellectual property rights.

In 1997, the Ministry of Public Securitgiged the Administration Measures on the Securitydetion of Computer Information Network
with Internationally Connections, which prohibitng the internet in ways which, among others, fteisuh leakage of state secrets or a spread
of socially destabilizing content. The Ministry Béiblic Security has supervision and inspection pevrethis regard, and relevant local seci
bureaus may also have jurisdiction. If an ICP Iggeholder violates these measures, the PRC govatnmay revoke its ICP license and shut
down its websites.

On December 28, 2012, the Standing Comendfehe National People's Congress reiteratedaaterules on the protection of internet
information by issuing the Decision on Strengthgrtime Protection of Network Information, or the 2@ecision. The 2012 Decision distinc
clarified certain relevant obligations of the imtet information service provider. For example, 2042 Decision specifies that the internet
information service provider should take relevauohhical measures and other necessary actionsvergrthe leakage, damage or loss of eacl
user's personal information collected in the ind¢information service provider's operation acidgt and shall take remedial measures when
the leakage, damage or loss of the citizen's patsoformation occurs or may possibly occur. Ortadiscovers any transmission or disclosure
of information prohibited by the relevant laws ardulations, the internet information service pdavishall stop transmission of such
information, take measures such as eliminationpikeerelevant record, and reporting to relevanharities.

To comply with the above laws and regulaiove have established an internet informationritgadepartment to implement measures ot
information filtering. For example, we have adopéedbice monitor system, and installed on our platfvarious alerts on sensitive words or
abnormal activities of users, channels or groups.a&l§o have a dedicated team that maintainso24-surveillance on the information postec
our platform, with different categories for monitag purposes, according to subject and contenth¥lve also established and follow a strict
review process and storage system of relevantdeamshich, in combination with various informatioecsrity measures, have effectively
prevented the public dissemination of statutonhjiibed information through our websites in thetpsiée intend to continue to further update
our measurements and system and work closely gfi@ivant authorities to avoid any violation of redlavlaws and regulations in the future.

Privacy Protection

PRC laws and regulations do not prohili#tinet content providers from collecting and anialyzheir users' personal information if
appropriate authorizations are obtained. We requirausers to accept a user agreement wherebyagireg to provide certain personal
information to us. PRC laws
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and regulations prohibit internet content provideos disclosing any information transmitted by nsstirough their networks to any third
parties without their authorization unless otheenpgrmitted by law. If an internet content providiedates these regulations, the MIIT or its
local bureaus may impose penalties and the inteorgent provider may be liable for damages catséd users.

Regulation of Foreign Currency Exchange and Divided Distribution

Foreign Currency Exchange. The core regulations governing foreign curreexghange in China are the Foreign Exchange
Administration Regulations, as amended in Augu§i820r the FEA Regulations. Under the FEA Regutetjicthe Renminbi is freely
convertible for current account items, including thistribution of dividends, interest paymentsgéraand service-related foreign exchange
transactions, but not for capital account itemshsas direct investments, loans, repatriation eéstiments and investments in securities outsic
of China, unless the prior approval of the SAFBhitained and prior registration with the SAFE isdsmaOn August 29, 2008, SAFE
promulgated Circular 142 to regulate the conversitforeign currency into Renminbi by a foreign-ested enterprise by restricting the ways
in which the converted Renminbi may be used. Cacli#i2 stipulates that the registered capitalfof@ign-invested enterprise that has been
settled in Renminbi converted from foreign curresainay only be used for purposes within the busieespe approved by the applicable
governmental authority and cannot be used for gguvestments within the PRC. Meanwhile, the SARErgthened its oversight of the flow
and use of the registered capital of a foreign-gtee enterprise settled in Renminbi converted ffomign currencies. The use of such
Renminbi capital may not be changed without the E&Rpproval, and may not in any case be repayafdnminbi loans if the proceeds of
such loans have not been used. Violations of Gircld2 may lead to severe penalties including héaeg. As a result, Circular 142 may
significantly limit our ability to transfer the nptoceeds from our initial public offering to ouher PRC subsidiaries through Beijing Huanju
Shidai, our wholly owned subsidiary in China, ahds may adversely affect our business expansi@hina. We may not be able to convert
the net proceeds into Renminbi to invest in or &egany other PRC companies, or establish othesViEhe PRC.

Dividend Distribution. The Foreign Investment Enterprise Law, promtgidan 1986 and amended in 2000, and the Admitigtra
Rules under the Foreign Investment Enterprise lpramulgated in 2001, are the key regulations gdagrdistribution of dividends of foreign-
invested enterprises.

Under these regulations, a wholly foreigweisted enterprise in China, or a WFOE, may paigeinds only out of its accumulated profits,
if any, determined in accordance with PRC accogrgtandards and regulations. In addition, a WFQEdqsired to allocate at least 10% of its
accumulated profits each year, if any, to statuteserve funds unless its reserves have reachedb0% registered capital of the enterprises.
These reserves are not distributable as cash did&gdd he proportional ratio for withdrawal of redsrand welfare funds for employees sha
determined at the discretion of the WFOE. Profita 89/FOE shall not be distributed before the losheseof before the previous accounting
years have been made up. Any undistributed proffitfe previous accounting years may be distribtagdther with the distributable profit f
the current accounting year.

Circular 75. The SAFE issued Circular on Several Issueseamireg Foreign Exchange Administration for DomeR@asidents to
Engage in Financing and in Return Investments wiar€eas Special Purpose Companies, or Circula?7Bamn October 21, 2005, which
became effective on November 1, 2005. Under Circiha prior registration with the local SAFE brarishiequired for PRC residents to
establish or to control an offshore company forghgposes of financing that offshore company witkeds or equity interests in an onshore
enterprise located in the PRC. An amendment tetegion or filing with the local SAFE branch bycbkuPRC resident is also required for the
injection of equity interests or assets of an onslemterprise in the offshore company or
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overseas funds raised by such offshore compargnyother material change involving a change inceatal of the offshore company.

Circular 75 applies retroactively. PRC desits who have established or acquired controffehore companies that have made onshore
investments in the PRC in the past were requirexbtoplete the relevant registration procedures thighlocal SAFE branch by March 31,
2006. Under the relevant rules, failure to compithwthe registration procedures set forth in Ciacil5 may lead to restrictions being imposed
on the foreign exchange activities of the relexarghore company, including the increase of itssteged capital, the payment of dividends an
other distributions to its offshore parent or &ifié¢ and the capital inflow from the offshore gntidnd may also subject relevant PRC residents
to penalties under PRC foreign exchange administraegulations. PRC residents who control our camypfrom time to time are required to
register with the SAFE in relation to their investmbs in us.

We have completed the foreign exchangesteegion of PRC resident shareholders of Guangthmduo, as required by Circular 75, for
our financings that were completed before the dr2D@0. The Circular 75 registration in relationthe issuance of common shares to Tiger
Global Six YY Holdings was completed on Februarg®]2.

Stock Option Rules. The Administration Measures on Individual FgreExchange Control were promulgated by the PBOC on
December 25, 2006, and their Implementation Rigssied by the SAFE on January 5, 2007, becametigffean February 1, 2007. Under
these regulations, all foreign exchange matterslugd in employee stock ownership plans and st@tioo plans participated in by onshore
individuals, among others, require approval from SAFE or its authorized branch. Furthermore, thédds on Issues concerning the Foreign
Exchange Administration for Domestic IndividualgtRapating in Stock Incentive Plans of OverseablRly-Listed Companies, or the Stock
Option Rules, were promulgated by SAFE on Febrd&rn2012, that replaced the Application Procedafdsoreign Exchange Administration
for Domestic Individuals Participating in Employ8tock Ownership Plans or Stock Option Plans of €eas Publicly-Listed Companies
issued by SAFE on March 28, 2007. Pursuant to thekSOption Rules, PRC residents who are grantadestor stock options by companies
listed on overseas stock exchanges based on ttleist@ntive plans are required to register witH-&4or its local branches, and PRC resid
participating in the stock incentive plans of oeas listed companies shall retain a qualified P&&ha which could be a PRC subsidiary of
such overseas publicly-listed company or anothatified institution selected by such PRC subsidigmyconduct the SAFE registration and
other procedures with respect to the stock incerilans on behalf of these participants. Suchqipatints must also retain an overseas entri
institution to handle matters in connection withkitrexercise of stock options, purchase and sat®wésponding stocks or interests, and fund
transfer. In addition, the PRC agents are requoeamend the SAFE registration with respect tostioek incentive plan if there is any material
change to the stock incentive plan, the PRC agmrttse overseas entrusted institution or other natehanges. The PRC agents shall, on
behalf of the PRC residents who have the righktryase the employee share options, apply to SARE docal branches for an annual quota
for the payment of foreign currencies in connectioth the PRC residents' exercise of the employegesoptions. The foreign exchange
proceeds received by the PRC residents from tleeadahares under the stock incentive plans graantddlividends distributed by the overseas
listed companies must be remitted into the bankwais in the PRC opened by the PRC agents befsirdbdition to such PRC residents. In
addition, the PRC agents shall file each quarterfahm for record-filing of information of the Dorséc Individuals Participating in the Stock
Incentive Plans of Overseas Listed Companies WitRESor its local branches.

We and our PRC citizen employees who haenlgranted share options, restricted sharestoicted share units, or PRC optionees, are
subject to the Stock Option Rules. If we or our Rép@onees fail to comply with the Individual FagriExchange Rule and the Stock Option
Rules, we
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and/or our PRC optionees may be subject to findsottmer legal sanctions. See "D. Risk Factors—Riisted to Doing Business in China—
PRC regulations relating to offshore investmeniviids by PRC residents may limit our PRC subsids ability to increase their registered
capital or distribute profits to us or otherwisgpese us to liability and penalties under PRC law."

In addition, the State Administration faax&tion has issued circulars concerning employasesbptions, under which our employees
working in the PRC who exercise share options bélsubject to PRC individual income tax. Our PRBsaliaries have obligations to file
documents related to employee share options wigvaat tax authorities and to withhold individuatome taxes of those employees who
exercise their share options. If our employeestéggay or if we fail to withhold their income taxas required by relevant laws and regulati
we may face sanctions imposed by the PRC tax atidsor other PRC government authorities.

Regulation on Tax
PRC Enterprise Income Ta

The PRC enterprise income tax is calculhgesikd on the taxable income determined undermpiblecable EIT Law and its implementation
rules. On March 16, 2007, the National People'sg@ess of China enacted the New EIT Law, which bexaffective on January 1, 2008. On
December 6, 2007, the State Council promulgateéhtpéementation rules to the New EIT Law, whichcatecame effective on January 1,
2008. The New EIT Law imposes a uniform enterpingeme tax rate of 25% on all resident enterpriséshina, including foreign-invested
enterprises and domestic enterprises, unless tredifygfor certain exceptions, and terminates nudshe tax exemptions, reductions and
preferential treatment available under the previasdaws and regulations. According to the New E&lv and relevant regulations, subject to
the approval of competent tax authorities, the imedax of an enterprise that has been determinbd #ohigh and new technology enterprise
shall be reduced to a preferential rate of 15%.

Moreover, under the New EIT Law, entergiseganized under the laws of jurisdictions outithina with their "de facto management
bodies" located within China may be considered P&tlent enterprises and are therefore subjedR@ éhterprise income tax at the rate of
25% on their worldwide income.

Although we do not believe that our compahguld be treated as a PRC resident enterprigeRa@r tax purposes, substantial uncertainty
exists as to whether we will be deemed to be sydhdrelevant authorities. In the event that weeansidered a PRC resident enterprise, we
would be subject to the PRC enterprise income téxearate of 25% on our worldwide income. SeeRiBk Factors—Risks Related to Doing
Business in China—Under the PRC enterprise inc@xdaiv, we may be classified as a PRC "residemrprise," which could result in
unfavorable tax consequences to us and our shdmBand have a material adverse effect on oultsesfoperations and the value of your
investment."

In addition, although the New EIT Law prdes that dividend income between "qualified residenerprises” is exempted income, anc
Implementation Rules refer to "qualified residemtegprises” as enterprises with "direct equityriest’, it is unclear whether dividends we
receive from our PRC subsidiaries are eligiblesfogemption.
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PRC Business Ta

Pursuant to applicable PRC tax regulatiang,entity or individual conducting business ia #ervice industry is generally required to pay
a business tax at the rate of 5% on the revenuerated from providing services prescribed in tioeesaid regulations, transferring intangible
assets or selling immovable properties. Howeveheafservices provided are related to technologgld@ment and transfer, such business tax
may be exempted with approvals from the competenatthorities. Before the VAT Pilot Program, rewes from online game operating
business is subject to business tax at a rate adr8¥selevant surcharges based on 12% of the lassiar paid.

Value Added Tax

On January 1, 2012, the State AdministratibTaxation officially launched a pilot value attitax ("VAT") reform program ("Pilot
Program"), applicable to businesses in selectedsinigs. Taxable income derived from the businesstf®e Pilot Program is subject to VAT in
lieu of business tax. The Pilot Program initialppéed only to transportation industry and "modsenvice industries” ("Pilot Industries") in
Shanghai in 2011 and expanded to eight trial reg{orcluding Beijing and Guangdong province) antiamide progressively from August to
December 2012. The Pilot Industries in Shanghdiided industries involving the leasing of tangibievable property, transportation services
research and development and technical servidesiriation technology services, cultural and creaservices, logistics and ancillary servic
certification and consulting services. Revenuesgird by advertising services, a type of "cultaral creative services", are subject to the
VAT tax rate of 6%. According to official announcents made by competent authorities in Beijing andrigdong province, Beijing launched
the same Pilot Program on September 1, 2012, aad@&ong province launched it on November 1, 201 2ddition, the Supplementary
Notice on Several Tax Policies in Relation to tltef® of VAT-able and Other Matters in the Transportation aglé@ed Modern Service
Sectors under the VAT Reform Pilot Program, Cai$R0i2] No. 86, or Circular 86, which was issuediecember 2012, further defines the
application scope of relevant industries and spescthat, starting from December 1, 2012, webgitration services provided by website
owners for non-self-owned online games are taxéthéarmation System Services," and therefore wall be subject to the VAT tax rate as
6%. Going forward, in Guangdong province, we wélghe pilot VAT instead of business taxes for advertising activities, operating servi
for online games not owned by us and for any oplaets of our business that are deemed by the cemipgtite tax authorities to be in the s«
of the Pilot Industries.

Cultural Development Fee

According to applicable PRC tax regulationsules, advertising service providers are gdiyeraguired to pay a cultural development fee
at the rate of 3% on the revenues (a) which arergéed from providing advertising services andwbich are also subject to VAT after the
VAT reform program.

Dividends Withholding Tax

Under the Old EIT Law that was effectivéopto January 1, 2008, dividends paid to foreigvestors by foreigimavested enterprises, st
as dividends paid to us by Beijing Huanju ShidaGaiangzhou Huanju Shidai, our PRC subsidiariesewgempt from PRC withholding tax.
We are a Cayman Islands holding company and suiatgmll of our income may come from dividends veeeive from our subsidiaries
located in the PRC. Pursuant to the New EIT Lawitsuplementation rules, dividends generatedrdfémuary 1, 2008 and distributed to us
by our PRC subsidiaries are subject to withholdagat a rate of 10%.

As uncertainties remain regarding the jmtetation and implementation of the New EIT Law #dmplementation rules, we cannot
assure you that, if we are deemed a PRC residésrpeise, any dividends to be distributed by usuononPRC shareholders and ADS hold
would not be subject
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to any PRC withholding tax. See "D. Risk FactorsskRiRelated to Doing Business in China—Under th€ BRterprise income tax law, we
may be classified as a PRC "resident enterpriski¢wcould result in unfavorable tax consequencesstand our shareholders and have a
material adverse effect on our results of operatamd the value of your investment.”

Labor Laws and Social Insurance
The principle laws that govern employmerdude:

. Labor Law of the People's Republic of China, pragated by the Standing Committee of the NationapRes Congress on
July 5, 1994, effective since January 1, 1995 andraled on August 27, 2009; and

. Labor Contract Law of the People's Republic bina, promulgated by the Standing Committee ofNh#onal People's
Congress on June 29, 2007 and effective since datuda008.

According to the Labor Law and Labor Coatiaaw, employers must execute written labor cangravith full-time employees. All
employers must compensate their employees with svageal to at least the local minimum wage starsdakiil employers are required to
establish a system for labor safety and sanitasivittly comply with state rules and standards pravide employees with workplace safety
training. Violations of the PRC Labor Contract Land the PRC Labor Law may result in the impositibfines and other administrative
penalties. For serious violations, criminal lialyilimay arise.

In addition, employers in China are requite provide employees with welfare schemes coggpansion insurance, unemployment
insurance, maternity insurance, work-related injagurance, medical insurance and housing funds.

We have caused all of our full-time empley¢o enter into written labor contracts with ud have provided and currently provide our
employees with the proper welfare and employmenebis.

New M&A Regulations and Overseas Listings

On August 8, 2006, six PRC governmentahaigs jointly promulgated the Regulations on Mesgard Acquisitions of Domestic
Enterprises by Foreign Investors, or the New M&A&Rwhich became effective on September 8, 2006.Néw M&A Rule requires offshore
special purpose vehicles formed to pursue ovelggaam of equity interests in PRC companies anaticdled directly or indirectly by PRC
companies or individuals to obtain the approvahef Chinese Securities Regulatory Commission,®Q8RC, prior to the listing and trading
of such special purpose vehicle's securities orstagk exchange overseas.

The application of the M&A Rules remainglgar. Based on the understanding on the curreGtiB®s, rules and regulations and the
M&A Rules of our PRC Legal Counsel, Fangda Partraisr approval from the CSRC is not required urtle M&A Rules for the listing an
trading of our ADSs on the Nasdaq Global Marketose (a) our PRC subsidiaries, Beijing Huanju Shi@aangzhou Huanju Shidai and
Zhuhai Huanju Shidai, are foreignvested enterprises established by foreign engagmr(b) we did not acquire any equity interesagaets of
PRC domestic company owned by PRC companies arithdils as defined under the M&A Rules, and (cydhe no provision that clearly
classifies the contractual arrangements among B@ $ubsidiary, Beijing Huanju Shidai, our PRC cdiasded affiliated entities and their
shareholders as a transaction regulated by the MR&kes. However, as there has been no official pmé&tation or clarification of the M&A
Rules, there is uncertainty as to how this regohatiill be interpreted or implemented.

Considering the uncertainties that exishwéspect to the issuance of new laws, regulatiomsterpretation and implementing rules, the
opinion of Fangda Partners, summarized above bigsuto change. If the CSRC or another PRC regulagency subsequently determines
that prior CSRC approval was required, we may fagelatory actions or other sanctions from the C®RGther PRC regulatory agencies.
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C. Organizational Structure

The following diagram illustrates our corate structure:
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Formerly known as Zhuhai Duowan Technology Companyited.

Formerly known as Duowan Entertainment Informafi@chnology (Beijing) Company Limited.

Beijing Tuda is our PRC consolidated affiliatedigntMr. David Xueling Li, our co-founder, chief egutive officer and director,
Mr. Tony Bin Zhao, our director and chairman of technology committee, and Mr. Jin Cao, the geneaaiager of our website
department, own 97.7%, 1.5% and 0.8% of Beijingalsi@quity interests, respectively.

Guangzhou Huaduo is our PRC consolidatedat#il entity. Mr. Jun Lei, our co-founder and chr&in, Mr. David Xueling Li,

Mr. Tony Bin Zhao, Mr. Jin Cao and Beijing Tuda oaproximately 0.44%, 0.5%, 0.04%, 0.02% and 99%0%uangzhou Huaduo's
equity interests, respectively.
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D. Property and Equipment

Our principal executive offices are locatedpremises comprising approximately 10,300 sgoeeters in Guangzhou, China. This facility
currently accommodates our management headquaptersipal development, engineering, sales and ataryf, human resources and
administrative activities. The lease for this Guargu facility expires in 2015. We also have a bhaoffice in Beijing focusing on research and
development, a branch office in Zhuhai focusinggames related businesses, and a representatige wffShanghai that handles advertising-
related matters. We lease these relatively smathpes under lease agreements from unrelatedphitits, and we plan to renew these lease:
from time to time as needed.

Our servers are hosted in leased interaat cknters in different geographic regions in @hirhe data centers in our network are owned
and maintained for us by major domestic internét danter providers. We typically enter into legsimd hosting service agreements that are
renewable annually.

We believe that our existing facilities ateficient for our current needs and we will ohtadequate facilities, principally through leasing,
to accommodate our future expansion plans.

See footnotes 9 and 10 to our financidakstants for further information about our propenty equipment and intangible assets.
ITEM 4A. UNRESOLVED STAFF COMMENTS

None.
ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSP ECTS

You should read the following discussion and anglgsour financial condition and results of opaoais in conjunction with our
consolidated financial statements and the relate@sincluded elsewhere in this annual report. Tigsussion contains forward-looking
statements that involve risks and uncertainties. &xtual results and the timing of selected eventdd differ materially from those anticipat
in these forward-looking statements as a resultasfous factors, including those set forth undeiskRFactors" and elsewhere in this annual
report.

A. Operating Results

Overview

We derive our revenues primarily from IVASBd online advertising. We derived 72.7%, 85.7% $h@0% of our total net revenues from
IVAS in 2011, 2012 and 2013, respectively, withioaladvertising accounting for the remainder of mwenues. Revenues from IVAS are
primarily generated through online music and eaterbhent, online games and other services on otfiopta Online advertising revenues are
primarily generated from sales of different fornfiadvertising on Duowan.com and YY Client. We exgedaerive an increasing portion of
our revenues from IVAS in the future. This trendyrpase new challenges to us, including, for exanthke need to develop more popular
products and services in response to user demahthameed to recruit and retain talented persdionééchnology and product development
purposes. IVAS revenues depend on the growth ai@mhusic and entertainment, the popularity ofdhline games on our platform and the
growth of other types of channels or activitiesdrich IVAS are available.

We began our operations in 2005 by laurgRinowan.com, a popular online web portal hostiamng media content. We have grown
significantly in recent years, developing and idtroing YY Client in 2008 and making YY Client axable for mobile users through Mobile
YY in September 2010. Our total net revenues irsgddrom RMB319.7 million in 2011 to RMB820.0 milfi in 2012
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and to RMB1,823.5 million (US$301.2 million) in 2B1We had a net loss of RMB83.2 million in 2011d&m2012 and 2013, we had a net
income of RMB89.2 million and RMB477.7 million (U%8.9 million), respectively.

Discussion of Selected Statements of Operations rits
Revenue:

In the years ended December 31, 2011, 28812013, we had derived our revenues from IVASarithe advertising. Our IVAS
revenues are primarily comprised of revenues filoenplaying users of online music and entertainntenine games and, to a lesser degree, ol
membership subscriptions and live game broadcasiingonline advertising revenues primarily conefstevenues from the sale of online
advertising in various formats primarily on Duowam and YY Client. We expect that in the futureisathe case in 2013, an increasing
portion of our revenues will be derived from nonvgal VAS revenues, including revenues from in-chanimaual items sold on our platform,
such as virtual flowers and gifts for use in vasahannels, as well as other online products amnicss.

The following table sets forth the prindipamponents of our total net revenues by amoudtaama percentage of our total net revenue
the periods presented.

For the Year Ended December 31

2011 2012 2013
% of % of % of
total net total net total net
RMB revenues RMB revenues RMB US$ revenues
(in thousands, except for percentage:
Total net
revenues: (1)
IVAS:
Online music
and
entertainme 52,85« 16.5 286,44t 34.¢ 852,88! 140,88 46.€
Online game:! 165,93. 51.¢ 332,28 40.5 602,11: 99,46: 33.C
Others 13,58¢ 4.3 83,65¢ 10.2 205,21 33,89¢ 11.2
Online
advertising 87,27¢ 27.¢  117,64: 14.4 163,26( 26,96¢ 9.C
Total 319,65! 100.C  820,03: 100.C 1,823,461 301,21° 100.C

(1) Revenues are presented net of rebates and disc

IVAS revenues. We generate IVAS revenues from (i) the saleés-@hannel virtual items used on our online masid entertainment
channels, (ii) the sales of in-game virtual iterasdifor games developed by us or by third pariefeurevenue-sharing arrangements on our
platform and (iii) other revenues, including mengbép subscription fees and in-channel virtual iterssd for live game broadcasting. Users
access channels and play online games free of ghlang are charged for purchases of virtual items.

The most significant factors that direcffect our IVAS revenues include the increase enrtbmber of our paying users and ARPU:

. The number of paying usersdiWe had approximately 1.4 million, 2.4 million aB@® million paying users in 2011, 2012 and
2013, respectively. We calculate the number of myisers during a given period as the cumulativebar of registered user
accounts that have purchased virtual items or gifmducts and services on our platform at leas¢ ahring the relevant period.
We were able to achieve an increase in the nunfigaying users primarily due to a higher conversitio of active users to
paying users, and we expect that the number opaying users will continue to grow in the futurenasexpand our services &
products offerings and further monetize our exgptatform.
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. ARPU. Our ARPU for IVAS was approximately RMB164.3, R®6.5 and RMB525.2 (US$86.8) in 2011, 2012 and 2013
respectively. ARPU is calculated by dividing outalaevenues from IVAS during a given period by thenber of paying users
for that period. As we begin to generate revent@s fan increasing variety of IVAS, our ARPU mayctiuate from period to
period due to the mix of IVAS purchased by our pgyiisers.

Other significant factors that directlyindirectly affect our IVAS revenues include:

. our ability to increase our popularity by offeringw and attractive products and services that aliswo monetize our platform;
. our ability to attract and retain a large and ewrglagser base; and
. our ability to attract and retain third party gadevelopers and service providers as well as cepigiular performers and

channel owners.

We expect that the portion of our reverfues IVAS derived from the sales of non-game vittiteams and services will continue to
increase as we capitalize on monetization oppdiasmiWe create and offer to users virtual itenad tdan be used on various channels. Users
can purchase consumable virtual items from us eavsgupport for their favorite performers or timesbd virtual items that provide users with
recognized status, such as priority speaking rightpecial symbols on the music and entertaincleamtnels. The percentage of our total net
revenues attributable to virtual items sold onaniine music and entertainment channels increased £16.5% in 2011 to 34.9% in 2012 and
further to 46.8% in 2013.

The online games we currently offer arenariily web games that can be run from an intern@vber and require an internet connectio
play. We have historically derived a significanttpmn of our revenues from a limited number of papwnline games, primarily through
selling in-game virtual items for these games. Aamty of our popular online games are developedHind party game developers under
revenue-sharing arrangements that typically lasttortwo years. We derive an increasingly loweceetage of our revenues from online
games as a whole, as we expect to monetize otlmegame aspects of the YY platform, such as onlinsicmand entertainment.

Online advertising revenues.We also offer a wide range of online advergidiormats and solutions. We enter into advertisiogtracts
with both advertisers and advertising agencie?0hl, 2012 and 2013, a vast majority of our ondideertising revenues were derived from
pay-for-time arrangements under which we chargeui$ers depending on the duration of display foadvertisement or a series of
advertisements.

Cost of Revenues

Cost of revenues consists primarily oféyenue sharing fees and content costs, (ii) badttveiosts, (iii) salary and welfare, (iv) business
tax and surcharges, (v) depreciation and amonizafvi) payment handling costs and (vii) sharegdasompensation. We anticipate that
revenue sharing fees and content costs paid tompeefs, channel owners and content providers mdidasingly contribute to our cost of
revenues. We expect that our cost of revenuesneilease in absolute amount as we further growusar base and expand our revenue-
generating services.

Revenue sharing fees and content costSur revenue sharing fees and content coststpaidrformers, channel owners and content
providers increased from RMB6.8 million in 2011R%B109.3 million in 2012 and further increased tB444.1 million (US$73.4 million)
in 2013. We also incurred a non-recurring costdf®due to our partnership with Hunan SatelliteeVision Station in the 2013 Happy Boy
Show, a popular entertainment show in China. Weseixpur revenue sharing fees and content costetedse as we continue to expand our
IVAS offerings.

86




Table of Contents

Bandwidth costs. Our bandwidth costs increased from RMB75.liarilin 2011, to RMB145.0 million in 2012 and furthacreased to
RMB203.2 million (US$33.6 million) in 2013. We exgédandwidth costs to increase as our user badoes to expand and as online music
and entertainment and other video-related serlieesme more popular in the future.

Salary and welfare. Our salary and welfare costs increased from B818 million in 2011 to RMB50.0 million in 2012, drfurther
increased to RMB88.5 million (US$14.6 million) i023. We expect our salary and welfare costs teasgs as we continue to hire additional
employees in line with the expansion of our busines

Business tax and surchargesOur business tax and surcharges increasedRidiB16.5 million in 2011 to RMB30.0 million in 2012,
and further increased to RMB47.8 million (US$7.9liom) in 2013.

Depreciation and amortization. Our depreciation and amortization increasethfRMB12.0 million in 2011 to RMB25.8 million in
2012, and further increased to RMB37.1 million (8$million) in 2013. We expect depreciation andaimation to increase as we continue
to expand our operations and purchase serversthadequipment or intangibles directly relatedhe operating of our platform and business.

Payment handling costs.Our payment handling costs increased from RNBSillion in 2011 to RMB22.8 million in 2012, andrther
increased to RMB25.0 million (US$4.1 million) in 2R We expect payment handling costs to increaseeaontinue to grow our paying users
and expand our paid service offerings.

Share-based compensationOur share-based compensation allocated toateo€ revenues decreased from RMB15.4 million0dato
RMB8.4 million in 2012 and then increased to RMBg#lion (US$1.6 million) in 2013.

Operating Expenses

Our operating expenses consist of (i) nefeand development expenses, (ii) sales and miagkexpenses and (iii) general and
administrative expenses. The following table setthfthe components of our operating expensesoyears indicated, both in absolute
amounts and as percentages of our total net resedie expect our operating expenses to generaligase in absolute amount and decree
percentage of total net revenues in the near future

For the Year Ended December 31

2011 2012 2013
% of % of % of
total net total net total net
RMB revenues RMB revenues RMB US$ revenues
(in thousands, except for percentage:
Operating
expenses:

Research and
development

expense: 106,80 33.4 176,72 21.€ 267,000 44,10¢ 14.¢
Sales and marketir

expense: 13,38: 4.2 16,95¢ 2.1 24 ,95¢ 4,12: 14
General and

administrative

expense: 118,24: 37.C 109,78 13.4 200,55: 33,12¢ 11.C
Total operating

expense: 238,42( 74.€ 303,46 37.1 49251 81,35 27.C

Research and Development Exper

Research and development expenses conisigtrpy of salaries and benefits for research dadelopment personnel and rental and
depreciation of office premise and servers utilibgdhe research and development personnel. Résaadcdevelopment expenses generally
increased in the past three years ended Decemb20383, due to the need for additional researchdaveélopment
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personnel to accommodate the rapid growth of osmmss. We expect our research and developmenhsap@ absolute amount to increase
as we intend to retain existing research and dewatmt personnel and also hire new ones to, amdmay titings, develop new series of
applications for our platform, improve technologyrastructure to further enhance user experienufarther develop enhanced features for
Mobile YY to reach more users.

Sales and Marketing Expenses

Sales and marketing expenses consist ghnudisalaries, benefits and commissions for ales and marketing personnel, share-based
compensation expenses and advertising and promextioenses. Our sales and marketing expenses dgriecatased over the past three year:
ended December 31, 2013, primarily reflecting insel promotional activities and increased commissfior our sales and marketing
personnel as our advertising revenues increase@XMect that our sales and marketing expensesneiase in absolute amount in the near
term as we expect to increase our spending on pfonab activities.

General and Administrative Expenses

General and administrative expenses copsisgrily of salaries and benefits, including stased compensation for our general and
administrative personnel, allowance for doubtfaeigables, professional service fees, legal exgeasd other administrative expenses. Our
general and administrative expenses generally aseict over the past three years ended Decembe®@B3 a3 our business expanded, primarily
due to the hiring of additional management and adtrative staff and increase in share-based cosgtiem expenses. We expect our general
and administrative expenses to increase in thedwts our business grows.

Share-based Compensation Expenses
Our operating expenses include share-bem@gensation expenses as follows:

For the Year Ended December 3

2011 2012 2013
RMB RMB RMB US$
(in thousands)
Research and development expet 31,67: 35,44 39,58 6,53¢
Sales and marketing expen: 1,33¢ 884 1,31¢ 21€
General and administrative expen 86,54« 55,61¢ 66,33. 10,95
Total 119,55; 91,94« 107,23t 17,71«

We grant stock-based award such as, buimibéd to, share options, restricted sharesrimtetl share units and warrants to eligible
employees, officers, directors, and non-employeegltants. Awards granted to employees, officard,directors are initially accounted for as
equity<classified awards, which are measured at the giatetfair value of the award and are recognizedguie graded vesting method, ne
estimated forfeitures, over the requisite servieequ, which is generally the vesting period. Ansagilanted to non-employees are initially
measured at fair value on the grant date and gesithglre-measured thereafter until the earliethef performance commitment date or the datt
the service is completed and recognized over theg@ which the service is provided.

As a result of repurchases of certain awaftered in 2009 and in 2011, certain initiallyuéy-classified employee and non-employee
awards have been reclassified as liability-clasdifiwards, as these awards were deemed to habestargive cash settlement feature. These
awards are reaeasured at the end of each reporting period eitiiér the substantive cash settlement is terminatéhe holder of the awards
exposed to the market value fluctuation of the ulydey
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shares for a reasonable period of time (at leashsenths), or the awards are settled, cancelletkpire unexercised.

On September 15, 2011, our board of direatesolved not to undertake any repurchases ¢édes unvested share-based compensatior
awards, except under those conditions specifigddmelevant award scheme and grant documents.rdiogly, the classification of the
liability-classified awards was changed to beingiggclassified, and the related liability was @&sdified as additional paid-in capital on the
modification date. After the awards were changeeloity-classified awards, they were measured basdhe fair value of the awards on
September 15, 2011, and the expenses to be reedgmier the remaining requisite service periodcateulated using the graded vesting
attribution method.

Taxation
Cayman Islands

According to our Cayman Islands counsehy@os Dill & Pearman (Cayman) Limited, Cayman Islaicurrently levies no taxes on
individuals or corporations based upon profitspime, gains or appreciations and there is no taxatithe nature of inheritance tax or estate
duty. There are no other taxes likely to be mattésias levied by the government of the Caymamidéaexcept for stamp duties which may be
applicable on instruments executed in, or aftecetien brought within the jurisdiction of, the Cagmlslands. There are no exchange control
regulations or currency restrictions in the Cayrsdands.

Pursuant to Section 6 of the Tax Concessi@w (1999 Revision) of the Cayman Islands, weshaistained an undertaking from the
Governor-in-Cabinet:

(1) that no law which is enacted in the Cayman Islangmsing any tax to be levied on profits or incoongjains or appreciations shall
apply to us or our operations; and

(2) that the aforesaid tax or any tax in the naturestéte duty or inheritance tax shall not be payableur shares, debentures or other
obligations.

The undertaking is for a period of twengays from August 2, 2011.
British Virgin Islands
Duowan BVI is our wholly owned subsidiary.

As Duowan BVI is a BVI business companyjeabto the provisions of the BVI Business Comparfiet 2004 (as amended), it is exempt
from all provisions of the Income Tax Act of the Bi§hcluding with respect to all dividends, intetgsents, royalties, compensation and othe
amounts payable by Duowan BVI to persons who atgexsons resident in the BVI).

Capital gains realized with respect to shgres, debt obligations or other securities afmpgany by persons who are not persons resider
in the BVI are also exempt from all provisions loé thcome Tax Act of the BVI.

No estate, inheritance, succession oit@iftrate, duty, levy or other charge is payabl@éssons who are not persons resident in the BV
with respect to any shares, debt obligations oerslecurities of Duowan BVI, save for interest gagdo or for the benefit of an individual
resident in the European Union.

Hong Kong

The Company's subsidiary registered in Héagg is subject to Hong Kong Profits Tax on theatsle income as reported in its respective
statutory financial statements adjusted in accardavith relevant Hong Kong tax laws. The applicabberate is 16.5% in Hong Kong.

89




Table of Contents

PRC

Current taxation primarily represented phavision for a state and local corporate inconxe ¢a EIT, for subsidiaries and consolidated
affiliated entities operating in the PRC. Priodamuary 1, 2008, companies established in the P&€ generally subject to EIT at statutory
rates of 30% and 3% respectively. On March 16, 268¥PRC National People's Congress promulgatedigw EIT Law, which became
effective on January 1, 2008. These subsidiaridsvdBRs are subject to new EIT on their taxable mecas reported in their respective statu
financial statements adjusted in accordance withréfevant tax laws and regulations in the PRCoAl PRC entities are subject to EIT at a
rate of 25%, with the exception of any preferertiehtments they may receive, such as the 15%rprdfel tax rate that Guangzhou Huaduo
can enjoy for the periods reported as a resulsafualification as a high and new technology gmitee. Furthermore, Guangzhou Huanju
Shidai has been qualified as a software enterpnisee 2013, and is entitled to a two-year exemfiiom EIT followed by three years at 50%
tax reduction starting from the first profit-makipgar.

According to a policy promulgated by thatsttax bureau of the PRC and effective from 2008awds, enterprises engaged in researc
development activities are entitled to claim 150Rthe research and development expenses so incuareegear as tax deductible expenses in
determining its tax assessable profits for that y@aSuper Deduction. Guangzhou Huaduo and ZhDhaivan have claimed such Super

Deduction for the periods reported. In additiona@gzhou Huanju Shidai and Beijing Huanju Shidaitethto claim such Super Deduction
since 2013.

In addition, according to the New EIT Lamdats implementation rules, foreign enterpriselsicly have no establishment or place in the
PRC but derive dividends, interest, rents, roysléied other income (including capital gains) frauarses in the PRC is subject to PRC
withholding tax, or WHT, at 10% (a further redud&¢HT rate may be available according to the appleadouble tax treaty or arrangement).
The 10% WHT is applicable to any dividends to tsriiuted from our PRC subsidiaries and consoldiaféliated entities to us and our
subsidiaries outside the PRC. We do not have agsepit plan to pay out the retained earnings ifPR€ subsidiaries and PRC consolidated
affiliated entities in the foreseeable future. Wierently intend to retain our available funds angt future earnings to operate and expand our
business. Accordingly, no such WHT has been accrued

Our PRC subsidiaries and PRC consolidaffdchged entities are subject to business taxegatue added tax and related surcharges. On
January 1, 2012, the State Administration of Taxabfficially launched a pilot value added tax refigprogram, or Pilot Program, applicable
businesses in selected industries. Taxable incariead! from the businesses in the Pilot Prograsulgect to value added tax in lieu of
business tax. Prior to the Pilot Program, reverfitges IVAS and advertising revenues were subjediusiness tax at rates of 3% and 5%,
respectively. After the launch of Pilot Programyereues from IVAS are subject to 3% business taegixthat online game revenues are sul
to 6% VAT, while advertising revenues are subjedd% VAT. Surcharges are calculated based on 12%teafonthly business taxes and V
payable for 2011, 2012 and 2013. Business taxesedaittd surcharges during 2011, 2012 and 2013 Rgti@16.5 million, RMB30.0 million
and RMB47.8 million (US$7.9 million), respectively.

For more information on PRC tax regulatisee "PRC Regulation—Regulation on Tax."

Critical Accounting Policies

We prepare our financial statements in @onity with U.S. GAAP, which requires us to makérates and assumptions that affect our
reporting of, among other things, assets and itads| revenues and expenses. We regularly evalhase estimates and assumptions based o
the most recently available information, our owstdiical experiences and other factors that wesbelto be relevant under the circumstances
Since our financial reporting process inherentlieseon the use of estimates and assumptions,abualaesults could differ from these
estimates. This is especially true
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with some accounting policies that require highegreées of judgment than others in their applicae consider the policies discussed below
to be critical to an understanding of our auditedsolidated financial statements because theywevble greatest reliance on our managen
judgment.

Revenue Recognition and Deferred Rever

We generate revenues from IVAS and onlohesgtising. Revenues from IVAS are generated basetthe revenue-sharing with game
developers for direct purchase and conversion wfegeokens, sales of virtual items in online gametine music and entertainment and other
channels, and membership subscription fees, asaw@ther IVAS. Online advertising revenues armarily generated from sales of different
forms of advertising on Duowan.com and YY Clienévenue is recognized when persuasive evidence afrangement exists, service has
been rendered, the price is fixed or determinabtecmllection is reasonably assured. Revenue &reef until these criteria are met as describ
below.

IVAS

We offer our IVAS on our platform, includjronline music and entertainment, online gamesnagthbership. Users can play online ga
and participate in our online music and entertaimntierough our platform free of charge, but they elnarged when they purchase virtual ite
In addition, users who subscribe to our memberngtogram pay monthly fees in order to enjoy cerfainctions and privileges unavailable to
other users. We operate a virtual currency systeseiuwhich our users can directly purchase ouuairturrency, game tokens and virtual
items on our platform's online community channelpay membership subscription fees via third-ppgyment systems, including payments
using mobile phones and internet debit/credit garginents. Our virtual currency can be used todayert into game tokens that can be ust
purchase virtual items in online games, (b) purehagual items in channels on our platform, orgay membership subscription fees. Virtual
currency sold but not yet consumed by the usaecisrded as "advances from users" and, upon bemgected or used, is recognized as
revenue according to the respective prescribechteveecognition policies addressed below:

Online music and entertainment revenue

We create and offer virtual items to bedulsg users on our online music and entertainmeantéls that we operate and maintain. The
virtual items are offered free of charge or atefiéint specified prices. Online music and entertaimmevenue consists of sales of virtual items
Users purchase consumable virtual items from uspagskent them to performers to show support far tagorite performers or time-based
virtual items which provide users with recognizéatiss, such as priority speaking rights or spexjaibols on the music channels for a specific
period of time. In order to attract user traffiee ®hare a portion of the revenues we derive frarh suchannel virtual item sales on online
music and entertainment channels with certain @omerformers and channel owners, who have entetedevenue sharing arrangements
with us. We account for such shared revenues a®tosvenues. Performers and channel owners whwtlhave such revenue sharing
arrangements with us are not entitled to sharer@wgnue derived from the virtual items sold. Wendbrecognize any revenue from offering
free virtual items and do not share any revenuk patrformers or channel owners when free virtiwahg are presented to performers by our
users. Accordingly, online music and entertainnmeménue is recognized for the sale of virtual itesolsl in online music and entertainment
channels immediately if the virtual item is a camsible or, in the case of time-based virtual itersognized ratably over the period each
virtual item is made available to the user, whidesinot exceed one year. We do not have furth@gatlins to the user after the virtual items
are consumed. Virtual items may be sold individuall bundled into one arrangement. When our usershase multiple virtual items bundled
within the same arrangement, we evaluate suchgenaents
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under ASC 605-2Multiple-Element ArrangementdVe identify individual elements under the arrangat and determine if such elements
meet the criteria to be accounted for as separate af accounting. We allocate the arrangemensicienation to separate units of accounting
based on their relative selling price. The follogvimierarchy has been followed when determiningéhetive selling price for each element:

(1) vendor specific objective evidence, or VSOB,tfrd party evidence, or TPE, and (3) best egtinad selling price, or BESP. Given that the
VSOE of the selling price cannot be determinedhaxe adopted a policy to allocate the consideraifdhe whole arrangement to different
virtual item elements based on the TPE of sellirigepor the BESP for each virtual item element. 8é&rmine the fair values of virtual items
sold in a bundle based on similar products soldusgply on the YY platform based on the TPE ofirsglprice and determine the fair values of
virtual items without similar products sold sepahaion the YY platform based on the BESP. The BiESfenerally based on the selling prices
of the various elements of a similar nature whay thre sold to users on a stand-alone basis. Ti&®Blay also be based on the estimated
stand-alone pricing when the element has not pusiydoeen sold on a stand-alone basis. These ¢etirage generally determined based on
pricing strategies, market factors and strategjeailves. We recognize revenue for each virtuahiedement in accordance with the applicable
revenue recognition method.

Online game revenue

Users play online games on our website dfegharge, but they are charged for purchases-game virtual items including consumable
and perpetual items, which can be utilized in thine games to enhance their game-playing expegiddarrently, these online games on our
platform that contribute to IVAS revenues are pritgaveb games. Consumable items represent viiteals that can be consumed by a
specific user within a specified period of timerp&tual items represent virtual items that are sgibée to the user's account over the life of the
online games.

We recognize revenues when recognitioeiaitdefined under U.S. GAAP are satisfied. Foppses of determining when the service ha
been provided, we have determined that there isplied obligation from us to the paying user tatioue providing access to the games sucl
that the users can utilize the virtual items puseltbby game tokens. Game players need to log oa@meds the games through our platform
because their virtual currency, game tokens, Miitams, and game history are specific to our gageounts and are non-transferable to other
platforms. To purchase in-game virtual items, asera can either charge their game accounts by @sirdhgame tokens, or virtual currency
from our platform, which are convertible into gatokens based on a predetermined exchange ratedaayresng us and the relevant game
developers.

The proceeds from the purchase of our airturrency is recorded as an "advance from cus®hepresenting prepayments received
from users in the form of our virtual currency bat yet converted into game specific tokens. Up@ndonversion into a game token from our
virtual currency or upon the direct purchase ofmg token, whichever is applicable, the proceetidwishared between us and the relevant
game developer based on a predetermined contraatical Game tokens are non-refundable andexaiangeable among different games.
portion, net of the game developer's entitled a®esition, is recorded as deferred revenue and emdrccording to the prescribed revenue
recognition policies described below. Users typycdb not convert our virtual currency into gamkens or purchase game tokens unless the)
plan to purchase in-game virtual items shortly ¢éaéter.

We generate revenues from offering onliamgs developed by both third parties and by oueselihe majority of online game revenues
have been derived from third party developed games.
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Third party developed games

Pursuant to contracts signed between ushenespective game developers, revenues fromsatleeor conversion of game tokens to be
used for the purchase of in-game virtual itemswvaerifrom online games developed by third partiessared between us and the game
developers based on a pre-agreed ratio for each.gEmese revenue-sharing arrangements typicaliydas range of one year to two years.

The third party developed games under naitusive licensing contracts are maintained andatgtiby the game developers. We mainly
engage in certain standard promotional activities include providing access to the platform, amoguy new games to users on the platform,
and occasionally advertising on the YY platformeTdetermination of whether to record these revensi® gross or net method is based on
an assessment of various factors. The primary faeti@ whether we act as the principal in offesagvices to the game players or as agent in
the transaction, and the specific requirementsaoh&ontract. We determined that for third partyedieped games, the third party game
developers are the principal given that the ganveldpers design and develop the game servicesdiffbave reasonable latitude to establish
prices of game tokens, and are responsible fortaiaing and upgrading the game content and viitaals. Accordingly, we record online
game revenue, net of the pre-agreed portion ofwexattributable to the game developers.

Given that third party developed gamesnaa@aged and administered by the third party gamelogers, we do not have access to the
data on the consumption details such as when a tzker is spent on the virtual items or the typlegrtual items (consumable or perpetual
items) purchased by each individual game playewéier, we maintain historical data on the timindha conversion of our virtual currency
into game-specific tokens and the amount of garken® purchased. We believe that our performancefat obligation to, the game
developers correspond to the game developerstssrio the users. We have adopted a policy to reoegevenues relating to game tokens fo
third party developed games over the estimatedretationship with us on a game-by-game basis, whie approximately one to six months
for the periods presented. Future usage pattergiffar from historical usage patterns and themefine estimated user relationship with us
may change in the future.

When we launch a new game, we estimategberelationship based on other similar typesaofigs in the market until the new game
establishes its own history. We also consider Hragjs profile, attributes, target audience, andptseal to players of different demographic
groups in estimating the user relationship period.

The consideration of user relationship vaietth online game is based on our best estimateaites into account all known and relevant
information at the time of assessment. We assessstimated user relationships on a quarterly bAsig adjustments arising from changes in
user relationship as a result of new informatioh lsé accounted as a change in accounting estimaecordance with ASC 250 Accounting
Changes and Error Corrections.

Self-developed games

Revenues derived from our self-developadeagmare recorded on a gross basis as we act asgalrto fulfill all obligations. We do not
maintain information on consumption details of amge virtual items, and only have limited informati@lated to the frequency of log-ons for
our two self-developed games. Given that certastohical data is not available, we use the usetigiship of third party games with similar
popularity, gaming experience and sales to detezitiia estimated period of the user relationshiptorself-developed games.
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Other IVAS revenue

Other IVAS revenue mainly represents reesinom membership subscription fees and revenue the sale of other items on the YY
platform. We launched our membership program whkabscription members can have enhanced user gegilehen using YY Client. The
membership fee is collected up-front from each stiber. The receipt of the revenue is initiallyseted as deferred revenue, and revenue is
recognized ratably over the period the subscripgienvices are rendered. Unrecognized portion beg@nuonths from the balance sheet da
classified as long-term deferred revenue.

Revenue from sales of virtual items in was channels is recognized on item basis, whichrisistent with the revenue recognition
policies in our online music and entertainment nesxestream.

Advertising revenue

Advertising revenues are derived principédbm advertising arrangements where the advestigay to place their advertisements on
Duowan.com and YY Client in different formats oeparticular period of time. Such formats generatjude but are not limited to banners,
text-links, videos, logos, and buttons. Advertisataen our platform are generally charged on ttséshaf duration, and advertising contracts
are signed to establish the fixed price and thediding services to be provided. Where collecighis reasonably assured, advertising
revenues from advertising contracts are recogmatdbly over the contract period of display.

We enter into advertising contracts dineutith advertisers or third party advertising ageschat represent advertisers. A typical contrac
term would range from one to three months. Botidtharty advertising agencies and direct adveriaee generally billed at the end of the
display period and payments are due usually wighimmonths.

Where our customers purchase multiple dcbeg spaces with different display periods in aene contract, we allocate the total
consideration to the various advertising elemeatet on relative selling price method and recogrezenue for the different elements over
their respective display periods. We determinefdiirevalues of different advertising elements basedur best estimate of selling prices of
each advertisement within the contract, taking aansideration our standard price list and histdriiscounts granted. We recognize revenue
on the elements delivered and defer the recognitioevenue for the fair value of the undeliveréshgents until the remaining obligations hi
been satisfied. Where all of the elements withimaangement are delivered uniformly over the agesd period, the revenues are recognizec
on a straight line basis over the contract period.

Transactions with third party advertising agencies

For contracts entered into with third paativertising agencies, the third party advertisiggncies will in turn sell the advertising services
to advertisers. Revenue is recognized ratably theecontractual period of display based on thewaithg criteria:

. there is persuasive evidence that an arrangeaxésis—we enter into framework and execution agezes with the advertising
agencies, specifying price, advertising contentngt and timing;

. price is fixed or determinable—the price chartgethe advertising agencies are specified in treaments, including relevant
discount and rebate rates;

. services are rendered—we recognize revenue raaalilye elements are delivered over the contramdgef display; and

. collectability is reasonably assured—we assessr#wgit history of each advertising agency beforter@mg into any framework
and execution agreements. If the collectabilityrfrihe
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agencies is assessed is not reasonably assuredcognize revenue only when the cash is receivddatithe other revenue
criteria are met.

We provide sales incentives in the formdis€ounts and rebates to third party advertisgenaies based on purchase volume. As the
advertising agencies are viewed as the customéhese transactions, revenue is recognized bast#tqrice charged to the agencies, net of
sales incentives provided to the agencies. Satemtives are estimated and recorded at the timevehue recognition based on the contracte
rebate rates and estimated sales volume basedtoni¢al experience.

Transactions with advertisers

We also enter into advertisement contrdicectly with advertisers. Under these contradtsijlar to transactions with third party
advertising agencies, we recognize revenue ratabtiie elements are delivered over the contraptrads of display. The terms and
conditions, including price, are fixed accordinghe relevant advertising contract. We also perfaronedit assessment of all advertisers prior
to entering into contracts. Revenue is recognizsed on the amount charged to the advertisersf détcounts.

Advances from customers and deferred revt

Advances from customers primarily consfgijoprepayments from users in the form of outwdl currency that are not yet consumed or
converted into game tokens, and upon the consumptigonversion, are recognized as revenue acaptdithe prescribed revenue recogni
policies described above, (ii) prepayments fromlgzdnsees for obtaining operation rights of certanline games over a period of time, and
(iii) prepayments from advertising agencies andegtisers. Deferred revenue primarily consists efuhamortized revenue from game tokens,
prepaid subscriptions under the membership progradnunamortized revenue from virtual items in auliree music and entertainment
channels, where there is still an implied obligatio be provided by us which will be recognizedeasnue when all of the revenue recognitior
criteria are met.

Accounts receivable, n

Accounts receivable are presented netlofvahce for doubtful accounts. We use specific fifieation in providing for bad debts when
facts and circumstances indicate that collectiatoisbtful and a loss is probable and estimablidffinancial condition of its customers were
to deteriorate, resulting in an impairment of trehility to make payments, additional allowance lddwe required.

We review on a periodic basis for doub#fatounts based on historical experience and infiiomavailable. Additionally, we make
specific bad debt provisions based on (i) our dpeassessment of the collectability of all sigo#fint accounts; and (ii) any specific knowledge
we have acquired that might indicate that an accswmcollectible. The facts and circumstancesaafh account may require us to use
substantial judgment in assessing its collectabilit

Consolidation

Our consolidated financial statements idelthe financial statements of our company, ousisiidries, variable interest entities ("VIES")
and VIE's subsidiary for which we or our subsidiarare the primary beneficiaries. All transactiand balances among our company,
subsidiaries, VIEs and VIE's subsidiary have béiemmated upon consolidation.

A subsidiary is an entity in which our caamy, directly or indirectly, controls more than dradf of the voting power, has the power to
appoint or remove the majority of the members eflibard of
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directors or to cast a majority vote at each meetindirectors, or has the power to govern therfaia and operating policies of the investee
under a statute or agreement among the entitytelsblalers or equity holders.

A VIE is an entity in which our company,are of our subsidiaries, through contractual agesgs, bears the risks of, and enjoys the
rewards normally associated with ownership of thiiy and therefore our company or one of our &lises is the primary beneficiary of the
entity. In determining whether our company or aurssdiaries are the primary beneficiary, we congdavhether we have the power to direct
activities that are significant to the VIE's econiomperformance, and also our obligation to absossés of the VIE that could potentially be
significant to the VIE or the right to receive bétsefrom the VIE that could potentially be sigmifint to the VIE.

Foreign ownership of internet-based busieess subject to significant restrictions underent PRC laws and regulations. We conduct
our operations in China primarily through a sedésontractual arrangements entered into amongdrBeijuanju Shidai, our PRC subsidiary,
Guangzhou Huaduo and Beijing Tuda, as well as GzlemgHuaduo and Beijing Tuda's shareholders. Basexlir evaluations of the
relationships between us and Beijing Tuda and Gzlamg Huaduo, the economic benefit flow of contratarrangements made with them, as
well as the controls conferred to us through thesdractual arrangements enacted, we consideyghrBeijing Huanju Shidai, we exercise
effective control over Guangzhou Huaduo and Beijiingla, receive substantially all of their econotmmefits and residual returns, and absort
substantially all the risks and expected losseas fittese two companies as if we were their solecsimdder. We also have an exclusive optic
purchase all of the equity interests in each ofiBgiTuda and Guangzhou Huaduo when and if PRQplamnits so and also the exclusive right
to require any nominee shareholder of Beijing Tad&uangzhou Huaduo to transfer its interest imth@ any person designated by us. For a
detailed description of these contractual arrangesnsee "ltem 7. Major Shareholders and Relately Feansactions—B. Related Party—
Contractual Arrangements with Beijing Tuda." Basedour evaluation, we consider each of Beijing Tadd Guangzhou Huaduo to be our
VIE. Beijing Huanju Shidai, our wholly owned suhisidy in China, is the primary beneficiary of ourB8; therefore, we consolidate the results
of Beijing Tuda and Guangzhou Huaduo in our consdéid financial statements under U.S. GAAP.

As advised by our PRC counsel, Fangda Bagtthe contractual arrangements among Beijinghjdushidai and Beijing Tuda and its
shareholders and the contractual arrangements aBwijigg Huanju Shidai and Guangzhou Huaduo andhitggeholders, governed by PRC
law, are valid, binding and enforceable, and douwaate PRC laws currently in effect. Howeversifch contracts are held to be unenforce:
or if there are changes in PRC laws and regulatiogisaffect our ability to control Beijing TudadiGuangzhou Huaduo, we may be preclude
from consolidating these companies in the future.

Share-based compensation

We awarded a number of share-based comfi@msa our employees and non-employees (such msuttants), which include share
options, restricted shares and restricted shats granted to employees and non-employees, shasstizavards granted to our chief executive
officer and chairman and share-based awards gramtethtion to our acquisition of NeoTasks InceTdetails of these share-based awards ar
the respective terms and conditions are describ&8hare-based compensation” in Note 19 to ourtte@didionsolidated financial statements for
the years ended December 31, 2011, 2012 and 20d&) are included elsewhere in this annual repofform 20-F.
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Share options

Options were initially accounted for as iggrelassified awards because there are no expépitirchase rights specified in the award
documents and the number of shares of our commanesissued under these awards are fixed and deeshat the time of grants. All options
to employees and na@mployees are measured based on the grant dataliaér of the award and recognized as compensatipense based
the graded-vesting method, net of estimated fanfest, over the requisite service period, with aegponding impact reflected in additional
paid-in capital. The options to non-employees armeasured at each reporting date using the fhaieas at each period end. The
compensation expense is recognized using the grasttiohg method.

Nevertheless, a number of our outstandingleyee share-based awards relating to stock aptjcemted to employees and non-
employees, or the Pre-2009 Scheme Options, pritret@doption of our 2009 Scheme had been sulgjgxzdt practices of repurchases in
conjunction with our preferred shares and commameskssuance made to our shareholders and invededesls of which are described in
"Share-based compensation" in Note 19 to our adididesolidated financial statements which are uetlelsewhere in this annual report.

Upon the negotiation and occurrence ofrepurchase of certain outstanding share-based awaidovember 2009, the details of which
are set out in "Share-based compensation” in N®t®e dbur audited consolidated financial statemuaititich are included elsewhere in this
annual report, we considered it probable for haadithe Pre-2009 Scheme Options to develop ancédien that we might continue to
repurchase their vested options in the future. Aesalt, such past practices result in a constreaibligation of ours. Such initially equity-
classified awards were considered to have beetethand they began to be reflected as a stock awsagien liability on our consolidated
balance sheets, commencing on the date when thtidefagreement on the repurchase was reachéutgétrespective holders of the
instruments in 2009. In the case of any future refpases, the repurchase price of these awards Wweuétermined by our board of directors
with reference to valuation results regarding #iealue of our common shares prevailing at theetof repurchase and therefore it was not
determinable until the date of repurchase.

We continued to amortize share-based cosgiem expenses for those awards expected to mesgoadedresting basis over the requis
service period. We re-measured the fair value efatlivards at the end of each reporting period aitkier the repurchase rights were exercised
or the holders were exposed to the market valdkeo§hares for a reasonable period of time ofaat Isix months, or the awards were settled,
cancelled or expire unexercised.

On September 15, 2011, we determined nohtertake any repurchases of vested or unvesged-blased compensation awards, except
under those conditions specified in the relevardardvecheme and grant documents. In addition, amygsed repurchase of vested or unvestec
share-based compensation awards should be appogwbd majority votes of the board of directorsr @iention was specifically
communicated to all employees. All employees wibkted or unvested awards also confirmed their stateting and agreement through
written confirmation. Accordingly, the classificati of the liability-classified awards was changetécome equity-classified.

We engaged an independent valuation firasgist us in our determination of the fair vallieuwr share options as of each grant date anc
each re-measurement date. However, our managesngltimately responsible for such determination.

In determining the value of share optiams,have used the binomial option pricing modeldtedmine the fair value of equity-classified
awards on grant dates and liability-classified alsan re-measurement dates. Under this optiomgritiodel, certain assumptions are
required. Changes in these assumptions could gignify affect the fair value of share options &etce the amount of compensation expens
we recognized in our consolidated financial stateise
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The key assumptions used in valuation efdhtions for re-measurement date fair values Irl20e summarized in the following table:

RMB
Risk-free interest raté) 3.34%-4.01%
Exercise multipld?) (times) 2.2
Expected tern®® (years) 6-8
Expected volatility®) 53.06%-55.34Y

Expected dividend yielt) —

(1) The risk-free interest rate of periods witthie contractual life of the share option is basethe China
Government Bond yield as at the valuation dates.

(2) The exercise-multiple is an assumption abauieexercise behavior or patterns based on stack-pppreciation
rather than the time that has elapsed since the dede. It represents the expected ratio of spoide to exercise
price at the time of exercise.

(3) The expected term is the remaining contract lifhefoption.

(4) Expected volatility is estimated based on the ayei@ historical volatilities of the comparable quemies in the
same industry as at the valuation dates.

(5) Neither Duowan BVI nor our company has a histr the expectation of paying dividends on itsmoaon shares.
The expected dividend yield was estimated basemlioexpected dividend policy over the expected tefihe
option.

Upon the completion of the initial publiffering, the share options granted to a non-em@ayere remeasured at the stock price of our
common share. All share options granted to theeraployee were exercised in 2013.

Share-based award for our acquisition of NeoTasks

In December 2008, in connection with thguasition of NeoTasks, we issued warrants to pwsetie, 915,380 common shares and
8,957,690 common shares of our company to two fersmdf NeoTasks with a service condition of threarg. In October 2009, our board
approved the request of these warrant holdersemcise their warrants to acquire 26,873,070 rdstlishares that were subject to a restricted
share agreement with the same rights and vestingittens as the original warrant grants.

These share-based awards were initiallp@atted for as equity-classified awards because ther no explicit repurchase rights specified
in the award documents and the number of sharesrafommon shares issued under these awards atkdind determined at the time of
grants.

We recognize the value of the portion @& Warrants/restricted shares that we ultimatelyeekip vest as expense over the requisite se
periods in our consolidated statements of operatioma graded-vesting basis.

However, a number of our outstanding wasaestricted shares had been subject to praaifcegpurchases in conjunction with our
preferred share and common share issuance made sbareholders and investors, details of whichdaseribed in "Share-based
compensation” in Note 19 to our audited consolididitgancial statements which are included elsewiretkis annual report.

Upon the negotiation and occurrence ofldkest repurchase of outstanding share-based awa2@99, we considered that it is probable
that holders may develop an expectation that wéntrtgntinue to repurchase their vested warrantisdrfuture. As a result, such past practice:
result in a constructive obligation of ours. Sucitially equity-classified awards were consideredhve been tainted and they began to be
reflected as a stock compensation liability on camsolidated balance sheet, commencing on thendata the definitive agreement on the F
Repurchase was reached with the respective hadfi¢he instruments.
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We continued to amortize share-based cosgiem expense for those awards expected to vesigoaded-vesting basis over the requisite
service period. We re-measured the fair value efativards at the end of each reporting period aitkier the repurchase rights are exercised ¢
the holders are exposed to the market value astihees for a reasonable period of time (at leasnhsnths), or the awards are settled, canc
or expire unexercised.

The fair value of warrants/restricted skamas based on the fair value of our underlyingroom shares on the grant date and re-
measurement date.

The restricted shares granted to NeoTaa#dken fully vested as of December 31, 2011.
Restricted share

Restricted shares issued to our employeemaasured based on the grant date fair valdseadward and recognized as compensation
expense based on the graded-vesting method, estinfated forfeitures, over the requisite servieeqa, with a corresponding impact
reflected in additional paid-in capital. The faalwe of restricted shares was based on the faiewafl our underlying common shares on the
grant date.

We account for restricted shares issuattoemployees are measured at fair value at theetbdatservices are completed. These awards
are re-measured at each reporting date using ithealae as at each period end until the measuredaa. The compensation expenses is
recognized using the graded vesting method.

We are required to estimate forfeiturenattime of grant and revise those estimated inespEnt periods if actual forfeitures differ from
those estimates. Historical data was used to etgipra-vesting forfeitures and record shbased compensation expenses only for those a
that we expect to vest.

The following table sets forth certain infation regarding the restricted shares grantedit@mployees and non-employees at different
dates.

Fair Value Per Common

Restricted Shares Share as of the Type/Methodology
Grant Date Granted Grant Date of Valuation
(US$)

January 1, 201 23,686,54 0.159( Retrospective/ GTM(1
February 1, 201 4,257,33! 0.187¢ Retrospective/ GTM(1
April 1, 2010 2,000,001 0.272. Retrospective/ GTM(1
July 1, 201C 20,060,00 0.466¢ Retrospective/ GTM(1
October 1, 201! 500,00t 0.698¢ Retrospective/ GTM(1
January 1, 201 10,846,80 0.936: Retrospective/ Backsolve(

Q) GTM denotes the guideline transaction method uttdemarket approach based on the enterprise valgyenue
multiples of our own equity transactions closette taluation date.

(2) Backsolve denotes the back solve method uh@emarket approach based on our own equity tréinsacas of the
valuation date

Restricted share unii

Restricted share units issued to our eng@eyare measured based on the grant date fairofatlne award and recognized as compens
expense based on the graded-vesting method, estinfated forfeitures, over the requisite servieeqa, with a corresponding impact
reflected in additional paid-in capital. The fa@lwe of restricted shares was based on the faiewafl our underlying common shares on the
grant date.

We are required to estimate forfeiturehattime of grant and to revise those estimateslisequent periods if actual forfeitures differ v
those estimates. Historical data was used to esima
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pre-vesting forfeitures and record share-based eosgtion expenses only for those awards that wecexp vest.

The following table sets forth certain infation regarding the restricted share units grhtdeour employees in 2011, 2012 and 2013
share and per share information.

Fair Value Per Common

Restricted Shares Share as of the Type/Methodology
Grant Date Units Granted Grant Date of Valuation
(US$)

September 16, 201 9,097,001 1.063( Contemporaneous/ DCF(
January 1, 201 1,668,001 1.086¢ Contemporaneous/ DCF(
March 31, 201: 6,597,92. 1.115% Contemporaneous/ DCF(

July 15, 201: 533,00t 1.128¢ Contemporaneous/ DCF(
September 1, 201 6,151,301 1.114¢ Contemporaneous/ DCF(
September 30, 201 650,00( 1.1437 Contemporaneous/ DCF(
November 7, 201 195,00( 0.525( Contemporaneous/ Stock price
November 21, 201 2,500,001 0.525( Contemporaneous/ Stock price
March 31, 201 1,009,001 0.845( Contemporaneous/ Stock price
April 18, 2013 43,48¢ 0.785¢ Contemporaneous/ Stock price
April 30, 2013 26,943,50 0.872( Contemporaneous/ Stock price
May 23, 201z 120,00( 1.206¢ Contemporaneous/ Stock price
July 19, 201: 1,802,001 1.809( Contemporaneous/ Stock price
October 1, 201 50,00( 2.404t Contemporaneous/ Stock price
November 1, 201 48,00( 2.487¢ Contemporaneous/ Stock price

Q) DCF denotes the discounted cash flow method umgeintome approach which explicitly recognizes thatbusiness
enterprise value as of the valuation date is d@esldy discounting future net cash flow to the pn¢value at a rate that
reflects both the current return requirements efrttarket and the risks inherent in the specifiegtiment.

(2) Upon the completion of the initial public offerintipe fair values of restricted share units are dasestock price of our
company on grant dates. The fair values of restiishare units granted on November 7, 2012 areltmasimitial public
offering price as the grant date is close to tlit@irpublic offering date

Share-based awards granted to chief executiveenféind chairman

On February 23, 2010, Mr. David Xuelingdod Mr. Jun Lei, our co-founder, chairman and doeavere granted 13,369,813 and
29,678,483 restricted shares, which vested immelgliand over a four-year period (50% after the sdamniversary and 25% each year
thereafter), respectively. These restricted sharesubject to a performance condition which rslédehe number of peak concurrent users on
YY Client. Such performance condition was met aBetember 31, 2010.

We recognized these awards as employee-fiasmed compensation Awards using fair value o&th&rds on the grant date. The
compensation expense for the restricted shareshlyeldr. David Xueling Li was fully recognized anladet compensation expense for the
restricted shares held by Mr. Jun Lei was recogh@er the requisite service period using the gtaaesting method. Upon the completion of
the initial public offering, defined as an "Acceléed Event", the restricted shares granted to bar@an was fully vested and all remaining
compensation expenses were recognized immediately.

The fair value of the share-based awardsealwas determined at the respective grant dates lmith the assistance of an independent
valuation company.
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Common share value

Given that we issued common shares andawirto Tiger, an independent investor, in Jan@@fi, we used the Backsolve Method b
on our own share transactions to determine thevédire of our equity as of January 1, 2011. Amdmualuation methodologies, the Backs:
Method is the most objective indicator of the epitisie value at the development stage like our compaJanuary 2011. In view of the fast
growing number of registered user accounts, wititikely fixed staff costs and network expensesjwdged it is reasonable to assutat our
business enterprise value would increase in link wir growing revenue. For valuation dates in 2@BXhere was no share transactions with
investor in 2010, we could not adopt the BacksdMathod. Instead, we adopted the Guideline Transadfiethod under the market approach
and applied the implied business enterprise valuewenue multiples based on the increase in thméss enterprise value between our
series C financing in November 2009 and the wasrestued to Tiger in January 2011 over the incrgmserresponding 12-month trailing
revenues, to determine the fair value of our eqni3010. The income approach—discounted cash fit@thod, or DCF—was also used in
preparing a business enterprise value analysisroé@mpany as of January 1, 2008, September 16, 2@huary 1, 2012, March 31, 2012,
June 1, 2012, July 15, 2012, September 1, 201Z5aptember 30, 2012 and for the beneficial converfgature assessments as of June 1,
2008, August 1, 2008 and November 1, 2009.

The determination of the fair value of common shares requires complex and subjective jedtgrio be made regarding our projected
financial and operating results, our unique businesks, the liquidity of our shares and our ogatahistory and prospects at the time of each
grant. Had our management used different assungpéind estimates, the resulting fair value of ounmmmn shares and the resulting share-
based compensation expenses could have been differe

We believe that the determinations of #iemarket value of our common shares were fairr@adonable at the times they were made.
Our board of directors' methodologies, approachdsaasumptions consistent with the American Irtgtiod Certified Public Accountants
Practice Aid, Valuation of Private-Held-Company Eg®ecurities Issued as Compensation, or the Al@Pé#ctice Aid.

See "—Fair value of our common shares'hfore details.
Acquisition

We apply the purchase method of accourttirarcount for our acquisitions. We determine teussition date based on the date at which
all required licenses are transferred to us andltained control of the acquiree.

Purchase consideration generally consfatagh, contingent consideration and equity seesritn estimating the fair value of equity
compensation, we consider both income and markgbaph and selected the methodology that is mdgtative of our fair value in an orde:
transaction between market participants as of thasmrement date. Under the market approach, vizeytilibliclytraded comparable compe
information to determine the revenue and earningiiptes that are used to value our equity seasitUnder the income approach, we
determine the fair value of our equity securitiasdxd on the estimated future cash flow discounyeahtestimated weighted-average cost of
capital, which reflects the overall level of inhetreisk and the rate of return an outside investould expect to earn. We base the cash flow
projections on forecasted cash flows derived froemrhost recent annual financial forecast usingraitel value based on the perpetuity grc
model.

The identifiable assets acquired and litdssl and contingent liabilities assumed in a besgnacquisition are measured initially at the fair
value at the acquisition date. The excess of tsea@oacquisition over the fair value of the idéiatile net assets acquired is recorded as
goodwill.

We are responsible for determining the ¥aiue of the equity issued, assets acquired liligsiassumed and intangibles identified as of
the relevant acquisition date. Post-acquisitioneeses are charged to general and administrativenseg directly.
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Goodwill

Goodwill represents the amount by whichdbst of acquired net assets in a business adquisitceeds the fair value of the net
identifiable assets on the date of purchase. Gdbidvwgarried at cost less accumulated impairmessés. Goodwill is allocated to the reporting
units that are expected to benefit from the busitesnbination in which the goodwill arises for fhepose of impairment testing. If the
carrying value of the reporting unit exceeds its¥alue, an impairment loss is recorded to theweixthat the carrying value of goodwill exce
its fair value. We have determined that the repgrtinits for testing goodwill impairment are theeoating segments that constitute a business
for which discrete financial information is availaland for which management regularly reviews therating results. We currently have one
reporting unit.

Estimating fair value is performed by wiilig various valuation techniques, with the primeghnique being the discounted cash flow
method. There are inherent limitations in any eatiom technique and a minor change in the assumptald result in a significant change in
its estimate of fair value, thereby increasing ecréasing the amounts of our consolidated as$etsetsolders' equity and net income or loss.

We perform an impairment test on Octobef &ach year or whenever events or changes inrostances indicate that the carrying value
of the asset may not be recoverable.

Intangible asset:

Intangible assets that are acquired inf®ss acquisitions are recognized apart from gobdtlie intangible assets arise from contractua
or other legal rights, or are separately identl&abthe intangible assets do not arise from caxcttral or other legal rights.

The costs of determinable-lived intangimsets are amortized to expense over their estififdeand stated at cost (fair value at
acquisition) less accumulated amortization. The@alf indefiniteived intangible assets is not amortized, but thbe impairment annually ¢
October 1 of each year, or whenever events or @waimgcircumstances indicate that the carryingevalfithe assets may not be recoverable
reassess indefinitésed intangible assets at each reporting periodetermine whether events or circumstances contmsapport an indefinit
useful life.

Impairment of investment, lorn-lived assets and intangible assets

The carrying amounts of investment, longdi assets and intangible assets are reviewethfi@iiment whenever events or changes in
circumstances indicate that the carrying amouinodisset may not be recoverable. Recoverabiliageéts to be held and used is evaluatec
comparison of the carrying amount of assets taréutindiscounted net cash flows expected to be gextbby the assets. Such assets are
considered to be impaired if the sum of the expkutediscounted cash flow is less than carrying amofithe assets. The impairment to be
recognized is measured by the amount by whichdhgring amounts of the assets exceed the fair \afltiee assets. RMB1.9 million of
impairment of investments was recognized for trewryended December 31, 2011, RMBO0.6 million of impant of intangible assets was
recognized for the year ended December 31, 20IPR&B0.9 million (US$0.15 million) of impairment @fvestments was recognized for the
year ended Decemer 31, 20

Taxation and uncertain tax positions

Current income tax is provided on the bagiscome for financial reporting purposes, adpdstor income and expense items which are
not assessable or deductible for income tax pugpdseaccordance with the regulations of the raiétax jurisdictions, deferred income taxes
are accounted for using the liability approach Wiequires the recognition of income taxes payablefundable for the current year and
deferred tax liabilities and assets for the futabeconsequences of events that have been recdgnipar financial statements or tax returns.
Deferred income taxes are determined based oriffeeetices between the financial reporting anditasis of assets and liabilities and are
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measured using the currently enacted tax ratesasred The effect on deferred tax assets and ltaslbf a change in tax rates is recognized in
the consolidated statements of operations in thegé¢hat includes the enactment date.

We currently have deferred tax assets tiegulrom net operating loss carryforwards and a¢itle temporary differences, all of which |
available to reduce future tax payable in our sigant tax jurisdictions. The largest componenoof deferred assets are the temporary
differences generated by our PRC subsidiary anddéiEto recognition of the deferred revenue. lessiag whether such deferred tax assets
can be realized in the future, we need to makemadds and estimates on the ability of each of ®(€ Bubsidiary and VIE to generate taxable
income in the future years. To the extent that eléelse it is more likely than not that some portarthe entire amount of deferred tax assets
will not be realized, we established a total vabratllowance to offset the deferred tax assetofA3ecember 31, 2011, 2012 and 2013, a tot:
valuation allowance of RMB1.9 million, RMB4.2 mdin and RMB22.2 million (US$3.7 million), respectiyewas recognized against deferred
tax assets. If we subsequently determine that a@lgortion of the temporary differences are miee than not to be realized, the valuation
allowance will be released, which will result itax benefit in our consolidated statements of djma.

We adopted the guidance on accountingticertainty in income taxes on January 1, 2008.dthdance prescribes a more likely than no
threshold for financial statement recognition arehsurement of a tax position taken or expecte talken in a tax return. Guidance was alsc
provided on derecognition of income tax assetsliahdities, classification of current and deferri@adome tax assets and liabilities, accounting
for interest and penalties associated with taxtjpos, accounting for income taxes in interim pdsioand income tax disclosures. Significant
judgment is required in evaluating our uncertaingasitions and determining the relevant providmmincome taxes. The adjustment to
opening balance of retained earnings as of Jariy&§08 as a result of the implementation of thida@puce was zero. The interest and penaltie
associated with tax positions for the years endeceihber 31, 2011 2012 and 2013 was zero. As ofrBeee31, 2011, 2012 and 2013, we
no significant unrecognized uncertain tax positions

Foreign currency

We use Renminbi as our reporting currefitye functional currency of our company, incorpodatethe Cayman Islands, and our
subsidiaries incorporated in the British Virginaistls and Hong Kong is U.S. dollars, while the fiomzl currency of the other entities is
Renminbi. In the consolidated financial statemethis financial information of our company and oubsidiaries which use U.S. dollars as tl
functional currency have been translated into ReabmiAssets and liabilities are translated at tkeéhange rates on the balance sheet date,
equity amounts are translated at historical exceaates, and revenues, expenses, gains and losdearslated using the average rate for the
year. Translation adjustments arising from theser@ported as other comprehensive income or logeigtatements of operations ¢
comprehensive loss.

Foreign currency transactions denominatezlirrencies other than functional currency anedieed into the functional currency using the
exchange rates prevailing at the dates of theaddimns. Monetary assets and liabilities denomihatdoreign currencies at the balance sheet
date are re-measured at the applicable rates bbege in effect at that date. Foreign exchangesgaid losses resulting from the settlement o
such transactions and from re-measurement at yehate recognized in foreign currency exchangesg@asses), net in the consolidated
statements of operations and comprehensive inclmss)

Fair value of our common shares

Prior to the completion of the initial pitdobffering, in determining the fair values of aaemmon shares as of each award grant date, thr
generally accepted approaches to value were corsideost, market and income approaches. Whilailiafcertain purposes, the cost
approach is generally not
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considered applicable to the valuation of a comp@g going concern, as it does not capture thieefitarning potential of the business. The
comparability of the financial metrics of compabbmpanies in our industry and thus the relevaftiee market approach based on guide
companies method were also considered low becaugarget market and stage of development werergifit from those of the publicly listed
companies in the same industry. In view of the a&hawe determined that the income approach is thet appropriate method to derive the fair
values of our common shares for valuation datels matequity transaction close to the award graté.da case we have own equity
transactions close to the award grant date, guielétansaction method of the market approach dedmdwe method were adopted. In addition,

we took into consideration the guidance prescrinethe AICPA Practice Aid.

Prior to the completion of the initial pidobffering, we are a private company with no qaatearket prices for our common shares. We
have therefore estimated, with assistance frorm@@pendent valuation firm, the fair value of oumooon shares at certain dates in 2010, 201

and 2012 for the following purposes:

€) to determine the fair value of our common ebkat the date of the grant and re-purchase daeludre-based compensation
award as one of the inputs into determining thevaiue of the award as of the grant date or theurehase date;

(b)  to determine the fair value of warrants issuedigeifGlobal Six YY Holdings as of the issuance datd re-measurement date;

and

(c) to determine the fair value of our common skat the date of the grant of restricted shardgesiricted share units as one of

the inputs into determining the fair value of thveaad as of the grant date.

The following table sets forth the fair was of our common shares estimated from July 10 2@B5eptember 30, 2012:

Fair Value of

Common Shares Type/Methodology Purpose of

Date (US$ per share) of Valuation Valuation
(US9)

July 1, 201C 0.466¢ Retrospective/ GTM(1 (@
October 1, 2011 0.698¢ Retrospective/ GTM(1 (a)
January 1, 201 0.936: Retrospective/ Backsolve( (b)
May 1, 2011 0.995. Retrospective/ GTM(1 (a)
September 16, 201 1.063( Contemporaneous/ DCF( (c)
January 1, 201 1.086¢ Contemporaneous/ DCF( (c)
March 31, 201: 1.1157 Contemporaneous/ DCF( (c)
June 30, 201 1.133t Contemporaneous/ DCF( (c)
July 15, 201z 1.128: Contemporaneous/ DCF( (c)
September 1, 201 1.114¢ Contemporaneous/ DCF( (c)
September 30, 201 1.1437 Contemporaneous/ DCF( (c)

(1) GTM denotes guideline transaction method under etafproach based on the enterprise value to revenltiples

of our own equity transactions close to the vabratate.

2 Backsolve denotes the back solve method umdeket approach based on our own equity transacterof the

valuation date.

3) DCF denotes the discounted cash flow method umgeintome approach which explicitly recognizes thatbusiness
enterprise value as of the valuation date is d@eseldy discounting future net cash flow to the preéwvalue at a rate
that reflects both the current return requiremehtsie market and the risks inherent in the spedaifrestment
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When estimating the fair value of the commnsbares, our management considered a numbertof§amcluding the result of an
independent third party appraisal and the equitysactions conducted by our company, while takibg account standard valuation methods
and the achievement of certain events. We adoptett@spective valuation instead of a contemporasealuation for valuation dates prior to
August 2011 with the assistance of an independanation company because, at that time, our firsmeid other resources were mainly
focused on our research and development efforts.

Due to the changing environment in whichage operating, a number of assumptions were éstabl in deriving the fair value of our
common shares. These assumptions include: therbavilo major changes in the existing politicagidk fiscal and economic conditions in
China; there will be no major changes in the curtaxation law in China; exchange rates and integeges will not differ materially from those
presently prevailing; the availability of financélmot be a constraint on the future growth of operations; we will retain and have compe
management, key personnel, and technical staffipat our ongoing operations; and industry treamits market conditions for related
industries will not deviate significantly from eaamic forecasts.

Since our initial public offering, the faialue of our common shares is based on the clgsiogs of our publicly traded shares.

Equity value as of September 16, 2011, Januarp122March 31, 2012, June 30, 2012 ¢
September 30, 2012

Valuation of common equity as of Septentt&r2011, January 1, 2012, March 31, 2012, Jun2@I® and September 30, 2012 are base
on the income approach—discounted cashflow analyhis income approach involves applying appropidé&eount rates to estimated cash
flows that are subject to a number of assumptibhese assumptions include: (i) no material chaig#d®e existing political, legal, fiscal and
economic conditions in China; (ii) our ability tearuit and retain competent management, key peesama technical staff to support our
ongoing operations; (iii) exchange rates and ister&es will not differ materially from those peasly prevailing; (iv) the availability of
financing will not be a constraint on the futuregth of our operation; and (v) industry trends amarket conditions for related industries will
not deviate significantly from economic foreca3tsese assumptions are inherently uncertain anectiNg.

The risks associated with achieving amesttéd cash flow were assessed in selecting th@jpate discount rates. The discount rates
were based on the estimated market required raetuh for investing in our company, or weightegrage cost of capital, or WACC, which
was derived using the capital asset pricing maeiethod that market participants commonly useite securities. The change in WACC \
the combined result of the changes in risk-freergdt rate, industry-average correlative relatoatility coefficient beta, equity risk premium,
size of our company, scale of our business andbility in achieving forecast projections.

A discount for lack of marketability, or @M, was also applied to reflect the fact there maseady public market for our shares as we
were a closely held private company. DLOM was gfiadtusing the Black-Scholes option pricing modéhder this option-pricing method,
the cost of the put option, which can hedge theepchange before the privately held shares caoldewsas considered as a basis to determine
the DLOM. This option pricing method is one of thethods commonly used in estimating DLOM as it tedee into consideration factors such
as timing of a liquidity event (such as an inigiablic offering) and estimated volatility of equigcurities. The farther the valuation date is
from an expected liquidity event, the higher thé gution value and thus the higher the implied DLOMe lower the DLOM used for the
valuation, the higher the determined fair valu¢hef common shares.
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The discount rates and DLOM used are pexyias follows:

Valuation dates WACC DLOM

September 16, 201 16.5% 15.(%
January 1, 201 16.(% 15.(%
March 31, 201: 16.% 15.(%
June 30, 201 16.% 15.(%
September 30, 201 18.(% 10.(%

Equity value as of January 1, 20

We issued common shares and warrants &r,Téag independent investor, in January 2011. Véetad the Backsolve Method to
determine the equity value of our company by maiglhe sum of fair value of common shares issuédaarrants granted to Tiger with the
consideration of US$50.0 million.

Equity value as of July 1, 2010, October 1, 2010 sfay 1, 201

During the year 2010, we mainly focusedaining peak concurrent user levels and explorig revenue sources related to YY such as
virtual items sold in music channels created by X¥érs. Hence, we did not prepare financial prajasti Since our operating costs such as
costs and network expenses are relatively fixathinre, we judged it reasonable to assume thahorgase in business enterprise value was i
a linear relationship with the increase in reverAgesuch, a linear relationship of around 41 tingevised from the increase of business
enterprise value between series C financing asoekMber 1, 2009 and the warrants issued to Tigef danuary 2011 over the increase of
corresponding 12-month trailing revenues, was egpgl the 12-month trailing revenue as of the wadnadate to estimate the business
enterprise value and hence equity value as of ealclation date stated in this section. We adogied3ITM for these valuation dates.

Allocation of equity valu

Our equity values determined at the re$peesialuation dates based on the above assumptieresallocated between the preferred share
and common shares using the option pricing modaidganto account the guidance prescribed by the A Practice Aid. We have taken into
consideration estimates of the anticipated timihg potential liquidity event, such as an initialgfic offering, and estimates of the volatility of
our equity securities. The anticipated timing isddhon the plans of our board and management. skimeaged volatility was derived by
referring to the average annualized standard dewiaf the share prices of listed comparable corigsafor the historical period matching with
the terms of the options. Estimating the volatitifithe share price of a privately held compangosplex because there is no readily available
market for the shares. The volatility of our shamas estimated based on the historical volatilitthe shares of comparable listed companies.
Had we used different estimates of volatility, #iecations between preferred and common sharefiwave been different.
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Results of Operations

The following table sets forth a summaryaof consolidated results of operations for they@adicated. Our business has grown rapidly
since our inception. Our limited operating histargkes it difficult to predict future operating résuWe believe that period-to-period

comparisons of results of operations should natbed upon as indicative of future performance.

Total net revenues
(h)
IVAS:
Online music anc
entertainmen
Online game:!
Others
Online advertising
Cost of revenue
Gross profit
Operating expenst
Research and
development
expense:
Sales and
marketing
expense:
General and
administrative
expense:
Total operating
expense:
Other income
Operating (loss)
income
Gain on disposal of
an equity
investmen
Gain on disposal of
a cost investmer
Foreign currency
exchange gains
(losses) , ne
Interest incomt
(Loss) income
before income ta
expense:
Income tax expens
(Loss) income
before share of
loss (income) in
equity method
investments, net
of income taxe:
Share of (loss)
income in equity
method
investment, net ¢
income taxe!
Net (loss) incomi
attributable to
YY Inc.

For the Year Ended December 31

2011 2012 2013
% of % of % of
total net total net total net

RMB revenues RMB revenues RMB US$ revenues
319,65! 100.C 820,03: 100.C  1,823,46: 301,21° 100.C
52,85¢ 16.5 286,44t 34.¢ 852,88! 140,88° 46.€
165,93¢ 51.¢ 332,28 40.5 602,11: 99,46: 33.C
13,58¢ 4.3 83,65¢ 10.2 205,21 33,89¢ 11.2
87,27¢ 27.% 117,64: 14.: 163,26( 26,96¢ 9.C
(182,699 (57.2) (416,13) (50.7) (881,999 (145,69 (48.4)
136,95¢ 42.¢ 403,89¢ 49.Z 941,46 155,52: 51.€
(106,809 (33.4 (176,72) (21.€) (267,00) (44,100 (14.6)
(13,38) (4.2 (16,95) (2.1) (24,95 (4,129 (1.9
(118,24) (37.00 (109,78) (13.9) (200,55) (33,129 (11.0)
(238,42) (74.6) (303,46) (37.0) (492,51) (81,35) (27.0
1,98: 0.€ 2,46t 0.3 27,07¢ 4.47: 1.
(99,48 (31.]) 102,89t 12.t 476,03: 78,63 26.1
— — 651 0.1 — — —
— — 2,351 0.3 — — —
14,14: 4.4 (4,159 (0.5 29,55! 4,88 1.6
4,89( 15 16,31¢ 2.C 60,22: 9,94¢ 3.3
(80,45%) (25.2) 118,06 14.4 565,80 93,46 31.C
(1,349 (0.4 (29,04) (35  (89,95) (14,859 (4.9
(81,799 (25.6) 89,02( 10.€ 475,85¢ 78,60¢ 26.1
(1,359 (0.4 157 0.C 1,86¢ 30¢ 0.1
(83,156) (26.0) 89,17 10.€ 477,72 78,91 26.2




(1) Net of rebates and discoun
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Year Ended December 31, 2013 Compared to Year Edlecember 31, 2012

Net Revenues. Our net revenues increased by 122.4% from RN0BBillion in 2012 to RMB1,823.5 million (US$301nzillion) in
2013. This increase was primarily due to the ineeeecontribution of revenues from online music antértainment and increases in our online
game revenues as well as other sources includingnembership program and live game broadcastimji@a lesser extent, an increase in ou
online advertising revenues.

IVAS revenues. Our IVAS revenues, which consisted of reverfua® online music and entertainment, online gansewell as other
sources, increased by 136.4% from RMB702.4 mililo2012 to RMB1,660.2 million (US$274.2 million) #013. The overall increase
primarily reflected an increase in the number ofipg users and, to a lesser extent, an increa8&®U. Our number of paying users increase:
from approximately 2.4 million in 2012 to 3.2 mih in 2013. Our ARPU for IVAS increased from RMB29 2012 to RMB525.2
(US$86.8) in 2013. The increase in paying usersAREU were primarily due to (a) our ability to aoffeew and attractive products and
services that allow us to monetize our platform;dior ability to attract and retain a large andaayegl user base through hosting an increasing
number of events and activities; and (c) our abtbitattract third party game developers and sergioviders as well as certain popular
performers and channel owners.

Revenues from online music and entertainnmeneased by 197.7% from RMB286.4 million for 20tb RMB852.9 million
(US$140.9 million) for 2013. In addition to the rease in the number of paying users and ARPU nitrease in revenues from online music
and entertainment was also due to the increasipglaoty of online music and entertainment. Ouripgyusers for online music and
entertainment increased from approximately 845f60@012 to 1,748,000 for 2013. The increasing paity of online music and
entertainment is primarily due to the increased lnemof activities we hosted.

Revenues from online games increased B8 from RMB332.3 million in 2012 to RMB602.1 milhia(US$99.5 million) in 2013. This
increase was primarily attributable to an increéadée attractiveness of our online game platfond #he popularity of the online games we
offer. Our paying users for online games incredsmtd approximately 966,000 for 2012 to 1,308,0002013. The number of online games
operated as of December 31, 2012 was 73 as comfmat® as of December 31, 2013.

Other IVAS revenues, which primarily consgsof revenues from membership subscription feedige game broadcasting, increased by
145.3% from RMB83.7 million in 2012 to RMB205.2 fioh (US$33.9 million) in 2013. This increase wasymarily due to an increase in the
number of users who subscribed to our membershigram and an increase in the popularity of live gdmoadcasting.

Online advertising revenues.Our online advertising revenues increased b8®&rom RMB117.6 million in 2012 to RMB163.3 mdli
(US$27.0 million) in 2013. This increase was priityattue to the increasing popularity of Duowan.cand YY Client.

Cost of Revenues. Our cost of revenues increased by 112.0% froiB&RL6.1 million in 2012 to RMB882.0 million (US$145million)
in 2013. The increase in our cost of revenues wasiilarge part to an increase in our revenuerghéees and content costs, which consist of
the payments to performers, channel owners an@obptoviders, which amounted to RMB444.1 millidiS$73.4 million) in 2013,
representing a 306.4% increase from RMB109.3 mililo2012. This increase in revenue sharing fedscantent costs was primarily due to
higher levels of user engagement and spending.|¥dar&curred a non-recurring cost in 2013 due topartnership with Hunan Satellite
Television Station in th2013 Happy Boy Showandwidth costs increased 40.1% from RMB145.0 onillin 2012 to RMB203.2 million
(US$33.6 million) in 2013 to support our growingsiness operations. In addition, salary and weltasts increased 76.9% from
RMB50.0 million in
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2012 to RMB88.5 million (US$14.6 million) in 2018ainly due to our hiring of additional employeesé&wve our rapidly expanding user bk

Operating Expenses. Our operating expenses increased by 62.3% RMB303.5 million in 2012 to RMB492.5 million
(US$81.4 million) in 2013, primarily due to an irase in general and administrative expenses aswedisearch and development expenses,
which was associated with the general growth oftuginess operations, our commitment to researdtdaenelopment and the advancemen
our technology development.

Research and development expenseé3ur research and development expenses incrégseti1% from RMB176.7 million in 2012 to
RMB267.0 million (US$44.1 million) in 2013. Thisdrease was primarily due to an increase in salanésother benefits for research and
development personnel, which was in turn mainlyehiby an increase in the number of our researdidawelopment staff, especially
engineers, which accounts for approximately 53.9%uo total number of employees in 2013.

Sales and marketing expense®ur sales and marketing expenses increased.@yodfrom RMB17.0 million in 2012 to
RMB25.0 million (US$4.1 million) in 2013. This inease was primarily due to an increase in salaridther benefits for sales and marketing
personnel and an increase in our spending on pionabtactivities we hosted.

General and administrative expenseOur general and administrative expenses inecehg 82.7% from RMB109.8 million in 2012 to
RMB200.6 million (US$33.1 million) in 2013. Thisdrease was primarily due to an increase in salandsother benefits for general and
administrative personnel, which was in turn mailiwen by an increase in the number of our gerardladministrative staff. In addition,
share-based compensation allocated to generaldmithiatrative expenses increased from RMB55.6 arilin 2012 to RMB66.3 million
(US$11.0 million) in 2013.

Foreign Currency Exchange Gains (Losses).We had net foreign currency exchange gainsBR9.6 million (US$4.9 million) in
2013, compared to a net foreign currency exchamggeb of RMB4.2 million in 2012. This increase wemarily due to the fact that the
proceeds from our initial public offering were cented from U.S. dollars into Renminbi in the fougiharter of 2012 and appreciation of
Renminbi against U.S. dollars.

Interest Income. Our interest income increased from RMB16.3iorillin 2012 to RMB60.2 million (US$9.9 million) 2013. This
increase was primarily due to higher levels of aaisihand and short-term deposits, partly as atreédepositing cash generated from our
operations, and a portion of the proceeds fromrutial public offering in November 2012.

Income Tax Expenses. We recorded income tax expenses of RMB29.0aniih 2012 compared to RMB90.0 million (US$14.9lion)
in 2013. This increase was primarily due to thenbighcome before income tax expenses recordeeébgic of our PRC subsidiaries and
consolidated affiliated entities.

Net Income. As a result of the foregoing, we had a netimeamf RMB477.7 million (US$78.9 million) in 2013 asmpared to a net
income of RMB89.2 million in 2012.

Year Ended December 31, 2012 Compared to Year Erdleckmber 31, 2011

Net Revenues. Our net revenues increased by 156.5% from RNBB(nillion in 2011 to RMB820.0 million in 2012. Ehincrease was
primarily due to increases in our online game reesnand the increased contribution of revenues &wline music and entertainment, which
was officially launched in March 2011 as well akestsources including our membership program, whiah launched in October 2011, and tc
a lesser extent, an increase in our online adirgti®venues.
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IVAS revenues. Our IVAS revenues, which consisted of reverfuam® online music and entertainment and online gaasewell as other
sources, increased by 202.3% from RMB232.4 mililo8011 to RMB702.4 million in 2012. The overaltiease primarily reflected an
increase in the number of paying users and, teseteextent, an increase in ARPU. Our number ohpaysers increased from approximately
1.4 million in the year ended December 31, 2012.4omillion for the year ended December 31, 201fls Thcrease in paying users was
attributable to (i) a significant increase in thember of average monthly active users from 51.8%aniin the three months ended Decembel
2011 to 69.7 million in the three months ended Ddwer 31, 2012, (ii) an increase in the number df g@mes we operated and therefore the
volume of new virtual items a user may purchase(andhe official launch and increasing populgrif online music and entertainment and
introduction of our membership program. Our ARPUITAS increased from RMB164.3 in 2011 to RMB29605 2012.

Revenues from online music and entertaininmeneased from RMB52.9 million for 2011 to RMB286nillion for 2012. In addition to tf
increase in paying users and ARPU, the increasevienues from online music and entertainment wss dlie to the increasing popularity of
online music and entertainment since its officairich in March 2011. The increasing popularity mfre music and entertainment is
attributable to several factors: (a) in June 2@d began paying certain popular performers andralaawners on online music and
entertainment, which attracted more talented peréos and channel owners to our platform and regultgreater performer and channel
owner participation on YY channels, which in tued to higher attendance in YY channels, more laydiences and more paying users; (b
have expanded the range of virtual item offering®or online music and entertainment since itsptioa, and these virtual items now include
flowers, glow sticks, beer and chocolate, and (€)aunched video functionalities in online musid @mtertainment channels in the first que
of 2012, which helped further enhance the attraciss of online music and entertainment to useesb#lieve that the combination of higher
audience participation, a growing range of appegalintual items offered and enhanced functionaiti@ online music and entertainment have
all contributed to the increased revenues genefatedthe sale of virtual items on our online music entertainment channels. Our paying
users for online music and entertainment increfsed approximately 405,000 for the year ended Ddmam31, 2011 to 845,000 for the same
period in 2012.

Revenues from online games, all from welem increased by 100.3% from RMB165.9 million @12 to RMB332.3 million in 2012.
The number of online games we hosted increased 4f®as of December 31, 2011 to 73 as of Decemhe&2@®P. Our paying users for online
games increased from approximately 871,000 foy#ar ended December 31, 2011 to 966,000 for thegreded December 31, 2012.

Other IVAS revenues, which primarily consdof revenues from membership subscription fedsachannel activities increased from
RMB13.6 million in 2011 to RMB83.7 million in 2017 his increase was primarily attributable to arréase in the number of users who
subscribed to our membership program and paid thehty subscription fee; we had approximately 508,8uch members as of December
2012.

Online advertising revenues.Our online advertising revenues increased by®4rom RMB87.3 million in 2011 to RMB117.6 miltio
in 2012. This increase was primarily attributaldeh increase in the average revenue per adventfseh increased from approximately
RMB623,000 in 2011 to RMB871,000 in 2012. This ease was partly driven by (a) the increase in theler of our average daily unique
visitors to Duowan.com from 9.9 million in Decemla&11 to 19.1 million in December 2012, making nealadvertising on Duowan.com m¢
attractive to a larger number of online game dgwels as an effective way to market games to arlanggience, (b) an increase in the average
prices for our advertising slots due to Duowan.samcreasing popularity, and (c) the effective gf@f our sales and marketing team in
promoting advertising on Duowan.com.
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Cost of Revenues. Our cost of revenues increased by 127.8% frofaBR82.7 million in 2011 to RMB416.1 million in 201Zhe
increase in our cost of revenues was due in laagetp increases in bandwidth costs, which incrédse93.1% from RMB75.1 million in 2011
to RMB145.0 million in 2012 and an increase in mwenue sharing fees and content costs. The irefedmndwidth costs was primarily due
to (i) an increase in the amount of bandwidth respisince we provided video functionality to anr@asing number of our channels in 2012
and (ii) an increase in the number of average nipuittive users on our platform from approximatgly9 million in the three months ended
December 31, 2011 to 69.7 million in the three rhergnded December 31, 2012. Our revenue shariggafeecontent costs, consisting of the
payments to channel owners and performers in dimeomusic and entertainment channels and thosteentio revenue sharing in various
channels activities in YY platform, such as therstel owners in live game broadcasting, and corteumiers of products sold in YY platform,
amounted to RMB109.3 million in 2012 as our IVASerues from the sale of virtual items on our ontimgsic and entertainment channels
increased. In addition, salary and welfare costeeased from RMB33.4 million in 2011 to RMB50.0 lioih in 2012, mainly due to our hiring
of additional employees to serve our rapidly expagdser base. Payment handling costs increasedRdB9.3 million in 2011 to
RMB22.8 million in 2012, primarily because of thigler IVAS sales and an increase in the numbesefaipaying through third party
payment channels.

Operating Expenses. Our operating expenses increased by 27.3% RdB238.4 million in 2011 to RMB303.5 million in 2@1
primarily due to an increase in research and dewedmt expenses, which reflected the general grofwtiur business operations, partially
offset by a decrease in share-based compensati@ansess.

Research and development expenseé3ur research and development expenses incrégsl4% from RMB2106.8 million in 2011 to
RMB176.7 million in 2012. This increase was prirhadue to a significant increase in salaries amgobenefits for research and developmen
personnel, which was in turn mainly driven by acréase in our research and development staff, edlgezngineers, from 401 as of
December 31, 2011 to 672 as of December 31, 2@1&ddition, share-based compensation allocategsarch and development expenses
increased from RMB31.7 million in 2011 to RMB35.4llion in 2012.

Sales and marketing expense®ur sales and marketing expenses increase@.Bys2rom RMB13.4 million in 2011 to
RMB17.0 million in 2012. This increase was primadue to the fact that we hosted a live celebragieent on YY in July 2012 to celebrate
fourth anniversary of the launch of YY platformating to an increase in our sales and marketingresgs. Share-based compensation
allocated to sales and marketing expenses decr&asedRMB1.3 million in 2011 to RMBO0.9 million in(®.2.

General and administrative expenseOur general and administrative expenses destldags 7.1% from RMB118.2 million in 2011 to
RMB109.8 million in 2012. This decrease was prittyadiuie to a lower amount of shab@sed compensation expenses being allocated toad
and administrative expenses from RMB86.5 millio2011 to RMB55.6 million in 2012.

Foreign Currency Exchange (Loss) Gains.We had net foreign currency exchange loss oBRI million in 2012, compared to a net
foreign currency exchange gain of RMB14.1 millier2011. This decrease was primarily due to thetfaattwe converted our proceeds from
our initial public offering from U.S. dollars intRenminbi and recognized an exchange loss.

Interest Income. Our interest income increased from RMB4.9 wmiillin 2011 to RMB16.3 million in 2012. This increasas primarily
due to higher levels of cash on hand, partly asalt of depositing the proceeds from our initiablic offering in November 2012 and issuance
of common shares to Tiger Global Six YY Holding®irarious bank accounts.
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Income Tax Expenses. We recorded income tax expenses of RMB1.3aonilin 2011 compared to RMB29.0 million in 2012. §hi
increase was primarily due to the higher revenaesrded by certain of our PRC subsidiaries.

Net Income (Loss). As a result of the foregoing, we had a netine@f RMB89.2 million in 2012 as compared to aloses of
RMB83.2 million in 2011.

Inflation

Since our inception, inflation in China et materially impacted our results of operatiohscording to the National Bureau of Statistics
of China, the change of consumer price index im@&hvas 5.4%, 2.6% and 2.6% in 2011, 2012 and 2@%Bectively. Although we have nol
the past been materially affected by inflation sinar inception, we can provide no assurance teawilv not be affected in the future by higl
rates of inflation in China.

Recently Issued Accounting Pronouncements

In February of 2013, the FASB issued ASU202, "Comprehensive Income (Topic 220), Reporting of ArtsoReclassified Out of
Accumulated Other Comprehensive Incc'. The amendments in this ASU require an entitgrimvide information about amounts reclassified
out of accumulated other comprehensive income bypoment. In addition, an entity is required to praseither on the face of the statement
where net income is presented or in the notesifgignt amounts reclassified out of accumulatedeottomprehensive income by the respec
line items of net income, but only if the amountlassified is required under U.S. GAAP to be resifées] to net income in its entirety in the
same reporting period. For other amounts that ereaguired under U.S. GAAP to be reclassifiechisitt entirety to net income (for example,
where amounts are reclassified to inventory), dityeis required to cross-reference to other disates required under U.S. GAAP that provide
additional detail about those amounts. For pubiitties, the amendments are effective with prospectpplication for reporting periods
beginning after December 15, 2012. We adoptedABid beginning January 1, 2013 and the adoptiohisfASU did not have a material
impact on our consolidated financial statements.

In March of 2013, the FASB issued ASU 2@B3-' Foreign Currency Matters (Topic 830), Parent's Aaating for the Cumulative
Translation Adjustment upon Derecognition of Cert8ubsidiaries or Groups of Assets within a Fordigntity or of an Investment in a
Foreign Entity." The amendments in this ASU clarify the applicatplédance for the de-recognition of all or a partaf a cumulative
translation adjustment when an entity ceases te hasontrolling financial interest in a subsidiarygroup of assets that is a nonprofit activity
or a business (other than a sale of in substamt@state or conveyance of oil and gas mineratsjghithin a foreign entity or when other
changes stipulated in the ASU occur and involveraifin entity. The amendments are effective prasgyg for fiscal years (and interim
reporting periods within those years) beginningralecember 15, 2013. The amendments should bedgpbspectively to derecognition
events occurring after the effective date. Priaiqus should not be adjusted. Early adoption isniiged. If an entity elects to early adopt the
amendments, it should apply them as of the beginoirthe entity's fiscal year of adoption. The ailmpof this ASU is not reasonably expec
in the future to have a material impact on our otidated financial statements.

In March of 2013, the FASB issued ASU 2Q113-'Income Taxes (Topic 740)—Presentation of an Unneizeg Tax Benefit When a Net
Operating Loss Carryforward, a Similar Tax Lossafax Credit Carryforward Exists The amendments in the ASU clarify that an
unrecognized tax benefit, or a portion of an ungeired tax benefit, should be presented in thenfiied statements as a reduction to a deferre
tax asset for a net operating loss, similar tag,los tax credit carryforward, except as notedhanfbllowing sentence. To the extent a net
operating loss, similar tax loss, or tax credirgfmrward
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is not available at the reporting date under thdae of the applicable jurisdiction to settle aagditional income taxes that would result from
the disallowance of a tax position or the tax ldwhe applicable jurisdiction does not require émgity to use, and the entity does not intend to
use, the deferred tax asset for such a purpose utider this exception the unrecognized tax bersefi be presented in the financial statem
as a liability and should not be combined with {@gwith) the deferred tax asset(s). The assessofiariether a deferred tax asset is
"available" is based on the unrecognized tax benati deferred tax asset amounts that exist aefhating date and should be made presu
disallowance of the tax position at the reportiaged The amendments are effective for fiscal yeard,interim periods within those years,
beginning after December 15, 2013. Early adoptsopermitted. The amendments should be applied potisply to all unrecognized tax
benefits that exist at the effective date. Retrospe application is permitted. The adoption oBtAISU is not reasonably expected in the future
to have a material impact on the our consolidaiteghtial statements.

B. Liguidity and Capital Resources

Cash Flows and Working Capital

In recent years, we have financed our djmersprimarily through cash flows from operati@sl the proceeds from our initial public
offering in November 2012. We expect to requirehdasfund our ongoing operational needs, partitylawr revenue sharing fees and content
costs, salaries and benefits, bandwidth costs atehpial acquisitions or strategic investments. Wgkeve that our current cash and cash
equivalents and the anticipated cash flow from at@ns will be sufficient to meet our anticipatedrking capital requirements and capital
expenditures needs for the next 12 months. Howew@may require additional cash resources duedagihg business conditions or other
future developments, including any investmentsogussitions we may decide to selectively pursueulf existing cash resources are
insufficient to meet our requirements, we may geedell equity or equity-linked securities, dehtwgdties or borrow from banks.

As of December 31, 2011, 2012 and 2013hatRMB128.9 million, RMB504.7 million and RMB72%fillion (US$120.5 million),
respectively, in cash and cash equivalents.

The following table sets forth a summaryof cash flows for the years indicated:

For the Year Ended December 31

2011 2012 2013
RMB RMB RMB US$
(in thousands)

Net cash provided by operating activit 99,81" 356,85: 891,17: 147,21:
Net cash used in investing activiti (528,35 (498,509 (659,607 (108,959
Net cash provided by (used in) financing activi 477,88: 522,74( (5,687) (939
Net increase in cash and cash equival 49,34: 381,08t 225,88: 37,31:
Cash and cash equivalents at the beginning o

year perioc 83,68 128,89: 504,70:. 83,37:
Effect of exchange rates change on cash and

equivalents (4,139 (5,277 (987) (1639
Cash and cash equivalents at the end of the y

period 128,89: 504,70: 729,59¢ 120,52:

Operating Activities

Net cash used in or generated from opeyativities consists primarily of our net lossrmrome mitigated by nonash adjustments, su
as share-based compensation, depreciation of pyogred equipment and deferred taxes, and adjustetidnges in operating assets and
liabilities, such as accounts receivable and actliagilities, account payables and other payables.
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Net cash provided by operating activitiewanted to RMB891.2 million (US$147.2 million) ftire year ended December 31, 2013,
primarily resulting from RMB2,225.4 million (US$$3® million) of cash revenues we received fromgake of IVAS and advertisements,
partially offset by our sales-related cash outfltfvRMB665.1 million (US$109.9 million), which maintonsisted of the amounts due to third
party game developers under revenue sharing amaargs, distributions under arrangements with aegarformers and channel owners,
payment collection costs and business taxes, oployee salaries and welfare payments of RMB3171Bami(US$52.5million), our paymen
for the lease of bandwidth of RMB197.5 million (LE26 million) and our general operating costs of BIN4.0 million (US$25.4 million).

Net cash provided by operating activitigsanted to RMB356.9 million for the year ended Deber 31, 2012, primarily resulting from
RMB996.4 million of cash revenues we received fthmsale of IVAS and advertisements, partially etftsy our employee salaries and wel
payment of RMB244.3 million, our sales-related castflow of RMB169.7 million, which mainly consistef the amounts due to third party
game developers under revenue sharing arrangendésitgyutions under arrangements with certain pepperformers and channel owners on
our online music and entertainment, payment calaatosts and business taxes, our payments fdeéise of bandwidth of RMB135.4 million
and our general operating costs of RMB90.1 million.

Net cash provided by operating activitiesthe year ended December 31, 2011 was RMB99l®miprimarily resulting from
RMB395.8 million of cash revenues we received fthmsale of IVAS and advertisements, partially etftsy our sales-related cash outflow of
RMB81.9 million, which mainly consisted of the anmésidue to third party game developers under revsharing arrangements, payment
collection costs and business taxes, our emplogfegiss and welfare payment of RMB118.0 millionr payments for the lease of bandwidth
of RMB71.4 million and our general operating castiRkMB24.7 million.

Investing Activities

Net cash used in investing activities I&ygeflects placements of short-term deposits, pases of property and equipment in connection
with the expansion and upgrade of our technolo§astructure, our investments in certain compaaieb purchases of intangibles assets.

Net cash used in investing activities antedrio RMB659.6 million (US$109.0 million) in thegr ended December 31, 2013. Net cash
used in investing activities primarily resultedrfrahe placement of short-term deposits of RMB1,528illion (US$252.6 million), payments
of RMB55.6 million (US$9.2 million) for the purcha®f property and equipment, which mainly consisitthe purchase of servers, and cash
paid for certain strategic investments of RMB58illiom (US$9.6 million), partially offset by the rharity of short-term deposits in various
banks in the amount of RMB996.0 million (US$164.Hiom).

Net cash used in investing activities amtediito RMB498.5 million in the year ended Decentfer2012. Net cash used in investing
activities primarily resulted from the placementsbbrt-term deposits of RMB1,040.3 million, consate®n of RMB11.7 million paid in
connection with an acquisition, and payments of FIAB million for the purchase of property and equémt, which mainly consisted of the
purchase of servers to serve our expanded userlbdséo a lesser extent, the purchase of offioditire and other office set-up related costs,
partially offset by the maturity of term depositsviarious banks in the amount of RMB615.3 million.

Net cash used in investing activities amtedto RMB528.4 million in the year ended Decentfer2011. Net cash used in investing
activities primarily resulted from the placementsbbrt-term deposits of RMB872.4 million, paymeot&RMB47.0 million for the purchase of
property and equipment, which mainly consistechefgiurchase of servers to serve our expanded aserdmd, to a lesser extent, the purchast
of office furniture and other office set-up relatukts, and equity
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investments of RMB4.5 million associated with theghase of a minority equity interest in ZhuhaShan KuaiKuai Technology Co., Ltd., a
company which provides online game technologics¢aech services in China, and Shenzhen Yingpewognhation Technology Company
Limited, a company which provides mobile interredated content in China, partly offset by the miyuwf term deposits in various banks in
the amount of RMB399.7 million.

Financing Activities

Net cash used in financing activities wa$8%.7 million (US$0.9 million) in 2013, primarilytaibutable to a portion of the listing
expenses of RMB5.8 million (US$0.9 million).

Net cash provided by financing activitieasARMB522.7 million in 2012, primarily attributaltie the proceeds of RMB550.6 million from
our initial public offering in November 2012, paity offset by a portion of the listing expensesRdMB 27.8 million.

Net cash provided by financing activitieasARMB477.9 million in the year ended December2®1.1, primarily attributable to proceeds
from the issuance of common shares to Tiger GI8bal'Y Holdings, net of issuance costs, of RMB48#@llion, partially offset by our
repurchase of share options in the amount of RMBHrfillion.

Capital Expenditures

We made capital expenditures of RMB41.8iam] RMB79.4 million and RMB72.2 million (US$11rillion) in 2011, 2012 and 2013,
respectively. Our capital expenditures are prirgared to purchase computers, servers, officetfumisoftware, domain names and other
assets. As we expand, we may move to larger offinéspurchase additional office furniture and otsipment.

C. Research and Development, Patents and Licens&sc.

In order to support the kind of multi-useral-time online voice and video communicationsa@tale necessary for our platform, we builc
and develop our own network infrastructure. Seenilé. Information on the Company—B. Business Owswi-Research and Development”
for a description of the research and developmgpea of our business and "ltem 4. Informationfn@ompany—B. Business Overview—
Intellectual Property" for a description of the f@ation of our intellectual property.

Research and development expenses conisigtrply of salaries and benefits for research dadelopment personnel and rental and
depreciation of office premise and servers utilibgdhe research and development personnel. Résaadcdevelopment expenses generally
increased in the past three years ended Decemb20383, due to the need for additional researchdaweélopment personnel to accommodate
the rapid growth of our business. We expect ourassh and development expenses in absolute anmindrease as we intend to retain
existing research and development personnel anchaks new ones to, among other things, develop seves of applications for our platform,
improve technology infrastructure to further entenser experience, and further develop enhancédrésafor Mobile YY to reach more use
We incurred RMB106.8 million, RMB176.7 million aftiMB267.0 million (US$44.1 million) of research adelvelopment expenses in 2011,
2012 and 2013, respectively.
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D. Trend Information

Other than as disclosed elsewhere in tinisial report, we are not aware of any trends, taicgies, demands, commitments or events
since the beginning of our fiscal year 2013 thatraasonably likely to have a material effect onret revenues, income from operations,
profitability, liquidity or capital resources, drat would cause the disclosed financial informatmbe not necessarily indicative of future
operating results or financial condition.

E. Off-Balance Sheet Arrangements

We have not entered into any financial gntges or other commitments to guarantee the payobégations of any third parties. We he
not entered into any derivative contracts thatisdexed to our shares and classified as sharelsoldficit)/equity, or that are not reflected in
our consolidated financial statements. Furthermweegdo not have any retained or contingent intéreassets transferred to an unconsolidatec
entity that serves as credit, liquidity or markiskrsupport to such entity. We do not have anyalde interest in any unconsolidated entity that
provides financing, liquidity, market risk or credupport to us or engages in leasing, hedgingsearch and development services with us.

F. Tabular Disclosure of Contractual Obligations

The following table sets forth our contradtobligations as of December 31, 2013:

Payment Due by Perioc
Less than More than
Total 1 year 1-2 years 3-5 years 5 years
(in thousands of RMB)

Operating lease
obligationst 32,72¢ 16,91¢  15,80¢ — —

(1)  Operating lease obligations refer to the leasefafes under operating lease agreements, whemgn#isant
portion of the risks and rewards of ownership atained by the lessor. Payments made under opgitatises are
charged to the consolidated statements of opemtiora straight-line basis over the period of #asé, including
any free lease perioc

Our operating lease obligations decreassd December 31, 2012 to December 31, 2013 prignbeitause we entered into our major
leases in 2011 and 2012. Most of these lease<heglsled to expire after 2014, and we have notgretwed them beyond that date.

Other than the obligations set forth abave did not have any other long-term debt obligatimperating lease obligations, purchase
obligations or other long-term liabilities as of é@enber 31, 2013.

G. Safe Harbor
See "Forward Looking Statements" on pagétis annual report.
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ITEM 6. DIRECTORS, SENIOR MANAGEMENT AND EMPLOYE ES

A. Directors and Senior Management

The following table sets forth informaticegarding our directors and executive officersfab® date of this annual report. There are no
family relationships among any of the directorerecutive officers of our company.

Directors and Executive Officers Age Position/Title

Jun Lei 44 Chairman of the Board and Direc

David Xueling Li 39 Chief Executive Officer and Direct:

Qin Liu 41 Director

Jenny Hong Wei Le 41 Independent Directc

Tony Bin Zhao 43 Director and Chairman of Technology
Committee

Peter Andrew Schlos 53 Independent Directc

Peng T. On¢ 50 Independent Directc

Richard Weidong < 46 Independent Directc

David Tang 59 Independent Directc

Rongjie Dong 37 General Manager of Games Departn

Jin Cagc 41 General Manager of Website Departm

Eric He 53 Chief Financial Office

Mr. Jun Leiis our co-founder and has been our chairman sinceoeption. Mr. Lei is a co-founder and the chain of Kingsoft
Corporation Limited, a China-based software anéthenjames company listed on the Stock ExchangeoafjHKong, and served as its chief
executive officer from October 1998 to December7200 2010, Mr. Lei co-founded and has since thawed as the chairman of Xiaomi
Corporation, a smartphone and mobile internet campaChina. From April 2000 to March 2005, Mr. Lea-founded and served as chairman
of Joyo.com which, during his tenure, was sold ma&on, becoming Amazon China. Since November 2003l.ei has served on the boarc
directors of Wuhan University. In addition, Mr. Lisiactive in private investments and currentlywssras a director or advisor in several
privately held companies that he founded or inwesteMr. Lei received his bachelor's degree in pater science from Wuhan University in
1991.

Mr. David Xueling Liis our co-founder and has been our chief execuatifreer since our inception. Mr. Li is primarily sponsible for our
overall management, major decision-making andegratplanning, including research and developn@efore founding our company, Mr. Li
worked at Netease.com, Inc. from July 2003 to ApRiD5 and served as its chief editor. In 2000, Mfounded CFP.cn, a website that
provided a copyright trading platform for journéisnd amateur photographers. Mr. Li received adlacs degree in philosophy from Rent
University of China in 1997.

Mr. Qin Liu has been a director of our company since June 2008.iu has been a director of Morningside ChifdT Fund I, L.P.
since its formation in 2008, where he is primardgponsible for managing early-stage investmentisarinternet, wireless, media,
entertainment and consumer services sectors inaCHia also serves as a director in several nonigopbitfolio companies of the fund. From
2000 through 2008, Mr. Liu worked at MorningsideNTenagement Services (Shanghai) Co., Ltd. and kesftal its print media business and
served as publisher of The Bund, an upscale liestgekly publication. Mr. Liu received a mastelegree in business administration, or M
from China Europe International Business Schodldf9 and a bachelor's degree in electrical engmgpéiom Beijing Science & Technology
University in 1993.

Ms. Jenny Hong Wei Ldms served as our director since December 2009L&dsis a director of Pactera Technology Intermetid.td., a
leading China-based provider of outsourced inforomat
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technology and research and development servind BVianet Group, Inc., a leading China-basedaraneutral Internet data center services
provider; both companies are listed on the NasdahdbMarket. Ms. Lee is a managing director of @@ Global Ventures Il L.L.C., which

is a general partner of Granite Global Ventures IR. and GGV Il Entrepreneurs Fund L.P. From 2692005, Ms. Lee served as a vice
president of JAFCO Asia. Ms. Lee received her blactsedegree in electrical engineering in 1994 avatter's degree in engineering in 1995
from Cornell University. Ms. Lee also has an MBAgdee from Kellogg School of Management at Northeestniversity in 2001.

Mr. Tony Bin Zhadas served as our director since December 200%adeur chief technology officer from 2008 to 20a8d started
serving as our chairman of technology committeees2013. He founded Agora, Inc in 2013 and sersétsalirector. Prior to joining us, he
founded NeoTasks, LLC in November 2004 and sergdatsahairman and chief technology officer un@D8. From July to October 2004, he
was a senior consultant at Tencent.com. From 28y 1o July 2004, he served as a senior enginé&ebEx Communications Inc. and was
responsible for the establishment of audio/videssis® and backend servers. From 1995 to 1997, heed@s the manager of software
department at Beijing Sunstep Technologies Limitégl also founded Beijing Dacheng Infrastructurgdtts Consulting Limited in 1994.

Mr. Zhao received a bachelor's degree in radioed@ctronics from Peking University in 1992.

Mr. Peter Andrew Schlodgs served as our independent director since Noseth 2012. Mr. Schloss is a partner at Phoenidi®e
Fund L.P., a private equity fund established bydpitoTelevision Group, a company listed on the texchange of Hong Kong, to invest in
media and culture-related companies in China. Mhl&s has been serving as an independent diutithe audit committee chairman of
Giant Interactive Group Inc., an NYSE-listed compasince 2007. From 2008 to 2012, Mr. Schloss gkasgethe chief executive officer of
Allied Pacific Sports Network Limited, a leadingénnet and wireless provider of live and on-demgpatts programs in Asia. Prior to joining
Allied Pacific Sports Network Limited, Mr. Schloasrked at TOM Online Inc., serving as the chieffigial officer from 2003 to 2005, as an
executive director from 2004 to 2007 and as thefdbgal officer from 2005 to 2007. Mr. Schlosseaiwed a bachelor's degree in political
science and a juris doctor degree from Tulane Usitye

Mr. Peng T. Ondnas served as our independent director since Nosegth 2012. Mr. Ong is a director of Banean Haldiand advisor
to GSR Ventures, He is an independent directon@MNational Research Foundation of Singapore. diitiad, he is a trustee of the Singapore
University of Technology and Design and sits ongtrategic advisory board of the Chancellor oftthméversity of Illinois. Mr. Ong was an
independent director of Singapore Telecommunicatlamited through July 2013 and chairs SingTelsugrenterprise advisory committee.
served as chairman of Infocomm Investments Pted_tainture capital fund in Singapore, from 2008Q@3. Mr. Ong founded Interwoven Ir
(acquired by Autonomy Corporation plc., now partgfwlettPackard) and served as its president and chietixemfficer from 1995 to 19¢
and its chairman from 1995 to 2002. Mr. Ong alamfited Encentuate Inc. which became the foundafitimedBM Singapore Software Lab
after being acquired by IBM. In addition, Mr. Ong-founded Match.com (how part of IAC/InterActive@diand served in various engineering
and management positions at lllustra Informatioohf®logies, Inc. (now Informix Corporation, partiBM), Sybase Inc. (now SAP
America, Inc.) and Gensym Corporation. Mr. Ong Pesagived a bachelor's degree in electrical engimgé&rom University of Texas at Aust
and a master's degree in computer science fromelsity of Illinois at Urbana-Champaign.

Mr. Richard Weidong Jaas served as our independent director since Mag.2ar. Ji is currently establishing his own funidhathe goal
of investing in Internet technology leaders andstoner brands that help enhance the lives of Chicesgumers. From 2005 to 2012, Mr. Ji
served as managing director and head of Asia-Rdaifernet/media investment research at Morganl&taksia Limited. During his time with
Morgan Stanley, Mr. Ji was consistently rated as a@fithe top internet analysts
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covering the Chinese internet according to thatlritginal Investor and Greenwich Associates' anisualeys. Over Mr. Ji's career, he has
received many awards from reputable publicatiormsrasearch groups including the Financial Timesitis€hina Morning Post, Asiamoney,
Absolute Return & Alpha magazine and iResearch Gliting Group. Mr. Ji holds a doctor of sciencesréegn biological science from
Harvard University, an MBA from the Wharton SchobBusiness at the University of Pennsylvania amhehelor of Science from Fudan
University in China. He also serves as an indepaindieector of 58.com.

Mr. David Tanghas served as our independent director since Mag.2@r. Tang currently serves as a managing diragdtdlokia
Growth Partners, a global venture capital firm g@cializes in investing in mobile technologied arobile businesses. From 2011 to 2012,
Mr. Tang was the vice president of the Europearobli@hamber of Commerce in China, vice chairmamefChina Association of Enterprises
with Foreign Investments, and vice chairman ofBkging International Chamber of Commerce. Mr. Térag spent nearly a decade with the
Nokia group, having served as the vice chairmaNa¥ia (China) Investment Co., Ltd. and chairmamokia Telecommunications Ltd. whe
he was responsible for government relations, giratgartnerships, corporate development, and swsidity. Prior to serving in those roles, he
was the vice chairman and vice president of saleblbkia in the greater China region from 2005@02 Mr. Tang has also held executive
positions in other leading global technology firsueh as Apple, AMD, 3Com, DEC, and AST. Mr. Tanggeireed his bachelor's degree in
Computer Science and Engineering from Californ&esUniversity at Long Beach and a master's dagrBesiness from California State
University at Fullerton.

Mr. Rongjie Donghas been the president of the technology departoféaitiangzhou Huaduo since October 2006 and igwotiyrthe
general manager of our games department. Prioiri;mp us, he served as product manager and hetheé ¢échnology department of 163.com
from 2000 to 2006. Mr. Dong received his bacheldegree in computer hardware from Beijing InformatiEngineering Institute (now known
as Beijing Information Science and Technology Ursitg) in 1999.

Mr. Jin Caohas been the vice president of Guangzhou Duowae £808 and is currently the general manager ofvelsite departmer
From June 2005 to October 2008, he served as ésidpnt of NeoTasks Inc. From January 2000 to Fepr2006, he served as the chief
representative of FATWIRE Corp. From August 199%tmust 1997, he was a senior programmer for thaaCAviation and Space Authority
(CASA). He founded niba.com, an online video striegncompany, in 2006. Mr. Cao received a bachettetgee in industrial engineering
from Tianjin University in 1995 and a master's aggin industrial engineering from University of Gimnati in 1999.

Mr. Eric He has been our chief financial officer since August2 He currently also serves as an independesttdir of Yangxun
Computer Technology (Shanghai) Co. Ltd. and Acotarhational, Inc., an NYSE-listed company. Prijdining us, Mr. He served as the
chief financial officer of Giant Interactive Groujpc., an NYSE-listed company, from March 2007 wag@ist 2011. He served as the chief
strategy officer of Ninetowns Internet Technologso@ from 2004 to 2007. From 2002 to 2004, he sbagea private equity investment
director for AIG Global Investment Corp (Asia) Ltdr. He received a bachelor's degree in accourfitorg National Taipei University and an
MBA degree from the Wharton School of BusinessatWniversity of Pennsylvania. Mr. He is a Certifftublic Accountant and Chartered
Financial Analyst in the United States.

B. Compensation of Directors and Executive Officers

For the fiscal year ended December 31, 2@&3paid an aggregate of RMB10.4 million (US$1illiom) in cash, including salaries and
bonuses, to our directors and executive officens.details on the share incentive grants to owratiirs and officers, see "—Share Incentive
Plans." For the fiscal year ended December 31, 20&3nade contributions for our directors and eeewofficers for their pension insurance,
medical insurance, housing fund, unemployment ahero
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statutory benefits as required by PRC laws in ajregate amount of RMBO0.3 million (US$0.1 milliohye did not set aside or accrue any
other pension or retirement benefits for our dmestind executive officers for the fiscal year ehBecember 31, 2013.

Employment Agreements

We have entered into employment agreemeititsour senior executive officers. We may term@atsenior executive officer's
employment for cause at any time without remunenafidbr certain acts of the officer, such as beiogvicted of any criminal conduct, any act
of gross or willful misconduct or any serious, Will grossly negligent or persistent breach of amployment agreement provision, or
engaging in any conduct which may make the contireraployment of such officer detrimental to our pamy. We may also terminate a
senior executive officer's employment by givingehimonths' prior written notice. A senior executifi&cer may terminate his or her
employment at any time by giving three months'tenitnotice, provided that such notice may only ivergby the officer any time after the
third anniversary of his or her employment.

Each senior executive officer has agredubtd all information, know-how and records in amgty connected with the business of our
company, including, without limitation, all formw@adesigns, specifications, drawings, data, operat@nd testing procedures, manuals and
instructions and all customer and supplier listéesinformation, business plans and forecastsatitelchnical or other expertise and all
computer software of our company, in strict conficke during and after his or her employment. Eafihesfalso agrees that we shall own all
the intellectual property developed by such offidaring his or her employment.

Share Incentive Plans

We have adopted two share incentive plaasiely, the 2009 Scheme and the 2011 Plan. Thegegf these two share incentive plans i
to attract and retain personnel by linking the peas interests of the members of the board, officemployees and consultants to the succe
our business and by providing such individuals waithincentive for outstanding performance. As dirbary 28, 2014, options to purchase
13,222,005 common shares, 32,775,503 restrictagshad 48,863,978 restricted share units werdéamalisig under the 2009 Scheme and the
2011 Plan.

2009 Employee Equity Incentive Scheme

We adopted the 2009 Scheme in December. 20@eptember 2011, YY Inc. assumed all the rigimis obligations of Duowan
Entertainment Corp. under all share-based compensgarteviously issued by Duowan Entertainment Cangluding under the relevant award
agreement and under the 2009 Scheme, if applicabteyundertook to issue its own common shares tippaxercise of any share-based
compensation awards previously issued by DuowaarEimment Corp., subject to compliance with threngeand conditions of the relevant
award agreements and the 2009 Scheme, if applicable

Under the 2009 Scheme, the maximum numbehnares in respect of which options or restricieares may be granted is 120,020,001.
The following paragraphs summarize the seofithe 2009 Scheme.
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Types of Awards. The following briefly describe the principabterres of the various awards that may be grantddnthe 2009 Schen

. Options. Options provide for the right to purchase a dpetinumber of our common shares at a specifiesk@nd usually wil
become exercisable at the discretion of our plamimidtrator in one or more installments after theng date. The option exerc
price may be paid, subject to the discretion offtla® administrator, in cash or check, in our comraleares which have been
held by the option holder for such period of tinsenaay be required to avoid adverse accounting cuesees, in other property
with value equal to the exercise price, throughakér-assisted cashless exercise, or by any coniduinaf the foregoing.

. Restricted SharesA restricted share award is the grant of our comishares which are subject to certain restrictiomtsmay
be subject to risk of forfeiture. Unless otherwdstermined by our plan administrator, a restriclieare is nontransferable and
may be forfeited or repurchased by us upon ternoinaif employment or service during a restrictedqae Our plan

administrator may also impose other restrictionshenrestricted shares, such as limitations omiti to vote or the right to
receive dividends.

Plan Administration. Our board or a committee of one or more membgosir board duly authorized for the purpose ef 2009
Scheme can act as the plan administrator.

Award Agreement. Options or restricted shares granted unde2@® Scheme are evidenced by an award agreemésetidorth the
terms, conditions and limitations for each grant.

Option Exercise Price. The exercise price in respect of any optionl &leafixed by reference to the date upon whichdpton (or the
relevant part thereof) is granted, and shall b&hetlection of the plan administrator, (a) thedavaluation price per share certified by a third
party valuer prior to the date of grant of the vale option (or relevant part thereof) or (b) thtebt price per share at which we have issued a
shares prior to the date of grant of the relevatiba (or relevant part thereof).

Eligibility. We may grant awards to our employees, offie@sdirectors or consultants to our members.

Term of the Awards. The 2009 Scheme shall be valid and effectivafperiod of ten years from the date of effectesn The term of
each option or restricted share grant shall bgéans from the date of the grant.

Vesting Schedule. In general, the plan administrator determimesviesting schedule, which is set forth in the avemreement.

Transfer Restrictions. Awards for options or restricted shares mayheotransferred in any manner by the award holaedsmay be
exercised only by such holders, subject to limggdeptions. Restricted shares may not be transfeiugng the period of restriction.

Termination. The plan administrator may at any time termértae operation of the 2009 Scheme.

Prior to the adoption of the 2009 Schemegvanted certain share options to our employeesipnt to certain share option agreements
which carried substantially the same terms and itiond with those stipulated in the 2009 Scheme.

2011 Share Incentive Plan
We adopted the 2011 Plan in September 2011.
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Under the 2011 Plan, the maximum numbeoafimon shares reserved for issuance under thesple)000,000, plus an annual increase
of 20,000,000 on the first day of each fiscal ybaginning in 2013, or such smaller number of comsivares as determined by our board of
directors.

The following paragraphs summarize the geofithe 2011 Plan.
Types of Awards. The following briefly describe the principabteres of the various awards that may be grantddnthe 2011 Plan.

. Options. Options provide for the right to purchase a dpetinumber of our common shares at a specifiesk@nd usually wil
become exercisable at the discretion of our plamimidtrator in one or more installments after theng date. The option exerc
price may be paid, subject to the discretion oftla® administrator, in cash or check, in our comraleares which have been
held by the option holder for such period of tinsenaay be required to avoid adverse accounting cesees, in other property
with value equal to the exercise price, throughakér-assisted cashless exercise, or by any cotiduinaf the foregoing.

. Restricted SharesA restricted share award is the grant of our comishares which are subject to certain restrictiomtsmay
be subject to risk of forfeiture. Unless otherwdetermined by our plan administrator, a restriclieare is nontransferable and
may be forfeited or repurchased by us upon ternoinaif employment or service during a restrictedqae Our plan
administrator may also impose other restrictionshenrestricted shares, such as limitations omitie to vote or the right to
receive dividends.

. Restricted Share UnitsA restricted share unit award is the grant ofrtgbt to receive a common share at a future dadenaay
be subject to forfeiture. Our plan administratos ttee discretion to set performance objectivegioerovesting criteria that will
determine the number or value of restricted shaits to be granted. Unless otherwise determinedunyplan administrator, a
restricted share unit is nontransferable and mdyptbeited or repurchased by us upon terminatioaraployment or service
during a restricted period. Our plan administraséithe time of grant, specifies the dates on wthiehrestricted share units
become fully vested.

Plan Administration. Our board or a committee of one or more memébkosir board duly authorized for the purpose ef2011 Plan
can act as the plan administrator.

Award Agreement. Options, restricted shares or restricted shamés granted under the 2011 Plan are evidencexhlayward agreeme
that sets forth the terms, conditions and limitagifor each grant.

Option Exercise Price. The exercise price in respect of any optionl $leadetermined by the plan administrator andagh in the
award agreement which may be a fixed or variableepelated to the fair market value of the shafé® exercise price per share subject to an
option may be amended or adjusted in the absolsteation of the plan administrator, the determorabf which shall be final, binding and
conclusive.

Eligibility. We may grant awards to our employees, congsltrdirectors.

Term of the Awards. The 2011 Plan shall be valid and effectivedqreriod of ten years from the date of effectivean@&fe term of each
option grant shall not exceed ten years from the dathe grant.

Vesting Schedule. In general, the plan administrator determimesviesting schedule, which is set forth in the avemreement.
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Transfer Restrictions. Awards for options, restricted shares or rettd share units may not be transferred in any erdmnthe award
holders and may be exercised only by such holdetgect to limited exceptions. Restricted shareg nw be transferred during the period of

restriction.

Termination. The plan administrator may at any time tern@rtae operation of the 2011 Plan.

The following table summarizes, as of Fabyw28, 2014, the outstanding options granted tesacutive officers, directors and other

individuals as a group.

Common Shares
Underlying Options Exercise Price
Awarded (US$/Share) Date of Grant

Date of Expiration

Rongjie Dong * 0.00489! January 1, 200
* 0.005511 January 1, 200
0.00673! January 1, 200

Other Individuals as a

December 31, 201
December 31, 201
December 31, 201

Group 10 — January 1, 200 December 31, 201
1,063,17: 0.00551( January 1, 200 December 31, 201
4,030,25: 0.00673! January 1, 200 December 31, 201
Total 13,222,00
* The aggregate number of common shares underlyagutstanding options held by this individual issl¢han 1% of our

total outstanding share

The following table summarizes, as of Fabyw28, 2014, the outstanding restricted sharastggao our executive officers, directors and

other individuals as a group.

Name Restricted Shares Grantec Date of Grant
Tony Bin Zhac * February 1, 201
* January 1, 201
Jin Cac * February 1, 201
Rongjie Dong * January 1, 201
Other Individuals as a Grot 14,376,73 January 1, 201
8,745,421 July 1, 201(C
250,000 October 1, 2011
4,214,011 January 1, 201
Total 32,775,50
* The aggregate number of common shares underthigutstanding restricted shares held by eattesk individuals is

less than 1% of our total outstanding sha
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The following table summarizes, as of Fabbyw28, 2014, the outstanding restricted sharesgmanted to our executive officers, directors
and other individuals as a group.

Name Common Shares Underlying Restricted Share Units Grated Date of Grant
David Xueling Li *  April 30, 2013
Jenny Hong Wei Le * November 7, 201
Peter Andrew Schlos * November 7, 201
Peng T. On¢ * November 7, 201
Richard Weidong < * May 23, 201z
David Tang *  May 23, 201z
Tony Bin Zhac * March 31, 201:
Eric He *  September 16, 201

* November 21, 201

*  April 30, 2013
Jin Cac *  April 30, 2013

* July 19, 201:
Rongjie Dong *  April 30, 2013

* July 19, 201:
3,547,201 September 16, 201
1,130,00¢ January 1, 201
3,221,82' March 31, 201:

400,00( July 15, 201z
5,674,201 September 1, 201
290,00( September 30, 201
844,00( March 31, 201!
13,24¢ April 18, 2013
18,499,50 April 30, 2013
1,292,000 July 19, 201:
50,00 October 1, 201
48,00( November 1, 201
48,863,97

Other Individuals as a Gro!

Total

* The aggregate number of common shares underlyagutstanding restricted share units, or RSUs, Imelelach of these
individuals is less than 1% of our total outstagdsihares

C. Board Practices

Our board of directors currently considtseven directors. A director is not required tédnany shares in our company to qualify to serve
as a director. A director may vote with respecng contract, proposed contract, or arrangementinh he or she is materially interested. A
director may exercise all the powers of the compartyorrow money, mortgage its business, propeartyuncalled capital, and issue debent
or other securities whenever money is borrowedsaegurity for any obligation of the company oaay third party. See "ltem 6. Directors,
Senior Management and EmployeeB—Compensation of Directors and Executive Offitéos a description of the employment agreement
have entered into with our senior executive officer
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Committees of the Board of Directors

We have established an audit committeengpensation committee and a corporate governartta@ninating committee under the bc
of directors. We have adopted a charter for ea¢heothree committees. Each committee's memberfuaetions are described below.

Audit Committee. Our audit committee consists of Mr. Peter Amd&zhloss, Mr. Peng T. Ong and Mr. Richard Weiddingnd is
chaired by Mr. Schloss. We have determined that eadir. Schloss, Mr. Ong and Mr. Ji satisfies thelependence” requirements of
Rule 5605(c)(2) of the Listing Rules of the Nas@&gbal Market and meet the independence standadizr Rule 10A-3 under the Securities
Exchange Act of 1934, as amended. We have detedntiiae Mr. Schloss qualifies as an "audit commitieancial expert.” The audit
committee oversees our accounting and financiartey processes and the audits of the financiéstents of our company. The audit
committee is responsible for, among other things:

. selecting the independent registered public ac@ogifirm and pre-approving all auditing and non-gingd services permitted to
be performed by the independent registered pubtownting firm;

. reviewing with the independent registered pulticounting firm any audit problems or difficulti@sd management's response;

. reviewing and approving all proposed relatedypansactions, as defined in Item 404 of Regofas-K under the Securities
Act;

. discussing the annual audited financial statemaittsmanagement and the independent registeredcpaddounting firm;

. reviewing major issues as to the adequacy of darnal controls and any special audit steps adaptiéght of any material
control deficiencies;

. annually reviewing and reassessing the adequacyradudit committee charter;

. meeting separately and periodically with manageinand the independent registered public accogifitim; and

. reporting regularly to the board.

Compensation Committee. Our compensation committee consists of Mr.LJeinMs. Jenny Hong Wei Lee and Mr. David Tang, and
chaired by Mr. Lei. We have determined that eacklsfLee and Mr. Tang satisfies the "independenegliirements of Rule 5605(c)(2) of the
Listing Rules of the Nasdaq Global Market. The cengation committee assists the board in reviewirtegoproving the compensation
structure, including all forms of compensationatielg to our directors and executive officers. @uectors may not be present at any
committee meeting during which their compensattodéliberated upon. The compensation committegsigansible for, among other things:

. reviewing the total compensation package for o@cakve officers and making recommendations tdotbeerd with respect to it;
. approving and overseeing the total compensatiokgggcfor our executives other than the three marsbs executives;

. reviewing the compensation of our directors andingakecommendations to the board with respect to it

. periodically reviewing and approving any long-teérmoentive compensation or equity plans, programsrailar arrangements,

annual bonuses, and employee pension and welfaefibplans; and
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. selecting compensation consultant, legal counsethar adviser only after taking into consideratidifactors relevant to that
person's independence from management.

Corporate Governance and Nominating Commé@t Our nominating committee consists of Mr. Pen@®mg, Mr. Qin Liu and Mr. Pet
Andrew Schloss, and is chaired by Mr. Ong. We tdatermined that each of Mr. Ong and Mr. Schlossféd the "independence”
requirements of Rule 5605(c)(2) of the Listing Rutd the Nasdaqg Global Market. The nominating cotte@iassists the board in selecting
individuals qualified to become our directors andiétermining the composition of the board andasmittees. The nominating committee is
responsible for, among other things:

. recommending nominees to the board for eleaiiore-election to the board, or for appointmerfilt@any vacancy on the board;

. reviewing annually with the board the currentingmsition of the board with regards to charactiesstuch as independence, age
skills, experience and availability of service & u

. selecting and recommending to the board the nafndisectors to serve as members of the audit cotemind the
compensation committee, as well as of the nomigatommittee itself; and

. monitoring compliance with our code of businessdtat and ethics, including reviewing the adequany effectiveness of our
procedures to ensure proper compliance.

Duties of Directors

Under Cayman Islands law, our directorsehacommon law duty of loyalty to act honestly god faith with a view to our best interests.
Our directors also have a duty to exercise thé thigly actually possess and such care and diligévatea reasonably prudent person would
exercise in comparable circumstances. In fulfillihgir duty of care to us, our directors must easompliance with our memorandum and
articles of association.

Terms of Directors and Officers

Our officers are elected by and serve edikcretion of the board. Our directors are nbjestt to a term of office and hold office until
such time as they are removed from office by speesolution of all shareholders. A director wi# bemoved from office automatically if,
among other things, the director (1) becomes batloumakes any arrangement or composition witrcheglitors; or (2) dies or is found by
company to be of unsound mind.

D. Employees

The following table sets forth the numbefeur employees, categorized by function, as afddgber 31, 2013:

Functions Number of Employees
Managemen 18
Customer services and operati 482
Engineering and maintenan 12¢
Research and developme 944
Sales and marketir 48
General and administratic 13€
Total 1,751
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We had a total of 854, 1,298 and 1,751 eyg®s as of December 31, 2011, 2012 and 2013 atbsgig.

We have developed a corporate cultureghaburages initiative, technical superiority anifFdevelopment. In addition, we periodically
evaluate our employees' performance and provide thigh training sessions tailored to each job fimrcto enhance performance and service
quality.

As required by regulations in China, wetiggrate in various employee social security pldret are organized by municipal and provin
governments, including pension, unemployment inszeachildbirth insurance, work-related injury irsuce, medical insurance and housing
insurance. We are required under PRC law to mak#ibations to employee benefit plans at specifieccentages of the salaries, bonuses an
certain allowances of our employees, up to a maximmmount specified by the local government fronetimtime. We believe that we
maintain a good working relationship with our enyaes and we have not experienced any significéior ldisputes.

E. Share Ownership

Class A Common Shares

As of February 28, 2014, we had 672,308CZR&s A common shares outstanding. In additionf &ebruary 28, 2014, we have granted,
and have outstanding, options to purchase a tbte8,822,005 Class A common shares, 32,775,508atest shares and 48,863,978 restricted
share units to our directors, executive officetegpoemployees and consultants. For informatioandigg the Share Incentive Plans, see
"ltem 6.B. Compensation of Directors and Execu@fécers."

Class B Common Shares
As of February 28, 2014, we had 436,181 3BB8s B common shares outstanding.
Beneficial Ownership
The following table sets forth informatioancerning the beneficial ownership of our commioares as of February 28, 2014, by:

. each of our directors and executive officers; and

. each person known to us to beneficially own moest6% of our common shares.

Beneficial ownership is determined in ademce with the rules and regulations of the SE€omputing the number of shares benefic
owned by a person and the percentage ownershiabperson, we have included shares that the péeothe right to acquire or that would
become unrestricted shares within 60 days afteruagp 28, 2014, the most recent practicable datdyuding through the exercise of any
option, warrant, or other right or the conversidémy other security. These shares, however, arenaoided in the computation of the
percentage ownership of any other person.
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The calculations in the table below asstiméthere were 672,308,738 Class A common shatstanding and 436,181,386 Class B
common shares as of February 28, 2014.

Class A Common Class B Common Total Common Total
Shares Beneficially Shares Beneficially Shares Beneficially Voting
Owned(1) Owned(2) Owned Power(5)
Number % Number % Number(3) %(4) %
Directors and
Executive
Officers:*
Jun Lei(6) — — 195,241,48 44.¢ 195,241,48 17.€ 38.¢
David Xueling
Li(7) 30,000,00 45 175,241,48 40.z 205,241,48 18.5 35.4
Qin Liu(8) 40,164,322 6.C — — 40,164,32 3.€ 0.8
Jenny Hong
Wei Lee(9) 19,077,92 2.6 40,833,344 9.4 59,911,26 5.4 8.5
Tony Bin Zhao
(10) 4,388,60: 0.€ 16,484,18 3.8 20,872,78 1.€ 3.3
Peter Andrew
Schloss *% *% - R *% *% *%
Peng T. On( *% *% _ _ *% *% *k
Richard
Weidong J‘ *% *% - _ *% *% *%
David Tang *% *% - _ *% *% *%
Rongjie Dong
(12) 10,303,57 1.t 1,575,00! 0.4 11,878,57 1.1 0.3
JII’I Cao *% *% *% *% *% *% *%
E“C He *% *% - R *% *% *%
All directors
and executiv
officers as a
group 106,671,39 15.5  436,181,37 100.C 542,852,77 48.c 88.t
Principal
Shareholders
Top Brand
Holdings
Limited(12) — — 195,241,48 44.¢ 195,241,48 17.€ 38.¢
YYME Limited
(13) 30,000,00 45 175,241,48 40.z 205,241,48 18.5 35.4
Granite Global
Ventures(14 19,052,92 2.6 40,833,34 9.4 59,886,26 5.4 8.5
Notes:

* Except for Mr. Jun Lei, Mr. Qin Liu, Ms. Jennyodg Wei Lee, Mr. Tony Bin Zhao, Mr. Peter Andrevhf&ss, Mr. Peng
T. Ong, Mr. Richard Weidong Ji, Mr. David Tang afd Rongjie Dong, the business address of our threand
executive officers is c/o Building 3-08, YangcheDigeative Industry Zone, No. 309 Huangpu Avenue Nédd@iianhe
District, Guangzhou, 510655, PRC.

*x The aggregate number of common shares beneficalhed by each of these individuals is less tharol %ur total
outstanding shares.

Q) For each person and group included in thiarool, percentage ownership is calculated by dividirgnumber of Class A
common shares beneficially owned by such persamaup, including shares that such person or gragtte right to
acquire within 60 days of February 28, 2014, byshe of (i) 672,308,738, which is the total numbe€lass A common
shares outstanding as of February 28, 2014, anth¢iinumber of Class A common shares that sucgopesr group has
the right to acquire within 60 days of February 2@14.

(2) For each person and group included in thiarool, percentage ownership is calculated by dividimgnumber of Class B
common shares beneficially owned by such persamaup by 436,181,386, being the total number o§€B common
shares outstanding as of February 28, 2014.

3) Represents the sum of Class A and Class B comnaeshbeneficially owned by such person or group.

4) For each person and group included in this colymencentage ownership is calculated by dividingrtheber of tota



common shares beneficially owned by such persamap, by the sum of the number of common shareganding and
the number of common shares such person or ¢
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®)

(6)

()

(8)

9)

(10)

(11)

(12)

(13)

has the right to acquire upon exercise of the stmtions or warrants within 60 days after Febriz8y2014.

For each person or group included in this colurhe,gercentage of total voting power representsiggiower based on
both Class A and Class B common shares held byperdon or group with respect to all of our outdiag Class A and
Class B common shares as one class. Each hol@asd A common shares is entitled to one vote Ipgmes Each holder
of our Class B common shares is entitled to teevper share on all matters requiring a sharetsidete. Our Class B
common shares are convertible at any time by thdehinto Class A common shares on a one-for-osespahereas
Class A common shares are not convertible intosCBasommon shares under any circumstances.

Representing 195,241,483 Class B common sharedididp Brand Holdings Limited, a BVI company whotiwned
and controlled by Mr. Jun Lei. The business addoéddr. Lei is Juanshitiandi Tower A, 12th Floorh&byang District,
Beijing 100102, PRC.

Representing (i) 30,000,000 Class A commomeshgepresented by ADSs and (ii) 175,241,483 Bassmmon shares
held by YYME Limited, a BVI company wholly owned @ontrolled by Mr. David Xueling Li.

Representing 40,164,320 Class A common sharessesgedl by ADSs held by Morningside China TMT Fund P.
Mr. Qin Liu is a director of our company appointadMorningside China TMT Fund I, L.P. The businedsress of
Mr. Liu is No. 5, Lane 249, Anfu Road, Shanghai @80, PRC.

Representing (i) 18,748,060 Class A common shamesented by ADSs and 40,179,740 Class B comnaesheld b
Granite Global Ventures IIl L.P., (ii) 304,860 C3a& common shares represented by ADSs and 653,888 8 commol
shares held by GGV lll Entrepreneurs Fund L.P. @)d5,000 restricted share units granted to Mmny Hong Wei Le
that have fully vested. The business address olLks.is Unit 3501-3504, Two IFC, 8 Century AvenBadong District,
Shanghai 200120, PRC.

Representing (i) 4,388,601 Class A commomeshanderlying the restricted shares and restrit@de units granted to
Mr. Tony Bin Zhao that have fully vested and (i§,484,180 Class B common shares held by YY TZ ledhia BVI
company. YY TZ Limited is ultimately wholly owned/fa trust established for the benefit of Mr. Zhdatsily. Mr. Zhao
is deemed to hold the investment power over ths.tithe business address of Mr. Zhao is Room 1902iBg No. 6,
No. 1888 Langu Road, Pudong New District, ShangPaiC.

Representing (i) 300,000 Class A common shareesepted by ADSs held by Green Leaf Global Limi{éd1,575,000
Class B common shares held by Green Leaf Globaitédrand (iii) 10,003,570 Class A common sharesedgihg the
options and restricted shares granted to Mr. Rerigging that have fully vested. The business addrielgs. Dong is

4th floor, Youhua Business Center, Yingbin NortheRpXiangzhou District, Zhuhai 519080, PRC.

Representing 195,241,483 Class B common stele by Top Brand Holdings Limited, a BVI compamlyolly owned
and controlled by Mr. Jun Lei. The business addoé3®p Brand Holdings Limited is c/o Jun Lei, Jehitiandi Tower A
12th Floor, Chaoyang District, Beijing 100102, PRC.

Representing (i) 30,000,000 Class A common shamesented by ADSs and (ii) 175,241,483 Class Boomshares
held by YYME Limited, a BVI company wholly owned @eontrolled by Mr. David Xueling Li. The businesddress of
YYME Limited is c¢/o David Xueling Li, Building 3-08Yangcheng Creative Industry Zone, No. 309 Huangypenue
Middle, Tianhe District, Guangzhou, 510655, PI
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(14) Representing (i) 18,748,060 Class A common sham®sented by ADSs and 40,179,740 Class B comnaesheld b
Granite Global Ventures Il L.P. and (ii) 304,86&€5 A common shares represented by ADSs and 65868s B
common shares held by GGV Il Entrepreneurs Fuid Each of Granite Global Ventures Ill L.P. and GIHV
Entrepreneurs Fund L.P. is controlled by Graniteb@l Ventures L.L.C., its sole general partner.tS8oBonham, Hany
M. Nada, Thomas K. Ng, Jixun Foo, Glenn SolomonnyeHong Wei Lee, Fumin Zhuo and Jessie Jin areagiag
directors of Granite Global Ventures Il L.L.C. aace deemed to share the voting and investmentpowvez such shares
held by Granite Global Ventures L.L.C. The businggdress of each of Granite Global Ventures Il lafd GGV Il
Entrepreneurs Fund L.P. is 2494 Sand Hill RoadieSL00, Menlo Park, CA 94025, US

As of February 28, 2014, 1,108,490,124wfa@mmon shares were issued and outstanding ding436,181,386 Class B common sh
and 672,308,738 Class A common shares. Based@new of the register of members maintained by@ayman Islands registrar, we believe
that as of February 28, 2014, 40,833,340 Classm@mwon shares and 672,308,700 Class A common stexelsding shares being held in
reserve by our depositary for the exercise/vediirthe share incentive awards we issue) repreggapproximately 64.3% of our total
outstanding shares were held by three record oidehe United States; all of the 57,743,100 Clasemmon shares were held of record by
Deutsche Bank Trust Company Americas, the depgsifanur ADS program. The number of beneficial ovenef our ADSs in the United
States is likely to be much larger than the nundbfeecord holders of our common shares in the dr8tates. None of our existing
shareholders have different voting rights from offeareholders in the same class. See "ltem 6ci® Senior Management and
Employees—B. Compensation of Directors and Exeeud¥ficers—Employee Agreements" for a descriptibthe employment agreements
we have entered into with our senior executiveceff.

Our common shares are divided into Clagemimon shares and Class B common shares. Hold&isasd A common shares are entitled
to one vote per share, while holders of Class Brnomshares are entitled to ten votes per share.

We are not aware of any arrangement thgt atea subsequent date, result in a change ofaaftour company.
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ITEM7. MAJOR SHAREHOLDERS AND RELATED PARTY TRA NSACTIONS

A. Major Shareholders

Please refer to "ltem 6. Directors, SeiManagement and Employees—E. Share Ownership."

B. Related Party Transactions

Contractual Arrangements

The PRC government extensively regulatesigo ownership of, and the licensing and pernguieements pertaining to, companies that
provide internebased services such as our YY platform. To comglly these restrictions, we conduct our operatiaimaarily through Beijing
Huanju Shidai's contractual arrangements with Bgifuda, Guangzhou Huaduo and their respectiveekbhters.

Contractual Arrangements with Beijing Tuda

The following is a summary of the currergffective contracts among our subsidiary, Beijiiganju Shidai, our PRC consolidated
affiliated entity, Beijing Tuda, and the sharehotdef Beijing Tuda.

Agreements that transfer economic benefits to
Exclusive Business Cooperation Agreen

Under the exclusive business cooperatiosaeagent between Beijing Huanju Shidai and Beijingld, as amended, Beijing Huanju Shidai
has the exclusive right to provide to Beijing Tudehnology support, business support and consusengjces related to Beijing Tuda's
business, the scope of which is to be determind8dijjng Huanju Shidai from time to time. Beijinguienju Shidai owns the exclusive
intellectual property rights created as a resuthefperformance of this agreement. The servicpdgable by Beijing Tuda to Beijing Huanju
Shidai is up to 100% of the net profit of Beijingda, and the timing and amount of the fee paynsrdah be determined at the sole discretion
of Beijing Huanju Shidai. The term of this agreemeill expire in 2039 and may be extended with BejjHuanju Shidai's written
confirmation prior to the expiration date. Beijirigianju Shidai has sole discretion to terminateatii@ement at any time by providing 30 days
prior written notice to Beijing Tuda, while neithBeijing Tuda nor its shareholders are entitletetminate the agreement.

Exclusive Technology Support and Technology Serigeeemer

Under the exclusive technology support &atinology services agreement between Beijing Hu8hjdai and Beijing Tuda, as amended,
Beijing Huanju Shidai has the exclusive right to\pde to Beijing Tuda technology support and tedbgy services related to all technologies
needed for its business. Beijing Huanju Shidai otkiesexclusive intellectual property rights creaasda result of the performance of this
agreement. The service fee payable by Beijing Tadzeijing Huanju Shidai is 10% of Beijing Tudal®gs revenues. The term of this
agreement will expire in 2029 and may be extendigal Beijing Huanju Shidai's written confirmationigr to the expiration date. Beijing
Huanju Shidai has sole discretion to terminatesifreement at any time by providing 30 days' priott@én notice to Beijing Tuda, while neitt
Beijing Tuda nor its shareholders are entitlecetoninate the agreement.

Agreements that provide us effective control ovagijihg Tuda
Powers of Attorne

Under the irrevocable powers of attornegoeted by each shareholder of Beijing Tuda, each shareholder appointed Beijing Huanju
Shidai as its attorney-in-fact to exercise suchedtaders' rights
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in Beijing Tuda, including, without limitation, th@ower to vote on its behalf on all matters of BejjTuda requiring shareholder approval
under PRC laws and regulations and the articlessdciation of Beijing Tuda. Each power of attorméyremain in force until the shareholc
ceases to hold any equity interest in Beijing Tuda.

Exclusive Option Agreeme

Under the exclusive option agreement betvisbjing Huanju Shidai, each of the shareholdéBedjing Tuda and Beijing Tuda, each of
the shareholders irrevocably granted Beijing Hu@tjidai or its designated representative(s) arusket option to purchase, to the extent
permitted under PRC law, all or part of his ordtpiity interests in Beijing Tuda. Beijing Huanjuidi or its designated representative(s) have
sole discretion as to when to exercise such optiitiger in part or in full. Without Beijing Huanjshidai's prior written consent, Beijing Tud
shareholders shall not sell, transfer, mortgagetleerwise dispose their equity interests in Beijingla. The term of this agreement is ten year
and may be extended at Beijing Huanju Shidai's disieretion.

Equity Interest Pledge Agreeme

Under the equity interest pledge agreerbetween Beijing Huanju Shidai and the shareholdeBeijing Tuda, the shareholders of
Beijing Tuda have pledged all of their equity ists in Beijing Tuda to Beijing Huanju Shidai toagantee the performance by Beijing Tuda
and its shareholders' performance of their respecdtbligations under the exclusive business codiperagreement, exclusive option
agreement, exclusive technology support and teclgyadervices agreement and powers of attorneyeiffri§) Tuda or its shareholders breach
their contractual obligations under those agreemy@#ijing Huanju Shidai, as the pledgee, will b&tked to certain rights, including the right
to sell the pledged equity interests. This pledgeaime effective on the date the pledged equitydsts were registered with the competent
administration for industry and commerce and véthain effective until the pledgors are no longerghareholders of Beijing Tuda.

Contractual Arrangements with Guangzhou Huaduo

In 2013, we received service fees of RMRB3tillion (US$5.1 million) from Guangzhou Huadudeélfollowing is a summary of the
currently effective contracts among Beijing HuaBjudai, Guangzhou Huaduo and the shareholders afigzainou Huaduo.

Agreements that transfer economic benefits to
Exclusive Business Cooperation Agreen

Under the exclusive business cooperatiosaeagent between Beijing Huanju Shidai and Guangtheaduo, as amended, Beijing Huanju
Shidai has the exclusive right to provide to GudnagzHuaduo technology support, business supportansulting services related to
Guangzhou Huaduo's business, the scope of whichbis determined by Beijing Huanju Shidai from titnd¢ime. Beijing Huanju Shidai owns
the exclusive intellectual property rights creadsd result of the performance of this agreemdrd.service fee payable by Guangzhou Hu:
to Beijing Huanju Shidai is up to 100% of the nadfft of Guangzhou Huaduo, and the timing and amadithe fee payments will be
determined at the sole discretion of Beijing HuaBidai. The term of this agreement will expir088 and may be extended with Beijing
Huanju Shidai's written confirmation prior to thep&ation date. Beijing Huanju Shidai has sole gifion to terminate the agreement at any
time by providing 30 days' prior written noticeGuangzhou Huaduo, while neither Guangzhou Huadudsiehareholders are entitled to
terminate the agreement.
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Exclusive Technology Support and Technology Serigeeemer

Under the exclusive technology support eatinology services agreement between Beijing Hu&hjdai and Guangzhou Huaduo, as
amended, Beijing Huanju Shidai has the exclusigitrio provide to Guangzhou Huaduo technology st technology services related to
all technologies needed for its business. Beijingihju Shidai owns the exclusive intellectual propeghts created as a result of the
performance of this agreement. The service feelpaysy Guangzhou Huaduo to Beijing Huanju Shiddid%o of Guangzhou Huaduo's gross
revenues. The term of this agreement will expird(d&8 and may be extended with Beijing Huanju Shedreritten confirmation prior to the
expiration date. Beijing Huanju Shidai has solediton to terminate the agreement at any timerbyiding 30 days' prior written notice to
Guangzhou Huaduo, while neither Guangzhou Huadud@sishareholders are entitled to terminate threemgent.

Agreements that provide us effective control ovargdgzhou Huaduc
Powers of Attorne

Under the irrevocable powers of attornegoeed by each shareholder of Guangzhou Huadub,se&t shareholder appointed Beijing
Huanju Shidai as its attorney-in-fact to exercigehsshareholders' rights in Guangzhou Huaduo, direy) without limitation, the power to vote
on its behalf on all matters of Guangzhou Huadgpireng shareholder approval under PRC laws andlagigns and the articles of association
of Guangzhou Huaduo. Each power of attorney witia@ in force until the shareholder ceases to haldequity interest in Guangzhou
Huaduo.

Exclusive Option Agreeme

Under the exclusive option agreement betvisjing Huanju Shidai, each of the shareholdéiSuwangzhou Huaduo and Guangzhou
Huaduo, each of the shareholders irrevocably gdaR&gdjing Huanju Shidai or its designated represtvie(s) an exclusive option to purchase,
to the extent permitted under PRC law, all or pétiis or its equity interests in Guangzhou Huadgsijing Huanju Shidai or its designated
representative(s) have sole discretion as to whexércise such options, either in part or in Mdithout Beijing Huanju Shidai's prior written
consent, Guangzhou Huaduo's shareholders shadktiptransfer, mortgage or otherwise dispose #mgiity interests in Guangzhou Huaduo.
The term of this agreement is ten years and maxtended at Beijing Huanju Shidai's sole discretion

Equity Interest Pledge Agreeme

Under the equity interest pledge agreerbetween Beijing Huanju Shidai and the shareholdeéGuangzhou Huaduo, the shareholder
Guangzhou Huaduo have pledged all of their equigréests in Guangzhou Huaduo to Beijing Huanju &l guarantee the performance by
Guangzhou Huaduo and its shareholders' performafriteir respective obligations under the exclusiusiness cooperation agreement,
exclusive option agreement, exclusive technologgpett and technology services agreement and pawertsorney. If Guangzhou Huaduo
and/or its shareholders breach their contractulidations under those agreements, Beijing Huanjd&has the pledgee, will be entitled to
certain rights, including the right to sell the ¢ided equity interests. The pledge became effeotivihe date the pledged equity interests were
registered with the competent administration fatuistry and commerce and will remain effective uthtd pledgors are no longer the
shareholders of Guangzhou Huaduo.

Transactions with Affiliates

In July 2010, Guangzhou Huaduo enteredarittan agreement with Zhuhai Daren Computer TdogydCompany Limited, or Zhuhai
Daren, and the shareholders of Zhuhai Daren, potsoa
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which Guangzhou Huaduo agreed to provide interestibans of up to RMB2.0 million in the aggregat&huhai Daren. The amount and
timing of drawdown on the loan is at Zhuhai Daregson. Guangzhou Huaduo holds 30% equity intareghuhai Daren. Zhuhai Daren
borrowed RMB1.5 million in 2010 from Guangzhou Huadind RMBO.5 million in 2011. As of December 3Q123, Zhuhai Daren had repaid
the loan in full.

Guangzhou Huaduo and Zhuhai Daren hadexhteto a series of cooperation agreements, undehvwGuangzhou Huaduo and Zhuhai
Daren agreed to cooperate with respect to the tiperaf certain online games developed by Zhuhaiebaln the years ended December 31,
2011, 2012 and 2013, the aggregate online gamaueseshared from Zhuhai Daren was RMB4.5 millioklB¥.5 million and
RMB24.5 million (US$4.0 million), respectively.

In 2010 and 2011, Guangzhou Huaduo and galeou Shanghang Information Technical Co., LtdGaangzhou Shanghang, entered
certain server co-location agreements, under wBigangzhou Shanghang provides Guangzhou Huaduduiitthwidth and server co-location
services in different cities in China. In additi@®yangzhou Huaduo and Guangzhou Shanghang ent¢odtvd content delivery network
acceleration service agreements, under which Girag3hanghang provides content delivery networklacation services to Guangzhou
Huaduo. Guangzhou Shanghang is 28% owned by Mi_dyour co-founder and chairman, including apprately 7% beneficially owned
by Mr. David Xueling Li, our chief executive officand director. In the years ended December 311,22112 and 2013, the bandwidth service
that Guangzhou Huaduo acquired from Guangzhou $iaaggwere RMB22.0 million, RMB11.8 million and RMB3 million
(US$3.5 million), respectively.

Kingsoft Corporation, or Kingsoft, throutjtird party advertising agencies, has in the pkstgnl advertisements on Duowan.com and Y'Y
Client and we expect that Kingsoft may continuéacso in the future. We indirectly derived reventiegsugh such third party advertising
agencies from Kingsoft in each of the years endeceihber 31, 2011, 2012 and 2013 , which amountBd/iB83.5 million, RMB6.0 million
and RMB2.0 million (US$0.3 million), respectiveljn September 2013, Guangzhou Huaduo entered inss# intangible assets purchasing
agreements with Kingsoft to acquire patent righd patent application right for certain softwarethatotal consideration of RMB6.0 million
(US$1.0 million). Mr. Jun Lei, our co-founder anfteirman, is currently chairman, nemxecutive director and minority shareholder of afj.

In January 2011, Guangzhou Huaduo entetecain agreement to invest RMB1.0 million in Zhu@aiAo Yacht Club Co., Ltd., or Zhuh
Qi Ao, which was 100% owned by Mr. Lei. Zhuhai Qb Arovides professional services and facilitiesyfacht owners in China. In 2012, we
disposed of our 10.0% equity interest in Zhuha”AQiin exchange for a payment of RMB1.0 million frovr. Lei.

In February 2011, Guangzhou Huaduo entietecan agreement to invest RMB2.5 million in ZhudiaShan Kuaikuai
Technology Co., Ltd., or JinShan Kuaikuai, whichsvl®0% indirectly owned by Kingsoft. Upon such istveent, we own and Kingsoft
indirectly owns 20.8% and 62.5% of JinShan KuaiKuespectively, with the remaining 16.7% equityenest owned by a third party. JinShan
Kuai Kuai provides online game technological reskaervices in China.

In 2011 and 2012, Guangzhou Huaduo eniatedseries of loan agreements with Zhuhai Lequhfietogy Co., Ltd., or Zhuhai Lequi,
pursuant to which Guangzhou Huaduo provided intdres loans to Zhuhai Lequ by RMB0.3 million antiB1.2 million in 2011 and 2012,
respectively. Repayment of RMBO0.5 million and RM8mnillion (US$0.2 million) had been made in 2012 013, respectively. In March
2012 and 2013, Beijing Tuda invested RMB1.0 millaovd RMB1.0 million (US$0.2 million) respectivelnd then held a 86.96% equity
interest in total in, Zhuhai Lequ. We had reducedeagquity holding in Zhuhai Lequ to 13.33% by trf@msng 73.63% of equity interest we hi
to its founders as of December 31, 2013. In 201&Bn@zhou Huaduo and Zhuhai Lequ entered into aszatipn agreement, under which
Guangzhou Huaduo and Zhuhai Lequ agreed to co@pertit
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respect to the operation of certain online gamesgldped by Zhuhai Lequ and the aggregate onlineeg&venues shared from Zhuhai Lequ
was RMB5.1 million (US$0.8 million).

In July 2012, we sold our equity interesShenzhen Yingpeng Information Technology Comgdamjted to Xiaomi Corporation for a
cash consideration of RMB2.0 million. In 2013, Zhubuowan and Xiaomi Corporation, entered intoaiaradvertising arrangements where
Xiaomi Corporation placed its advertisements on\ware.com and YY Client in different formats overartcular period of time. We directly
derived revenues from Xiaomi Corporation in thenygaded December 31, 2013, which amounted to RMBlllbn (US$0.2 million).

Mr. Lei Jun, our co-founder and chairman, is cuttyechairman of Xiaomi Corporation.

In December 2013, we made a minority irgeievestment in Agora, Inc., a company founded/yTony Bin Zhao, our director and
chairman of our technology committee.

Registration Rights

We have granted certain registration rigbtsur shareholders. Set forth below is a dedoriptf the registration rights granted under the
agreement.

Demand Registration Rights. At any time following May 20, 2013, upon a weit request from the holders of at least 25% of the
registrable securities held by our then preferfeataholders, we shall file a registration statenoard form other than Form F-3 covering the
offer and sale of the registrable securities hglthle requesting shareholders and other holdemsgidtrable securities who choose to partici
in the offering, if the offering covers at leas@20f the then outstanding registrable securitieif thie reasonable anticipated offering price to
the public, net of selling expenses, would exce&8$10.0 million. Registrable securities include, amothers, our common shares not
previously sold to the public and common sharaseidr issued upon conversion of the preferreceshar

However, we are not obligated to proceeth widemand registration if we have, within anyrsianth period, already effected a
registration under the Securities Act pursuanhexercise of the holders' demand registratidmsighe have the right to defer filing of a
registration statement for up to 90 days if ourrdazt directors determines in good faith that titiad of a registration statement would be
materially detrimental to us, but we cannot exertige deferral right more than once in any 12-metfiod.

Form F-3 Registration Rights. When we are eligible for registration on Forf3,Fupon a written request from any holders of the
registrable securities held by our then prefertateaholders, we shall file a registration statenoenEorm F3 covering the offer and sale of 1
registrable securities.

We are not obligated to effect a Form Fe@stration, among other things, if we have, withity six-month period, already effected a
registration under the Securities Act pursuanhéoexercise of the holders' Form F-3 registratights, or the dollar amount of securities to be
sold is of an aggregate price to the public of taast US$1.0 million. We have the right to deféin§j of a registration statement for up to
90 days if our board of directors, including a migyoof the directors appointed by the preferredreholders and Tiger Global Six YY
Holdings, determines in good faith that the filioiga registration statement would be materiallyidetntal to us, but we cannot exercise the
deferral right more than once in any 12-month pkrio

Piggyback Registration Rights. If we propose to file a registration statenfenta public offering of our common shares on arfahat
would be suitable only for registrable securiti@s, must offer holders of registrable securitie®pportunity to include in that registration all
any part of their registrable securities. The undiéers of any underwritten offering have the righiimit the number
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of shares with registration rights to be includedhe registration statement, subject to certaitditions.
Expenses of Registration. We will pay all expenses relating to any demaratm F-3, or piggyback registration.

Termination of Obligations. We shall have no obligation to effect any dedhdorm F-3, or piggyback registration (a) five ggeafter
our initial public offering, (b) if, in the opinioof counsel to us satisfactory to the holder, adlrsregistrable securities proposed to be sold by
holder may then be sold under Rule 144 or anoihales exemption under the Securities Act in orengaction without exceeding the volume
limitations thereunder or (c) upon a liquidatioreet:

Employment Agreements

See "ltem 6. Directors, Senior ManagemedtEmployees—B. Compensation of Directors and Exex®fficers—Employee
Agreements"” for a description of the employmentagrents we have entered into with our senior ekecafficers.

Share Incentives

See "ltem 6. Directors, Senior ManagemedtEmployees—B. Compensation of Directors and Exee®fficers" for a description of
share-based compensation awards we have granbed ttirectors, officers and other individuals agaup.

See footnote 21 to our financial statemémtéurther information about our related partgrisactions.

C. Interests of Experts and Counsel

Not applicable.
ITEM 8. FINANCIAL INFORMATION

A. Consolidated Statements and Other Financial Infomation

See "ltem 18. Financial Statements."
Legal Proceedings

We have initiated a lawsuit againt Beij\wgnderad Advertisement Co., Ltd., one of our adsement agents, in Guangzhou in February
2014, claiming for the unpaid advertisement fee lapnddated damages for late payment in the agdeegimount around RMB84 million. Aps
from this lawsuit, we are not currently a partyatty pending material litigation or other legal preding and are not aware of any pending or
threatened litigation or other legal proceeding thay have a material adverse impact on our busioesperations. However, we may be
subject to various legal proceedings and claimsataincidental to our ordinary course of business

Dividend Policy

We have not paid dividend in the past amaat have any present plan to pay any dividertteérforeseeable future. We currently inten
retain most, if not all, of our available funds aardy future earnings to operate and expand ounéssi

We are a holding company incorporated enGayman Islands. We may receive dividends fromPRIC subsidiary for our cash
requirements, including any payment of dividendsuoshareholders. PRC regulations may restricaltiilty of our PRC subsidiary to pay
dividends to us. See "ltem 3. Key
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information—D. Risk Factors—Risks Related to Ourgwate Structure and Our Industry—Our PRC subsafiaand PRC consolidated
affiliated entities are subject to restrictionspaying dividends or making other payments to usckvimay restrict our ability to satisfy our
liquidity requirements” and "Item 4. Information tre Company—B. Business Overview—PRC RegulationgtiRdion of Foreign Currency
Exchange and Dividend Distribution."

Our board of directors has complete digonedn whether to distribute dividends, subjedti® approval of our shareholders. Even if our
board of directors decides to pay dividends, thmfdrequency and amount will depend upon our iyperations and earnings, capital
requirements and surplus, general financial comdlittontractual restrictions and other factors thatboard of directors may deem relevant. If
we pay any dividends, we will pay our ADS holdarshte same extent as holders of our Class A conshares, subject to the terms of the
deposit agreement, including the fees and expgraexble thereunder. See "ltem 12. Description chifges Other than Equity Securitie—
American Depositary Shares." Cash dividends orGiass A common shares, if any, will be paid in W&lars.

B. Significant Changes

Except as disclosed elsewhere in this dmepart, we have not experienced any significdrainges since the date of our audited
consolidated financial statements included in #nisual report.

ITEM9. THE OFFER AND LISTING

A. Offering and Listing Details

See "—C. Markets" and "ltem 12. DescriptidrSecurities other than Equity Securities—D. Aivean Depositary Shares." We have a
dual-class common share structure in which ClaserAmon shares have different voting rights thars€B common shares. Class B commor
shares are each entitled to ten votes, whereas &lasmmon shares are each entitled to one vote'Igan 3. Key Information—D. Risk
Factors—Risks Related to Our ADSs—Our dual classnaon share structure with different voting righti#l imit your ability to influence
corporate matters and could discourage others frnarsuing any change of control transactions thitdre of our Class A common shares and
ADSs may view as beneficial."

B. Plan of Distribution

Not applicable.
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C. Markets

Our ADSs, each representing twenty Clageatimon shares, have been listed on the Nasdaq |®Miabket since November 21, 2012 and
trade under the symbol "YY". The following tableopides the high and low trading prices for our ABshe NASDAQ Global Market for
the periods indicated.

Trading Price

High Low
US$ us$

Annual Highs and Lows

Fiscal Year 2012 (from November 21, 20. 15.27  10.5C
Fiscal Year 201 56.75  13.0¢
Quarterly Highs and Lows

Fourth Fiscal Quarter of 2012 (from November 2112 15.27  10.5C
First Fiscal Quarter of 201 20.8¢  13.0¢
Second Fiscal Quarter of 20 30.9t 15.57
Third Fiscal Quarter of 201 51.3¢  27.1(
Fourth Fiscal Quarter of 20: 56.7¢  41.2¢
First Fiscal Quarter of 2014 (until March 14, 20 90.9¢  50.0C
Monthly Highs and Lows

September 201 51.3¢ 39.7¢
October 201 55.3t  41.2¢
November 201: 56.7¢  46.0¢
December 201 52.2t  46.6¢
January 201. 72.7¢  50.0(
February 201: 77.9C 56.8¢
March 2014 (until March 14, 201. 90.9¢  72.3(

D. Selling Shareholders

Not applicable.
E. Dilution
Not applicable.

F. Expenses of the Issue

Not applicable.
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ITEM 10. ADDITIONAL INFORMATION
A. Share Capital

Not applicable.

B. Memorandum and Articles of Association

We are a Cayman Islands company and oairsffire governed by our memorandum and articlassdciation and the Companies Law
2012 (as amended) of the Cayman Islands, refeorad the Companies Law below. The following arermames of certain provisions of our
memorandum and articles of association in effectfdlse date of this annual report insofar as tiedgte to the material terms of our common
shares.

Registered Office and Objects

Our registered office in the Cayman Islaisdscated at Codan Trust Company (Cayman) Limi€ritket Square, Hutchins Drive,
P.O. Box 2681, Grand Cayman, KYI-1111, Cayman Edaifhe memorandum of association provides, intrthat the liability of the
members of our company is limited to the amourdnyf, for the time being unpaid on the common sharke objects for which our company
is established are unrestricted (including actimgmainvestment company), and we shall have amdjpable of exercising all the functions of a
natural person of full capacity irrespective offuanate benefit, as provided in Section 27(2) of@eenpanies Law and in view of the fact that
we are an exempted Company, we will not trade éGhyman Islands with any person, firm or corporaéxcept in furtherance of our
business carried on outside the Cayman Islands.

Board of Directors

See "ltem 6. Directors, Senior ManagemadtiEmployees—C. Board Practices—Duties of Direttarsl "—Terms of Directors and
Officers."

Common Shares
General

Our common shares are divided into Clageimon shares and Class B common shares. Hold@isagd A common shares and Class B
common shares will have the same rights exceptdting and conversion rights. The holders of AD3§not be treated as our shareholders
and will be required to surrender their ADSs fanazllation and withdrawal from the depositary fiagiin which the Class A common shares
are held in accordance with the provisions of teeadit agreement in order to exercise shareholdgiss in respect of the Class A common
shares. The depositary will agree, so far asptastical, to vote or cause to be voted the amofilass A common shares represented by
ADSs in accordance with the non-discretionary entinstructions of the holders of such ADSs.

All of our outstanding common shares atly foaid and non-assessable. Certificates reprigpotir common shares are issued in the
registered form. Our shareholders who are non-eesidof the Cayman Islands may freely hold and tlegx common shares.

Meetings

Shareholders' meetings may be convenednbgjerity of our board of directors or the chairmadvance notice in writing of at least ten
clear days is required for the convening of ourumhigeneral meeting and any other general meefingroshareholders. A quorum required
a meeting of shareholders consists of at leasbongore shareholders present in person or by piax{in the case of a shareholder being a
corporation) by its duly authorized representate@resenting not less
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than one-third in nominal value of the total issweting shares in our company present throughauttbeting.

Notwithstanding that a meeting is calledshgprter notice than that mentioned above, bujestitbo the Companies Law, it will be deemed
to have been duly called, if it is so agreed (ahancase of a meeting called as an annual gemexating by all of our shareholders entitled to
attend and vote at the meeting; and (b) in the ohaay other meeting, by a majority in numberha# shareholders having the right to attend
and vote at the meeting, being a majority togetiodding not less than 95% in nominal value of $®ied shares giving that right.

No business other than the appointmentatfaarman may be transacted at any general megtiegs a quorum is present at the
commencement of business. However, the absencqudram will not preclude the appointment of a amain. If present, the chairman of our
board of directors shall be the chairman presidingny shareholders' meetings.

A corporation being a shareholder shallibemed for the purpose of our articles of assacidat be present in person if represented by it
duly authorized representative being the persowiapgd by resolution of the directors or other gowueg body of such corporation to act as its
representative at the relevant general meeting anyarelevant general meeting of any class ofshareholders. Such duly authorized
representative shall be entitled to exercise theegaowers on behalf of the corporation that heesgmts as that corporation could exercise if i
were our individual shareholder.

The quorum for a separate general meefitigeoholders of a separate class of shares igidedan "—Madification of Rights" below.

Our articles of association do not allow shareholders to approve matters to be deterna@ihedareholders' meetings by way of written
resolutions without a meeting.

Voting Rights

In respect of all matters requiring a shatders' vote, each Class A common share is ehtitl®ne vote, and each Class B common sha
is entitled to ten votes, voting together as oassl At any shareholders' meeting, on a show afd)avery shareholder present in person or b
proxy (or, in the case of a shareholder being paration, by its duly authorized representativelidimave one vote and on a poll, every
shareholder present in person or by proxy, orénciise of a shareholder being a corporation, lulisauthorized representative shall have
one vote for each fully paid share of which suchreholder is the holder.

No shareholder shall, unless the Boardratise determines, be entitled to vote or be recldlane quorum, in respect of any share, unles
such shareholder is duly registered as our shadehahd all calls or installments due by such di@der to us have been paid.

If a clearing house (or its nominee(s)aaentral depositary entity, being a corporatierg shareholder, it may authorize such person or
persons as it thinks fit to act as its represerdéd) at any meeting or at any meeting of any ad@ishareholders, provided that the authorizatio
shall specify the number and class of shares pe@of which each such person is so authorizgeer&on so authorized is entitled to exercise
the same rights and powers on behalf of the clgdrouse or central depositary entity (or its nora{g® as if such person was the registered
holder of our shares held by the clearing houszentral depositary entity (or its nominee(s)) imlthg the right to vote individually on a show
of hands.

While there is nothing under the laws @& @ayman Islands which specifically prohibits atriets the creation of cumulative voting rig
for the election of directors of our company, ihi a concept that is accepted as a common peaotihe Cayman Islands, and our company
has made no provisions in our articles of assagiat allow cumulative voting for such elections.
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Conversion

Each Class B common share is convertititeane Class A common share at any time by theendkereof. Class A common shares are
not convertible into Class B common shares undgrcanumstances. Upon any transfer of Class B comsiares by a holder to any person o
entity which is not an affiliate of such holder amtich is not any of our founders or any affiliatdsour founders, such Class B common sh
shall be automatically and immediately convertad the equivalent number of Class A common shaneaddition, if at any time,
Messrs. David Xueling Li, Jun Lei, Tony Bin Zhaadalin Cao and their affiliates collectively bengfity own less than 5% of the total numl
of the issued and outstanding Class B common sheaeh issued and outstanding Class B common shihlee automatically and
immediately converted into one Class A common steard we will not issue any Class B common shdreseafter. Furthermore, if at any tii
more than 50% of the ultimate beneficial ownersifipny holder of Class B common shares (other tharfounders or our founders' affiliates)
changes, each such Class B common share will loenatitally and immediately converted into one Classommon share.

Calls on Shares and Forfeiture of Shares

Subject to our memorandum and articlessebeiation, our directors may from time to time makch calls upon the members in respect
of any amounts unpaid on the shares held by théw shares that have been called upon and remadiduop the specified time are subject to
forfeiture.

Protection of Minority Shareholder:

The Cayman Islands courts ordinarily wdngdexpected to follow English case law precedehistwpermit a minority shareholder to
commence a representative action against or demvattions in the name of the company to challgag@n act which is ultra vires the
company or illegal, (b) an act which constitutdsaaid against the minority and regarding whichwhengdoers are themselves in control of
company, and (c) an irregularity in the passing oésolution which requires a qualified (or speaiadjority.

In the case of a company (not being a bhak)ng its share capital divided into shares,Ginend Court of the Cayman Islands may, on th
application of members holding not less than oftle if the shares of the company in issue, appinhspector to examine the affairs of the
company and to report thereon in such manner aSthied Court of the Cayman Islands shall direct.

Any of our shareholders may petition thetat Court of the Cayman Islands which may makeraliwg up order if the Grand Court of 1
Cayman Islands is of the opinion that it is jusd @quitable that we should be wound up or, astannaltive to a winding up order, (a) an order
regulating the conduct of our affairs in the futui® an order requiring us to refrain from doirrgcontinuing an act complained of by the
shareholder petitioner or to do an act which tregetmolder petitioner has complained we have omitietb, (c) an order authorizing civil
proceedings to be brought in our name and on dualbby the shareholder petitioner on such termthassrand Court of the Cayman Islands
may direct, or (d) an order providing for the puasé of the shares of any of our shareholders ®r stiareholders or us and, in the case of a
purchase by us, a reduction of our capital accgtdin

Generally, claims against us must be baseithe general laws of contract or tort applicablthe Cayman Islands or individual rights as
shareholders as established by our articles otadgm.

Pre-Emption Rights

There are no premption rights applicable to the issue of new shafeour company under either Cayman Islands lasuomemorandut
and articles of association.
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Liguidation Rights

Subject to any class or classes of sharegure shares which are issued with specifictsgprivileges or restrictions as to the distribati
of available surplus assets on liquidation, (ayeéfare wound up and the assets available for loligioin among our shareholders are more than
sufficient to repay the whole of the capital papat the commencement of the winding up, the exsleall be distributed pari passu among
those shareholders in proportion to the amount pgidt the commencement of the winding up on tlaeeshheld by them, respectively, and
(b) if we are wound up and the assets availabldi&iribution among the shareholders as such ardfinient to repay the whole of the paid-up
capital, those assets shall be distributed so éisatearly as may be, the losses shall be bortigetshareholders in proportion to the capital
up at the commencement of the winding up on theeshizeld by them, respectively.

If we are wound up (whether the liquidatiswoluntary or by the court), the liquidator maith the sanction of our special resolution and
any other sanction required by the Companies Lavidelamong our shareholders in specie or kinditthele or any part of our assets (whet
or not they shall consist of property of the sarmelkand may, for such purpose, set such valubeabdquidator deems fair upon any propert
be divided and may determine how such divisionldietarried out as between the shareholders fareift classes of shareholders. The
liquidator may also vest the whole or any parthaise assets in trustees upon such trusts for tiedibef the shareholders as the liquidator s
think fit, but so that no shareholder will be conhge to accept any assets, shares or other sesudfion which there is a liability.

The consideration received by each holflar@lass A common share and a holder of a ClagsnBmon share will be the same in any
liquidation event.

Variation of Rights

Alterations to our memorandum and artidkassociation may only be made by special resmiutneaning a majority of not less than
two-thirds of votes cast at a shareholders' meeting

If at any time, our share capital is diddeto different classes of shares, all or anyhefdpecial rights attached to any class of shaegs m
subject to the provisions of the Companies Lawydrged with the sanction of a special resolutioagea at a general meeting of the holders o
the shares of that class. Consequently, the rigitdsy class of shares cannot be detrimentallyedtevithout a majority of two-thirds of the
vote of all of the shares in that class. The piiouis of our articles of association relating to ggah meetings shall apply similarly to every suct
separate general meeting, but so that the quoruthégurposes of any such separate general meamtitgthe adjourned meeting shall be a
person or persons together holding (or represdntgmoxy) on the date of the relevant meeting asslthan one-third in nominal value of the
issued shares of that class, that every holdehnares of the class shall be entitled on a polin® wote for every such share held by such holde
and that any holder of shares of that class presg@rson or by proxy may demand a poll.

The rights conferred upon the holders efghares of any class issued with special righ#t8 sbt, unless otherwise expressly provided by
the terms of issue of the shares of that clasdebeed to be varied by the creation or issue tidéuishares ranking pari passu with such
existing class of shares.

Alteration of Capital

We may from time to time by ordinary regmln in accordance with the Companies Law altercthrditions of our memorandum of
association to:

. increase our capital by such sum, to be divideglshares of such amounts, as the resolution gfescribe;
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. consolidate and divide all or any of our share tedyoito shares of larger amounts than our existimgres;

. cancel any shares which at the date of the pass$itige resolution have not been taken or agreéa tiaken by any person, and
diminish the amount of its share capital by the am@f the shares so cancelled subject to the gimms of the Companies Law;

. sub-divide our shares or any of them into shafesnaller amount than is fixed by our memoranaiirassociation, subject
nevertheless to the Companies Law, so that théutesowhereby any share is sub-divided may deteentihat, as between the
holders of the shares resulting from such subdimisbne or more of the shares may have any su¢brme or other special
rights over, or may have such deferred rights osligect to any such restrictions as compared tivétothers, as we have power
to attach to unissued or new shares; and

. divide shares into several classes and withmjtidice to any special rights previously conferoedhe holders of existing
shares, attach to the shares respectively anyrpreial, deferred, qualified or special rightsypeges, conditions or such
restrictions that in the absence of any such détetion in a general meeting may be determinedurydirectors.

We may, by special resolution, subjectrtp eonfirmation or consent required by the Compshi@w, reduce our share capital or any
capital redemption reserve in any manner authotigeldw.

Transfer of Shares

Subject to any applicable restrictionsfegt in our articles of association, includingr &xample, the board of directors' discretion to
refuse to register a transfer of any share (natgaifully paid up share) to a person of whom &slnot approve, or any share issued under
share incentive plans for employees upon whiclsaiction on transfer imposed thereby still sulssist a transfer of any share to more than
four joint holders, any of our shareholders mawydfar all or any of his or her shares by an inseamnof transfer in the usual or common form
or in a form prescribed by the Nasdaqg Global Madkeh another form that our directors may approve.

Our directors may decline to register aaynsfer of any share which is not paid up or onclwhive have a lien. Our directors may also
decline to register any transfer of any share gnles

. the instrument of transfer is lodged with us @dccompanied by the certificate for the shaweshich it relates and such other
evidence as our directors may reasonably requisbaav the right of the transferor to make the tiems

. the instrument of transfer is in respect of onlg atass of share;
. the instrument of transfer is properly stampediioumstances where stamping is required); and
. fee of such maximum sum as the Nasdaq Global Mankgtdetermine to be payable or such lesser swuradirectors may

from time to time require is paid to us in respbetreof.

If our directors refuse to register a tfanshey shall, within three months after the datevhich the instrument of transfer was lodged,
send to each of the transferor and the transfeseenof such refusal.

The registration of transfers may, aftemptiance with any notice requirement of the Nas@émbal Market, be suspended and the reg
closed at such times and for such periods as oectdrs may from time to time determine; provideolever, that the registration of transfers
shall not be suspended nor the register closechéwe than 30 days in any year as our directorsaetgrmine.
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Register of Member

In accordance with Section 48 of the Congmhaw, the register of members is prima facielence of the registered holder or memb
shares of a company. Therefore, a person becomeggséered holder or member of shares of the cognpaly upon entry being made in the
register of members. Our directors will maintaire @agister of members, at the office of Codan T@mnpany (Cayman) Limited, Cricket
Square, Hutchins Drive, P.O. Box 2681, Grand Cayriafi-1111, Cayman Islands, which provides us withporate administrative services.
We will perform the procedures necessary to regthee shares in the register of members as reqinrd@ART Ill—Distribution of Capital an
Liability of Members of Companies and Association§the Companies Law, and will ensure that theiembn the register of members are
made without any delay.

The depositary will be included in our g of members as the only holder of the ClassrArnon shares underlying the ADSs. The
shares underlying the ADSs are not shares in béarar but are in registered form and are "non-tiegde" or "registered"” shares in which
case the shares underlying the ADSs can only befgered on the books of the company in accordaiteSection 166 of the Companies
Law.

In the event that we fail to update ouristsy of members, the recourse of investors isctliréo the depositary under the terms of the
deposit agreement, which is governed by New York [Ehe depositary will have recourse against usutite terms of the deposit agreement,
and also will hold a share certificate evidencing depositary as the registered holder of sharésrlying the ADSs. Further, Section 46 of the
Companies Law provides for recourse to be availabtaur investors in case we fail to update oursteg of members. In the event we fail to
update our register of members, the depositarheaaggrieved party, may apply for an order with ¢burts of the Cayman Islands for the
rectification of the register of members.

Share Repurchase

We are empowered by the Companies Law ananicles of association to purchase our owneshyaubject to certain restrictions. Our
directors may only exercise this power on our bieabject to the Companies Law, our memorandumaaticles of association and to any
applicable requirements imposed from time to timeéhe Nasdaq Global Market, the Securities and Bmgh Commission, or the SEC, or by
any other recognized stock exchange on which awurgees are listed.

Dividends

Subject to the Companies Law, our compargy general meeting or our directors may declasnigeinds in any currency to be paid to our
shareholders. Dividends may be declared and paidfawur profits, realized or unrealized, or fromyaeserve set aside from profits which our
directors determine is no longer needed. Our bohdirectors may also declare and pay dividendbtite share premium account or any
other fund or account that can be authorized fisrghrpose in accordance with the Companies Law.

Except in so far as the rights attachingtdhe terms of issue of, any share otherwisgiges, (a) all dividends shall be declared and pai
according to the amounts paid up on the sharessimect of which the dividend is paid, but no amaaid up on a share in advance of calls
shall be treated for this purpose as paid up onstiare and (b) all dividends shall be apportioaed paid pro rata according to the amounts
paid up on the shares during any portion or postioithe period in respect of which the dividengasd.

Our directors may also pay interim dividenghenever our financial position, in the opinafrour directors, justifies such payment.
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Our directors may deduct from any dividendbonus payable to any shareholder all sums ofep@ifany) presently payable by such
shareholder to us on account of calls or otherwise.

No dividend or other money payable by u®oin respect of any share shall bear intereshagas.

In respect of any dividend proposed to &€ pr declared on our share capital, our direatoag resolve and direct that (a) such dividend
be satisfied wholly or in part in the form of ato&ihent of shares credited as fully paid up, predidhat our shareholders entitled thereto wi
entitled to elect to receive such dividend (or plaereof if our directors so determine) in cashdn of such allotment or (b) the shareholders
entitled to such dividend will be entitled to eléatreceive an allotment of shares credited ayg fudid up in lieu of the whole or such part of
dividend as our directors may think fit. Our sharelers may, upon the recommendation of our dirsctay ordinary resolution resolve in
respect of any particular dividend that, notwithsliag the foregoing, a dividend may be satisfiealyhin the form of an allotment of shares
credited as fully paid up without offering any righ shareholders to elect to receive such dividaraghsh in lieu of such allotment.

Any dividend interest or other sum payahleash to the holder of shares may be paid bylchewarrant sent by mail addressed to the
holder at his registered address, or addressadtopgerson and at such addresses as the holdatimay Every check or warrant shall, unless
the holder or joint holders otherwise direct, bedlmpayable to the order of the holder or, in theeaaf joint holders, to the order of the holder
whose name stands first on the register in regfestich shares, and shall be sent at his or tis&iand payment of the check or warrant by the
bank on which it is drawn shall constitute a goatidarge to us.

All dividends unclaimed for one year aftwving been declared may be invested or otherwaemse of by our board of directors for the
benefit of our company until claimed. Any dividendclaimed after a period of six years from the aditdeclaration of such dividend shall be
forfeited and reverted to us.

Whenever our directors have resolved tdividend be paid or declared, our directors mathfr resolve that such dividend be satisfied
wholly or in part by the distribution of specifissets of any kind, and in particular of paid uprebadebentures or warrants to subscribe for ot
securities or securities of any other company. Wiaey difficulty arises with regard to such distitibn, our directors may settle it as they tt
expedient. In particular, our directors may issaetional certificates, ignore fractions altogetberound the same up or down, fix the value
distribution purposes of any such specific assktermine that cash payments shall be made tofamyr ashareholders upon the footing of the
value so fixed in order to adjust the rights of plagties, vest any such specific assets in truste@say seem expedient to our directors, and
appoint any person to sign any requisite instrusiehtransfer and other documents on behalf op#rsons entitled to the dividend, which
appointment shall be effective and binding on dwarsholders.

Untraceable Shareholders
We are entitled to sell any shares of aedf@der who is untraceable, provided that no saté shall be made unless:

. all checks or warrants in respect of dividendsumfsshares, not being less than three in numbeanfpsums payable in cash to
the holder of such shares have remained un-cashedperiod of 12 years prior to the publicatiorthe advertisement and
during the three months referred to in the thirtldbyoint below;

. we have not during that time received any intiticaof the whereabouts or existence of the shddeh@r person entitled to such
shares by death, bankruptcy or operation of lawl; an
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. we, if so required by the rules of the Nasdaq Glderket, have caused an advertisement to be phddisn newspapers in
accordance with such applicable rules giving nabiceur intention to sell these shares, and a pgesfahree months (or such
shorter period as permitted under the applicabiésyinas elapsed since such advertisement.

The net proceeds of any such sale shalhigeio us, and when we receive these net proceedhall become indebted to the former
shareholder for an amount equal to such net praceed

Inspection of Books and Recorc

Holders of our common shares will have eoeagal right under Cayman Islands law to inspectdain copies of our list of shareholder:
our corporate records. However, we will provide shiareholders with annual audited financial stateme

C. Material Contracts

We have not entered into any material @t$rother than in the ordinary course of busiaesisother than those described elsewhere in
"ltem 4. Information on the Company—B. Business @iaw," "ltem 7. Major Shareholders and Relatedy@ransactions—B. Related Party
Transactions," or elsewhere in this annual report.

D. Exchange Controls

See "ltem 4. Information on the Company-BBsiness Overview—PRC Regulation—Regulation of ipr€urrency Exchange and
Dividend Distribution.”

E. Taxation
Cayman Islands Taxation

See "ltem 5. Operating and Financial Revaest Prospects—A. Operating Results—Discussioretd#cted Statements of Operations
I[tems—Taxation—Cayman Islands.

People's Republic of China Taxation

Under the existing tax laws in the PRC,ame qualified as a non-resident enterprise. Wadralding company incorporated in the
Cayman Islands; our holding company indirectly kal®0% of the equity interests in our PRC subsigsahrough Duowan BVI, NeoTask a
NeoTask Limited. Our business operations are grailyi conducted through our PRC subsidiaries andP®C consolidated affiliated entitie
The PRC Enterprise Income Tax Law and its impleaugon rules, both of which became effective on dand, 2008, provide that China-
sourced income of foreign enterprises, such asleinds paid by a PRC subsidiary to its overseasiptrat is not a PRC resident enterprise
has no establishment in the PRC, will normally bigject to PRC withholding tax at a rate of 10%.

If the PRC tax authorities determine thatI¥ic., our Cayman Islands holding company, is £R8&sident enterprise for enterprise income
tax purposes, our world-wide income could be suli®RC tax at a rate of 25%, which could matbria@duce our net income. In addition,
we will also be subject to PRC enterprise incomerégorting obligations. Furthermore, although dénds paid by one PRC tax resident to
another PRC tax resident should qualify as "taxygtdancome” under the PRC Enterprise Income Tax,lvagcannot assure you that
dividends by our PRC subsidiaries to our Caymadihglcompany will not be subject to a 10% withholgltax, as the PRC foreign exchange
control authorities, which enforce the withholditag: on dividends, and the PRC tax authorities mteyet issued guidance with respect to the
processing of outbound remittances to entitiesdhatreated as resident enterprises for PRC eigelipcome tax purposes. In addition, ADS
holders may be subject to PRC withholding tax afdginds payable by us and gains realized on tlecsadther
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disposition of ADSs or common shares, if the PRCatathorities determine that our Cayman Islandgihglcompany is a PRC resident
enterprise for enterprise income tax purposes.'Bis#& Factors—Risks Related to Doing Business im&h-Under the PRC enterprise income
tax law, we may be classified as a PRC "residetgrprise," which could result in unfavorable taxsequences to us and our shareholders ar
have a material adverse effect on our results efatfpns and the value of your investment.”

Material United States Federal Income Tax Considergons

The following is a summary of the matetimited States federal income tax consideratioraing to the acquisition, ownership, and
disposition of our ADSs or common shares by a bdkler (as defined below) that will acquire our AX® common shares and will hold our
ADSs or common shares as "capital assets" (gepepatiperty held for investment) under the Unitedt&s Internal Revenue Code of 1986, as
amended (the "Code"). This summary is based upmtirex United States federal income tax law, whihubject to differing interpretations
change, possibly with retroactive effect. This starymdoes not discuss all aspects of United Steter&l income taxation that may be
important to particular investors in light of thaidividual investment circumstances, includingastors subject to special tax rules (for
example, financial institutions, insurance compsnigoker-dealers, traders in securities that leteeted the mark-to-market method of
accounting for their securities, partnerships dmairtpartners, and tax-exempt organizations (innlygrivate foundations)), holders who are
not U.S. holders, holders who own (directly, indthg, or constructively) 10% or more of our votisgpck, investors that will hold their ADSs
or common shares as part of a straddle, hedgegecsiom, constructive sale, or other integratedstation for United States federal income tax
purposes, or investors that have a functional cgyr@ther than the United States dollar, all of mhmay be subject to tax rules that differ
significantly from those summarized below. In amidit except to the extent described below, thisreany does not discuss any non-United
States, state, or local tax considerations or tedibare tax. Each U.S. holder is urged to conttaix advisor regarding the United States
federal, state, local, and non-United States incanteother tax considerations of an investmenuinA®dSs or common shares.

General

For purposes of this summary, a "U.S. hdldea beneficial owner of our ADSs or common sisathat is, for United States federal inct
tax purposes, (i) an individual who is a citizerresident of the United States, (ii) a corporafi@nother entity treated as a corporation for
United States federal income tax purposes) created organized under the law of, the United Stateany state thereof or the District of
Columbia, (iii) an estate the income of which islirdible in gross income for United States federabme tax purposes regardless of its soi
or (iv) a trust (A) the administration of whichgabject to the primary supervision of a United &atourt and which has one or more United
States persons who have the authority to contrsudiistantial decisions of the trust or (B) that btherwise elected to be treated as a United
States person.

If a partnership (or other entity treatsdagpartnership for United States federal incometaposes) is a beneficial owner of our ADSs or
common shares, the tax treatment of a partneripantnership will generally depend upon the stafuke partner and the activities of the
partnership. Partnerships holding our ADSs or comstwares and partners in such partnerships ard togmnsult their tax advisors regarding
an investment in our ADSs or common shares.
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For United States federal income tax pueppbl.S. holders of ADSs will be treated as theebeial owners of the underlying shares
represented by the ADSs. Accordingly, depositsithidvawals of common share for ADSs will not bejsgbto United States federal income
tax.

Passive Foreign Investment Company Consideratis

A non-United States corporation, such ascompany, will be classified as a "passive foreigrestment company,"” or "PFIC", for United
States federal income tax purposes, for any taxadde, if either (i) 75% or more of its gross in@for such year consists of certain types of
"passive" income or (i) 50% or more of its averggarterly assets (as determined on the basisrahtaket value) during such year produc
are held for the production of passive income.thix purpose, cash and assets readily convertibdecsh are categorized as passive asse
the company's unbooked intangibles are taken ictount for determining the value of its assets.Wilebe treated as owning our
proportionate share of the assets and earningropogionate share of the income of any other c@fan in which we own, directly or
indirectly, more than 25% (by value) of the stock.

Although the law in this regard is uncleae, treat Guangzhou Huaduo and Beijing Tuda asggb@ined by us for United States federal
income tax purposes, not only because we exerffisetige control over the operation of such ensitirit also because we are entitled to
substantially all of their economic benefits, aasl a result, we consolidate their operating regultsir consolidated financial statements.

Although we do not believe that we weressified as a PFIC, for United States federal inctemepurposes, for the taxable year ended
December 31, 2013, there is a risk that we willdmee a PFIC for our current taxable year ending B 31, 2014 and future taxable years
because of our significant cash balances and bedheas/alue of our assets, for purposes of the RE4C will generally be determined by
reference to the market price of our ADSs and comsi@res. Accordingly, fluctuations in the marketg of our ADSs and common shares
may cause us to become a PFIC for the current ayalar or future taxable years. It is also possibht the Internal Revenue Service may
challenge our classification or valuation of oundwill and other unbooked intangibles, which masutein our company being or, becoming
classified as, a PFIC for the current or futureatd& years. The determination of whether we wilbbéecome a PFIC will also depend, in part
upon the nature of our income and assets over tihieh are subject to change from year to yearrdhkan be no assurance our business plal
will not change in a manner that will affect ourl@status. Because there are uncertainties inghkcation of the relevant rules and PFIC
status is a fact-intensive determination made oarsual basis, no assurance may be given with cespeur PFIC status for any taxable year

The discussion below under "Dividends" &8dle or Other Disposition of ADSs or Common Shaigsvritten on the basis that we will
not be classified as a PFIC for United States fdecome tax purposes. The United States fedecalne tax rules that apply if we are
classified as a PFIC for the current taxable yeany subsequent taxable year are generally diedusslow under "Passive Foreign Investn
Company Rules."

Dividends

Subject to the PFIC rules discussed betmw,cash distributions (including the amount of taxes withheld) paid on our ADSs or
common shares out of our current or accumulatediregs and profits, as determined under United Stiageral income tax principles, will
generally be includible in the gross income of &.Uholder as dividend income on the day actuallgomstructively received by the U.S. hol
in the case of common shares, or by the Depositathe case of ADSs. Because we do not intenéterchine our earnings and profits on the
basis of United States federal income tax prinsipday distribution paid will generally be reportesia "dividend" for United States federal
income tax purposes. A non-corporate recipientivitldnd income will generally be subject to tax on
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dividend income from a "qualified foreign corpoaati at a reduced United States federal tax raterdhan the marginal tax rates generally
applicable to ordinary income provided that certadiding period requirements are met.

A non-United States corporation (other thasorporation that is classified as a PFIC fortéxable year in which the dividend is paid or
the preceding taxable year) will generally be coeed to be a qualified foreign corporation withgect to any dividend it pays on stock (or
ADSs in respect of such stock) which is readilylaiale on an established securities market in thetistates or, in the event that the com;
is deemed to be a PRC resident under the PRC Eisteipcome Tax Law, the company is eligible fag tienefits of the United States-PRC
treaty. Although no assurances may be given, ous#\Bre expected to be readily tradable on the MaStizbal Market, which is an
established securities market in the United St&mse we do not expect that our common shareswilisted on established securities
markets, it is unclear whether dividends that we graour common shares that are not backed by AD8sntly meet the conditions required
for these reduced tax rates. There can be no assutlaat our ADSs will be considered readily trddaim an established securities market in
the current taxable year or future taxable years.

Dividends received on the ADSs or commaare$ are not expected to be eligible for the divitdereceived deduction allowed to
corporations. Each U.S. holder is advised to carisulax advisor regarding the rate of tax thdt apply to such holder with respect to
dividend distributions, if any, received from us.

Dividends generally will be treated as imeofrom foreign sources for United States foremndredit purposes and generally will
constitute passive category income. A U.S. holday be eligible, subject to a number of complextatidns, to claim a foreign tax credit in
respect of any foreign withholding taxes imposedimdends received on ADSs or common shares. A hbfler who does not elect to claim
a foreign tax credit for foreign tax withheld, miagtead claim a deduction, for United States fddacmme tax purposes, in respect of such
withholdings, but only for a year in which such Ut®lder elects to do so for all creditable foreigcome taxes. The rules governing the
foreign tax credit are complex. Each U.S. holdexdsised to consult its tax advisor regarding tveglability of the foreign tax credit under
their particular circumstances.

Sale or Other Disposition of ADSs or Common Sha

Subject to the PFIC rules discussed betoW,S. holder generally will recognize capital gaifoss upon the sale or other disposition of
ADSs or common shares in an amount equal to tfierdifce between the amount realized upon the digpoand the U.S. holder's adjusted
tax basis in such ADSs or common shares. Any dagdia or loss will be long-term if the ADSs or coran shares have been held for more
than one year and will generally be United Statesce gain or loss for United States foreign tadirpurposes. The deductibility of a capital
loss may be subject to limitations. Each U.S. hoisl@dvised to consult its tax advisor regardimgtix consequences if a foreign tax is
imposed on a disposition of our ADSs or commonehancluding the availability of the foreign tavedit under their particular circumstances.

Passive Foreign Investment Company Ru

If we are classified as a PFIC for any le&a/ear during which a U.S. holder holds our AR8sommon shares, and unless the U.S.
holder makes a mark-to-market election (as destiigdow), the U.S. holder will generally be subjecspecial tax rules that have a penalizing
effect, regardless of whether we remain a PFIQj)aamy excess distribution that we make to the. bd@der (which generally means any
distribution paid during a taxable year to a U.Gdbr that is greater than 125% of the average ardistributions paid in the three preceding
taxable years or, if shorter, the U.S. holder'slimg period for the ADSs or common shares), andiy gain realized on the sale or
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other disposition, including, under certain circtamees, a pledge, of ADSs or common shares. UhdegPEIC rules:

. such excess distribution and/or gain will be altedaratably over the U.S. holder's holding periadthe ADSs or common
shares;
. such amount allocated to the current taxable yedrmay taxable years in the U.S. holder's holdiexgog prior to the first

taxable year in which we are classified as a PBi@yre-PFIC year, will be taxable as ordinary inepm

. such amount allocated to each prior taxable,yaher than a pre-PFIC year, will be subject toaathe highest tax rate in effect
applicable to the U.S. holder for that year; and

. an interest charge generally applicable to undengays of tax will be imposed on the tax attributatiol each prior taxable year,
other than a pre-PFIC year.

If we are a PFIC for any taxable year dyiivhich a U.S. holder holds our ADSs or commonahand any of our non-United States
subsidiaries is also a PFIC, such U.S. holder wbaltteated as owning a proportionate amount (hyeyaf the shares of the lower-tier PFIC
and would be subject to the rules described aboweedain distributions by a lower-tier PFIC andisposition of shares of a lower-tier PFIC
even though such U.S. holder would not receiveptibeeeds of those distributions or disposition&£hB4d.S. holder is advised to consult its tax
advisor regarding the application of the PFIC rateany of our subsidiaries.

As an alternative to the foregoing ruletl.&. holder of "marketable stock” (as defined bdlm a PFIC may make a mark-to-market
election for such stock to elect out of the taxtngent discussed above. The mark-to-market eleidianailable only for "marketable stock,"
which is stock that is traded in other than de misiquantities on at least 15 days during eacindalequarter ("regularly traded") on a
qualified exchange or other market, as definecpjlieable United States Treasury regulations. ODA are listed on the NASDAQ, which is
a qualified exchange or market for these purpdsesanticipate that our ADSs should qualify as beagularly traded, but no assurances may
be given in this regard. Because a mark-to-mairleetion cannot be made for equity interests in lamer-tier PFICs that we own, a U.S.
Holder may continue to be subject to the PFIC rulitk respect to its indirect interest in any inweents held by us that are treated as an e
interest in a PFIC for United States federal incaaxepurposes. If a mark-to-market election is malde U.S. holder will generally (i) include
as ordinary income for each taxable year that wead?FIC the excess, if any, of the fair marketi@aif ADSs held at the end of the taxable
year over the adjusted tax basis of such ADSs igndieduct as an ordinary loss the excess, if ahyhe adjusted tax basis of the ADSs ovel
fair market value of such ADSs held at the encheftexable year, but only to the extent of theamedunt previously included in income as a
result of the mark-to-market election. The U.Sdeok adjusted tax basis in the ADSs would be sefju® reflect any income or loss resulting
from the mark-to-market election.

If a U.S. holder makes a mark-to-markettsba in respect of a corporation classified ag-80Pand such corporation ceases to be
classified as a PFIC, the U.S. holder will not bguired to take into account the mark-to-marken gailoss described above during any perioc
that such corporation is not classified as a PFIC.

We do not intend to provide information esgary for U.S. holders to make qualified electurgl elections, which, if available, would
result in tax treatment different from (and gengridss adverse than) the general tax treatme®Fd€s described above.

If a U.S. holder owns our ADSs or commoarsis during any taxable year that we are a PFI& Balder is required to file an annual
report containing such information as the Uniteat&t Treasury Department may require and may hereebto file an annual IRS Form 8621.
Each U.S.
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holder is advised to consult its tax advisors rdupay the potential tax consequences to such hdflekar are or become classified as a PFIC,
including the possibility of making a mark-to-matledection.

Information Reporting and Backup Withholding

U.S. holders may be subject to informatigporting to the Internal Revenue Service with eespo dividends on and proceeds from the
sale or other disposition of our ADSs or commorretiaDividend payments with respect to our ADSsammon shares and proceeds from th
sale or other disposition of our ADSs or commorrebare not generally subject to United Statesugaekthholding (provided that certain
certification requirements are satisfied). Each.W@der is advised to consult with its tax advisgarding the application of the United States
information reporting and backup withholding rutegheir particular circumstances.

Individuals who are U.S. Holders, and wletdH'specified foreign financial assets"”, includistgpck of a non-U.S. corporation that is not
held in an account maintained by a U.S. "finanicisiitution”, whose aggregate value exceeds $50000idig the tax year, may be required to
attach to their tax returns for the year certaiecdfed information. An individual who fails to tiaty furnish the required information may be
subject to a penalty. U.S. Holders who are indigidware urged to consult their tax advisors regartheir reporting obligations under this
legislation.

F. Dividends and Paying Agents

Not applicable.

G. Statement by Experts

Not applicable.

H. Documents on Display

We previously filed with the SEC a regitiba statement on Form F-1 under the Securitieswiitt respect to our initial public offering of
our Class A common shares represented by ADSs.

We are subject to the periodic reportind ather informational requirements of the Secwsiixchange Act of 1934 or the Exchange Act
Under the Exchange Act, we are required to filorepand other information with the SEC. Specificalve are required to file annually a
Form 20-F within four months after the end of efisbal year which is December 31. The SEC maintaingbsite at www.sec.gov that
contains reports, proxy and information statemeanid, other information regarding registrants thakenelectronic filings with the SEC using
its EDGAR system. Copies of reports and other mftion, when filed, may also be inspected withdw#rge and may be obtained at
prescribed rates at the public reference faciliti@éntained by the SEC at 100 F Street, N.E., Rdb680, Washington, D.C. 20549. The public
may obtain information regarding the WashingtorC DRublic Reference Room by calling the SEC at-88C-0330. As a foreign private
issuer, we are exempt from the rules under the &xgph Act prescribing the furnishing and conterjudrterly reports and proxy statements,
and officers, directors and principal shareholdeesexempt from the reporting and short-swing prefiovery provisions contained in
Section 16 of the Exchange Act.

We will furnish Deutsche Bank Trust Compaayericas, the depositary of our ADSs, with our@adnreports, which will include a revie
of operations and annual audited consolidated @ighstatements prepared in conformity with U.S.ABA and all notices of shareholders'
meetings and other reports and communicationsatieatnade generally available to our shareholdérs.dEpositary will make such notices,
reports and communications available to holdes@$s and, upon our request, will mail to all rechadders of ADSs the information
contained in any notice of a shareholders' meetngived by the depositary from us.
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I. Subsidiary Information

For a listing of our subsidiaries, seertité. Information on the Company—C. Organizatiorntal&ure."
ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK
Foreign Exchange Risk

The revenues and expenses of our subsidiarid PRC consolidated affiliated entities areegaly denominated in Renminbi and their
assets and liabilities are denominated in Renmidbr. financing activities are denominated in U.&lats.

To date, we have not entered into hedgiagsactions in an effort to reduce our exposufergign currency exchange risk. Although our
exposure to foreign exchange risks is generalljtdidy the value of your investment in our ADSs Wil affected by the exchange rate betweel
the U.S. dollar and the Renminbi because the vaflwerr business is effectively denominated in Reriiwhile our ADSs will be traded in
U.S. dollars.

The Renminbi is not freely convertible ifidweign currencies. Remittances of foreign curieninto the PRC and exchange of foreign
currencies into Renminbi require approval by foneégchange administrative authorities and certagperting documentation. The State
Administration for Foreign Exchange, under the atitl of the People's Bank of China, controls tbewersion of Renminbi into other
currencies.

The value of the Renminbi against the dd@lar and other currencies may fluctuate andfiscééd by, among other things, changes in
China's political and economic conditions. The @sion of Renminbi into foreign currencies, inchglU.S. dollars, is based on rates set by
the People's Bank of China. The PRC governmenivatiothe Renminbi to appreciate by more than 20%nagthe U.S. dollar between July
2005 and July 2008. Between July 2008 and June, 2bik0appreciation halted and the exchange ratedss the Renminbi and the U.S. dollar
remained within a narrow band. Since June 2010PfR€ government has allowed the Renminbi to appiesiowly against the U.S. dollar
again, though there have been periods when theddlfar has appreciated against the Renminbi ak ved difficult to predict how market
forces or PRC or U.S. government policy may implhetexchange rate between the Renminbi and theddllar in the future. To the extent
that we need to convert U.S. dollars we receivefour initial public offering into Renminbi for owperations, appreciation of the Renminbi
against the U.S. dollar would have an adverse effie¢the Renminbi amount we receive from the cosieaer Conversely, if we decide to
convert the Renminbi into U.S. dollars for the mep of making payments for dividends on our comstwares or ADSs or for other business
purposes, appreciation of the U.S. dollar agahesiRenminbi would have a negative effect on the daBar amounts available to us.

Interest Rate Risl

Our exposure to interest rate risk prinyamdlates to the interest income generated by excash, which is mostly held in interest-bearing
bank deposits. Interest-earning instruments cadggaee of interest rate risk. We have not beenseghto, nor do we anticipate being expose
to, material risks due to changes in market intees. However, our future interest income malysfzort of expectations due to changes in
market interest rates. A hypothetical one percentagnt decrease in interest rates would havetesbin a decrease of approximately
US$2.2 million in our interest income for the yeaded December 31, 2013.
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ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQ UITY SECURITIES

A. Debt Securities

Not applicable.

B. Warrants and Rights

Not applicable.

C. Other Securities

Not applicable.

D. American Depositary Shares

Fees and Charges Our ADS holders May Have to Pay

As an ADS holder, you will be required tyghe following service fees to the depositarykhan

Service

Issuance of ADSs, including issuances
resulting from a distribution of shares or rights
or other propert

Cancellation of ADSs, including the case of
termination of the deposit agreem:
Distribution of cash dividends or other cash
distributions

Distribution of ADSs pursuant to share
dividends, free share distributions or exercise
of rights

Distribution of securities other than ADSs or
rights to purchase additional AD.

Depositary services

Transfer of ADSs

Fees

Up to $0.05 per ADS issued

Up to $0.05 per ADS cancelled
Up to $0.05 per ADS held

Up to $0.05 per ADS held

A fee equivalent to the fee that would be payable
if securities distributed to you had been Class A
common shares and the Class A common shares
had been deposited for issuance of Al

Up to $0.05 per ADS held on the applicable
record date(s) established by the depositary |
$1.50 per certificate presented for transfer

As an ADS holder, you will also be respbiesito pay certain fees and expenses incurreddyépositary bank and certain taxes and
governmental charges (in addition to any applicé¢s, expenses, taxes and other governmentaleshpayable on the deposited securities
represented by any of your ADSs), such as:

. Fees for the transfer and registration of Clas@fmon shares charged by the registrar and traagéat for the Class A
common shares in the Cayman Islands (i.e., upoagitegnd withdrawal of Class A common shares).

. Expenses incurred for converting foreign curgeimto U.S. dollars.
. Expenses for cable, telex and fax transmissamkfor delivery of securities.
. Taxes and duties upon the transfer of securitietuding any applicable stamp duties, any stoaksfer charges or withholding

taxes (i.e., when Class A common shares are degasitwithdrawn from deposit).
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. Fees and expenses incurred in connection witheheedy or servicing of Class A common shares qoodé.

. Fees and expenses incurred in connection with gantpivith exchange control regulations and othgutatory requirements
applicable to Class A common shares, depositeditesyADSs and ADRs.

. Any applicable fees and penalties thereon.

The depositary fees payable upon the issiand cancellation of ADSs are typically paidhe tiepositary bank by the brokers (on behals
of their clients) receiving the newly issued AD&mf the depositary bank and by the brokers (onlbehtheir clients) delivering the ADSs to
the depositary bank for cancellation. The brokersiin charge these fees to their clients. Depoysites payable in connection with
distributions of cash or securities to ADS holdengl the depositary services fee are charged byepesitary bank to the holders of record of
ADSs as of the applicable ADS record date.

The depositary fees payable for cash bistions are generally deducted from the cash baistgbuted or by selling a portion of
distributable property to pay the fees. In the aasgistributions other than cash (i.e., shared#inids, rights), the depositary bank charges the
applicable fee to the ADS record date holders coeatiwith the distribution. In the case of ADSgistered in the name of the investor
(whether certificated or uncertificated in direggistration), the depositary bank sends invoicekéapplicable record date ADS holders. In
case of ADSs held in brokerage and custodian a¢sgquia DTC), the depositary bank generally coldts fees through the systems provided
by DTC (whose nominee is the registered holdehefADSs held in DTC) from the brokers and custosliamiding ADSs in their DTC
accounts. The brokers and custodians who hold tlieints' ADSs in DTC accounts in turn charge tlséégnts' accounts the amount of the fees
paid to the depositary banks.

In the event of refusal to pay the depogitees, the depositary bank may, under the teffrifseodeposit agreement, refuse the requested
service until payment is received or may set aéfdimount of the depositary fees from any distrdoutd be made to the ADS holder.

Fees and Other Payments Made by the Depositary tosU

Deutsche Bank Trust Company Americas, aslepositary, has agreed to reimburse us for agmoof certain expenses we incur that are
related to establishment and maintenance of the p@d§ram, including investor relations expenser&lare limits on the amount of exper
for which the depositary will reimburse us, but #reount of reimbursement available to us is natteel to the amounts of fees the depositary
collects from investors. Further, the depositary igreed to reimburse us certain fees payablestdapositary by holders of ADSs. For the
year ended December 31, 2013, we received US$0liBmfrom the depositary as reimbursement for exppenses incurred in connection w
the establishment and maintenance of our ADS progra
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PART II
ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELIN QUENCIES
None.
ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS AND USE OF PROCEEDS
See "ltem 10. Additional Information" foldascription of the rights of securities holderhjak remain unchanged.

The following "Use of Proceeds" informatiaiates to the registration statement on Form &XBmended (File Number 333-184414) for
our initial public offering of 8,970,000 ADSs, regenting 179,400,000 Class A common shares, whgiktration statement was declared
effective by the SEC on November 20, 2012. We kexknet proceeds of US$82.8 million from our inipablic offering.

For the period from the effective date ®cBmber 31, 2013, we did not use a substantiabpasf the net proceeds received from our
initial public offering.

ITEM 15. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

As required by Rule 13a-15(b) under thelaxge Act, our management, including our chief atiee officer, and our chief financial
officer, performed an evaluation of the effectivemef our disclosure controls and procedures,agé¢hm is defined in Rules 13a-15(e) of the
Exchange Act, as of the end of the period covesethis annual report. Based on that evaluation nesamagement has concluded that our
disclosure controls and procedures were effectivensuring that the information required to beldised by us in the reports that we file and
furnish under the Exchange Act was recorded, peszbsummarized and reported, within the time perapecified in the SEC's rules and
forms, and that the information required to beldised by us in the reports that we file or submier the Exchange Act is accumulated and
communicated to our management, including our aiwetutive officer and chief financial officer, alow timely decisions regarding required
disclosure.

Management's Annual Report on Internal Control overFinancial Reporting

Our management is responsible for estahlishnd maintaining adequate internal control dwemcial reporting as defined in Rules 13a-
15(f) and 15d-15(f) under the Securities Exchangeoh 1934, as amended. Our internal control oierfcial reporting is a process designed
to provide reasonable assurance regarding théildliaof our financial reporting and the prepaaatiof financial statements for external
purposes in accordance with Generally Accepted Biting Principles (GAAP) in the United States of émea and includes those policies ¢
procedures that (1) pertain to the maintenanceadrds that, in reasonable detail, accurately amty feflect the transactions and dispositions
of the assets of our company; (2) provide reasenadburance that transactions are recorded assaecés permit preparation of consolidated
financial statements in accordance with GAAP, drad teceipts and expenditures of our company anglmade only in accordance with
authorizations of our management and directors;(8ndrovide reasonable assurance regarding prieveat timely detection of the
unauthorized acquisition, use or disposition of campany's assets that could have a material effettte consolidated financial statements.
Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods agject to the risks that controls may become inadegbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.
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Our management conducted an evaluatioheoéffectiveness of our company's internal cortvelr financial reporting as of December
2013 based on the framework in Internal Control-ed¢mated Framework (1992) issued by the Committegpohsoring Organizations of the
Treadway Commission. Based on this evaluation neamagement concluded that our internal control &imancial reporting was effective as
of December 31, 2013.

PricewaterhouseCoopers Zhong Tian LLPjmdependent registered public accounting firm, tattithe effectiveness of our company's
internal control over financial reporting as of Betber 31, 2013, as stated in its report, which agpen page F-2 of this Form 20-F.

Changes in Internal Control Over Financial Reporting

As required by Rule 13a-15(d), under thelaxnge Act, our management, including our chietetiee officer and our chief financial
officer, also conducted an evaluation of our inéontrol over financial reporting to determineetlier any changes occurred during the
period covered by this report have materially a#fdcor are reasonably likely to materially affemir internal control over financial reporting.
Based on that evaluation, it has been determiredtitere has been no such change during the pawicated by this annual report.

ITEM 16. [RESERVED]
ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

Our board of directors has determined kvatPeter Andrew Schloss is our audit committeaiicial expert, who is an independent
director under the standards set forth in Nasdagk3¥larket Rule 5605(a)(2) and Rule 1@%f the Exchange Act. Mr. Schloss is the chair
of our audit committee.

ITEM 16B. CODE OF ETHICS

Our board of directors has adopted a cd@¢hics that applies to our directors, officemsipdoyees and agents, including certain provis
that specifically apply to our chief executive offis, chief financial officer, chief operating offr, vice presidents and any other persons who
perform similar functions for us. We filed our coafebusiness conduct and ethics as Exhibit 99dutaegistration statement on Form F-1, as
amended, which was originally filed with the SEC@ctober 15, 2012 and subsequently amended ad#ite this annual report. We have
posted a copy of our code of business conduct dinicseon our website at http://investors.yy.com&mance.cfm.

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following table sets forth the aggregaies by categories specified below in conneatiitim certain professional services rendered by
PricewaterhouseCoopers Zhong Tian LLP, our indepeincbgistered public accounting firm, for the weiadicated. We did not pay any other
fees to our independent registered public accogritim during the periods other than those indiddielow.

For the Year Ended December 31

2012 2013
(in RMB thousands)
Audit fees® 3,83¢ 9,30«
Audit-related fee$?) 7,31¢ —

Q) "Audit fees" means the aggregate fees biltegpfofessional services rendered by our indepenégistered public
accounting firm for the annual audit and the qurteview of our consolidate
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financial statement. For 2013, the audit referh#&audit of our annual consolidated financialestants and our internal
controls over financial reporting.

(2)  "Audit-related fees" means the aggregate feesrfafiepsional services rendered by our independgrgtezed public
accounting firm that are reasonably related toatindit of our financial statements and our integwaltrols over financial
reporting that are not reported under "Audit FeEs't. 2012, the services were rendered in conneutittnour initial
public offering and review and comment on intercitrol over financial reporting readiness wc

The policy of our audit committee is to jagprove all audit and non-audit services providgdricewaterhouseCoopers Zhong Tian LLP
including audit services, audit-related servicas,gervices and other services as described abthar,than those fate minimisservices whicl
are approved by the audit committee prior to thaemetion of the audit. Our audit committee has aped all of our audit fees, audit-related
fees and tax fees for the year ended December03B, 2

ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COMMITTEES
Not applicable.
ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS
Not applicable.
ITEM 16F. CHANGE IN REGISTRANT'S CERTIFYING ACCO UNTANT
Not applicable.
ITEM 16G. CORPORATE GOVERNANCE
We have followed and intend to continuéoltow the applicable corporate governance starglartler the Nasdaq Stock Market Rules.
ITEM 16H. MINE SAFETY DISCLOSURE

Not applicable.

PART Il
ITEM 17. FINANCIAL STATEMENTS
We have elected to provide financial staets pursuant to Iltem 18.
ITEM 18. FINANCIAL STATEMENTS
The consolidated financial statements ofIM¥. are included at the end of this annual report
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ITEM 19.

EXHIBITS

Exhibit Number

Description of Document

1.1

21

2.2

2.3

2.4

2.6

4.1

4.2

4.3

4.4

Second Amended and Restated MemorandurAuictes of Association of the
Registrant (incorporated herein by reference toiliiB.2 to the registration
statement on Form F-1, as amended (File No. 333184 initially filed with the
Securities and Exchange Commission on OctoberdR)).

Registrant's Specimen American Depositary Rec@ipbfporated herein by
reference to Exhibit 4.1 to the registration staatron Form F-1, as amended (File
No. 33:-184414), initially filed with the Securities anc&hange Commission on
October 15, 201z

Registrant's Specimen Certificate for Common Sh@nesrporated herein by
reference to Exhibit 4.2 to the registration staatron Form F-1, as amended (File
No. 33:-184414), initially filed with the Securities anc&hange Commission on
October 15, 2012

Form of Deposit Agreement, among the Registrastdépositary and holder of the

American Depositary Receipts (incorporated hergingference to Exhibit 4.3 to the
registration statement on Form F-1, as amended [l 333-184414), initially filed

with the Securities and Exchange Commission on l@eta5, 2012

Investors' Rights Agreement dated September 6, aéidng the Registrant and
other parties named therein (incorporated hereirefarence to Exhibit 4.4 to the
registration statement on Form F-1, as amended [l 333-184414), initially filed
with the Securities and Exchange Commission on l@eta5, 2012

Share Exchange Agreement dated September 6, 28afing to Duowan
Entertainment Corp. (incorporated herein by refeeetio Exhibit 4.6 to the
registration statement on Form F-1, as amended {6l 333-184414), initially filed
with the Securities and Exchange Commission on l@eta5, 2012

2009 Employee Equity Incentive Scheme of the Regjistas amended and restated.
(incorporated herein by reference to Exhibit 10.1he registration statement on
Form F-1, as amended (File. No. 333-184414), ijtfded with the Securities and
Exchange Commission on October 15, 2(

2011 Share Incentive Plan and Amendment No. 1e¢@€i1 Share Incentive Plan
the Registrant (incorporated herein by referendextuibit 10.2 to the registration
statement on Form F-1, as amended (File No. 333184 initially filed with the
Securities and Exchange Commission on OctoberdR)).

Form of Indemnification Agreement with the Registfadirectors and officers
(incorporated herein by reference to Exhibit 1@.8e registration statement on
Form F-1, as amended (File No. 333-184414), imtidled with the Securities and
Exchange Commission on October 15, 2(

Form of Employment Agreement between the Registradtan executive officer of
the Registrant (incorporated herein by referendextuibit 10.4 to the registration
statement on Form F-1, as amended (File No. 333184 initially filed with the
Securities and Exchange Commission on OctoberdR)).
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Exhibit Number

Description of Document

4.5

4.6

4.7

4.8

4.9

4.10

4.11

412

4.13

English translation of Exclusive Busines®@eration Agreement dated August 12,
2008 between Huanju Shidai (formerly known as Duo®atertainment Informatic
Technology (Beijing) Company Limited) and Guangztuaduo (incorporated
herein by reference to Exhibit 10.5 to the regtgirastatement on Form F-1, as
amended (File No. 333-184414), initially filed withe Securities and Exchange
Commission on October 15, 201

English translation of Supplementary Agreementdidtevember 10, 2011 to
Exclusive Business Cooperation Agreement betweaemfduShidai and Guangzhou
Huaduo (incorporated herein by reference to ExHiBi6 to the registration statem
on Form F-1, as amended (File No. 333-184414jalhjtfiled with the Securities
and Exchange Commission on October 15, 2

English translation of Confirmation Letter datedvdmber 10, 2011 to Exclusive
Business Cooperation Agreement between Huanju BamaGuangzhou Huaduo
(incorporated herein by reference to Exhibit 10.7he registration statement on
Form F-1, as amended (File No. 333-184414), imjtiled with the Securities and
Exchange Commission on October 15, 2(

English translation of Exclusive Technology Supportl Technology Services
Agreement dated August 12, 2008 between HuanjuaShittd Guangzhou Huaduo
(incorporated herein by reference to Exhibit 1@.8e registration statement on
Form F-1, as amended (File No. 333-184414), imjtiled with the Securities and
Exchange Commission on October 15, 2(

English translation of Supplementary Agreementaidtevember 10, 2011 to
Exclusive Technology Support and Technology Ses/isgreement between Huat
Shidai and Guangzhou Huaduo (incorporated herenetgyence to Exhibit 10.9 to
the registration statement on Form F-1, as ame(feleINo. 333-184414), initially
filed with the Securities and Exchange CommissioiOatober 15, 2012

English translation of Confirmation letter datedidmber 10, 2011 to Exclusive
Technology Support and Technology Services Agre¢imetveen Huanju Shidai
and Guangzhou Huaduo (incorporated herein by nefer&é Exhibit 10.10 to the
registration statement on Form F-1, as amended [l 333-184414), initially filed
with the Securities and Exchange Commission on l@xt@5, 2012

English translation of Powers of Attorney datedt8eyber 16, 2011 issued to Hug
Shidai by each of the shareholders of Guangzhouttuéincorporated herein by
reference to Exhibit 10.11 to the registrationestant on Form F-1, as amended
(File No. 333-184414), initially filed with the Sexties and Exchange Commission
on October 15, 201:

English translation of Exclusive Option Agreemetdised September 16, 2011
among Huanju Shidai, Guangzhou Huaduo and eadtedttareholders of
Guangzhou Huaduo (incorporated herein by referemé&shibit 10.12 to the
registration statement on Form F-1, as amended [l 333-184414), initially filed
with the Securities and Exchange Commission on l@eta5, 2012

English translation of Equity Interest Pledge Agneats dated September 16, 2011
between Huanju Shidai and each of the sharehotdé€ssiangzhou Huaduo
(incorporated herein by reference to Exhibit 1ad fthe registration statement on
Form F-1, as amended (File No. 333-184414), imjtiled with the Securities and
Exchange Commission on October 15, 2(
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Exhibit Number

Description of Document

4.14

4.15

4.16

4.17

4.18

4.19

4.20

4.21

4.22

English translation of Consent Letter dat@vember 10, 2011 issued by the
shareholders of Guangzhou Huaduo (incorporatedrhbyereference to

Exhibit 10.11 to the registration statement on Fé#h, as amended (File No. 333-
184414), initially filed with the Securities and &hange Commission on October 15,
2012)

English translation of Exclusive Business Cooperath\greement dated Decembe
2009 between Huanju Shidai and Beijing Tuda (inocated herein by reference to
Exhibit 10.15 to the registration statement on Fé#h, as amended (File No. 333-
184414), initially filed with the Securities and ghange Commission on October 15,
2012)

English translation of Supplementary Agreementaidtevember 10, 2011 to
Exclusive Business Cooperation Agreement betweemfduShidai and Beijing
Tuda (incorporated herein by reference to ExhiBillé to the registration statement
on Form F-1, as amended (File No. 333-184414jalhitfiled with the Securities
and Exchange Commission on October 15, 21

English translation of Confirmation Letter datedvdmber 10, 2011 to Exclusive
Business Cooperation Agreement between Huanju BaidbBeijing Tuda
(incorporated herein by reference to Exhibit 1Gd the registration statement on
Form F-1, as amended (File No. 333-184414), imjtiled with the Securities and
Exchange Commission on October 15, 2(

English translation of Exclusive Technology Supportl Technology Services
Agreement dated December 3, 2009 between HuanflaSd Beijing Tuda
(incorporated herein by reference to Exhibit 1Gd &e registration statement on
Form F-1, as amended (File No. 333-184414), imtiled with the Securities and
Exchange Commission on October 15, 2(

English translation of Supplementary Agreementaidtevember 10, 2011 to
Exclusive Technology Support and Technology Ses/isgreement between Huat
Shidai and Beijing Tuda (incorporated herein berefice to Exhibit 10.19 to the
registration statement on Form F-1, as amended [l 333-184414), initially filed
with the Securities and Exchange Commission on l@eta5, 2012

English translation of Confirmation Letter datedvdmber 10, 2011 to Exclusive
Technology Support and Technology Services Agreéimetveen Huanju Shidai
and Beijing Tuda (incorporated herein by referetocExhibit 10.20 to the
registration statement on Form F-1, as amended [l 333-184414), initially filed
with the Securities and Exchange Commission on l@eta5, 2012

English translation of Powers of Attorney dated N2ay 2011 issued to Huanju
Shidai by each of the shareholders of Beijing T(ideorporated herein by reference
to Exhibit 10.21 to the registration statement omfr F-1, as amended (File No. 333-
184414), initially filed with the Securities and ghange Commission on October 15,
2012)

English translation of Exclusive Option Agreemetidsed May 27, 2011 among
Huanju Shidai, Beijing Tuda and each of the shddshre of Beijing Tuda
(incorporated herein by reference to Exhibit 1a@#he registration statement on
Form F-1, as amended (File No. 333-184414), imjtiled with the Securities and
Exchange Commission on October 15, 2(
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Exhibit Number Description of Document
4.23 English translation of Equity Interestdgle Agreements dated July 1, 2011 between
Huanju Shidai and each of the shareholders of Bgijiuda (incorporated herein by
reference to Exhibit 10.23 to the registrationestant on Form F-1, as amended
(File No. 333-184414), initially filed with the Saxdties and Exchange Commission
on October 15, 201:

4.24 English translation of Consent Letter dated Novenil@e 2011 issued by the
shareholders of Beijing Tuda (incorporated hergimdference to Exhibit 10.24 to
the registration statement on Form F-1, as ame(feleINo. 333-184414), initially
filed with the Securities and Exchange CommissioiOatober 15, 20172

8.1* List of Subsidiaries and Consolidated Affiliatedtifins

111 Amended Code of Business Conduct and Ethics oR#gistrant (incorporated
herein by reference to Exhibit 11.1 to the annepbrt on Form 20-F (File No. 001-
35729) filed with the Securities and Exchange Cossion on April 26, 2013

12.1* Certification by Principal Executive Officer pursudo Section 302 of the Sarbanes-
Oxley Act of 2002

12.2* Certification by Principal Financial Officer pursuao Section 302 of the Sarbanes-
Oxley Act of 2002

13.1** Certification by Principal Executive Officer pursudo Section 906 of the Sarbanes-
Oxley Act of 2002

13.2* Certification by Principal Financial Officer pursudo Section 906 of the Sarbanes-
Oxley Act of 2002

15.1* Consent of Conyers Dill & Pearm:

15.2* Consent of Fangda Partne

15.3* Consent of Independent Registered Public Accouriing

101.INS***  XBRL Instance Documer

101.SCH***  XBRL Taxonomy Extension Schema Docum

101.CAL***  XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.DEF***  XBRL Taxonomy Extension Definition Linkbase Docurh
101.LAB***  XBRL Taxonomy Extension Labels Linkbase Docurnr

101.PRE** XBRL Taxonomy Extension Presentation Linkbase Doent

* Filed with this annual report on Form 20-F

*x Furnished with this annual report on Form 20-F

rrx XBRL (eXtensible Business Reporting Language) imfation is furnished and not filed or a part of gis&ation
statement or prospectus for purposes of Sectiors 12 of the Securities Act of 1933, as amendedeemed not filed

for purposes of Section 18 of the Exchange Acta¥4] as amended, and otherwise is not subjectltdity under these
sections
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SIGNATURES

The registrant hereby certifies that it tsesl of the requirements for filing on Form 2@&#kd that it has duly caused and authorized the
undersigned to sign this annual report on its Behal

Date: March 17, 2014
YY INC.

By: /s/ DAVID XUELING LI

Name: David Xueling L
Title: Director and Chief Executive Offic

162




Table of Contents

YY INC.
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Contents _Page
Report of Independent Registered Public Accounfing F-2
Consolidated Balance Sheets as of December 31,&01201: F-3
Consolidated Statements of Operations and Compsele(iLoss) Income for the Years Ended

December 31, 2011, 2012 and 2( F-5
Consolidated Statements of Changes in Shareho(@s8tits) Equity for the Years Ended

December 31, 2011, 2012 and 2( F-7
Consolidated Statements of Cash Flows for the Yeaded December 31, 2011, 2012 and : F-1C
Notes to Consolidated Financial Stateme¢ F-12

F-1




Table of Contents

Report of Independent Registered Public Accountindrirm
To the Board of Directors and Shareholders of Y¥.:In

In our opinion, the accompanying consokdabalance sheets and the related consolidatesrstats of operations and comprehensive
income (loss), of changes in shareholders' eqdfidits) and of cash flows, present fairly, inmlaterial respects, the financial position of
YY Inc. (the "Company") and its subsidiaries aPelcember 31, 2013 and 2012, and the results afdperations and their cash flows for e
of the three years in the period ended Decembe2@I13 in conformity with accounting principles gealyy accepted in the United States of
America. Also in our opinion, the Company maintaini& all material respects, effective internal wohover financial reporting as of
December 31, 2013, based on criteria establishbdemal Control—Integrated Framewo(k992) issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSOg Tbmpany's management is responsible for thespedial statements, for maintaining
effective internal control over financial reportiagd for its assessment of the effectiveness efnat control over financial reporting, included
in Management's report on Internal Control overlRirial Report appearing under Item 15 of the acemyipg Form 20-F. Our responsibility
is to express opinions on these financial statesn@mdl on the Company's internal control over firgmreporting based on our integrated au
We conducted our audits in accordance with thedstials of the Public Company Accounting OversighamBioUnited States). Those standard:
require that we plan and perform the audits toiobtasonable assurance about whether the finastei@ments are free of material
misstatement and whether effective internal cordvelr financial reporting was maintained in all ev&l respects. Our audits of the financial
statements included examining, on a test basideaee supporting the amounts and disclosures ifirthecial statements, assessing the
accounting principles used and significant estismatade by management, and evaluating the ovemaldial statement presentation. Our a
of internal control over financial reporting inckatl obtaining an understanding of internal conts@rdinancial reporting, assessing the risk
a material weakness exists, and testing and evaduthie design and operating effectiveness of ivalecontrol based on the assessed risk. Our
audits also included performing such other proceslas we considered necessary in the circumstaMeebelieve that our audits provide a
reasonable basis for our opinions.

A company's internal control over finangigborting is a process designed to provide reddersssurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegenerally accepted accounting princip
A company's internal control over financial repagtincludes those policies and procedures thakefitain to the maintenance of records ths
reasonable detail, accurately and fairly refleettiansactions and dispositions of the assetseofdmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatg@aparation of financial statements in accor@anwith generally accepted accounting
principles, and that receipts and expendituref®ttbmpany are being made only in accordance witibaizations of management and
directors of the company; and (iii) provide readnaassurance regarding prevention or timely detectf unauthorized acquisition, use, or
disposition of the company's assets that could hawaterial effect on the financial statements.

Because of its inherent limitations, intdroontrol over financial reporting may not preventetect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeanaate because of changes in condition
that the degree of compliance with the policieprocedures may deteriorate.

/sl PricewaterhouseCoopers Zhong Tian LLP
Shanghai, the People's Republic of China
March 17, 2014
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CONSOLIDATED BALANCE SHEETS AS OF DECEMBER 31, 2012AND 2013

(All amounts in thousands, except share, ADS, pehare and per ADS data)

As of December 31

Notes 2012 2013 2013
RMB RMB uss$
(Note 2(e))
Assets
Current assets
Cash and cash equivalel 5 504,70: 729,59¢ 120,52:
Shor-term deposit: 6 897,69¢ 1,432,86: 236,69:.
Accounts receivable, n 7 117,61¢ 100,10: 16,53¢
Amount due from a related pai 21 1,072 73 12
Prepayments and other current as 25,14¢ 67,53 11,15¢
Deferred tax asse 16 31,54¢ 66,92 11,05¢
Total current assets 1,577,78 2,397,08! 395,97:
Non-current assets
Deferred tax asse 16 582 62E 10z
Investments 8 2,95( 62,02¢ 10,24¢
Property and equipment, r 9 90,29¢ 102,63¢ 16,954
Intangible assets, n 10 19,48: 29,12° 4,811
Goodwill 11 1,60¢ 1,577 261
Other nol-current assel 3,48t 4,86¢ 802
Total non-current assets 118,40:. 200,85¢ 33,17¢
Total assets 1,696,18' 2,597,94 429,15(

Liabilities and shareholders' equity
Current liabilities
Accounts payable (including accounts payable ottresolidated
variable interest entity without recourse to therpany of
RMB27,124 and RMB55,818 as of December 31, 20122848,
respectively’ 28,14¢ 56,39: 9,31¢
Deferred revenue (including deferred revenue ottiesolidated
variable interest entity without recourse to therpany of
RMB158,323 and RMB292,380 as of December 31, 2002813,
respectively’ 12 159,85¢ 293,86t 48,54
Advances from customers (including advances frostauers of the
consolidated variable interest entity without reseuo the Compar
of RMB7,271 and RMB10,656 as of December 31, 20122013,
respectively’ 2(t) 7,51¢ 19,54¢ 3,22¢
Income taxes payable (including income taxes payabthe
consolidated variable interest entity without reseuto the Compar
of RMB32,885 and RMB47,974 as of December 31, 20112013,
respectively’ 48,00: 78,10° 12,90:
Accrued liabilities and other current liabilitiga¢luding accrued
liabilities and other current liabilities of therewlidated variable
interest entity without recourse to the CompaniRbfB81,223 and
RMB197,851 as of December 31, 2012 and 2013, ré&sphg 13 120,28¢ 250,76( 41,42¢
Amounts due to related parties (including amounts t related partie
of the consolidated variable interest entity withi@course to the
Company of RMB2,604 and RMB2,640 as of Decembef812
and 2013, respectivel: 21 2,60 2,64( 43€
Total current liabilities 366,41 701,31 115,84t

Non-current liabilities
Deferred revenue (including deferred revenue ottiresolidated
variable interest entity without recourse to ther(pany of
RMB4,525 and RMB8,457 as of December 31, 2012 &id2

respectively) 12 6,481 9,42t 1,557
Total liabilities 372,90« 710,73t 117,40!
Commitments and contingencie! 23
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CONSOLIDATED BALANCE SHEETS AS OF DECEMBER 31, 2012 AND 2013 (Continued)
(All amounts in thousands, except share, ADS, pehare and per ADS data)

As of December 31

Notes 2012 2013 2013
RMB RMB uss$
(Note 2(e))
Shareholders' equity
Class A common shares (US$0.00001 par value; 1@00M0O0 shares
authorized, 179,400,000 shares issued and outstaadiof
December 31, 2012 and 622,658,738 shares issuenligstdnding as
December 31, 201! 17 11 38 6
Class B common shares (US$0.00001 par value; DOOMO0 shares
authorized, 907,833,224 shares issued and outstaadiof
December 31, 2012 and 485,831,386 shares issuenligstdnding as
December 31, 201 17 60 34 6
Additional paic-in capital 2,648,40: 2,765,61: 456,84
Statutory reserve 2(cc) — 40,657 6,71¢€
Accumulated deficit: (1,311,76) (874,69) (144,49()
Accumulated other comprehensive | (13,427 (44,437 (7,340
Total shareholders' equity 1,323,28! 1,887,20! 311,74!
Total liabilities and shareholders' equity 1,696,18! 2,597,94 429,15(

The accompanying notes are an integral part oetheasolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE (LOSS) INCOME
FOR THE YEARS ENDED DECEMBER 31, 2011, 2012 AND 2(&

(All amounts in thousands, except share, ADS, pehare and per ADS data)

For the year ended December 3:

Note 2011 2012 2013 2013
RMB RMB RMB Uss$
(Note 2(e))
Net revenues
Internet valu-added servic
—Online music and entertainme 52,85« 286,44¢ 852,88! 140,88
—Online game: 165,93: 332,28 602,11: 99,46
—Others 13,58¢ 83,65¢ 205,21: 33,89¢
Online advertising 87,27¢ 117,64: 163,26( 26,96¢
Total net revenues 319,65! 820,03: 1,823,46! 301,21
Cost of revenue) 14 (182,699 (416,13) (881,999 (145,69()
Gross profit 136,95¢ 403,89¢ 941,46 155,52
Operating expensesl)
Research and development expetr (106,809 (176,72) (267,00 (44,106
Sales and marketing expen: (13,38) (16,959 (24,955 (4,122)
General and administrative expen (118,24) (109,789 (200,559 (33,129
Total operating expense: (238,42() (303,46 (492,519 (81,357
Other income 15 1,982 2,46E 27,07¢ 4,477
Operating (loss) income (99,48¢) 102,89¢ 476,03: 78,637
Gain on disposal of an equity investm — 651 — —
Gain on disposal of a cost investm — 2,351 — —
Foreign currency exchange gains (losses) 14,14 (4,157 29,55¢ 4,88z
Interest incomt 4,89( 16,31¢ 60,22’ 9,94¢
(Loss) income before income tax expens (80,45%) 118,06: 565,80¢ 93,467
Income tax expenst 16 (1,349 (29,047) (89,957) (14,859
(Loss) income before share of (loss) income
equity method investments, net of income
taxes (81,799 89,02( 475,85t 78,60¢
Share of (loss) income in equity method
investments, net of income tax (1,35¢) 157 1,86¢ 30¢
Net (loss) income attributable to YY Inc. (83,15¢6) 89,17 477,72 78,917
(Accretion) decretion to convertible redeemab
preferred shares redemption va (223,66)) 1,293,87! — —
Allocation of net income to participating prefer
shareholder — (478,759 — —
Net (loss) income attributable to commor
shareholders (306,819 904,29¢ 477,72 78,91
Net (loss) income (83,15¢) 89,177 477,72 78,91°
Other comprehensive los
Foreign currency translation adjustments.
of nil tax (11,130 (1,204 (31,019 (5,127)
Comprehensive (loss) income attributable t
YY Inc . (94,28¢) 87,97: 446,71 73,79«
Net (loss) income per ADS*
—Basic 20 (12.6%) 29.91 8.51 1.41
—Diluted 20 (12.6%) 1.8C 8.0¢ 1.34
Weighted average number of ADS use!
calculating net (loss) income per Al
—Basic 20 24,294,19. 30,235,19 56,123,78. 56,123,78.
—Diluted 20 24,294,19 49,623,44 59,056,06 59,056,06
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CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE (LOSS) INCOME
FOR THE YEARS ENDED DECEMBER 31, 2011, 2012 AND 2 (Continued)

(All amounts in thousands, except share, ADS, pehare and per ADS data)

For the year ended December 3:

Note 2011 2012 2013 2013
RMB RMB RMB Uss$
(Note 2(e))
Net (loss) income per common share
—Basic 20 (0.6%) 1.5C 0.4 0.07
—Diluted 20 (0.69) 0.0¢ 0.4C 0.07
Weighted average number of common shares
in calculating net (loss) income per commor
share
—Basic 20 485,883,84 604,703,81 1,122,475,68 1,122,475,68
—Diluted 20 485,883,84 992,468,83 1,181,121,29 1,181,121,29
* Each ADS represents 20 Class A common shares.
1) Share-based compensation was allocated in cosvefiues and operating expenses as follows:
For the year ended December 3!
Note 2011 2012 2013 2013
RMB RMB RMB Uss$
(Note 2(e))
Cost of revenue 15,44¢ 8,407 9,86( 1,62¢
Research and development expel 31,67 35,44 39,58 6,53¢
Sales and marketing expen: 1,33¢ 884 1,31¢ 21¢
General and administrative expen 86,54+ 55,61¢ 66,33: 10,957

The accompanying notes are an integral part oktheasolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' (DEFICITS) EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2011, 2012 AND 2(&

(All amounts in thousands, except share, ADS, pehare and per ADS data)

Common shares Accumulated
Additional other Total
Number paid-in Accumulated  comprehensive  shareholders'
Notes of shares Amount capital deficits loss deficits
Note 17 RMB RMB RMB RMB RMB
Balance as o
December 3:
2010 466,630,26 32 —  (2,350,44) (1,089 (2,351,50)
Issuance of
common
shares 17 51,140,43 3  328,12¢ — — 328,13.
Exercise of
warrant by ai
independent
institutional
investor 17  25,570,21 2 160,83 — — 160,83°

Share-based

compensatio

share option 19 — — 2,21¢ — — 2,21¢
Share based

compensatio

restricted

shares 19 — — 57,80 — — 57,80
Share-based

compensatio

restricted

share unit: 19 — — 9,64< — — 9,64<
Share-based

compensatio

warrants to

NeoTasks

founders 19 — — 3,35¢ — — 3,35¢
Share-based

compensatio

restricted

shares to the

CEO and

Chairmar 19 — — 14,14 — — 14,14:
Transferred

from maturec

liability

award for

NeoTasks

founders 19 — — 57,69: — — 57,69:
Reclassificatiol

of liability-

classified

share-based

awards into

equity-

classified

awards for

warrants to

NeoTasks

founders 19 — — 57,60: — — 57,60:

Reclassificatiol
of liability-
classified
share-based
awards intc



equity-
classified
awards for

share option

Accretion of
Series A
convertible
redeemable
preferred
shares to
redemption
value

Accretion of
Series B
convertible
redeemable
preferred
shares to
redemption
value

Accretion of
Series C
convertible
redeemable
preferred
shares to
redemption
value

Components o
comprehensi

loss

Net loss

Foreign
currency

translation
adjustment

net of nil
tax
Balance as o

December 3:

2011

19

18

18

18

— — 116,32 — — 116,32
— —  (88,26) — — (88,26
— — (64,10 — — (64,107
— — (71,300 — — (71,300
— — — (83,156 — (83,150
— — — — (11,130 _ (11,130
543,340,91 37 _584,09: (2,433,60) (12,219 _(1,861,69)
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' (DEFICITS) EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2011, 2012 AND 2 (Continued)

(All amounts in thousands, except share, ADS, pehare and per ADS data)

Class A Class B
common shares Common shares

Accumulated
Additional other Total
Number Number paid-in  Accumulated comprehensivi shareholders' (deficits
Notes of shares Amount of shares Amount capital deficits loss equity
Note 17 RMB Note 17 RMB RMB RMB RMB RMB

Balance as o

December 3:

2011 — — 543,340,91 37 584,09 (2,433,60) (12,219 (1,861,69)
Issuance of

common

shares 17 179,400,00 11 — —  515,70¢ — — 515,72(
Issuance of

common

shares for

vested

restricted

shares 17 — — 5,068,001 — — — — —
Share-based

compensatio

share option 19 — — — — (89) — — (89)
Share based

compensatio

restricted

shares 19 — — — — 36,37: — — 36,37:
Share-based

compensatio

restricted

share unit: 19 — — — — 54,44t — — 54,44%
Share-based

compensatio

restricted

shares to the

CEO and

Chairmar 19 — — — — 9,62¢ — — 9,62¢
Transferred

from Series /

convertible

redeemable

preferred

shares upon

the

completion o

the initial

public

offering 18 — — 136,100,93 9 449,48 — — 449,49¢
Transferred

from Series |

convertible

redeemable

preferred

shares upon

the

completion o

the initial

public

offering 18 — — 102,073,86 6 337,11 — — 337,11¢
Transferred

from Series (

convertible

redeemable

preferred

shares upon

the

completion o

the initial

public

offering 18 — — 121,249,52 8  400,43¢ — — 400,44°
Decretion of

Series A

convertible

redeemable

preferred

shares to

redemption

value 18 — — — — 125,81 359,70: — 485,51°

Decretion of
Series E



convertible
redeemable
preferred
shares to
redemption
value
Decretion of
Series C
convertible
redeemable
preferred
shares to
redemption
value
Components o
comprehensi
income
Net income
Foreign
currency
translation
adjustmen
net of nil
tax
Balance as o
December 3:
2012

18 — — — — 64,10: 302,68: — 366,78!
18 — — — — 71,30( 370,27: — 441,57
— — — — — 89,17 — 89,17

- — —— — - (1.209 (1.209

179,400,00 11 907,833,22 60 2,648,40. (1,311,76) (13,427) 1,323,28!
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' (DEFICITS) EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2011, 2012 AND 2 (Continued)

(All amounts in thousands, except share, ADS, pehare and per ADS data)

Class A Class B
common shares Common shares

Additional Accumulated
Statutory Accumulated other Total
Number Number paid-in comprehensivt shareholders
Notes of shares Amount of shares Amount capital reserves deficits loss equity
Note 17 RMB Note 17 RMB RMB RMB RMB RMB RMB

Balance as o
December 3:
2012 179,400,00 11 907,833,22 6C 2,648,40. —  (1,311,76) (13,42 1,323,28!
Issuance of
common
shares for
exercised
share option 17 4,648,421 — — — 11¢ — — — 11¢&
Issuance of
common
shares for
vested
restricted
shares and
restricted
share unit: 17 16,608,48 1 — — 1) — — — —
Class B
common
shares
converted to
Class A
common
shares 17 422,001,83 2€ (422,001,83) (2€) — — — — —
Share based
compensatio
share option 19 — — — — 14,00: — — — 14,00:
Share-based
compensatio
restricted
shares 19 — — — — 7,30(C — — — 7,30(
Share based
compensatio
restricted
share unit: 19 — — — — 95,79: — — — 95,79:
Appropriations
to statutory
reserve: 2(cc) — — — — — 40,65’ (40,657 — —
Components o
comprehensi
income
Net income — — — — — — 477,72 — 477,72
Foreign
currency
translation
adjustmen
net of nil
tax — — — — — — — (31,019 (31,019
Balance as o
December 3:
2013 622,658,73 38 485,831,38 34 2,765,61. 40,65 (874,69) (44,43°) 1,887,20'

The accompanying notes are an integral part ottheasolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED
DECEMBER 31, 2011, 2012 AND 2013

(Al amounts in thousands)

For the year ended December 3!

Note 2011 2012 2013 2013
RMB RMB RMB Uss$
(Note 2(e))

Cash flows from operating activitie:
Net (loss) incomi (83,15¢) 89,17" 477,72 78,91°
Adjustments to reconcile net (loss)
income to net cash provided by
operating activitie:
Depreciation of property and

equipmen 9 12,88 29,07 44,96 7,427
Amortization of acquired

intangible assel 10 1,211 3,36¢ 4,707 777
Allowance for doubtful

accounts 7 — 6,88¢ 31,98% 5,28¢
(Gain) loss on disposal of

property and equipme (25) 7 1 —
Impairment of equity

investments — — 89¢ 14¢
Impairment of cost

investments 1,89¢ 453 — —
Impairment of intangible asse 10 — 55C — —
Shar+based compensatic 19 135,00: 100,35: 117,09¢ 19,34:
Share of (loss) income in equit

method investmen 1,35¢ (157) (1,869 (309
Gain on disposal of an equity

investmen — (652) — —
Gain on disposal of a cost

investmen — (2,35)) — —
Deferred income taxes, r 16 (12,2779 (19,316 (35,419 (5,850
Foreign exchange losses (gair

net (14,149 4,15¢ (29,55%) (4,887)

Changes in operating assets and
liabilities, net

Accounts receivabl 7 (21,279 (77,479 (14,477 (2,399

Prepayments and other curren
and non-current

assets (4,710 (12,969 (46,629 (7,702
Amounts due from related

parties 21 — (73 — —
Amounts due to related

parties 21 (349 1,73¢ 36 6
Accounts payabl 11,19¢ 7,214 26,34 4,351
Deferred revenu 12 23,36¢ 125,54 136,94! 22,62:
Advances from custome 1,71z 5,06 12,03« 1,98¢
Income tax payabl 12,51¢ 31,12¢ 30,10¢ 4,97:
Accrued liabilities and other

current liabilities 33,49 64,14¢ 136,26 22,50¢

Net cash provided by operatil
activities 99,81° 356,85: 891,17 147,21
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CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED
DECEMBER 31, 2011, 2012 AND 2013 (Continued)

(All amounts in thousands)

For the year ended December 3:

Note 2011 2012 2013 2013
RMB RMB RMB US$
(Note 2(e))

Cash flows from investing activities
Placements of sh-term deposit: (872,37) (1,040,30) (1,529,09) (252,589
Maturities of sho-term deposit: 399,71 615,25¢ 995,99¢ 164,52
Purchase of property and equipm (46,95¢) (60,887 (55,60¢) (9,185
Purchase of intangible ass (279 (1,920 (14,63) (2,417
Cash paid for equity investmer (4,500 (1,000 (12,000 (1,819
Cash paid for cost investmel 8 (1,000 — (47,110 (7,782
Cash received from disposal of a ¢

investmen — 1,00( 3,00(¢ 49t
Cash received from disposal of an

equity investmen — 2,00( — —
Consideration paid in connection w

business acquisitic 4 — (11,729 — —
Loan to a related par 21 (500 (1,200 — —
Loan to a third part (300 — — —
Repayment of loan from related

parties 21 — 2,50( 1,00(¢ 16&
Loans to employee (2,770 (2,930 (3,770 (623)
Repayment of loans from employe 197 66C 1,56( 25¢
Proceeds from disposal of property

and equipmer 401 32 48 8
Net cash used in investing activiti (528,35) (498,504 (659,60 (108,959
Cash flows from financing activities
Proceeds from issuance of commo

shares, net of issuance cc 17 488,96 — — —
Proceeds from exercise of vested

share option — — 11& 19
Proceeds from initial public offerinc

(net of underwriters' commission

of US$6,593; 17 — 550,55! — —
Payments of listing expens 17 — (27,815 (5,807 (958
Repurchase of share optic 19 (11,087 — — —
Net cash provided by (used |

financing activities 477,88 522,74( (5,687 (939
Net increase in cash and c:

equivalents 49,34: 381,08t 225,88 37,31
Cash and cash equivalents at the

beginning of the yee 83,68: 128,89: 504,70: 83,37:
Effect of exchange rate changes or

cash and cash equivalel (4,139 (5,277) (987) (163
Cash and cash equivalents at th

end of the year 128,89: 504,70: 729,59¢ 120,52:
Supplemental disclosure of cas

flows information:

—Acquisition of property and

equipment in
form of accounts payak 1,09( 5,911 7,65 1,26¢
—Income taxes pai — (17,229 (95,259 (15,73¢)

The accompanying notes are an integral part oktheasolidated financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(Al amount in thousands, except share and per shardata, unless otherwise stated)
1. Organization and principal activities
(a) Principal activities

YY Inc. (the "Company"), through its suhiaitiks, its variable interest entities ("VIES") avitE's subsidiary (collectively, the "Group") is
principally engaged in operating an online soclatfprm in the People's Republic of China (the "PRE"China") through its platform, YY
Client and through its websi¥Y.conandDuowan.com

(b) Reorganization
The Company was incorporated in the Caylsi@amds on July 22, 2011.

The Group began its operations in the PR&gril 2005 through its PRC domestic company, Gzdéiou Huaduo Network Technology
Company Limited ("Guangzhou Huaduo"), which wagdily owned by Mr. David Xueling Li (the "Foundest the "CEO") and Mr. Jun Lei
(the "Co-founder” or the "Chairman"). Guangzhou tlu@aholds the necessary licenses and approvajsetaie internet-related businesses in
the PRC.

For the period between July 2006 and A2007, the Group undertook a reorganization (thestRReorganization") and established
Duowan Limited ("Duowan Limited"), an investmentdiog company under the laws of the BVI, Duowan figdong) Limited ("Duowan
(Hong Kong)"), a Hong Kong incorporated company iyhowned by Duowan Limited, and Guangzhou Duowaioimation
Technology Co., Ltd. ("Guangzhou Duowan"), a whallyned foreign enterprise ("WOFE") in the PRC owbgduowan (Hong Kong)
(collectively "Duowan Limited Group Structure"). &lrirst Reorganization was necessary to comply RRIC laws and regulations which
prohibit or restrict foreign ownership of companikat provide internet content services in the RREre licenses are required.

By entering into a series of agreementsrapitbe Founder, the Co-founder, Guangzhou HuadwbCGalangzhou Duowan (collectively,
"First VIE agreements"), Guangzhou Huaduo becaMi=aof Guangzhou Duowan. Guangzhou Duowan becametimary beneficiary of
Guangzhou Huaduo.

In November 2007, Duowan Entertainment Goxpon ("Duowan BVI") was incorporated in the Bt Virgin Islands. In March 2008,
Duowan BVI established Duowan Entertainment InfdiaraTechnology (Beijing) Company Limited ("Duow&mtertainment”), as a WOFE
in the PRC and a wholly-owned subsidiary of Duowafl. The Group undertook a second reorganizatiba {Second Reorganization")
whereby the First VIE agreements among the FoutleiCofounder, Guangzhou Huaduo and Guangzhou Duowanteerénated and a ne
series of VIE agreements (collectively, "Second ¥tifeements") were signed among the Founder, tHeWualer, Guangzhou Huaduo and
Duowan Entertainment, through which Duowan Entarteint became the primary beneficiary and exercéedtive control over the
operations of Guangzhou Huaduo. Duowan BVI becdméhen holding company of the Group.

In August 2008, Duowan Entertainment puseltball the equity interests in Guangzhou DuowamfDuowan (Hong Kong).

In December 2008, the Group undertook aratkorganization (the "Third Reorganization") aeduired all of the equity interests of
NeoTasks Inc. ("NeoTasks"), a Cayman Islands compagether with its wholl-owned subsidiary, NeoTasks Limited, its WOFE, Naskis
International Media Technology (Beijing) Co., L{tlNeoTasks Beijing"), and its VIE, Beijing Tuda 8oce and Technology Co., Limited
("Beijing Tuda").
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
1. Organization and principal activities (Continued
(b) Reorganization (Continued)
In July 2009, Guangzhou Duowan was renaasedhuhai Duowan Information Technology Co., LtahQuhai Duowan").

In December 2009, another series of VIEEagrents (collectively, "Third VIE agreements") wergered into amongst the legal
shareholders of Beijing Tuda and Duowan Entertairtraaed thus completing the Third Reorganizatiorrotigh the aforementioned activities,
Beijing Tuda became a VIE, whose primary beneficiatDuowan Entertainment.

In December 2010, Duowan BVI establishedti#i Duowan Technology Company Limited (“Zhuhai Bian Technology"), which is
directly 100% owned by Duowan BVI.

On September 6, 2011, pursuant to a sheap agreement, all the then existing shareholdebaiowan BVI exchanged their respective
shares, including the Series A, Series B, Seriésa@d Series C-2 Preferred Shares, of Duowan BMédoivalent classes of shares of the
Company on a 1 for 1 basis. As a result, Duowan BAdame a wholly-owned subsidiary of the Comparnyitalso became the holding
company of the Group (the "Share Swap").

In May 2012, Duowan Entertainment was regdu@s Huanju Shidai Technology (Beijing) Companyitéd ("Beijing Huanju Shidai").

In September 2012, Zhuhai Duowan Technolegy renamed as Guangzhou Huanju Shidai Informa#mhnology Company Limited
("Guangzhou Huanju Shidai").

The First Reorganization, the Second Reurgdion, the Third Reorganization and the SharaBwere all reorganization of entities
under common control and have been accounted nianner akin to a pooling of interest as if tlwenPany, through its wholly owned
subsidiaries, had been in existence and been iitmanyr beneficiary of the VIEs throughout the pedgitesented in the consolidated financial
statements. As a result of these arrangement§dh®any, through its wholly owned subsidiariegaasidered the primary beneficiary of two
VIEs, Guangzhou Huaduo and Beijing Tuda, and adeglyl their results of operation and financial diions are consolidated in the financial
statements of the Group.

(c) Initial Public Offering

The Company completed its initial publiéesing ("IPO") on November 21, 2012 on the NASDA®K&al Market and the underwriters
subsequently exercised their over-allotment optioiDecember 5, 2012. The Company issued and doldleof 8,970,000 American
Depositary Shares ("ADSs") in these transactiagasenting 179,400,000 Class A common shares. Aa8hrepresents twenty Class A
common shares. The net proceeds received by thep&@ugmafter deducting commissions and offering agps, amounted to approximately
US$82,055. Upon the completion of the IPO, alllef €ompany's 359,424,310 outstanding preferredstaard 548,408,914 outstanding
common shares were converted into Class B commanesiimmediately as of the same date.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
1. Organization and principal activities (Continued
(d) Subsidiaries, VIEs and VIE's subsidiary

The details of the subsidiaries, VIEs aif'¥ subsidiary as of December 31, 2013 are sebelotv:

% of direct or

indirect
Place of Date of economic

Name incorporation incorporation ownership Principal activities

Subsidiaries

Duowan Entertainment British November 6 100% Investment holding
Corporation ("Duowan Virgin 2007
BVI") Islands

NeoTasks Inc. ("NeoTasks  Cayman April 26, 2006 100% Investment holding

Islands

NeoTasks Limitec Hong Kong June 16, 200 100% Investment holding

Huanju Shidai Technology PRC March 19, 100% Investment holding
(Beijing) Company Limited 2008
("Beijing Huanju Shidai" or
"Duowan Entertainment’

Zhuhai Duowan Information PRC April 9, 2007 100% Online advertising an
Technology Company software development
Limited ("Zhuhai Duowan"
or "Guangzhou Duowan'

Guangzhou Huanju Shidai PRC December 2, 100% Software development
Information Technology 2010
Company Limited
("Guangzhou Huanju
Shidai")

Zhuhai Huanju Shidai PRC November 14 100% Software development
Information Technology 2013
Company Limited ("Zhuhai
Huanju Shidai"

Variable Interest Entities
("VIES")

Guangzhou Huaduo Network PRC April 11, 2005 100% Holder of internet
Technology Company content provider
Limited ("Guangzhou licenses and internet
Huaduo") value added servict

Beijing Tuda Science and PRC June 2, 2005 100% Holder of internet
Technology Company content provider
Limited ("Beijing Tuda") licenses

VIE's Subsidiary

Guangzhou Juhui Information PRC October 24, 100% Software development
Technology Company 2013
Limited
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
1. Organization and principal activities (Continued
(e) Variable Interest Entities

To comply with PRC laws and regulationg fr@hibit or restrict foreign ownership of compesithat provide internet-content, the Group
conducts substantially all its operations througla®@zhou Huaduo and Beijing Tuda, which holds titernet value-added service license anc
approvals to provide such internet services inRR€. Beijing Huanju Shidai entered into a seriesasftractual agreements among Beijing
Huanju Shidai, Guangzhou Huaduo and their legale$ttdders. Beijing Huanju Shidai also entered mB®eries of contractual agreements
among Beijing Huanju Shidai, Beijing Tuda, and BejjTuda's legal shareholders.

Guangzhou Huaduo

The Company's relationships with GuangzHoaduo and its shareholders are governed by thewiolg contractual arrangements:
. Exclusive Technology Support and Technology Bes/Agreement

Under the exclusive technology support eatinology services agreement between Beijing Hu8hjdai and Guangzhou Huaduo,
Beijing Huanju Shidai has the exclusive right toypde to Guangzhou Huaduo technology support acfthi@ogy services related to all
technologies needed for its business. Beijing Hu&tjidai owns the exclusive intellectual propeigpts created as a result of the performanc
of this agreement. The service fee payable by GalemgHuaduo to Beijing Huanju Shidai is determibgdsarious factors, including the
expenses Beijing Huanju Shidai incurs for providéugh services and Guangzhou Huaduo's revenueseithef this agreement will expire in
2028 and may be extended with Beijing Huanju Skedaritten confirmation prior to the expiration daBeijing Huanju Shidai is entitled to
terminate the agreement at any time by providing&s' prior written notice to Guangzhou Huaduo.

. Exclusive Business Cooperation Agreement

Under the exclusive business cooperatisaaagent between Beijing Huanju Shidai and Guangthmduo, Beijing Huanju Shidai has
the exclusive right to provide to Guangzhou Huathatnology support, business support and consisgngces related to the services
provided by Guangzhou Huaduo, the scope of whith e determined by Beijing Huanju Shidai fromdito time. Beijing Huanju Shidai
owns the exclusive intellectual property rightsategl as a result of the performance of this agraeribe service fee payable by Guangzhou
Huaduo to Beijing Huanju Shidai is a certain petaga of its earnings. The term of this agreemelitexpire in 2039 and may be extended
with Beijing Huanju Shidai's written confirmatiomigr to the expiration date. Beijing Huanju Shigaentitled to terminate the agreement at
time by providing 30 days' prior written noticeGmuangzhou Huaduo.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
1. Organization and principal activities (Continued
(e) Variable Interest Entities (Continued)
. Exclusive Option Agreement

The parties to the exclusive option agregraee Beijing Huanju Shidai, Guangzhou Huaduo eaxch of the shareholders of Guangzhou
Huaduo. Under the exclusive option agreement, eatte shareholders of Guangzhou Huaduo irrevoogitalpted Beijing Huanju Shidai or
designated representative(s) an exclusive optiqrutchase, to the extent permitted under PRC Ihwr @art of his or its equity interests in
Guangzhou Huaduo. Beijing Huanju Shidai or its gleated representative(s) have sole discretion ahém to exercise such options, either in
part or in full. Without Beijing Huanju Shidai'sipr written consent, Guangzhou Huaduo's shareh®lsteall not sell, transfer, mortgage or
otherwise dispose their equity interests in Guangzuaduo. The term of this agreement is ten yaagsmay be extended at Beijing Huanju
Shidai's sole discretion.

. Powers of Attorney

Pursuant to the irrevocable power of attgrexecuted by each shareholder of Guangzhou Huadab such shareholder appointed
Beijing Huanju Shidai as its attorney-iaet to exercise such shareholders' rights in Gramg Huaduo, including, without limitation, the per
to vote on its behalf on all matters of Guangzhaadlio requiring shareholder approval under PRC tawisregulations and the articles of
association of Guangzhou Huaduo. Each power ofregyowill remain in force until the shareholder seato hold any equity interest in
Guangzhou Huaduo.

. Share Pledge Agreement

Pursuant to the share pledge agreementkeat®eijing Huanju Shidai and the shareholdersu#rgzhou Huaduo, the shareholders of
Guangzhou Huaduo have pledged all of their equigréests in Guangzhou Huaduo to Beijing Huanju &l guarantee the performance by
Guangzhou Huaduo and its shareholders' performafriteir respective obligations under the exclusiusiness cooperation agreement,
exclusive option agreement, exclusive technologypett and technology services agreement and pafeatsorney. If Guangzhou Huaduo
and/or its shareholders breach their contractuliations under those agreements, Beijing Huanjd&@has pledgee, will be entitled to certain
rights, including the right to sell the pledged igginterests.

Beijing Tuda

The Company's relationships with Beijingd@wand its shareholders are governed by the falipwontractual arrangements:
. Exclusive Technology Support and Technology Sesvisgreement

Pursuant to the exclusive technology supgad technology services agreement between Bdijurnju Shidai and Beijing Tuda, Beijing
Huanju Shidai has the exclusive right to provid8#ijing Tuda technology support and technologyises related to all technologies needed
for its business. Beijing Huanju Shidai owns thelegive intellectual property rights created assult of the performance of this agreement.
The service fee payable by Beijing Tuda to Beijifiganju Shidai is determined by various factorsluding the expenses Beijing Huanju
Shidai incurs for providing such services and BgijTuda’'s revenues. The term of this agreemenewjiire in 2029 and may be extended witt
Beijing Huanju Shidai's written confirmation pritar the expiration date. Beijing Huanju Shidai isitked to terminate the agreement at any"
by providing 30 days' prior written notice to Bagi Tuda.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
1. Organization and principal activities (Continued
(e) Variable Interest Entities (Continued)
. Exclusive Business Cooperation Agreement

Pursuant to the exclusive business codparagreement between Beijing Huanju Shidai angirgeiTuda, Beijing Huanju Shidai has the
exclusive right to provide to Beijing Tuda techrgpjcsupport, business support and consulting sesviated to the services provided by
Beijing Tuda, the scope of which is to be determdibg Beijing Huanju Shidai from time to time. Beij Huanju Shidai owns the exclusive
intellectual property rights created as a resuthefperformance of this agreement. The servicpdgable by Beijing Tuda to Beijing Huanju
Shidai is a certain percentage of its earnings.t&€ha of this agreement will expire in 2039 and rbayextended with Beijing Huanju Shidai's
written confirmation prior to the expiration daBeijing Huanju Shidai is entitled to terminate #igreement at any time by providing 30 days'
prior written notice to Beijing Tuda.

. Exclusive Option Agreement

The parties to the exclusive option agre@raee Beijing Huanju Shidai, Beijing Tuda and eatthe shareholders of Beijing Tuda. Under
the exclusive option agreement, each of the shidetsoof Beijing Tuda irrevocably granted Beijingi&hju Shidai or its designated
representative(s) an exclusive option to purchasthe extent permitted under PRC law, all or patiis or its equity interests in Beijing Tuda.
Beijing Huanju Shidai or its designated represérdgés) have sole discretion as to when to exesush options, either in part or in full.
Without Beijing Huanju Shidai's prior written comégBeijing Tuda's shareholders shall not selhgfar, mortgage or otherwise dispose their
equity interests in Beijing Tuda. The term of thggeement is ten years and may be extended ab@eljianju Shidai's sole discretion.

. Powers of Attorney

Pursuant to the irrevocable power of atgrexecuted by each shareholder of Beijing Tudeh sach shareholder appointed Beijing
Huanju Shidai as its attorney-in-fact to exercisehsshareholders' rights in Beijing Tuda, includimithout limitation, the power to vote on its
behalf on all matters of Beijing Tuda requiring stelder approval under PRC laws and regulatiodstlaa articles of association of Beijing
Tuda. Each power of attorney will remain in foragilthe shareholder ceases to hold any equityesten Beijing Tuda.

. Share Pledge Agreement

Under the share pledge agreement betweiindEluanju Shidai and the shareholders of Beijingla, the shareholders of Beijing Tuda
have pledged all of their equity interests in BajjiTuda to Beijing Huanju Shidai to guarantee thdgymance by Beijing Tuda and its
shareholders' performance of their respective abibgs under the exclusive business cooperatiocgeagent, exclusive option agreement,
exclusive technology support and technology sesvamggreement and powers of attorney. If Beijing Todis shareholders breach their
contractual obligations under those agreementginBdiduanju Shidai, as pledgee, will be entitleccéstain rights, including the right to sell 1
pledged equity interests.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
1. Organization and principal activities (Continued
(e) Variable Interest Entities (Continued)

Through the aforementioned contractual egents, Guangzhou Huaduo and Beijing Tuda are @eresd VIES in accordance with
Generally Accepted Accounting Principles in thetgdiStates ("US GAAP") because the Company, thr@&ejjing Huanju Shidai has the
ability to:

. exercise effective control over Guangzhou HuaduBedjing Tuda;
. receive substantially all of the economic beneditd residual returns, and absorb substantiallhalfisks and expected losses

from VIEs as if it were their sole shareholder; and

. have an exclusive option to purchase all ofaheity interests in the VIEs.

Management evaluated the relationships gnttoe Company, Beijing Huanju Shidai, the VIEs andcluded that Beijing Huanju Shida
the primary beneficiary of the VIEs. As a resuig VIES' results of operations, assets and ligdglihave been included in the Company's
consolidated financial statements. The adoptiaih@few consolidation guidance effective JanuaB010 did not change the Group's
conclusions on consolidation.

As of December 31, 2013, the total assktiseoconsolidated VIEs and VIE's subsidiary welBd,443,127, mainly comprising cash and
cash equivalents, short-term deposits, accountsvaae, prepayments and other current assetsstimest, property and equipment, intangible
assets and deferred tax assets. As of Decemb2033, the total liabilities of the consolidated ¢l&nd VIE's subsidiary were RMB615,776,
mainly comprising accounts payable, deferred regeaacrued liabilities and other current liabiktitncome taxes payable and advances from
customers.

In accordance with the aforementioned agesds, the Company has power to direct activitfdh@VIES, and can have assets transferre
out of the VIEs. Therefore the Company consideas tinere is no asset in the consolidated VIEs aftis\éubsidiary that can be used only to
settle obligations of the consolidated VIEs and '¥i&ibsidiary, except for registered capital an@ BRtutory reserves of the VIEs and VIE's
subsidiary amounting to RMB241,657 as of Decemlie2813. As the consolidated VIEs and VIE's subsidivere incorporated as limited
liability companies under the PRC Company Law,dteglitors do not have recourse to the generaltcoéttie Company for all the liabilities
the consolidated VIEs and VIE's subsidiary.

Currently there is no contractual arrangeintieat could require the Company to provide addai financial support to the VIEs. As the
Company is conducting its PRC internet vahdeled services business through the VIEs, the Caynpdl, if needed provide such support o
discretional basis in the future, which could exptiee Company to a loss.

There is no VIE where the Company has wgiaterest but is not the primary beneficiary.
(f) Share Split

On December 23, 2009, the board of dirsavdéDuowan BVI approved a 1 to 490 share splalbbf its outstanding common shares al
proportional adjustment to the existing conversitios for each series of preferred shares. Acogligj all share, share option and per share
amounts for all periods presented in these coresgiifinancial statements and notes thereto, hese adjusted retrospectively, where
applicable, to reflect this share split and adjesitof the preferred shares conversion ratio.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
2. Principal accounting policies
(a) Basis of presentation

The consolidated financial statements Hman prepared on a historical cost basis to refecfinancial position and results of operations
of the Group in accordance with the US GAAP.

(b) Consolidation

The Group's consolidated financial stateimerclude the financial statements of the Compésysubsidiaries, and its VIEs and VIE's
subsidiary for which the Company or its subsidiarthe primary beneficiary. All transactions andelbaes among the Company, its
subsidiaries, its VIEs and VIE's subsidiary haverbeliminated upon consolidation.

The First Reorganization, the Second Reurgéion and the Third Reorganization, as describédbte 1 have been accounted for at
historical costs. The assets and liabilities of @zhou Huaduo and its subsidiary, and Beijing Taxdaconsolidated in the Company's finan
statements at carryover basis. The accompanyingptidated statements of operations and comprehefisiss) income and consolidated
statements of cash flows include the results ofatpms and cash flows of the Group as if the aurgeoup structure had been in existence
throughout the years ended December 31, 2011, @d 2013, or since their respective dates of iramaton. The accompanying consolidatec
balance sheets have been prepared to presenbdmeifil position of the Group as of December 31228nd 2013 as if the current group
structure had been in existence as of these dates.

A subsidiary is an entity in which the Caang, directly or indirectly, controls more than draf of the voting powers; or has the powe
appoint or remove the majority of the members eftibard of directors; or to cast a majority of ot the meeting of directors; or has the
power to govern the financial and operating poti@éthe investee under a statute or agreement@thershareholders or equity holders.

A VIE is an entity in which the Company,itsr subsidiary, through contractual agreementatdthe risks of, and enjoys the rewards
normally associated with ownership of the entityd éherefore the Company or its subsidiary is th@gry beneficiary of the entity. In
determining whether the Company or its subsidiaaresthe primary beneficiary, the Company considierkether it has the power to direct
activities that are significant to the VIEs economérformance, and also the Company's obligatiabtorb losses of the VIE that could
potentially be significant to the VIE or the rigiotreceive benefits from the VIE that could potalhjibe significant to the VIE. Beijing Huanju
Shidai and ultimately the Company holds all thealge interests of the VIEs and has been deterntmée the primary beneficiary of the
VIEs.

(c) Use of estimates

The preparation of the Company's consaidifinancial statements in conformity with US GAAZRuires management to make estimate:
and assumptions that affect the reported amourdass#ts and liabilities and disclosure of contingesets and liabilities at the date of the
financial statements and the reported amountsvaefmges and expenses during the reporting periolahcesults could differ materially from
such estimates. The Company believes that livéiseo§ame and lives of the user relationship relaieshline games revenue, the determin:
of estimated selling prices of multiple elementergwe contracts, sales rebate to advertising agenc@me taxes, allowances for doubtful
accounts, determination of share-based compensatjgenses, impairment assessment of goodwill, limeg-assets and intangible assets,
represent critical accounting policies that refiacire significant judgments and estimates useldrpteparation of its consolidated financial
statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
2. Principal accounting policies (Continued)
(c) Use of estimates (Continued)

Management bases the estimates on histesiparience and on various other assumptionsatiealbelieved to be reasonable, the results «
which form the basis for making judgments aboutdheying values of assets and liabilities. Actigglults could differ from these estimates.

(d) Foreign currency translation

The Group uses Renminbi ("RMB") as its mipg currency. The functional currency of the Camnyp and its subsidiaries incorporated in
the Cayman Islands, British Virgin Islands, and gi#tong is United States dollar ("US$"), while thmé€tional currency of the other entities,
VIEs and VIE's subsidiary in the Group is RMB, whis their respective local currency. In the coitsted financial statements, the financial
information of the Company and its subsidiariesiciwtuse US$ as their functional currency, have lismrslated into RMB. Assets and
liabilities are translated at the exchange ratetherbalance sheet date, equity amounts are ttadsia historical exchange rates, and revenues
expenses, gains, and losses are translated usimy#nage exchange rate for the period. Translatfustments arising from these are reporte
as foreign currency translation adjustments andlaog/n as a component of other comprehensive in@fuess in the statement of operations
and comprehensive (loss) income.

Foreign currency transactions denominatezliirencies other than functional currency aresiated into the functional currency using the
exchange rates prevailing at the dates of thedrdimns. Monetary assets and liabilities denomihatdoreign currencies at the balance sheet
date are remeasured at the applicable rates oaagehin effect at that date. Foreign exchange gaiddosses resulting from the settlement of
such transactions and from remeasurement at yebarerrecognized in foreign currency exchange gémsses), net in the consolidated
statement of operations.

(e) Convenience translation

Translations of amounts from RMB into U8$ the convenience of the reader were calculatéteatoon buying rate of US$1.00 =
RMB6.0537 on December 31, 2013 as set forth i@ statistical release of the U.S. Federal ResBoard. No representation is made that
the RMB amounts could have been, or could be, abedénto US$ at such rate.

(f) Fair value of financial instruments

The Group's financial instruments consistgpally of cash and cash equivalents, short-tdeposits, accounts receivable, other
receivables, amounts due from (to) related pardiespunts payable and other payables. The carmghgs of these balances approximate thel
fair values due to the current and short-term matdithese balances.

(g) Cash and cash equivalents

Cash includes currency on hand and deplositsby financial institutions that can be addedrt withdrawn without limitation. Cash
equivalents represent short-term and highly ligonigestments placed with banks, which have bottheffbllowing characteristics:

i) Readily convertible to known amounts of cash thtaug the maturity period;

ii) So near their maturity that they present insigaificrisk of changes in value because of changieddrest rates.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
2. Principal accounting policies (Continued)
(h) Short-term deposits

Short-term deposits represent time deppfiised with banks with original maturities of lesan one year. Interest earned is recorded as
interest income in the consolidated statementpefations during the periods presented.

(i) Accounts receivable, net

Accounts receivable are presented netlofvahce for doubtful accounts. The Group uses §ipadentification in providing for bad debts
when facts and circumstances indicate that cotlads doubtful and a loss is probable and estimabtke financial conditions of its customers
were to deteriorate, resulting in an impairmenthefr ability to make payments, additional allowamsay be required.

The Company reviews on a periodic basisitambtful accounts based on historical experiemckiaformation available. Additionally, the
Company makes specific bad debt provisions basdg @s specific assessment of the collectabitifyall significant accounts; and (ii) any
specific knowledge the Company has acquired thghtindicate that an account is uncollectible. Tdws and circumstances of each account
may require the Company to use substantial judgimesgsessing its collectability.

() Equity investment

The equity investment is comprised of itremnts in privateheld companies. The Group accounts for its equitgstment over which
has significant influence but does not own a mgjarquity interest or otherwise control using tlygiey method. The Group assesses its equit
investment for other-than-temporary impairment bgsidering factors including, but not limited toyent economic and market conditions,
operating performance of the companies, includimgent earnings trends and undiscounted cash flamd pther company-specific
information. The fair value determination, partexly for investment in privately-held companiegjuiges judgment to determine appropriate
estimates and assumptions. Changes in these esdiarad assumptions could affect the calculatidghefair value of the investment and
determination of whether any identified impairmenbther-than-temporary.

(k) Cost investment

The cost investment is comprised of investta in privatelyheld companies. The Group accounts for cost investrvhich has no readi
determinable fair value using the cost method. Wilde cost method, the investment is measureallyitat cost. The investment carried at ¢
should recognize income when dividends are recdiaad the distribution of the investee's earninfse Group periodically evaluates the
carrying value of investments accounted for underdost method of accounting and any impairmeimicisided in the consolidated statements
of operations.
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(Al amount in thousands, except share and per shardata, unless otherwise stated)
2. Principal accounting policies (Continued)
() Property and equipment

Property and equipment are stated at lgstiorost less accumulated depreciation and impaitrioss, if any. Depreciation is calculated
using the straight-line method over their estimatseful lives. Residual rate is determined basethe®conomic value of the equipment at the
end of the estimated useful lives as a percentatiemriginal cost.

Estimated useful lives Residual rate
Servers, computers and equipm 3year  0%-5%
Furniture, fixture and office equipme 5year  0%-5%
Motor vehicles 4 year 5%
Leasehold improveme Shorter of lease term or 5 ye —

Expenditures for maintenance and repag®apensed as incurred. The gain or loss on tipeshs of property and equipment is the
difference between the net sales proceeds andithgrgg amount of the relevant assets and is razednn the consolidated statements of
operations.

All direct and indirect costs that are tethto the construction of property and equipmeutiacurred before the assets are ready for thei
intended use are capitalized as construction igrpss. Construction in progress is transferreghézific property and equipment items and
depreciation of these assets commences when thegady for their intended use.

(m) Business combinations

The Group accounts for acquisitions oftegtithat include inputs and processes and havabiigy to create outputs as business
combinations. The Group allocates the purchase pfithe acquisition to the tangible assets, litdd, and identifiable intangible assets
acquired based on their estimated fair values.ekeess of the purchase price over those fair vasuesorded as goodwill. Acquisitioelated
costs generally are expensed as incurred.

(n) Intangible assets, net

Intangible assets mainly consist of sofsnand domain names purchased from third partiestifiable intangible assets are carried at
acquisition cost less accumulated amortizationiempéirment loss, if any. Finite-lived intangiblesass are tested for impairment if impairment
indicators arise. Amortization of finite-lived imtgible assets is computed using the straight-liethod over the following estimated useful
lives, which are as follows:

Estimated useful lives

Software 3-5 year:
Technology 5 year:
Domain name 15 year
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2. Principal accounting policies (Continued)
(o) Impairment of long-lived assets

For other long-lived assets including anzatile intangible assets and property and equipnte®iGroup evaluates for impairment
whenever events or changes (triggering eventsgateithat the carrying amount of an asset may mgelobe recoverable. The Group assesse:
the recoverability of the long-lived assets by canmpg the carrying value of the long-lived assetthe estimated undiscounted future cash
flows expected to receive from use of the asseddlair eventual disposition. Such assets are dersil to be impaired if the sum of the
expected undiscounted cash flows is less thanditging amount of the assets. The impairment tcebegnized is measured by the amount by
which the carrying amount of the assets exceedfathealue of the assets.

(p) Goodwill

Goodwill represents the excess of the msetprice over the amounts assigned to the faieval the assets acquired and the liabilities
assumed of an acquired business.

(q) Annual test for impairment of goodwiill

Goodwill assessment for impairment is pernied on at least an annual basis on October 1 engxter events or changes in circumstance
indicate that the carrying value of the asset natybe recoverable. The Group performs a two-steplgdl impairment test. The first step
compares the fair values of each reporting unitistearrying amount, including goodwill. If the faialue of a reporting unit exceeds its carn
amount, goodwill is not considered impaired andstheond step will not be required. If the carryamgount of a reporting unit exceeds its fair
value, the second step compares the implied fauevaf the affected reporting unit's goodwill tetbarrying value of that goodwill. The
implied fair value of goodwill is determined in aammer similar to accounting for a business comhinatith the allocation of the assessed fai
value determined in the first step to the asseatdiabilities of the reporting unit. The excesslud fair value of the reporting unit over the
amounts assigned to the assets and liabilitidseigmiplied fair value of goodwill. This allocatigumocess is only performed for purposes of
evaluating goodwill impairment and does not resulin entry to adjust the value of any assetsafilities. An impairment loss is recognized
for any excess in the carrying value of goodwiléothe implied fair value of goodwill. The judgmeéntestimating the fair value of reporting
units includes estimating future cash flows, deteimg appropriate discount rates and making otesumptions. Changes in these estimates
and assumptions could materially affect the deteation of the fair value of each reporting unit.

No goodwill impairment losses were recogdifor the years ended December 31, 2011, 2012 @8l
(r) Operating leases

Leases in which a significant portion of tisks and rewards of ownership are retained éyessor are classified as operating leases.
Payments made under operating lease are chargieel tonsolidated statements of operations on mktrine basis over the period of the
lease.
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2. Principal accounting policies (Continued)
(s) Revenue recognition

The Group generates revenues from interalee-added services ("IVAS") and online advertisiRevenues from IVAS are generated
from online music and entertainment, online gameanbership subscription fees and other IVAS. Ordidieertising revenues are primarily
generated from sales of different forms of advengion the Group's platform. Revenue is recognizkedn persuasive evidence of an
arrangement exists, service has been renderegritieeis fixed or determinable and collection iagenably assured. Revenue is deferred until
these criteria are met as described below.

0] Internet value-added services

The Group operates a virtual currency sgstender which, the users can directly purchagealicurrency, virtual items on YY
Client's online community channels or pay membershbscription fees via online payment systemsigealby third parties including
payments using mobile phone, internet debit/crealitl payment and other third party payment syst@ims.virtual currency can be
converted into game tokens that can be used tdasecvirtual items in online games (both develdpethird parties and self-
developed), or used directly to purchase virtueahg on YY Client's online community channels ordugepay membership subscripti
fees. Virtual currency sold but not yet consumedhaypurchasers is recorded as "Advances from & and upon conversion or
being used, is recognized as revenue accordirfgeteespective prescribed revenue recognition gdiaddressed below:

(1) Online music and entertainment revenu

The Group creates and offers virtual itéonise used by users on online music and entertaihoimannels, which the Group
operates and maintains. The virtual items are efféree of charge or sold to users at differentiied prices as pre-determined by the
Company. Online music and entertainment revenusisnof sales of virtual items. Users purchasesgarable virtual items from the
Group and present them to performers to show stifqotheir favorite performers or timeased virtual items, which provide users v
recognized status, such as priority speaking rightpecial symbols on the music channels for aipg@eriod of time. In order to
attract user traffic, the Group shares with cerpaipular performers and channel owners, who haterexhinto revenue sharing
arrangements with the Group, a portion of the raesrthe Group derives from such in-channel viritieah sales on online music and
entertainment channels, which the Group accoumtaseost of revenues. Performers and channel aywvao do not have revenue
sharing arrangements with the Group, are not edtith share any revenue derived from the virteah& sold. The Group does not
recognize any revenue from offering free virtuahis nor share any revenue with performers or cthamreers when free virtual items
are presented to performers by the users. Accdidingline music and entertainment revenue is ratzegl for the sale of virtual items
sold in online music and entertainment channelsexiately if the virtual item is a consumable orthie case of time-based virtual
items, recognized ratably over the period eacluairitem is made available to the user, which de#sxceed one year. The Group ¢
not have further obligations to the user aftendiniial items are consumed. Virtual items may bid sadividually or bundled into one
arrangement. When the Group's users purchase feultipual items bundled within the same arrangetnthie Group evaluates such
arrangements under ASC 605-25 Multiple-Element Ageanents. The Group identifies individual elememider the arrangement and
determines if such elements meet the criteria tadoeunted for as separate units of accounting.Grioep
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2. Principal accounting policies (Continued)
(s) Revenue recognition (Continued)

0] Internet value-added services (Continued

(1)  Online music and entertainment revenue (Continued)

allocates the arrangement consideration to theratpanits of accounting based on their relativingeprice. The following hierarchy
has been followed when determining the relativérggprice for each element: (1) vendor specifijegtive evidence ("VSOE"),

(2) third party evidence ("TPE"), and (3) bestrestie of selling price ("BESP"). Given that the VS6fEhe selling price cannot be
determined, the Group has adopted a policy to attothe consideration of the whole arrangemeniffierent virtual item elements
based on the TPE of selling price or the BESP &ohevirtual item element. The Group determinedairevalues of virtual items sold

a bundle based on similar products sold separatethe YY platform based on the TPE of the selpnige and determines the fair
values of virtual items without similar productddseeparately on the YY platform based on the BERi#e. BESP is generally based on
the selling prices of the various elements of alammature when they are sold to users on a stdmte basis. The BESP may also be
based on an estimated stand-alone pricing wheelé&neent has not previously been sold on a stantkdlasis.

These estimates are generally determinsedoan pricing strategies, market factors andegirabbjectives. The Group recognizes
revenue for each virtual item element in accordamitie the applicable revenue recognition method.

(2 Online games revenus

The Group generates revenues from offeririgal items in online games developed by thirdipa or the Group itself to gaming
players. Historically, the majority of online ganresenues for the three years ended December 31, 2012 and 2013 were derived
from third parties developed games.

Users play games through the Group's platfoee of charge and are charged for purchasestoél items including consumable
and perpetual items, which can be utilized in thiine games to enhance their game-playing expegigbonsumable items represent
virtual items that can be consumed by a speciféc usthin a specified period of time. Perpetualigerepresent virtual items that are
accessible to the users' account over the lifa@bhnline games.

The Group recognizes revenue when recagndiiteria defined under US GAAP are satisfied. firposes of determining when
the service has been provided to the paying plalgerGroup has determined that an implied obligegiists to the paying player to
continue providing access to the games such tkaighrs can utilize the virtual items purchaseddme tokens. Game players need to
log on and access the games through the Groupfsrptabecause their game tokens, virtual items,garde history are specific to the
Group's game accounts and non-transferable to pth#orms. To purchase in-game virtual items, ptaycan either charge their game
accounts by purchasing game tokens or virtual oggrérom the Group's platform, which are convetiliito game tokens based on a
predetermined exchange rate agreed among the @ralithe relevant game developers.
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(s) Revenue recognition (Continued)

0] Internet value-added services (Continued

(2) Online games revenue (Continued)

The proceeds from the purchase of the Gsadgual currency is recorded as "advances frastamers", representing prepaymi
received from users in the form of the Group'suaticurrency not yet converted into game speaifiehs. Upon the conversion into a
game token from the Group's virtual currency orrufie direct purchase of a game token, whichevapicable, the proceeds will be
shared between the Group and the relevant gaméogevdased on a predetermined contractual raméestokens are non-refundable
and non-exchangeable among different games. ThepG&rportion, net of the game developer's entitatsideration, is recorded as
deferred revenue and amortized according to thecpled revenue recognition policies describedvweldsers typically do not convert
the virtual currency into game tokens or purchsegame tokens unless they plan to purchase in-gataal items soon.

- Third party developed online games

Pursuant to contracts signed between tlogisand the respective game developers, revenurestifie sale or conversion of game
tokens to be used for the purchase of in-gamealiitems from online games developed by third paréire shared between the Group
and the game developers based on a pre-agreedoragiach game. These revenue-sharing contradtsatiyplast one to two years.

The third party developed games are prigpander non-exclusive licensing contracts, maimgdiand updated by the game
developers. The Group views the game developédys the Group's customers and considers the Gragpsnsibilities under the
Group's agreements with the game developers to géftain standard promotions that include progdiccess to the platform,
announcing the new games to users on the platfamochpccasional advertising on the YY platform. Teérmination of whether to
record these revenues using gross or net metHmabsed on an assessment of various factors. Thauyriiactors are whether the Group
is acting as the principal in offering servicestte game players or as agent in the transactiahttenspecific requirement of each
contract. The Group determined that for third paeyeloped games, the third party game developertha principal given the game
developers design and develop the web-game sewifered, have reasonable latitude to establisteprof game tokens, and are
responsible for maintaining and upgrading the gaoments and virtual items. Accordingly, the Groapords online games revenue,
net of the pre-agreed portion of sharing of theenexes with the game developers.
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0] Internet value-added services (Continued

(2) Online games revenue (Continued)

Given that third party developed gamesnaaeaged and administered by the third party gameldgers, the Group does not have
access to the data on the consumption detailsasieihen the game token is spent on the virtualsitenthe types of virtual items
(consumable or perpetual items) purchased by emtividual game player. However, the Group mainthissorical data on timing of
the conversion of its virtual currency into gamedific tokens and the amount of purchases of gakens. The Group believes that its
performance for, and obligation to, the game degy&ie correspond to the game developers' servidée tasers. The Group has adog
a policy to recognize revenues relating to gamernskor third party developed games over the estidhaser relationship with the
Group on a game-by-game basis, which are appro&lynahe to six months for the periods presenteturfewsage patterns may differ
from historical usage patterns and therefore thienated user relationship with the Group may changte future.

When the Group launches a new game, inastis the user relationship based on other sityjles of games in the market until
the new game establishes its own history. The Goomgiders the game's profile, attributes, targdtemce, and its appeal to players of
different demographics groups in estimating the uslationship period.

The estimated user relationship periodasell on data collected from those users who hapdrad game tokens. To estimate the
user relationship period, the Group maintains énsok system that captures the following informafior each user: (a) the frequency
that users log into each game via the Group'sgfatfand (b) the amount and the timing of whenubers convert or charge his or her
game tokens. The Group estimates the user relatpperiod for a particular game to be the datéaggy purchases or converts from
virtual currency to a game token through the dageGroup estimates the user plays the game fdashéme. This computation is
completed on a user by user basis. Then, the sdsultll analyzed users are averaged to deteramrestimated end user relationship
period for each game. Revenues frongame payments of each month are recognized oveistiverelationship period estimated for
game.

The consideration of user relationship veigith online game is based on the Group's bestatstihat takes into account all known
and relevant information at the time of assessnidrg.Group assesses the estimated user relatisnshig quarterly basis. Any
adjustments arising from changes in the user cglahiip as a result of new information will be aaued as a change in accounting
estimate in accordance with ASC 250 Accounting @earand Error Corrections.

- Self-developed games

Revenues derived from self-developed gamnesecorded on a gross basis as the Group aatpragcipal to fulfill all obligations.
The Group does not maintain information on consumnpdetails of in-game virtual items, and only liasted information related to
the frequency of log-ons for its self-developed ganGiven that certain historical data is not aldé, the Group uses the user
relationship of third party games with similar pégity, gaming experience and sales to determieestimated period of user
relationship for its self-developed games.
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(s) Revenue recognition (Continued)

0] Internet value-added services (Continued

(3)  Other IVAS revenue

Other IVAS revenue mainly represents mestiiprsubscription revenue, revenue from salesrtfaliitems in various channels in
YY platform, such as live game broadcasting chanatd. and other miscellaneous product sales inphdtform.

The Group operates a membership subsamniptiogram where subscription members can have eetarser privileges when us
YY Client. The membership fee is collected up-frbmim subscribers. The receipt of the revenueitally recorded as deferred
revenue and revenue is recognized ratably ovepehied of the subscription as services are rendéfarbecognized portion beyond
12 months from balance sheet date is classifiddrasterm deferred revenue. Revenue from salesrtofal items in various channels is
recognized on item basis, which is consistent withrevenue recognition policies in online musid antertainment revenue stream.

(i) Advertising revenues

Advertising revenues are derived principédbm advertising arrangements where the advestigay to place their advertisements
on the Group's platform in different formats overaaticular period of time. Such formats generailylude but are not limited to
banners, text-links, videos, logos, and buttonsieiisements on the Group's platform are genecéirged on the basis of duration,
and advertising contracts are signed to estabiiistiixed price and the advertising services totoeided. Where collectability is
reasonably assured, advertising revenues from tisinmgrcontracts are recognized ratably over th@rast period of display.

The Group enters into advertising contrdatsctly with advertisers or third party adventigiagencies that represent advertisers.
Contract terms generally range from 1 to 3 moriBwth third party advertising agencies and direstegiisers are generally billed at the
end of the display period and payments are dudlysuighin 6 months.

Where customers purchase multiple advagispaces with different display periods in the saontract, the Group allocates the
total consideration to the various advertising elata based on the relative selling price methodracdgnizes revenue for the different
elements over their respective display periods.fohewing hierarchy should be followed when detéring the appropriate selling
price for each element: (1) vendor specific objergvidence ("VSOE"), (2) third party evidence (ET'F, and (3) best estimate of
selling price ("BESP"). Given that the VSOE or T&H&he selling price cannot be determined, the @ioas adopted a policy to alloc
the fair values of different advertising elemerdsdxd on the best estimate selling prices of eachrisbment within the contract taking
into consideration the standard price list andohisal discounts granted. The Group recognizesmag@n the elements delivered and
defers the recognition of revenue for the fair eabdi the undelivered elements until the remainibligations have been satisfied. Wh
all of the elements within an arrangement are dedigt uniformly over the agreement period, the raesrare recognized on a straight
line basis over the contract period.
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2. Principal accounting policies (Continued)
(s) Revenue recognition (Continued)
(i) Advertising revenues (Continued)
Transactions with third party advertising agencies

For contracts entered into with third paativertising agencies, the third party advertisiggncies will in turn sell the advertising
services to advertisers. Revenue is recognizellyataer the contract period of display based anfdilowing criteria:

. There is persuasive evidence that an arrangemests-exhe Group will enter into framework and exémutagreements with the
advertising agencies, specifying price, advertisiagtent, format and timing

. Price is fixed or determinable—price chargeth®advertising agencies are specified in the ageets, including relevant
discount and rebate rates

. Services are rendered—the Group recognizes revataialy as the element are delivered over the aonperiod of display

. Collectability is reasonably assured—the Group sse®credit history of each advertising agencyrbefatering into any
framework and execution agreements. If the coll@itafrom the agencies is assessed as not rebdspnasured, the Group
recognizes revenue only when the cash is receiveédththe other revenue criteria are met.

The Group provides sales incentives inftines of discounts and rebates to third party atisieg agencies based on purchase
volume. As the advertising agencies are vieweth@gtistomers in these transactions, revenue igmeza based on the price charged
to the agencies, net of sales incentives providedd agencies. Sales incentives are estimateceandded at the time of revenue
recognition based on the contracted rebate ratbsstimated sales volume based on historical expesi

Transactions with advertisers

The Group also enters into advertisementraots directly with advertisers. Similar to traosons with third party advertising
agencies, the Group recognizes revenue ratablyeasléments are delivered over the contract pefiaisplay. The terms and
conditions, including price, are fixed accordinghe contract between the Group and the adverti$besGroup also performs a credit
assessment of all advertisers prior to entering éontracts. Revenue is recognized based on thargmbarged to the advertisers, ne
discounts.

(t) Advances from customers and deferred revenue

Advances from customers primarily consfgijoprepayments from users in the form of the @a’'s virtual currency that are not yet
consumed or converted into game tokens, and ugoodhsumption or conversion, are recognized asitevaccording to the prescribed
revenue recognition policies described abovep(&payments from sub-licensees for obtaining oeraights of certain online games over a
period of time, and (iii) prepayments from advenisagencies and advertisers.

Deferred revenue primarily consists oftiihamortized game tokens, prepaid subscriptionsrithdemembership program and
unamortized revenue from virtual items in onlinesiowand entertainment channels, where there isastiimplied obligation to be provided by
the Group, which will be recognized as revenue wdilkaf the revenue recognition criteria are met.
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(u) Cost of revenues

Amounts recorded as cost of revenue rédatirect expenses incurred in order to generafeSldnd advertising revenue. Such costs are
recorded as incurred. Cost of revenues consistsapity of (i) revenue sharing fees and contentg;astluding payments to various channel
owners and performers, and content providershbéndwidth costs, (iii) salary and welfare, (iv) shvhased compensation, (v) business taxes
and related surcharges, cultural development f@egdépreciation and amortization expense for ssrvather equipment and intangibles dire
related to operating the platform,(vii) payment dilarg cost, and (viii) other costs.

In the PRC, business taxes are imposetidogdvernment on revenues reported by any seltitityor the provision of taxable services
the PRC, transfer of intangible assets and salearabvable properties in the PRC. The businessatexvaries depending on the nature of the
revenues. The Group is also subject to culturaéliment fee at a tax rate of 3% on service incsora provision of advertising services in
the PRC.

On January 1, 2012, a pilot program (thiotfProgram") was launched in Shanghai for a fiteorsof imposing value-added tax ("VAT")
on revenues derived from certain pilot industribe ('Pilot Industries") other than business tagtarting from September 1, 2012, the Pilot
Program was expanded from Shanghai to eight otties @and provinces in the PRC, including BeijinglaGuangdong province, where the
Group's subsidiaries and VIEs are incorporatednave operations therein. The Group's advertisimgmee and online games revenue are
within the scope of Pilot Industries and they beeaubject to VAT effective from November 1, 2012 &ecember 1, 2012, at a rate of 6%
respectively. The Group hence recognizes advegtigenue and online games revenue net of VAT dfiere Prior to the Pilot Program's
being applied to Group's revenue, the Group's éidireg revenues earned from external customers sdigect to business taxes at 5% for the
year ended December 31, 2011, and ten months éxietber 31, 2012, and the Group' IVAS revenue ehfireen external customers we
subject to business taxes of 3% for the years eBeéedmber 31, 2011, 2012 and 2013, except thabtbep's online games revenue began to
be subject to VAT of 6% commencing December 2012.

The Group is subject to surcharges of lassinaxes and VAT, which are calculated based & dfzhe business taxes and VAT payable
for the years ended December 31, 2011, 2012 an8l. 201

The Group reported business taxes and argeh, and cultural development fees incurred & abrevenues.

Based on the Group's corporate structudetlaa contractual arrangements among the GroupsdeRsidiaries, the Group's VIEs and thei
shareholders, the Group is effectively subjech®o3% PRC business tax and generally subject t& A%and related surcharges on revenues
generated by the Group's subsidiaries based o@ritgp's contractual arrangements entered into thétGroup's VIES.
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(v) Research and development expenses

Research and development expenses conisigrily of (i) salary and welfare for research atelelopment personnel, (ii) share-based
compensation for research and development persdfiiekental expenses and (iv) depreciation dfaaf premise and servers utilized by
research and development personnel. Costs incdungag the research stage are expensed as inc@wosts incurred in the development st
prior to the establishment of technological fedsibiwhich is when a working model is availablee &xpensed when incurred.

The Company recognizes internal use soétwavelopment costs in accordance with guidandatangible assets and internal use
software. This requires capitalization of qualifyicosts incurred during the software's applicatiemelopment stage and to expense costs as
they are incurred during the preliminary projead @ost implementation/operation stages. The Compasynot capitalized any costs related tc
internal use software during the years ended Deeef3ih 2011, 2012 and 2013, respectively.

(w) Sales and marketing expenses

Sales and marketing expenses consist ghindr(i) salary and welfare for sales and mamkgtpersonnel, (ii) advertising and market
promotion expenses, and (iii) share-based compendat sales and marketing personnel. The adwegtiand market promotion expenses
amounted to approximately RMB4,234, RMB5,534 andB8\054 during the years ended December 31, 2011, 20d 2013, respectively.

(x) General and administrative expenses

General and administrative expenses copsistrily of (i) salary and welfare for generaldssdministrative personnel, (ii) share-based
compensation for management and administrativeopasd, (iii) allowance for doubtful receivablesdafiv) professional service fees.

(y) Employee social security and welfare benefits

Employees of the Group in the PRC are ledtiio staff welfare benefits including pension rkroelated injury benefits, maternity
insurance, medical insurance, unemployment beae€ithousing fund plans through a PRC governmentatad multi-employer defined
contribution plan. The Group is required to acdareahese benefits based on certain percentagie @mployees' salaries, up to a maximum
amount specified by the local government. The Giisupquired to make contributions to the plansaiuhe amounts accrued. The PRC
government is responsible for the medical benafits the pension liability to be paid to these eryeds and the Group's obligations are lim
to the amounts contributed and no legal obligatiepond the contributions made. Employee socialrigcand welfare benefits included as
expenses in the accompanying statements of opesadimounted to RMB23,657, RMB39,660 and RMB68,2384He years ended
December 31, 2011, 2012 and 2013, respectively.

F-31




Table of Contents

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
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(z) Share-based compensation

The Company grants stock-based award, asichut not limited to, share options, restrictearss, restricted share units and warrants to
eligible employees, officers, directors, and norpkayee consultants.

Awards granted to employees, officers, dinelctors are initially accounted for as equityssiéied awards. The related shared-based
compensation expenses are measured at the grarfagatalue of the award and are recognized ugiagraded vesting method, net of
estimated forfeiture rates, over the requisiteiserperiod, which is generally the vesting periBdrfeitures are estimated at the time of grant
based on historical forfeiture rates and will béged in the subsequent periods if actual forfesutiffer from those estimates. Duowan BVI
also granted share options, restricted sharesestidcted share units to non-employees, which laceiaitially accounted for as equity-
classified awards. Awards granted to non-emplogeesnitially measured at fair value on the graaitedand periodically rexeasured thereaft
until the earlier of the performance commitmenedatthe date the service is completed and recedrazer the period the service is provided.
Awards are re-measured at each reporting date tisinfair value as at each period end until thesuesment date, generally when the service
are completed and share-based awards are vestaagé&zhin fair value between the interim reportiated are attributed consistent with the
method used in recognizing the original compengpatimsts.

As a result of Duowan BVI's repurchasesarfain awards offered in 2009 and in 2011 (Note dé€rtain initially equity classified
employee and noamployee awards had been reclassified as a labllissified award, as these awards were deenlfeavia substantive cz
settlement feature. These awards are re-measutlee a@nd of each reporting period until eithergbbstantive cash settlement is terminated o
the holder of the awards is exposed to the marideevfluctuation of the underlying shares for esoeeble period of time (at least six months),
or the awards are settled, cancelled or expire encesed.

On September 15, 2011, the board of dirsaibthe Company resolved not to undertake anyrodfases of vested or unvested shmasec
compensation awards, except under those condijpesified in the relevant award scheme and grarimdents. In addition, any proposed
repurchase of vested or unvested share-based ceatfzemawards should be approved by the majoritgs/of the board of directors. Such
intention of the Company was specifically commutedato all employees with or without the awardd.thé employees with vested or
unvested awards also confirmed such understandgimgwritten confirmation. Accordingly, the classdtion of the liability-classified awards
changed back to be equity-classified.

Prior to the initial public offering datil¢te 17), the Binomial option-pricing model was dise measure the fair value of all the share
options. The determination of the fair value wds@gd by the share price as well as assumptigrasdiang a number of complex and
subjective variables, including the expected shaiee volatility, actual and projected employee and-employee share option exercise
behaviour, risk-free interest rates and expectedeinds. The use of the Binomial option-pricing rabequires extensive actual employee,
directors, officers and non-employee exercise bielawviata for the relative probability estimatiompose, and a number of complex
assumptions.

Following the listing of the Company, thegt date fair value of share-based awards is basetiock price of the Company in the
NASDAQ Global Market
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(aa) Other income

Other income primarily consists of govermtngrants which represent cash subsidies receroed the PRC government by the operating
subsidiaries or VIEs of the Company. Governmennigrare originally recorded as deferred revenuenwbeeived upfront. After all of the
conditions specified in the grants have been rhetgtants are recognized as operating or non-opgtiacome based on the nature of the
government grants.

(bb) Income taxes

Current income taxes are provided on thsshaf net income for financial reporting purposedjusted for income and expense items w
are not assessable or deductible for income tgxgses, in accordance with the regulations of thevamt tax jurisdictions. Deferred income
taxes are accounted for using an asset and liahikthod. Under this method, deferred income taxesecognized for the tax consequences
temporary differences by applying enacted statutatgs applicable to future years to differencdwben the financial statement carrying
amounts and the tax bases of existing assetsaitities. The tax base of an asset or liabilityhis amount attributed to that asset or liability
for tax purpose. The effect on deferred taxesafange in tax rates is recognized in statemenpefations and comprehensive (loss) incon
the period of change. A valuation allowance is mied to reduce the amount of deferred tax assétsitonsidered more likely than not that
some portion of, or all of the deferred tax assélisnot be realized.

Uncertain tax positions

The guidance on accounting for uncertagnitieincome taxes prescribes a more likely thartimeishold for financial statement recognit
and measurement of a tax position taken or expeotbd taken in a tax return. Guidance was alsuiged on derecognition of income tax
assets and liabilities, classification of curremtl @eferred income tax assets and liabilities, aeting for interest and penalties associated with
tax positions, accounting for income taxes in imgperiods, and income tax disclosures. Signifigadgment is required in evaluating the
Group's uncertain tax positions and determiningiitision for income taxes. The Group recogninésrests and penalties, if any, under
accrued expenses and other current liabilitiesbdlance sheet and under other expenses itiésrstnts of operations. The Group did not
recognize any significant interest and penaltis®eiated with uncertain tax positions for the yearded December 31, 2011, 2012 and 2013.
As of December 31, 2012 and 2013, the Group dichawe any significant unrecognized uncertain tasitfums.

(cc) Statutory reserves

The Group's subsidiaries, VIEs and VIEssaiary established in the PRC are required toavadpropriations to certain non-distributable
reserve funds.
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2. Principal accounting policies (Continued)
(cc) Statutory reserves (Continued)

In accordance with the laws applicable hin@'s Foreign Investment Enterprises, the Graayiisidiaries registered as wholly-owned
foreign enterprises have to make appropriations fits after-tax profit (as determined under the dwtting Standards for Business Enterprise
as promulgated by the Ministry of Finance of thefe's Republic of China ("PRC GAAP")) to reseruads including general reserve fund,
and staff bonus and welfare fund. The appropridiotihe general reserve fund must be at least f0¥temfter-tax profits calculated in
accordance with PRC GAAP. Appropriation is not rieeg if the reserve fund has reached 50% of thistexgd capital of the company.
Appropriation to the staff bonus and welfare fus@ft the company's discretion.

In addition, in accordance with the Compaaws of the PRC, the VIEs and VIE's subsidiaryhef Company registered as PRC domesti
companies must make appropriations from its afigrprofit as determined under the PRC GAAP to nistritiutable reserve funds including a
statutory surplus fund and a discretionary surplasl. The appropriation to the statutory surplusdfmnust be at least 10% of the after-tax
profits as determined under the PRC GAAP. Apprdjaneis not required if the surplus fund has reach@% of the registered capital of the
company. Appropriation to the discretionary surglusd is made at the discretion of the company.

The use of the general reserve fund, statwurplus fund and discretionary surplus fundrastricted to the off-setting of losses or
increasing capital of the respective company. Ta#f bonus and welfare fund is a liability in natuand is restricted to fund payments of sp
bonus to staff and for the collective welfare ofptoyees. All these reserves are not allowed todnesterred to the company in terms of cash
dividends, loans or advances, nor can they belaliséd except under liquidation.

During the year ended December 31, 201f3ampiations to statutory reserves amounted to R®J&37. No appropriations have been
made in 2011 and 2012 since the companies wercimaulated loss positions.

(dd) Related parties

Parties are considered to be related ifg@arey has the ability, directly or indirectly, tontrol the other party or exercise significant
influence over the other party in making finan@at operating decisions. Parties are also considerke related if they are subject to comt
control or significant influence, such as a fanmigmber or relative, shareholder, or a related catjmmn.

(ee) Dividends

Dividends are recognized when declareddNmends were declared for the years ended Dece81he2011, 2012 and 2013, respectiv
The Group does not have any present plan to pagi@mdends on common shares in the foreseeablegfuiine Group currently intends to
retain the available funds and any future earninggperate and expand its business.
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2. Principal accounting policies (Continued)
(ff) (Loss) income per share

Basic (loss) income per share is compugediliding net (loss) income attributable to comnstrareholders, considering the accretion or
decretion of redemption feature, deemed dividerptéderred shareholders and amortization of bela¢fionversion feature related to its
convertible redeemable preferred shares (Notel3the weighted average number of common sharesamaling during the period using the
two-class method. Under the two-class method,meetme is allocated between common shares and ingcipating securities based on their
participating rights. Net losses are not allocdtedther participating securities if based on tloeintractual terms they are not obligated to sha
the losses.

Diluted (loss) income per share is caladaty dividing net (loss) income attributable tontnon shareholders, as adjusted for the effe
dilutive common equivalent shares, if any, by theghted average number of common and dilutive cometuivalent shares outstanding
during the period. Common equivalent shares con$isdmmon shares issuable upon the conversidmeopteferred shares, using the if-
converted method, and shares issuable upon theigx@f share options using the treasury stock egetBommon equivalent shares are not
included in the denominator of the diluted loss gieare calculation when inclusion of such sharelavba anti-dilutive.

(gg) Comprehensive (loss) income

Comprehensive (loss) income is definechahange in equity of the Company during a peaitging from transactions and other events
and circumstances excluding transactions resuftorg investments by shareholders and distributtorghareholders. Comprehensive (loss)
income is reported in the consolidated statemenperations and comprehensive (loss) income. Acdatad other comprehensive loss of the
Group includes the foreign currency translatioruatipents.

(hh) Segment reporting

Operating segments are defined as compsé@in enterprise engaging in businesses acsivitiewhich separate financial information is
available that is regularly evaluated by the Greupief operating decision makers in deciding howllbcate resources and assess
performance. The Group's chief operating decisiakanhas been identified as the Chief Executivéc®ff who reviews consolidated results
when making decisions about allocating resourcdsassessing performance of the Group. The Groumtersal reporting of cost and
expenses that does not distinguish between segnagtseports costs and expenses by nature asla.Wihe Group does not distinguish
between markets or segments for the purpose ohalteeporting. Hence, the Group has only one dpeygdegment. As the Group's long-lived
assets and revenue are substantially located idenieed from the PRC, no geographical segmentprasented.
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2. Principal accounting policies (Continued)
(il) Recently issued accounting pronouncements

In February of 2013, the FASB issued ASW202,"Comprehensive Income (Topic 220), Reporting of émtwoReclassified Out of
Accumulated Other Comprehensive IncorThe amendments in this ASU require an entity tovigie information about amounts reclassified
out of accumulated other comprehensive income bypoment. In addition, an entity is required to praseither on the face of the statement
where net income is presented or in the notesifgignt amounts reclassified out of accumulatedeottomprehensive income by the respec
line items of net income, but only if the amountlassified is required under U.S. GAAP to be resifées] to net income in its entirety in the
same reporting period. For other amounts that ereaguired under U.S. GAAP to be reclassifiechisitt entirety to net income (for example,
where amounts are reclassified to inventory), dityeis required to cross-reference to other disates required under U.S. GAAP that provide
additional detail about those amounts. For pubiitties, the amendments are effective with prospectpplication for reporting periods
beginning after December 15, 2012. The Group adidtie ASU beginning January 1, 2013 and the adogif this ASU did not have a
material impact on the Group's consolidated finalngtatements.

In March of 2013, the FASB issued ASU 2@B3-Foreign Currency Matters (Topic 830), Parent's Aaating for the Cumulative
Translation Adjustment upon Derecognition of Cert8ubsidiaries or Groups of Assets within a Fordigntity or of an Investment in a
Foreign Entity."The amendments in this ASU clarify the applicahl@gnce for the de-recognition of all or a portafra cumulative
translation adjustment when an entity ceases te hasontrolling financial interest in a subsidiarygroup of assets that is a nonprofit activity
or a business (other than a sale of in substamt@state or conveyance of oil and gas mineratsjghithin a foreign entity or when other
changes stipulated in the ASU occur and involveraifin entity. The amendments are effective prasgyg for fiscal years (and interim
reporting periods within those years) beginningraecember 15, 2013. The amendments should bedgpbspectively to derecognition
events occurring after the effective date. Priaiqus should not be adjusted. Early adoption isnpiged. If an entity elects to early adopt the
amendments, it should apply them as of the beginoirithe entity's fiscal year of adoption. The ailmpof this ASU is not reasonably expec
in the future to have a material impact on the @®uaonsolidated financial statements.

In March of 2013, the FASB issued ASU 2Q113*Income Taxes (Topic 740)—Presentation of an Urgaaed Tax Benefit When a Net
Operating Loss Carryforward, a Similar Tax Lossaofax Credit Carryforward ExistsThe amendments in the ASU clarify that an
unrecognized tax benefit, or a portion of an ungeired tax benefit, should be presented in thenfiied statements as a reduction to a deferre
tax asset for a net operating loss, similar tag,los tax credit carryforward, except as notedhanfbllowing sentence. To the extent a net
operating loss, similar tax loss, or tax credirg@mrward is not available at the reporting dateéemthe tax law of the applicable jurisdiction to
settle any additional income taxes that would tefsoin the disallowance of a tax position or the law of the applicable jurisdiction does not
require the entity to use, and the entity doesmtend to use, the deferred tax asset for suchrgopa, then under this exception the
unrecognized tax benefit is to be presented idittancial statements as a liability and shouldl®tombined with (netted with) the deferred
tax asset(s). The assessment of whether a deterredset is "available" is based on the unrecegiax benefit and deferred tax asset
amounts that exist at the reporting date and shoeilchade presuming disallowance of the tax posiidhe reporting date. The amendments
are effective for fiscal years, and interim periadthin those years, beginning after December 0332 Early
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2. Principal accounting policies (Continued)
(if) Recently issued accounting pronouncements (Ctinued)

adoption is permitted. The amendments should bkeapprospectively to all unrecognized tax bendfitast exist at the effective date.
Retrospective application is permitted. The adaptibthis ASU is not reasonably expected in thareito have a material impact on the
Group's consolidated financial statements.

3. Certain risks and concentration
(a) PRC regulations

Foreign ownership of internet-based busieess subject to significant restrictions underdarrent PRC laws and regulations. The PRC
government regulates internet access, the disipibof online information and the conduct of onlc@mmerce through strict business licen:
requirements and other government regulations. & taags and regulations also limit foreign ownershiPRC companies that provide internet
information distribution services. Specificallyréégn ownership in an internet information providemother value-added telecommunication
service providers may not exceed 50%. Foreignefsreign invested enterprises are currently nog ablapply for the required licenses for
operating online games in the PRC. The Compamyisrporated in the Cayman Islands and accorditigdyCompany is considered as a
foreign invested enterprise under PRC law.

In order to comply with the PRC laws reging foreign ownership in the online business hin@, the Group operates the online busines
in China through contractual arrangements with @ahou Huaduo and Beijing Tuda, the Group's two Vi&ssof December 31, 2013,
Mr. David Xueling Li, CEO, Mr. Jun Lei, Chairman tife Company, Mr. Tony Bin Zhao, Director and Chin of Technology Committee,
Mr. Jin Cao, General Manager of the Website Depamtyrand Beijing Tuda own approximately 0.5%, 0.48%4%, 0.02% and 99% of
Guangzhou Huaduo's equity interests, respectivedyof December 31, 2013, Mr. David Xueling Li, Mrony Bin Zhao, and Mr. Jin Cao, own
97.7%, 1.5% and 0.8% of Beijing Tuda's equity iasts, respectively.

The VIEs hold the licenses and permits sgagy to conduct its internet valadded services and online advertising businegsiPRC. i
the Company had direct ownership of the VIEs, itldde able to exercise its rights as a sharehéddeffect changes in the board of directors
which in turn could affect changes at the managémeeel, subject to any applicable fiduciary obtigas. However, under the current
contractual arrangements, it relies on the VIEsitmahareholders' performance of their contrdaibligations to exercise effective control. In
addition, the Group's contractual agreements hawvestrange from 10 to 30 years, which are subjeBeijing Huanju Shidai's unilateral
termination right. Under the respective serviceeagrents, Beijing Huanju Shidai will provide sergid¢ecluding technology support,
technology services, business support and congudérvices to Beijing Tuda and Guangzhou Huadwexahange for service fees. The amoun
of service fees payable is determined by varioatfs, including (a) a percentage of Beijing Tudd &uangzhou Huaduo's revenues or
earnings, and (b) the expenses that Beijing Hughjdai incurs for providing such services. Beijldganju Shidai may charge up to 100% of
the income in Beijing Tuda and Guangzhou Huaduoaamlltiple of the expenses incurred for providsugh services, as determined by
Beijing Huanju Shidai from time to time. The sewiees payable by Beijing Tuda and Guangzhou HuémBeijing Huanju Shidai are
determined to be up to 100% of the profits of tlediBg Tuda and Guangzhou Huaduo, with the timihguzh payment to be determined at the
sole discretion of Beijing Huanju Shidai. If feeen incurred, it would be significant to the Comypand
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3. Certain risks and concentration (Continued)
(a) PRC regulations (Continued)

the operating companies' economic performance lsedawill be incurred and paid at up to 100% af #arnings of the VIEs. Fees incurred
would be remitted, subject to further PRC reswitsi. None of the VIEs or their shareholders ariledto terminate the contracts prior to the
expiration date, unless under remote circumstasigels as a material breach of agreement or bankragta pertains to the service and
business operation agreements and their amendFRmrthe years ended December 31, 2011 and 201szruiwe fees were charged by WOI
to VIEs as both VIEs had accumulated losses simmeption. For the year ended December 31, 2013nBéiluanju Shidai determined that
service fees of RMB31,153 were charged to Guangih@aduo considering it achieved accumulated piafitg during the year ended
December 31, 2013. The service fees are typicallgrchined based on the costs and expenses that ®iOo¢s for providing relevant
technology support to Guangzhou Huaduo, as wel@sonsideration of Guangzhou Huaduo's futurenessi development plan and its
increasingly growing and diverse operational needs.

Further, the Group believes that the camticd arrangements among Beijing Huanju ShidaiMtes, and their shareholders are in
compliance with PRC law and are legally enforceal®wvever, the PRC government may issue from tonéne new laws or new
interpretations on existing laws to regulate thiduistry. Regulatory risk also encompasses thepirgtation by the tax authorities of current tax
laws, and the Group's legal structure and scoppefations in the PRC, which could be subject tthér restrictions resulting in limitations on
the Company's ability to conduct business in th€ PRhe PRC government may also require the Comfmargstructure the Group's operati
entirely if it finds that its contractual arrangemeedo not comply with applicable laws and regolasi Furthermore, it could revoke the Groi
business and operating licenses, require it taditstue or restrict its operations, restrict itghtito collect revenues, block its website, reqiti
to restructure its operations, impose additionalditions or requirements with which the Group may lpe able to comply, or take other
regulatory or enforcement actions against the Gtbapcould be harmful to its business. The impasiof any of these penalties may result in
a material and adverse effect on the Group's phbditonduct the Group's business. In additiothéfimposition of any of these penalties ca
the Group to lose the rights to direct the actgtof the VIES or the right to receive their ecoimbenefits, the Group would no longer be able
to consolidate the VIEs. The Group does not belthat any penalties imposed or actions taken byfRRE government would result in the
liquidation of the Company, Beijing Huanju Shidand the VIEs.
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3. Certain risks and concentration (Continued)
(a) PRC regulations (Continued)

The following consolidated financial infoation of the Group's VIEs and VIE's subsidiary agahg the intercompany items with the
Group's subsidiaries was included in the accompangonsolidated financial statements as of anth®ears ended:

December 31

2012 2013

RMB RMB
Assets
Current assets
Cash and cash equivalel 204,60t 575,26:
Shor-term deposit: 90,00( 594,00(
Accounts receivable, n 41,82« 48,32¢
Amount due from a related pal 1,07z 73
Prepayments and other current as 14,897 29,75
Deferred tax asse 25,66¢ 51,63!
Total current assets 378,06t 1,299,04:
Non-current assets
Deferred tax asse 92 382
Investments 2,95( 33,92(
Property and equipment, r 88,70¢ 100,05¢
Intangible assets, n 3,21¢ 9,71
Total non-current assets 94,96¢ 144,07¢
Total assets 473,03" 1,443,122
Liabilities
Current liabilities
Accounts payabl 27,12« 55,81¢
Deferred revenu 158,32: 292,38(
Advances from custome 7,271 10,65¢
Income taxes payab 32,88t 47,97«
Accrued liabilities and other current liabiliti 81,22 197,85:
Amounts due to related parti 2,604 2,64(
Total current liabilities 309,43( 607,31¢
Non-current liabilities
Deferred revenu 4,52F 8,457
Total liabilities 313,95! 615,77¢
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3. Certain risks and concentration (Continued)

(a) PRC regulations (Continued)

For the year ended December 3.

2011 2012 2013

RMB RMB RMB
Net revenue 232,37t 702,92¢ 1,669,85:
Net (loss) incomu (79,339 80,07: 486,09!

For the year ended December 3.

2011 2012 2013
RMB RMB RMB

Net cash provided by operating activit 57,31 322,37¢ 845,19¢

Net cash used in investing activiti (46,47 (152,19) (592,390

10,83¢ 170,18: 252,80¢
(b) Foreign exchange risk

The revenues and expenses of the Groulpsidsaries, VIEs and VIE's subsidiary in the PRE generally denominated in RMB and their
assets and liabilities are denominated in RMB. Gheup's financing activities are denominated in.ld@&lars. The RMB is not freely
convertible into foreign currencies. Remittancefoogign currencies into the PRC and exchangergfido currencies into RMB require
approval by foreign exchange administrative autlesriand certain supporting documentation. TheeSidministration for Foreign Exchange,
under the authority of the People's Bank of Chamatrols the conversion of RMB into other currescie

(c) Concentration of risks
0] Concentration of revenue

No individual customer accounted for more than Xi%et revenues for the years ended December 31, 2012 and
2013.

(i) Concentration of accounts receivable

The Group collects accounts receivable for IVASerase from collection agencies and accounts reckifabonline
advertising revenue from customers. The Group d#pen payments from a limited number of the coitecagencies
and customers. The top 10 accounts receivable atattor 96%, 92% and 87% of the total accountsivable as of
December 31, 2011, 2012 and 2013, respectively.
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3. Certain risks and concentration (Continued)
(c) Concentration of risks (Continued)
(i) Concentration of accounts receivable (Continuec

The following table summarizes the percentage obawts receivable from collection agencies andoeusts with over
10% of total accounts receivable:

For the year ended December 3.

2011 2012 2013
RMB RMB RMB

Collection agencies and custom

B1 31% 34% 25%
B2 * * 12%
B3 * 16% 11%
B4 12% * *
B5 12% * *

* Less than 109
(d) Credit risk

As of December 31, 2012 and 2013, substifintll of the Group's cash and cash equivalentsshort-term deposits were held by the
PRC and international financial institutions. Maeagnt chooses these institutions because of gitations and track records for stability,
and their known large cash reserves, and manageeantlically reviews these institutions' reputatiptrack records, and reported reserves.
Management expects that any additional institutibas the Group uses for its cash and bank depegitse chosen with similar criteria for
soundness. The balances in the PRC are not insiumegl it is not a market practice in the PRC. Nihadess under the PRC law, it is required
that a commercial bank in the PRC that holds tpady cash deposits should maintain a certain pe&age of total customer deposits taken in ¢
statutory reserve fund for protecting the depositoghts over their interests in deposited mofRC banks are subject to a series of risk
control regulatory standards; PRC bank regulatatii@ities are empowered to take over the operati@hmanagement of any PRC bank that
faces a material credit crisis. The Group belidhesit is not exposed to unusual risks as themmfial institutions are either PRC banks or
international banks that carry at least 'A’ credliings from one or more credit rating agencie® Gnoup had not experienced any losses on it
deposits of cash and cash equivalents and ternsigpiring the years ended December 31, 2011, @0d2013 and believes that its credit
risk to be minimal.
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4. Business combination

On March 12, 2012, the Group acquired aonitgjof the assets of an internet service compaihjch is in the business of operating an
internet platform, for cash consideration of RMBI2R. As a result of the acquisition, the Group ivietd the key intellectual property to
develop and expand the platform of YY Client. Tlegusition was recorded using the acquisition methibaccounting and the allocation of
the purchase price at the date of acquisition feliswvs:

RMB

Property and equipme 12¢
Intangible assel

Technology 10,03t

Software 66(

Goodwill 89¢

Total 11,72

The business combination was completed arcM12, 2012 and there was no further adjustneethtet purchase price allocation. The
excess of purchase price over tangible assetsdandifiable intangible assets acquired and liabgiassumed was recorded as goodwill. The
acquired goodwill is not deductible for tax purpgs&cquisition related costs were immaterial andeaecluded in general and administrative
expenses for the year ended December 31, 2012.

Pro forma results of operations relatethtoacquisition have not been presented becaugatbanot material to the Group's consolidated
statements of operations and comprehensive (Inssjrie for the years ended December 31, 2011, 204 2@13.

Since the acquired business has beenifuigrated into the Company's current business tifgeacquisition, it is impracticable to
disclose separately its standalone revenue anchgarafter the acquisition.

5. Cash and cash equivalents

Cash and cash equivalents represent cashr@hand demand deposits placed with banks or fittamcial institutions. Cash and cash
equivalents balance as of December 31, 2012 angl @@harily consist of the following currencies:

December 31, 201, December 31, 201

RMB RMB
Amount equivalent Amount equivalent
RMB 460,17¢ 460,17¢ 715,31t 715,31t
Us$ 7,084 44 52¢ 2,34 14,28:
Total 504,70. 729,59¢

6. Short-term deposits

Short-term deposits represent time deppfiised with banks with original maturities of Iékan one year. Short-term deposits balance 8
of December 31, 2012 and 2013 were all denomirnat&MB.
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7. Accounts receivable, net

December 31

2012 2013

RMB RMB
Accounts receivable, gro 123,33. 131,31!
Less: allowance for doubtful receivab (5,716 (31,219
Accounts receivable, n 117,61¢ 100,10:

The following table summarized the detafithe Company's allowance for doubtful accounts:

For the year ended December 3.

2011 2012 2013

RMB RMB RMB
Balance at the beginning of the y: (387) — (5,716
Additions charged to general and administrativecase: — (6,889 (31,98)
Write-off during the yea 387 1,16¢ 6,48¢
Balance at the end of the ye — (5,716 (31,219

8. Investments

December 31

2012 2013
RMB RMB

Cost investments (i)(ii — 47,11

Equity investment 2,95 14,91¢

Total 2,95( 62,02¢

® In June 2013, the Company made an investméhtam equity interest of 20% in a company with sideration of

RMB15 million. The investment was not an investmantommon stock or isubstance common stock and therefore
precluded from applying the equity method of acdmgn It has been accounted for as an investmesiucost method.

(ii) In December 2013, the Company entered into agresnh@acquire a minority stake of preferred shaf@g/o companie:
with total consideration of approximately RMB28 lwih. Given the fact that the Company cannot uaitaly demand
redemption of both the two preferred stocks asihmpany only owns less than or equal to 10% ofwhepreferred
stocks respectively, these investments have besuated for as an investment in an equity securiger cost method
since the two equity securities do not have a hepaditerminable fair value
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9. Property and equipment, net

Property and equipment consists of theilhg:

December 31

2012 2013
RMB RMB
Gross carrying amount
Servers, computers and equipm 103,00¢ 152,40«
Leasehold improveme 22,83 23,25}
Furniture, fixture and office equipme 9,08: 9,67
Motor vehicles 2,99¢ 5,18¢
Construction in progres — 4,652
Total 137,91¢ 195,17:
Less: accumulated depreciatior (47,619 (92,53
Property and equipment, net 90,29¢ 102,63t

Depreciation expense for the years endextidéer 31, 2011, 2012 and 2013 were RMB12,888, RME2 and RMB44,963,
respectively.

10. Intangible assets, net

The following table summarizes the Groluptangible assets:

December 31

2012 2013
RMB RMB
Gross carrying amount
Software 4,23¢ 5,47
Technology 9,96: 17,12:
Domain name 11,477 17,28¢
Total of gross carrying amou 25,67 39,88¢
Less: accumulated amortization
Software (1,809 (3,209
Technology (1,659 (4,059
Domain name (2,17€) (2,944
Total accumulated amortizatic (5,647 (10,207
Less: impairment
Software (550 (550
Intangible assets, net 19,48 29,12%

Amortization expense for the years endedeb®er 31, 2011, 2012 and 2013 were RMB1,211, RBEBand RMB4,707, respectively.
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10. Intangible assets, net (Continued)
The estimated amortization expenses fon e&the following five years are as follows:

Domain name Technology Software

RMB RMB RMB
2014 1,171 3,42¢ 1,26:
2015 1,14¢ 3,42¢ 33¢
2016 1,141 3,42¢ 68
2017 1,141 1,80¢ 33
2018 1,141 98¢ 19

The weighted average amortization periddatangible assets as of December 31, 2012 and 264 as below:

December 31

2012 2013
Domain name 15 years 15 years
Technology 5years 5 years
Software 3years 3years

11. Goodwill

Goodwill of RMB1,577 represents the exaasthe purchase price over the estimated fair vafube net tangible and identifiable
intangible assets acquired. Goodwill is not dedilietfor tax purposes. The Group performs the animyadirment tests on October 1 of each
year. Based on the impairment tests performedmpairment of goodwill was recorded for all perigutesented

12. Deferred revenue

December 31

2012 2013
RMB RMB
Deferred revenue, current:
IVAS revenues 157,94( 292,18
Government grani 1,91¢ 1,682
Total current deferred reven 159,85¢ 293,86t
Deferred revenue, noi-current:
IVAS revenues 4,32¢ 8,457
Government grani 2,15¢ 96¢
Total nor-current deferred reveni 6,487 9,42°¢
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13. Accrued liabilities and other current liabilities

December 31

2012 2013
Accrued salaries and welfa 54,68¢ 113,30:
Accrued revenue sharing fe 19,50« 66,51:
Accrued bandwidth cos 15,67¢ 21,86¢
Business and other taxes paye 7,422 14,24¢
Value added taxes payat 8,71¢ 5,291
Accrued technology service fi 2,162 5,04(
Others 12,11¢ 24,49¢
Total 120,28¢  250,76(

14. Cost of revenue

For the year ended December 3!

2011 2012 2013

RMB RMB RMB
Revenue sharing fees and content ¢ 6,75C 109,27. 444,06
Bandwidth cost: 75,06¢ 145,03° 203,23t
Salary and welfar 33,38¢ 50,00¢ 88,45¢
Business tax and surcharg 16,46: 30,02¢ 47,75¢
Depreciation and amortizatic 11,95 25,76: 37,08
Payment handling cos 9,30¢ 22,82¢ 24,95t
Share+based compensatic 15,44¢ 8,40 9,86(
Other costt 14,32¢ 24,79: 26,58¢
Total 182,69¢ 416,13! 881,99¢

15. Other income

For the year ended December 3:

2011 2012 2013

RMB RMB RMB
Government grani 1,98: 2,46t  25,35¢
Others — — 1,722
Total 1,982 2,46 27,07¢

16. Income tax
(i) Cayman Islands ("Cayman")

Under the current tax laws of Cayman Istaide Company and its subsidiaries are not sutijdgeix on income or capital gains. Besides,
upon payment of dividends by the Company to itsedi@lders, no Cayman Islands withholding tax wdllimposed.
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16. Income tax (Continued)
(i) British Virgin Islands ("BVI")
Duowan BVI is exempt from income tax onfa@seign-derived income in the BVI. There are neéhhiblding taxes in the BVI.
(iif) Hong Kong profits tax

Entities incorporated in Hong Kong are sagbfo Hong Kong profits tax at a rate of 16.5%mn estimated assessable profit for the years
ended December 31, 2011, 2012 and 2013.

(iv) PRC Enterprise Income Tax ("EIT")

The Company's subsidiaries, VIEs and VéHissidiary in China are governed by the Entergriseme Tax Law ("EIT Law"), which
became effective on January 1, 2008. Pursuanet&kh Law and its implementation rules, enterpriseShina are generally subjected to ta
a statutory rate of 25%. Certified High and NewfAreamogy Enterprises ("HNTE") are entitled to a featule statutory tax rate of 15%, and
qualified software enterprises can enjoy an inctameexemption for two years beginning with theisfiprofitable year and a 50% tax reduc
to the applicable tax rate for the subsequent theees.

The Group's PRC entities accrued for entggpncome tax as follows:

. From 2011 to 2013, Guangzhou Huaduo accrued theaEdTtax rate of 15% as a result of HNTE status.

. Guangzhou Huanju Shidai reported tax loss fr@t02o 2013. On December 31, 2013, Guangzhou Hi&mpai was granted
the qualification as software enterprise and wijbg the preferential tax beginning from its fipgbfitable year.

. Other PRC subsidiaries, VIE and VIE's subsidiaeye subject to 25% EIT for the periods reported.

According to a policy promulgated by that8tTax Bureau of the PRC and effective from 2008ards, enterprises engage in research
and development activities are entitled to claif@%%of the research and development expenses sodddn a year as tax deductible expense
in determining its tax assessable profits for ffear ("Super Deduction"). Certain subsidiaries ¥tk of the Group successfully claimed the
Super Deduction in ascertaining the tax assesgabfis for the periods reported.

In addition, according to the New EIT Lamddts implementation rules, foreign enterprisesiclv have no establishment or place in the
PRC but derive dividends, interest, rents, roysiltied other income (including capital gains) frayarses in the PRC shall be subject to PRC
withholding tax ("WHT") at 10% (a further reducedi/V rate may be available according to the appliealuble tax treaty or arrangement).
The 10% WHT is applicable to any dividends to tsriiuted from the Group's PRC subsidiaries, VIE® ¥IE's subsidiaries to the Group's
oversea companies.
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16. Income tax (Continued)
(iv) PRC Enterprise Income Tax ("EIT") (Continued)

Aggregate undistributed earnings of the @any's subsidiaries located in the PRC that arddadol@ for distribution to the Company as of
December 31, 2012 and 2013 are approximately RMB®BMand RMB753,975, respectively. The undistridgarnings of the Company's
subsidiaries, VIEs and VIE's subsidiary locatethe PRC are considered to be indefinitely reinvgdtecause the Group does not have any
present plan to pay any cash dividends on its comshares in the foreseeable future and intendstanrmost of its available funds and any
future earnings for use in the operation and expans its business. Accordingly, no deferred tability has been accrued for the Chinese
dividend withholding taxes that would be payablemghe distribution of those amounts to the Compagf December 31, 2012 and 2013.

Composition of income tax expense
The current and deferred portions of incaaxeexpense included in the consolidated statesrafrdperations are as follows:

For the year ended December 3.

2011 2012 2013

RMB RMB RMB
Current income tax expens (12,51¢) (48,357 (125,36Y
Deferred income tax benefi 11,17 19,31¢ 35,41«
Income tax expense for the ye (1,349 (29,04) (89,95)

Reconciliation of the differences between statutaxyrate and the effective tax rate
The reconciliation of total tax expense poed by applying the respective statutory incoaxerate to pre-tax (loss) income is as follows:

For the year ended December 3!

2011 2012 2013

RMB RMB RMB
PRC Statutory income tax re (25.0%) (25.0%) (25.0%)
Effect of preferential tax raf 8.4% 10.4% 10.5%
Effect of ta>-exempt entitie: (5.1%) 0.2% 2.2%
Permanent differencés 32.5% (13.9%)  (4.0%)
Change in valuation allowan: (7.8%) (2.0%) (3.0%)
Effect of Super Deduction available to the Gr (4.9%) 5.7% 3.4%
Adjustments of deferred tax for changes in taxs 3.6% — —
Effective income tax rat 1.7% (24.6%) (15.9%)

® Permanent differences mainly arise from expsn®ot deductible for tax purposes including primahare-based
compensation costs and expenses incurred by sahegland VIEs

F-48




Table of Contents

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
16. Income tax (Continued)
Deferred tax assets and liabilities

Deferred taxes were measured using theteshéax rates for the periods in which they arecetgd to be reversed. The tax effects of
temporary differences that give rise to the defbteex asset balances as of December 31, 2012 dr&da26 as follows:

December 31

2012 2013
RMB RMB
Deferred tax assets, current
Deferred revenu 16,27( 32,90
Allowance for doubtful accounts receivable, accraggense and others not
currently deductible for tax purpos 17,06: 39,79
Valuation allowancé) (1,789 (5,775
Total current deferred tax assets, 31,54¢ 66,92’
Deferred tax assets, nc-current:
Tax loss carried forwar 2,43:¢ 16,40(
Deferred revenu 53¢ 44k
Impairment of an equity investme 45 18C
Valuation allowancé) (2,437 (16,400
Total nor-current deferred tax assets, 582 625

0] Valuation allowance is provided against defdrtax assets when the Group determines thaiibie likely than not that
the deferred tax assets will not be utilized infiltere. In making such determination, the Groupsidered factors
including future taxable income exclusive of rewsggemporary differences and carry forwards. Vatreallowance wa
provided for net operating loss carry forward beseaiti was more likely than not that such defereedassets will not be
realized based on the Group's estimate of itséufxable income. If events occur in the future éllaw the Group to
realize more of its deferred income tax than thres@ntly recorded amounts, an adjustment to thetratuallowances wi
result in a decrease in tax expense when thosdssvecur.
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16. Income tax (Continued)
Tax loss carry forwards

As of December 31, 2013, the Group haddss carry forwards of approximately RMB62,994, ethcan be carried forward to offset
future taxable income. The net operating tax l@ssycdforwards will begin to expire as follows:

Amount
RMB
2014 3,18¢
2015 —
2016 3,40¢
2017 3,03¢
2018 53,37
Total 62,99/

In accordance with PRC Tax Administraticanlon the Levying and Collection of Taxes, the RRCauthorities generally have up to f
years to claw back underpaid tax plus penaltiesiatedest for PRC entities' tax filings. In the ead tax evasion, which is not clearly define
the law, there is no limitation on the tax yearsmfor investigation. Accordingly, the PRC entitiex years from 2009 to 2013 remain subjeci
to examination by the tax authorities. There wer@ngoing examinations by tax authorities as ofddgmer 31, 2013.

17. Common shares
Common Shares

In January 2011, Duowan BVI entered intmamimon share and warrant purchase agreement wittdapendent institutional investor
with respect to the issuance and sale of 51,14@;48#mon shares at an aggregate consideration d@J&I0 and a warrant to purchase up to
an additional 25,570,216 common shares for an ggtgepurchase price of US$25,000 ("Series D Com8&iwre Financing"). The issuance
price of each common share is US$0.9777, of whisBQ0830 per share relates to the fair value oidmeant. The related issuance costs \
RMB1,208. In July 2011, the institutional invesexercised the warrant to acquire 25,570,216 comshanes of Duowan BVI.

On October 31, 2012, several executivah@Company converted in aggregate 5,068,000 vesstdcted shares into common shares.

Upon the completion of the Company's IPQNewember 21, 2012 (Note 1(c)), the Company's shaere divided into Class A common
shares and Class B common shares, par value of O@B¥IL. Holders of Class A common shares and G@assnmon shares have the same
rights, except for voting rights and conversiorhtgy Holders of Class A common shares are entitlethe vote per share in all shareholders'
meetings, while holders of Class B common shareatitled to ten votes per share. Each Class Braomnshare is convertible into one
Class A common share at any time at the discretidghe Class B shareholders thereof, while Claggimon shares are not convertible into
Class B common shares under any circumstancesmigaet of dividing Class A and Class B commons efidias been retroactively reflected
in the Company's capital structure in the constdiddinancial statements.
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17. Common shares (Continued)

As of December 31, 2011, nil Class A commbares and 4,640,575,690 Class B common shardseleadauthorized, nil Class A
common shares and 543,340,914 Class B common dhedidseen issued and outstanding.

As of December 31, 2012, 10,000,000,006<R common shares and 1,000,000,000 Class B corsharas had been authorized,
179,400,000 Class A common shares and 907,833,234 8 common shares had been issued and outganespectively.

During the year ended December 31, 2012581900 Class A common shares were issued faxbecised share options, vested
restricted shares and restricted share units, 82868 Class B common shares were converted t@ @laammon shares.

As of December 31, 2013, 10,000,000,00@8£Rcommon shares and 1,000,000,000 Class B corshaes had been authorized,
622,658,738 Class A common shares and 485,831,886 8 common shares had been issued and outsjanesipectively.

18. Convertible redeemable preferred shares

During the First Reorganization, Duowan lted issued 54,488,000 Series A convertible preteshares ("Series A Preferred Shares")
and warrant to a third party investor ("Series #dstor") in exchange for an aggregate purchase pfikRMB7,720, or US$0.0184 per share.
During the Second Reorganization in June 2008, RuoBN| issued an additional 81,612,930 Series Aredible preferred shares to the
Series A Investor for an aggregate purchase pfiedB13,722. The related issuance costs were RMB172

In August 2008, Duowan BVI issued 102,088,8eries B convertible redeemable preferred st{gsesies B Preferred Shares") for
aggregate cash consideration of RMB34,232 and igsueosts of RMB278.

In November 2009, Duowan BVI issued 16,849,Series C-1 convertible redeemable preferrerest{@Series Q- Preferred Shares") a
104,999,650 C-2 convertible redeemable preferradesh("Series C-2 Preferred Shares", collectivetly ®eries C-1 Preferred Shares,
"Series C Preferred Shares"), for aggregate cassiderations of RMB8,875 and RMB71,684 respectivBhries C Preferred Shares issuance
costs were RMB274.

Series A Preferred Shares, Series B Pegfe8hares and Series C Preferred Shares are n@llgceferred to as the "Preferred Shares".

As of December 31, 2011, the Company héexahkined that the Preferred Shares should be fitxbsis mezzanine equity since the
Preferred Shares are contingently redeemable biydluers in the event that a qualified IPO hasawourred and the Preferred Shares have n
been converted as of the redemption date.

The Company determined that there werenmoeelded derivatives requiring bifurcation as theneeic characteristics and risks of the
conversion feature embedded in derivative instruraemclearly and closely related to that of thevestible preferred shares, and the
convertible and redeemable preferred shares aneadily convertible into cash as there is no mamechanism in place for trading its share.
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18. Convertible redeemable preferred shares (Contired)
As of December 31, 2011, the Preferred &eomprised of the following:

Proceeds from

Shares Issue Issuance, Net
Issued and Price Per of Issuance Carrying
eries Issuance Date Outstanding Share (US$) Costs (US$) Amount (RMB)
A December 1, 200 54,488,00 0.018¢ 1,00( 374,33.
A June 2, 200: 81,612,93 0.024¢ 1,97¢ 560,68:
B August 8, 200¢ 102,073,86 0.049( 4,95¢ 703,90:
C1 November 22, 200 16,249,87 0.080( 1,30(C 112,55t
C-2 November 22, 200  104,999,65 0.100( 10,46( 729,46

All Preferred Shares' par value is US$0000( he rights, preferences and privileges of tiegdPred Shares are as follows:
Conversion

Each Preferred Share was convertible,eabtiion of the holders, at any time after the @&issuance of such preferred shares into such
number of common shares according to a conversioa.fEach share of Series A, Series B, Seriese@Red Shares was convertible into one
common share and was subject to adjustments ftaicevents, including but not limited to additibeguity securities issuance, share
dividends, subdivisions, redemptions, combinations;onsolidation of common shares. The convergi@e is also subject to adjustment in
the event the Company issues additional commorestara price per share that is less than suctecsion price. In such case, the conversion
price shall be reduced to adjust for dilution.

Each Preferred Share was automatically edad into common shares at the then effective emin price with respect to such Preferrec
Share (i) at the closing of a Qualified IPO, oy §i the election of the majority Series A, SeBesind Series C Preferred Shares holders (eact
voting or consenting as a separate class).
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Conversion (Continued)

As of December 31, 2010, the Qualified lB@efined as a firm-commitment public offeringa@mmon shares of the Company in the
United States that has been registered under ttwwiies Act and on a recognized securities exchaugh as NASDAQ or the New York
Stock Exchange, or in a similar public offeringooimmon shares in a jurisdiction and on a recognézedrities exchange outside of the Unitec
States, including without limitation, the Hong Ko8tpck Exchange, provided that (a) the market afipétion of the Company upon
completion of such initial public offering shall be less than US$400,000 and such public offeriiijthe aggregate proceeds (before
deduction of underwriting discounts and registragxpenses) is approved by majority of the boawirefctors (including the affirmative
consent of the majority of the Series A, Serieai8] Series C Preferred Shares director), or () public offering and the aggregate proceed:
(before deduction of underwriting discounts andstegtion expenses) is approved by majority oftibard of directors (including the
affirmative consent of each of the Preferred Shaliesctors), and provided further that such pubffering is made at an equivalent price and
yields equivalent offering proceeds and there gsil@ory approval for such offering. SubsequerthtoSeries D Common Share Financin
January 2011, the Qualified IPO is defined asma-fiommitment public offering of common shares @& @ompany in the United States that
has been registered under the Securities Act aredrenognized securities exchange such as NASDAfRedlew York Stock Exchange, or in
a similar public offering of common shares in dgdiction and on a recognized securities exchawnggide of the United States, including
without limitation, the Hong Kong Stock Exchangegyided that (a) the market capitalization of tten@any upon completion of such initial
public offering shall be no less than US$1,500,808 such public offering and the aggregate proc@efsre deduction of underwriting
discounts and registration expenses) is approvaddjgrity of the Board of Directors (including taffirmative consent of the majority of the
Series A Director, the Series B Director, the SefieDirector and the Series D director), or (b)hspablic offering and the aggregate proceeds
(before deduction of underwriting discounts andstegtion expenses) is approved by majority ofBloard of Directors (including the
affirmative consent of each of the Series A Directioe Series B Director, the Series C Director tmedSeries D Director, if applicable), and
provided further that such public offering is maden equivalent price and yields equivalent offigproceeds and there is regulatory approve
for such offering.

On September 19, 2012, the board of dirsaibthe Company resolved to approve to raisetiaddil capital through an underwritten
initial public offering of its shares in the Unit&fates of America as a Qualified IPO.

Upon the completion of the IPO on Novembkr2012, each Preferred Share was automaticatiyected into one Class B common sh
As aresult, 359,424,310 Class B common sharesiasgued, and the balance of Preferred Shares aasférred to Class B common shares
additional paid-in capital on the same day.

Redemption Righ

As of December 31, 2010, at any time &fterdate that is the earlier of i) the date ofdbeurrence of a Default Redemption Event, and
ii) five years following the Series C-1 originasige date and Series C-2 original issue date, al#ugion of the majority of Series C holders,
the Company shall redeem all or any lesser podfats then outstanding Preferred Shares. A Defaatlemption Event shall be deemed to
occur if the Company's corporate structure as deylcluding
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Redemption Right (Continuec

without limitation the VIE documents, is invaliddter otherwise challenged by any PRC governmentlagity, court or other official
governmental body as a result of the applicatioarofterpretation of the PRC law. In connectiothwthe Series D Common Share Financing
in January 2011, the Default Redemption Event wasorved and the redemption date was changed taraayafter June 30, 2015.

The redemption date above is subject topooement until the Company meets the financiasholds of having at least US$3,000 of «
or cash equivalents on the balance sheet or thep@ayrhas generated over US$1,000 in free cash flothe preceding twelve months.

The redemption price of Series A Prefe®édres is equal to (i) the fair market value ofSeeies A Preferred Shares as of the redemptic
date, or (i) 150% of the original issue price @fi8s A Preferred Shares, plus all declared omgckcbut unpaid dividends up until the date of
redemption, plus an amount that would give the &idl@f the Series A Preferred Shares an intertalofareturn of no less than 10% per
annum.

The redemption price of Series B PrefeBadres is equal to (i) the fair market value of$leeies B Preferred Shares as of the redemptic
date, or (i) 100% original issue price of SerieP&ferred Shares, plus all declared or accruedrpaid dividends up until the date of
redemption, plus an amount that would give the éidlaf the Preferred Shares an internal rate ofmetf no less than 10%.
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The redemption price of Series C Prefe8bdres is equal to (i) the fair market value of$leeies C Preferred Shares as of the redemptic
date, or (i) 100% original issue price of Seried G6r C2 Preferred Shares, plus all declared or accruedrpaid dividends up until the date
redemption, plus an amount that would give the éidl@f the Series C-1 or C-2 Preferred Sharestamail rate of return of no less than 10%
per annum.

Modification

Upon its issuance, Series A Preferred Shasze classified as permanent equity and wereegiegemable. In association with the issuanc
of Series B Preferred Shares in August 2008, Sérieseferred Shares were granted redemption aiptien of the holders and drag-along
rights and accordingly were reclassified as mezmaaguity of the Company. The Company concludetttigaaddition of the redemption and
drag-along rights is a modification of the termgtef Series A Preferred Shares. The incrementakvaceived by the Series A Preferred
Shareholders amounted to RMB916 which was deembd towealth transfer between the preferred shitefsoand the common shareholder:
and was charged to additional paid-in capital.

Upon its issuance, Series B Preferred Shaaid a redemption right beginning on or aftersénenth anniversary following the issuance o
Series B Preferred Shares. In association of th&isce of Series C Preferred Shares, the redenmrgldrfor Series A and Series B Preferred
Shares and drag along rights were amended. The &ongoncluded amendment of the redemption and @@wg rights is a modification of
the terms of the Series A and Series B PreferredeShThe incremental value received by SeriesdASaries B Preferred Shareholders
amounted to RMB19 and RMB176, respectively, whigrewdeemed to be a wealth transfer between therpgdfshareholders and the
common shareholders and were charged to additmaddin capital.

Accretion (Decretion)

Due to the redemption features describedekthe Company classified the Preferred Shareimezzanine equity section of the
consolidated balance sheets. The Company recogthizezhanges in the redemption value immediatetheg occurred and adjusted the
carrying amount of the Preferred Shares to eqeatetlemption value at the end of each reportingg@erhe fair market values of the
Preferred Shares as of December 31, 2010 and 26fl greater than the redemption value as of Dece®ih@009 and 2010, while the fair
market value of the Preferred Shares prior to csiwe on November 21, 2012 was lower than the rgdiem value as of December 31, 2011.
As a result, the Company recorded accretion (diecreto the redemption value immediately and adjdghe carrying amount of the instrum
to equal to the redemption value at the end of eapbrting period. The accretion was recorded agaatained earnings, or in the absence of
retained earnings, by charging against additionad-m capital. Once additional paid-in capital th@gn exhausted, additional charges were
recorded by increasing accumulated deficit. Theetam was recorded against the previous accretiinally recognized in retained earnings
or additional paid-in capital, where applicable.
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The following table sets forth the changéeach of the convertible redeemable preferredeshiar years ended December 31, 2011, 201
and 2013:

Series A Preferred Shares

For the year ended December 3.

2011 2012 2013
RMB RMB RMB
Beginning balanc 846,75 935,01: —
Accretion (decretion) to redemption val 88,26 (485,51 —
Conversion of convertible redeemable preferredeshato
Class B common shar — (449,490 —
Ending balanc: 935,01: — —

Series B Preferred Shares

For the year ended December 3.

2011 2012 2013
RMB RMB RMB
Beginning balanc 639,79¢ 703,90: —
Accretion (decretion) to redemption val 64,10: (366,78 —
Conversion of convertible redeemable preferredeshito
Class B common shar — (337,116 —
Ending balanc: 703,90: — —

Series C Preferred Shares

For the year ended December 3.

2011 2012 2013
RMB RMB RMB
Beginning balanc 770,72( 842,02( —
Accretion (decretion) to redeemable va 71,30C (441,57) —
Conversion of convertible redeemable preferredeshito
Class B common shar — (400,44) —
Ending balanc: 842,02( — —
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Prior to the completion of the IPO, the Qxamy engaged an independent valuation firm to tatss&m in determining the fair values of the
preferred and common shares which were estimatetitas date of issuance and at each financiadistant reporting date using the
"Discounted Cash Flow Method" , the "Guideline Taction Method" and the "Backsolve Method", wheethndologies, approaches and
assumptions are consistent with the current worliradt of the American Institute of Certified Pub/ccountants practice avaluation of
Privately Held Company Equity Securities IssueCampensatiorThe Guideline Transaction Method is a form of mad@proach based on
the enterprise value to revenue multiples of theu@s own equity transactions close to the valnadate. The Backsolve Method is a form of
market approach to valuation that derives the ietpéquity value for one type of equity securitg(€ommon equity) from a contemporaneou:
transaction involving another type of equity setgufé.g., preferred share). The Discounted Castv Method, a form of income approach,
estimates the fair value based on projected caslsfat each of the valuation dates. The followimgsassumptions in the Discounted Cash
Flow Method:

December 31, 201

Risk-free interest rat 2.55%
Volatility 66.1%
Dividend yield —

Discount rate 16%

The Company estimated the risk-free inteate based on yield-to-maturities in continuoosipounding of the China Government Bond
with the time to maturities similar to the Prefel®@hares. The Company estimated volatility at titeslof appraisal based on average of
historical volatilities of the comparable compariiethe same industry. The Company has no histoexpectation of paying dividend on the
Preferred Shares. Discount rate is estimated bghted average cost of capital as at each appaasal In addition to the above assumptions
adopted, the Company's projections of future peréorce were also factored into the determinatiah@fair value of each Preferred Share.

Liquidity Preference

In the event of any liquidation, dissolutior winding up of the Company or any deemed ligtiah event (e.g., change in control), the
holders of Series B Preferred Shares and SeriegférRed Shares were entitled to receive an amgemshare equal to 100% of the original
issuance price plus all dividends accrued, or dedland unpaid. Series A Preferred Shares werteghttb receive an amount per share equ
150% of the original issuance price plus all dedaor accrued but unpaid dividends.

If the assets and funds distributed ambediblders are insufficient to permit the paymdrihe full preferential amounts, then the holc
of Series C Preferred Shares shall be entitlec tpaid first, followed in sequence by Series B &refd Shares, Series A Preferred Shares anc
common shares. After payment of the full amourdsnfabove, the remaining assets of the Companyadokaifor distribution shall be
distributed ratably among the holders of prefesieares and common shares in proportion to the nuaflmitstanding shares held by each
holder on an as converted basis.
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Dividends

Each holder of Preferred Shares was edtitieeceive dividends when and if declared byBbard of Directors of the Company. As long
as the Preferred Shares were outstanding, the Gompiht not pay any dividend to common sharehaldetil all dividends declared and
payable to the preferred shareholders had beenIpaite event the Company shall declare a dividertie holders of common shares, then ir
each such case, the holders of the Preferred Sslaaide entitled to a proportionate share of gligldend on an as-converted basis.

Voting rights
Each Preferred Share conveys the righidéshareholder of one vote for each common shame cgnversion.
19. Share-based compensation
(a) Share options
Pre-2009 Scheme Options
Grant of options

Before the adoption of the Employee Eqlitsentive Scheme (the "2009 Incentive Scheme"){d2700 and 8,499,050 share options
were granted to employees through individually ethshare option agreements, to acquire commonssbafBuowan BVI on a one-to-one
basis on January 1, 2008 and 2009 respectivebddiition, on January 1, 2008, 3,832,290 share ogticere granted to one non-employee for
the provision of consulting services to the Groeglléctively defined as "Pre-2009 Scheme Options").

Vesting of options

These Pr2o09 Scheme Options will vest over a four yearsise period, with 25% of the options vesting aftes first anniversary of tf
vesting inception date and the remaining 75% iregiial installments over the following 36 monthse Dptions may be exercised provided
that both the service conditions and a performaocglition are met. The performance condition israef to be i) an initial public offering,

ii) completion of a financing meeting certain crig iii) an internal reorganization, or iv) a vakary winding up of Duowan BVI. The
performance condition that is tied to completioradinancing fulfilling certain criteria was met dune 2008 or November 2009.
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(a) Share options (Continued)

The following table summarizes the actestof the Pre-2009 Scheme Options for employeesiamgtmployee for the years ended
December 31, 2011, 2012 and 2013:

Weighted
average
Weighted average remaining Aggregate
Number of exercise price contractual life intrinsic value
options (US$) (years) (US$)
Outstanding, January 1, 20 19,742,59 0.005¢ 7.3¢ 18,37:
Exercised/Repurchasétl (1,853,05) 0.006:
Outstanding, December 31, 208  17,889,53 0.005! 6.37 19,36¢
Forfeited (19,110 0.006° 6.2t
Outstanding, December 31, 20 17,870,42 0.005¢ 5.37 12,64:
Exercisec (4,648,42) 0.004¢ 4.3C
Outstanding, vested and exercisi
December 31, 201 13,222,00 0.005¢ 4.4C 33,16:

Q) In connection with the Series D Common Shanarcing (Note 17) in January 2011, certain empdsyand the non-
employee were given the opportunity to cash-s#igé vested options. The repurchase price of gasted option/share
was the difference between the stated exercise pfithe Pre-2009 Scheme Option and US$0.9777 hwhiés the per
share issuance price of common shares issued tethénvestor. A total of 1,853,055 Pre-2009 Sch@p#ons were
exercised/repurchased by Duowan BVI for cash cematibn of RMB11,701. The underlying common shaverse
cancelled immediately after the repurchase (thedB& Repurchase"). Similar offer was made by DuoR¥hto the
non-employee holding the Pre-2009 Scheme Optiohthatinon-employee did not take up the offer.

(2)  On September 15, 2011, the board of directorseftbmpany resolved not to undertake any repurctadsessted or
unvested share-based compensation awards, exagtthose conditions specified in the relevant dveaheme and
grant documents. In addition, any proposed repseeioé vested or unvested share-based compensatamdsashould be
approved by the majority votes of the board of dwes. Such intention of the Company was speclficmmunicated t
all employees with or without the awards. All theoyees with vested or unvested awards also ¢oatirsuch
understanding by a written confirmation. Accordindhe classification of the liability-classifieevards changed back to
be equit-classified, and the related liability had beenassified to additional pa-in capital on the modification dat

Forfeitures are estimated at the time ahgrlf necessary, forfeitures are revised in sgbset periods if actual forfeitures differ from
those estimates.

The aggregate intrinsic value in the tatlleve represents the difference between the Corngpemyimon shares as of December 31, 201
2012 and 2013 and the exercise price.

F-59




Table of Contents

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
(Al amount in thousands, except share and per shardata, unless otherwise stated)
19. Share-based compensation (Continued)
(a) Share options (Continued)

Prior to the completion of the IPO, the &imal option pricing model is used to determinefdievalue of the share options granted to
employees and the non-employee. The fair valusbafe options granted or remeasured during thegyeed December 31, 2011 was
estimated using the following assumptions:

Pre-2009 Scheme Options granted to emptoged a non-employee:

2011
Risk-free interest raté) 3.34%4.01%
Expected ternt® 6-8 years
Volatility rate ) 53.06%-55.34%

Dividend yield® —

(1)  The riskiree interest rate of periods within the contrattifie of the share option is based on the Chinag€soment Bont
yield as at the valuation dates.

(2)  The expected term is the contract life of the aptio

3 Expected volatility is estimated based on the ayed historical volatilities of the comparable quemies in the same
industry as at the valuation dates.

(4) Duowan BVI and the Company have no historgxgectation of paying dividend on its common sharée expected
dividend yield was estimated based on the Compaxyscted dividend policy over the expected terrthefoption

Upon the completion of the IPO, the failueaof share options granted to a non-employee miitexercise price was assessed to be
equivalent to the fair value of the Company's comrsioare. These share options were remeasured stothkeprice of the Company's common
share as of December 31, 2012 and 2013.

The total intrinsic value of options exsex during the year ended December 31, 2011, 26d2@13 amounted to RMB11,912, nil and
RMB64,195, respectively. For the years ended Deeerdb, 2011, 2012 and 2013, the Company recordeedfased compensation of
RMB25,683, share-based benefit of RMB89 and shasedbcompensation of RMB14,004, respectively, usiagyraded-vesting attribution
method for employees and non-employee.

As of December 31, 2013, there was no wyeized compensation cost and expense relatec@t@d9 Scheme Options granted to
employees and non-employee.

(b) Restricted shares

Since January 1, 2010, Duowan BVI grante@%0,677 restricted shares to employees and 1003fricted shares to a non-employee
pursuant to the 2009 Incentive Scheme. As of Deee@b, 2012, the restricted shares granted todheemployee were fully vested.

Vesting of restricted shares

The restricted shares have vesting conditand will vest 50% after 24 months of the gratednd the remaining 50% will vest in two
equal installments over the next 24 months. Underéstricted shares agreement, no shares maydoerdeansferred prior to the occurrenc
an exit event, as defined in the respective résttishare agreements as: i) a listing on any rézedistock exchange, ii) a sale by Duowan
of all or substantially all of its assets, iii) @es of all of the issued capital of Duowan BVI,iwy passing for court order of winding up of
Duowan BVI.
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19. Share-based compensation (Continued)
(b) Restricted shares (Continued)

If the employee terminates employment,sivice vested portion of the restricted shares Ineasubject to: (i) repurchase (subject to
Company's sole discretion) by Duowan BVI at failugaof common shares of Duowan BVI which is assgbsethe Company with the
assistance of an independent valuation firm; pbg@i held by a person who is an existing employabkeoGroup and is designated by the
leaving restricted share holder according to a @nggsigned escrow agreement to hold such sharemfibon his/her behalf. If the leaving
employee fails to deliver a properly signed agreare Duowan BVI within 30 days from receipt of thetification from Duowan BVI, such
service vested shares shall automatically lapsesapide.

The following table summarizes the restdcshares activity for the years ended Decembe2@@lll, 2012 and 2013:

Weighted average

grant-date
Number of fair value
restricted shares (US$)

Outstanding, January 1, 20 48,486,03 0.293¢
Granted 10,846,80 0.936:
Forfeited (2,726,02) 0.3917
Vested (13,321,71) 0.163¢
Outstanding, December 31, 20 43,285,10 0.488¢
Forfeited (3,673,58)) 0.494¢
Vested (21,380,72) 0.486¢
Outstanding, December 31, 20 18,230,80 0.489¢
Forfeited (1,581,78) 0.872¢
Vested (11,975,28) 0.390¢
Outstanding, December 31, 20 4,673,72 0.614:
Expected to vest at December 31, 2 4,449,36! 0.612(

Forfeitures are estimated at the time ahgrlf necessary, forfeitures are revised in sgbset periods if actual forfeitures differ from
those estimates.

For the years ended December 31, 2011, 86d2013, the Company recorded share-based coatjmnef RMB57,805, RMB36,371
and RMB7,300, respectively, using the graded-vgstiethod for employees and non-employee.

As of December 31, 2013, total unrecognizemipensation expense relating to the restrictadeshvas RMB5,873. The expense is
expected to be recognized over a weighted averagedpof 0.54 years using the graded vesting atioh method.

(c) Share-based awards granted to CEO and Chairmaaf the Company

On February 23, 2010, the CEO and the Gfairof the Company, also directors and shareholders granted 13,369,813 and
29,678,483 restricted shares, respectively. Thér@ha's shares have a service condition that wasta four year period (50% after the sec
anniversary and 25% each year thereafter). BotiC#®'s and the Chairman's shares are subjectéd@mance condition which relates to
number of peak concurrent users on the YY ClieathSerformance condition was met as of Decembg?@10.
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19. Share-based compensation (Continued)
(c) Share-based awards granted to CEO and Chairmaaf the Company (Continued)

Pursuant to the provisions stipulated eghant document relating to these restricted shgnant, upon the occurrence of an Acceleration
Event, the restricted shares granted to the Chaimmmauld also become fully vested. An "Accelerateg " is defined as (i) a Listing, (i) a
sale of all or substantially all of the issued sheapital of Duowan BVI, (iii) a sale by Duowan B all or substantially all of its assets,

(iv) the passing of an effective resolution or thaking of an order of a competent court for thediig up of Duowan BVI.

The following table summarizes informati@garding the restricted shares granted to the @ithe Chairman:

Weighted average

grant-date
Number of fair value
restricted shares (US$)
Outstanding, January 1, 20 29,678,48 0.187¢
Outstanding, December 31, 20 29,678,48 0.187¢
Vested (29,678,48) 0.187¢

Outstanding, December 31, 2012 and 2 —

The fair value of the share-based awardsealwas determined at the respective grant datésebgompany with the assistance of an
independent valuation firm.

The Company recognized these awards asogemkhare-based compensation awards using fai wéthe awards on the grant date. As
of December 31, 2010, the performance conditionmwel The compensation expense for the CEOQ'setextrshares was fully recognized and
the compensation expense for the Chairman's restrghares is recognized over the requisite sepgaded using the graded vesting method.
Upon the completion of the IPO, the restricted sh@ranted to the Chairman were fully vested ane@laining compensation expenses were
recognized immediately.

The total fair value of restricted sharested during the year ended December 31, 2011, 012013 amounted to nil, RMB35,924 and
nil, respectively.

Share-based compensation expenses retatked awards granted to the CEO and Chairman of RBI3, RMB9,624 and nil were
recognized in general and administrative expens#ése consolidated statements of operations foy¢laes ended December 31, 2011, 201z
2013.

As of December 31, 2013, there was no umeized compensation cost and expense relatee t@estricted shares.
(d) Share-based awards for former NeoTasks employse

On December 5, 2008, Duowan BVI granteditfefounders of NeoTasks, 26,873,070 warrantstpuise common shares of Duowan
BVI in connection with the NeoTasks acquisition famst-combination services at an exercise pridgé2$0. In October 2009, the Company
converted the warrants into restricted shares lgatia same rights and vesting conditions as thgnali warrant grants. Accordingly, no
incremental charge was recognized in the conver3iba shares were issued to the holders and legaglgtered in July 2010.
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19. Share-based compensation (Continued)
(d) Share-based awards for former NeoTasks employs€Continued)

The awards shall vest over the earlier)dd three-year period, with one-third of the slsaresting annually or (ii) upon any sale, merger,
amalgamation, liquidation or listing of Duowan Bt the sale by Duowan BVI of all or substantiallydd its assets (the "Awards to NeoTasks
Founders").

The following table summarizes informati@garding the share-based award granted:

Number of
restricted shares
Outstanding, January 1, 20 8,957,69!
Vested (8,957,69)

Outstanding, December 31, 2011, 2012 and : —

Q) In connection with the First Repurchase occurredorember 2009, Duowan BVI repurchased a portiotheifr vested
restricted shares by utilizing a portion of theqaeds obtained from the Series C preferred shssaarnice. The
negotiation and execution of the First Repurchaskformed an expectation to the holders of AwandsdoTasks
Founders that it was a practice of Duowan BVI faurehase the vested restricted shares held by thleenAwards to
NeoTasks Founders were deemed to be tainted apdvéire no longer equity-classified awards but liibs-classified
awards effective from November 2009. The awardsldvba re-measured at the end of each reportinggentil either
the repurchase obligation was extinguished or ther@ds holders were exposed to fluctuation of theketavalue of the
shares for a period of at least six months, orthards are settled, cancelled or expire unexerc

The fair value of the restricted sharesvabeas determined at the grant date. Effective filoere-designation of the award as liability-
classified, it was reneasured at the end of each reporting date by ehgp@ny with the assistance of an independent valuéitm. The chang
in fair value was recognized in the consolidatedeshents of operations. After the award was chabgel to equity-classified awards, it was
measured based on the fair value of the awardepte®ber 15, 2011, and the expenses to be recdgmiee the remaining requisite service
period using the graded-vesting attribution method.

Share-based compensation expenses retatkd &bove share-based award of RMB27,726 weognéed in general and administrative
expenses in the consolidated statements of opesdfio the year ended December 31, 2011.

As of December 31, 2011, the compensatistsarelated to restricted shares for NeoTasksisitiqn had been fully recognized.
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19. Share-based compensation (Continued)
(e) Restricted Share Units

On September 16, 2011, the Board of theddars of the Company approved the 2011 Share fiveePlan, which permits the grant of
share options, restricted shares and restrictew simits of up to 43,000,000 shares, to any gedlifiersons, as determined by the Board of the
Directors of the Company. On the same date, thegaomgranted 9,097,000 restricted share units l@mes pursuant to the 2011 Share
Incentive Plan, that are subject to vesting ovieua to five years' period. During the year endest&@nber 31, 2012, the Company granted
18,295,221 restricted share units to employeeaipuigo the 2011 Share Incentive Plan, which apgestito vesting over a two to four years'
period. No restricted share units were grantecdbtoemployees up to December 31, 2012.

In October 2012, the Board of Directorshaf Company resolved that the maximum aggregatéauonf Class A common shares which
may be issued pursuant to all awards under the R&Ehtive Scheme shall be 43,000,000 plus an dmmeraase of 20,000,000 on the first
of each fiscal year, beginning from 2013, or swedsér amount of Class A common shares as detertoynibe Board of Directors of the
Company.

During the year ended December 31, 20ECihmpany granted 29,917,989 restricted share tan@sployees and 48,000 restricted sl
units to non-employee pursuant to the 2011 Shamenkive Plan, which are subject to vesting ovdmesd to five years' period.

The following table summarizes the restdcshare units activity for the years ended Decedbe2011, 2012 and 2013:

Weighted average

grant-date
Number of fair value
restricted shares (US$)
Outstanding, January 1, 20 —
Granted 9,097,001 1.063(
Forfeited (100,701 1.063(
Outstanding, December 31, 20 8,996,301 1.063(
Granted 18,295,22 1.032¢
Forfeited (595,901 1.087¢
Outstanding, December 31, 20 26,695,62 1.041¢
Granted 29,965,98 0.933¢
Forfeited (3,522,99) 1.069¢
Vested (8,836,01) 1.042¢
Outstanding, December 31, 20 44,302,60 0.963¢
Expected to vest at December 31, 2 41,581,33 0.965¢

For the years ended December 31, 2011, a0d2013, the Company recorded share-based coatjmmsf RMB9,644, RMB54,445 and
RMB95,792, using the graded-vesting attributionhodt

As of December 31, 2013, total unrecognizemipensation expense relating to the restrictatestnits was RMB144,499. The expense i
expected to be recognized over a weighted averagedpof 1.36 years using the graded-vesting aitidin method.
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19. Share-based compensation (Continued)
(f) Movements of equity-classified and liability-cassified awards

The table below shows the movements araildetf various equity-classified and liability-skified awards granted by the Company to it:
employees and non-employee for the years endechilmre31, 2011, 2012 and 2013:

Liability -classified Awards
Equity-classified Awards (RMB) (RMB)
2011
2009 Incentive
Incentive Scheme—

Pre- Scheme— Share-
2009 restricted based Awards Pre-200¢ Awards
Scheme restricted awards to to to
share CEO and NeoTasks Sub- Scheme NeoTasks Sub-
options  shares units  Chairman Founders total options Founders total Total

Balance as of

January 1, 201 — 24,52t — 30,80¢ — 55,33: 109,03! 94,08¢ 203,12: 258,45
Share-based

compensation

expense: 2,21¢ 57,80¢ 9,64+ 14,14 3,35¢ 87,17( 23,46: 24,367 47,83 135,00:
Exercised/Repurchas — — — (11,709 — (12,70) (11,709
Reclassification

—From liability-

awards to commo
share* — — — — — — — (57,69) (57,697 (57,697
—From liability-
awards to equity
awards** 116,32¢ — — — 57,60: 173,93( (116,32 (57,607 (173,93() —
Foreign currency

translation

adjustmen — — — — — — (4,470  (3,162) (7,637 (7,632
Balance as of

December 31, 201 118,54 82,33( 9,64+ 44,95! 60,96. 316,43. — — — 316,43
Balance as of

January 1, 201 118,54 82,33( 9,64+ 44,95! 60,96. 316,43: — — — 316,43
Share-based

compensation

expense: (89) 36,37: 54,44* 9,624 — 100,35: — — — 100,35:
Balance as of

December 31, 201 118,45¢ 118,70: 64,08¢ 54,57¢ 60,96: 416,78: — — — 416,78«
Balance as of

January 1, 201 118,45¢ 118,70: 64,08¢ 54,57t 60,96. 416,78¢ — — — 416,78«
Share-based

compensation

expense: 14,00 7,30( 95,79: — — 117,09t — — — 117,09¢
Balance as of

December 31, 201 132,46 126,00 159,88: 54,57t 60,96. 533,88( — — — 533,88(
* During the year ended December 31, 2011, the cestrshares to NeoTasks founders were held by N#gTeounders for more than six months, therefoee, t

related awards amounting to RMB57,692 were redladsback to common share.
i As detailed in Note 19(a) and (d), the share optenmd the restricted shares to NeoTasks foundersneelassified from liability-classified awardsequity-

classified awards in September 2011, accordir
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20. Basic and diluted net (loss) income per share
Basic and diluted net (loss) income peralfiar the years ended December 31, 2011, 2012@1h8 are calculated as follows:

For the year ended December 3.

2011 2012 2013
RMB RMB RMB

Numerator:
Net (loss) income attributable to the Comp. (83,15¢) 89,177 477,72
(Accretion) decretion to convertible redeemable

preferred shares redemption va (223,66 1,293,87! —
Allocation of net income to participating preferr

shareholder — (478,759 —
Numerator of basic net (loss) income per share (306,819 904,29¢ 477,72
Dilutive effect of preferred shar: — (815,12) —
Numerator for diluted (loss) income per share (306,819 89,17% 477,72
Denominator:
Denominator for basic calculatio—weighted

average number of Class A and Class B

common shares outstanding 485,883,84 604,703,81 1,122,475,68
Dilutive effect of preferred shar: — 320,142,96 —
Dilutive effect of share optior — 17,782,88 16,362,04
Dilutive effect of restricted shar — 30,594,87 14,400,67
Dilutive effect of restricted share un — 4,802,49. 27,882,89
Dilutive effect of share-based awards granted t

CEO and Chairma — 14,441,80 —
Denominator for diluted calculation 485,883,84 992,468,83 1,181,121,29
Basic net (loss) income per Class A and Class

common share (0.63) 1.5C 0.4:
Diluted net (loss) income per Class A an

Class B common share (0.63) 0.0¢ 0.4C
Basic net (loss) income per ADS* (12.69) 29.91 8.51
Diluted net (loss) income per ADS: (12.679) 1.8C 8.0¢

* The Company was listed on November 21, 2012 vghiance of a total of 8,970,000 ADS at a pubfiering price of
US$10.50 per ADS. Each ADS represents 20 Classnoan shares. The net (loss) income per ADS foy#aes ended
December 31, 2011, 2012 and 2013 were calculaied tlee same conversion ratio assuming the ADSdkad in
existence during these perio

The Company's preferred shares are paatioig securities and as such would be includetiércalculation of basic earnings per share
under the two-class method. According to the cattic terms of the preferred shares, the prefeshedes do not have a contractual obligatior
to share in the losses of the Company. Therefarégss was allocated to the preferred shares indhgutation of basic net loss per share for
the year ended December 31, 2011. Net income Wwasatdd to the preferred shares in the computatidiasic net income per share for the
year ended December 31, 20
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20. Basic and diluted net (loss) income per shar€¢ntinued)

The Preferred Shares, share-based awartisrfioer NeoTasks employees, the shaased awards granted to the CEO and Chairman,
option, restricted shares, restricted share uniisnearrants to an independent institutional investere excluded from the computation of
diluted net loss per common share for the yeare@mzember 31, 2011 because including them would had an anti-dilutive effect. The
following table summarizes information regardinggtged average of common shares equivalents foygheended December 31, 2011:

Preferred shar—weighted averag

Shar-based awards for NeoTasks acquis—weighted averag
Shar-based awards granted to CEO and Chai—weighted averag
Share optior—weighted averag

Restricted shar—weighted averag

Restricted share un—weighted averag

Warrants to an independent institutional inve—weighted averag

21. Related party transactions

The table below sets forth the relatedipasnd their relationships with the Group:

Related Party

Zhuhai Daren Computer Technology Company Limiteth(thai Daren™
Guangzhou Shanghang Information Technical Co., .8hanghang")
Kingsoft Corporation ("Kingsoft")

Xiaomi Corporation ("Xiaomi")

Zhuhai Lequ Technology Co., Ltd. ("Zhuhai Leq

Agora, Inc.(b)

For the year ended
December 31, 2011

359,424,31
8,319,60!
29,678,48
18,488,60
54,045,12
2,625,03!
12,609,97

Relationship with the Group
Equity investmen

Significant influence exercised by the
Chairman

Significant influence exercised by the
Chairman

Significant influence exercised by the
Chairman

Equity investmen

Controlled by the director and the chairma
technology committee of the Gro

(1) In December 2013, the Group made a minority intére®stment to form a new company, Agora, Incthviie director and the

chairman of technology committee of the Group athé:iostrategic investor
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21. Related party transactions (Continued)
During the years ended December 31, 20012 2nd 2013, significant related party transastiware as follows:

For the year ended December 3.

2011 2012 2013

RMB RMB RMB
Online games revenue sharing from Zhuhai Di 4,457 7,547 24,45;
Bandwidth service provided by Shangh: 21,98t 11,77¢ 21,27
Purchase of intangible assets from King: — — 6,01(
Online games revenue sharing from Zhuhai L — — 5,07¢
Advertising revenue from Xiaon — — 1,15¢
Repayment of intere-free loan from Zhuhai Leq — 50C 1,00(¢
Membership subscription fee revenue from Xiai — 227 —
Interes-free loan to Zhuhai Dare 50C — —
Repayment of intere-free loan from Zhuhai Dare — 2,00( —
Interes-free loan to Zhuhai Leq — 1,20C —

Disposal of a cost investment to the Chairman amdd@nder, who

is also a director of the Compa — 1,00(¢ —
Disposal of an equity investment to Xiac — 2,00( —

As of December 31, 2012 and 2013, the ansodure from/to related parties were as follows:

December 31

2012 2013
RMB RMB

Amount due from a related party
Other receivables from Zhuhai Le 1,07 73
Total 1,07¢ 73
Amounts due to related parties
Accounts payable to Zhuhai Dar 2,36z 1,47¢
Other payables to Shanghe 242 822
Accounts payable to Zhuhai Le — 33¢
Total 2,60 2,64(

The other receivables/payables from/toteelgarties are unsecured, interest-free and payabtiemand.
22. Fair value measurements

Fair value reflects the price that wouldréeeived from selling an asset or paid to transfiéability in an orderly transaction between
market participants at the measurement date. Waenrdining the fair value measurements for assetdiabilities required or permitted to be
recorded at fair value, the Group considers thecjpal or most advantageous market in which it \WdrAnsact and considers assumptions the
market participants would use when pricing the tasseliabilities.
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22. Fair value measurements (Continued)

The Group applies a fair value hierarctgt tiequires an entity to maximize the use of oleaevinputs and minimize the use of
unobservable inputs when measuring fair value narftial instrument's categorization within the failue hierarchy is based upon the lowest
level of input that is significant to the fair valutneasurement. This guidance specifies a hierarthgluation techniques, which is based on
whether the inputs into the valuation techniqueddogervable or unobservable. The hierarchy is l&mAfs:

Level 1—Valuation techniques in which agjréficant inputs are unadjusted quoted prices femrtive markets for assets or liabilities that
are identical to the assets or liabilities beingasuged.

Level 2—Valuation techniques in which sfgrant inputs include quoted prices from active keds for assets or liabilities that are similar
to the assets or liabilities being measured arglioted prices for assets or liabilities that amntital or similar to the assets or liabilitiesriggi
measured from markets that are not active. Alsaehderived valuations in which all significant itp and significant value drivers are
observable in active markets are Level 2 valuagmhniques.

Level 3—Valuation techniques in which omermre significant inputs or significant value dirg are unobservable. Unobservable inputs
are valuation technique inputs that reflect theup® own assumptions about the assumptions thdetaarticipants would use in pricing an
asset or liability.

The fair value guidance describes threenrapproaches to measure the fair value of assdtkadnilities: (1) market approach; (2) income
approach and (3) cost approach. The market approseshprices and other relevant information geadritom market transactions involving
identical or comparable assets or liabilities. T@me approach uses valuation techniques to cbfutare amounts to a single present value
amount. The measurement is based on the valueatediby current market expectations about thosgdw@mounts. The cost approach is b
on the amount that would currently be requirecefglace an asset.

When available, the Group uses quoted ngkees to determine the fair value of an asséibbility. If quoted market prices are not
available, the Group will measure fair value usiaguation techniques that use, when possible, oumarket-based or independently sourced
market parameters, such as interest rates anchcyirrates. The Group did not have any financiarimsents that were required to be meas
at fair value on a recurring basis as of DecemtiePB812 and 2013.

The Group's financial instruments consistgipally of cash, short-term deposits, accouat®ivable, amounts due to/from related parties
accounts payable and certain accrued expensesetbieled values of cash, accounts receivable, aimidue to/from related parties, accounts
payable and certain accrued expenses are recardedtavhich approximates fair value.

23. Commitments and contingencies
(a) Operating lease commitments

The Group leases facilities in the PRC umaban-cancellable operating leases expiring oredhffit dates. Payments under operating lease
are expensed on a straight-line basis over theg®eof the respective leases.

Total office rental expenses under all afing leases were RMB6,361, RMB16,670 and RMB19fé28he years ended December 31,
2011, 2012 and 2013, respectively.
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23. Commitments and contingencies (Continued)
(a) Operating lease commitments (Continued)

As of December 31, 2013, future minimumrpants under non-cancellable operating leases ¢aigise following:

Office rental
RMB
2014 16,91¢
2015 15,80¢

32,72¢

(b) Capital commitment
As of December 31, 2013, the Group didhate any capital commitment.
(c) Litigation

The Group is not currently a party to, iaware of, any legal proceeding, investigatioalaim which individually or in the aggregate is
likely to have a material adverse effect on theupt® business, financial condition, results or apens, or cash flows. The Group did not
record any legal contingencies as of December G132

24. Subsequent events

In February 2014, The Group has initiatéavesuit against one of the Group's advertisemgeants, claiming for the unpaid advertisemen
fee and liquidated damages for late payment. Managebelieved that the lawsuit did not have sigaifit impact to the Group's financial
statements as of December 31, 2013.

25. Restricted net assets

Relevant PRC laws and regulations permjitments of dividends by the Group's subsidiariestard/IEs and VIE's subsidiary
incorporated in the PRC only out of their retaieadnings, if any, as determined in accordance RRI accounting standards and regulations
In addition, the Company's subsidiaries and thes\did VIE's subsidiary in the PRC are requirechtaially appropriate 10% of their net after-
tax income to the statutory general reserve fuia po payment of any dividends, unless such resémds have reached 50% of their
respective registered capital. As a result of tleskother restrictions under PRC laws and reguiatithe Group's subsidiaries and the VIEs
and VIE's subsidiary incorporated in the PRC astriaed in their ability to transfer a portiontbeir net assets to the Company either in the
form of dividends, loans or advances, which restd@ortion as calculated under US GAAP amountepfmoximately RMB311,399 and
RMB303,366 as of December 31, 2012 and 2013, résphc There are no differences between US GAA® RRC accounting standards in
connection with the reported net assets of thdlleganed subsidiaries in the PRC and the VIEs ¥Hg's subsidiary. Even though the
Company currently does not require any such divddetoans or advances from the PRC entities fokingrcapital and other funding
purposes, the Company may in the future requiréiaddl cash resources from them due to changbssiness conditions, to fund future
acquisitions and development, or merely to decakpay
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25. Restricted net assets (Continued)

dividends or distributions to our shareholders.dptdor the above, there is no other restrictiorusa of proceeds generated by the Group's
subsidiaries and the VIEs and VIE's subsidiaryatisfy any obligations of the Company.

The Company performed a test on the résttinet assets of consolidated subsidiaries ang Wilaccordance with Securities and
Exchange Commission Regulation S-X Rule 4-08 (§)"Beneral Notes to Financial Statements" and lcoled that the restricted net assets
did not exceed 25% of the consolidated net as$etedCompany as of December 31, 2013 and the cmedkfinancial information of the
Company are not required to be presented.
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Exhibit 8.1

List of Subsidiaries and Consolidated Affiliated Enities of YY Inc.

Place of Incorporation

Subsidiaries

Duowan Entertainment Cor British Virgin Islands
NeoTasks Inc Cayman Island
NeoTasks Limitet Hong Kong
Guangzhou Huanju Shidai Information Technology CamypLimited PRC

Huanju Shidai Technology (Beijing) Company Limit PRC

Zhuhai Duowan Information Technology Company Lirdi PRC

Zhuhai Huanju Shidai Information Technology Companyited PRC
Consolidated Affiliated Entities

Beijing Tuda Science and Technology Company Lim PRC
Guangzhou Huaduo Network Technology Company Lirr PRC

Guangzhou Juhui Information Technology Company teuh PRC




Exhibit 12.1

Certification by the Principal Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

[, David Xueling Li, certify that:

1.

2.

| have review this annual report on Form 20-F of M¥. (the “Company”);

Based on my knowledge, this report does not cortaynuntrue statement of a material fact or omstéde a material fact necessar
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the Company as of, andtierperiods presented in this report;

The Company’s other certifying officer(s) and | aesponsible for establishing and maintaining disgte controls and procedures (a:
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

€) designed such disclosure controls and proceduresused such disclosure controls and procedures tesigned
under our supervision, to ensure that materiakrimégion relating to the Company, including its aaidated subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

(b) designed such internal control over financial réipgr or caused such internal control over finahi@aorting to be
designed under our supervision, to provide readerssurance regarding the reliability of financégorting and the preparation of
financial statements for external purposes in atamuce with generally accepted accounting princjples

(c) evaluated the effectiveness of the Company’s disekcontrols and procedures and presented inejhist our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thiegeovered by this report based
such evaluation; and

(d) disclosed in this report any change in the Compaimgernal control over financial reporting thatomed during
the period covered by this annual report that haterally affected, or is reasonably likely to maty affect, the Company’s internal
control over financial reporting; and

The Company’s other certifying officer(s) and | balisclosed, based on our most recent evaluatiorteyhal control over financial
reporting, to the Company'’s auditors and the acmlitmittee of the Company’s board of directors @nspns performing the
equivalent function):

(a) all significant deficiencies and material weaknssdsehe design or operation of internal contradofimancial
reporting which are reasonably likely to adversafgct the Company’s ability to record, processnsarize and report financial
information; and




(b) any fraud, whether or not material, that involvesnaggement or other employees who have a significdain the
Company’s internal control over financial reporting

Date: March 17, 201«
By: /s/ David Xueling Li

Name: David Xueling Li
Title:  Chief Executive Office




Exhibit 12.2

Certification by the Principal Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

I, Eric He, certify that:

1.

2.

I have reviewed this annual report on Form 20-Fflnc. (the “Company”);

Based on my knowledge, this report does not cortaynuntrue statement of a material fact or omstéde a material fact necessar
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the Company as of, andtierperiods presented in this report;

The Company’s other certifying officer(s) and | aesponsible for establishing and maintaining disgte controls and procedures (a:
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

€) designed such disclosure controls and proceduresused such disclosure controls and procedures tesigned
under our supervision, to ensure that materiakrimégion relating to the Company, including its aaidated subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

(b) designed such internal control over financial réipgr or caused such internal control over finahi@aorting to be
designed under our supervision, to provide readerssurance regarding the reliability of financégorting and the preparation of
financial statements for external purposes in atamuce with generally accepted accounting princjples

(c) evaluated the effectiveness of the Company’s disekcontrols and procedures and presented inejhist our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thiegeovered by this report based
such evaluation; and

(d) disclosed in this report any change in the Compaimgernal control over financial reporting thatomed during
the period covered by this annual report that haterally affected, or is reasonably likely to maty affect, the Company’s internal
control over financial reporting; and

The Company’s other certifying officer(s) and | balisclosed, based on our most recent evaluatiorteyhal control over financial
reporting, to the Company'’s auditors and the acmlitmittee of the Company’s board of directors @nspns performing the
equivalent function):

(a) all significant deficiencies and material weaknssdsehe design or operation of internal contradofimancial
reporting which are reasonably likely to adversafgct the Company’s ability to record, processnsarize and report financial
information; and




(b) any fraud, whether or not material, that involvesnaggement or other employees who have a significdain the
Company’s internal control over financial reporting

Date: March 17, 201«
By: /s/ Eric He

Name: Eric He
Title:  Chief Financial Office




Exhibit 13.1

Certification by the Principal Executive Officer
Pursuant to Section 906 of the Sarbanes-Oxley Acf 2002

In connection with the Annual Report of YY Inc.éthCompany”) on Form 20-F for the year ended Decam®i, 2013 as filed with
the Securities and Exchange Commission on thelsatof (the “Report”), |, David Xueling Li, Chiefx&cutive Officer of the Company,
hereby certify, pursuant to 18 U.S.C. Section 1380adopted pursuant to Section 906 of the Sarb@xkey Act of 2002, that to my
knowledge:

1. The Report fully complies with the requirementsSeftction 13(a) or 15(d) of the Securities Exchangeof1934; and

2. The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of
operations of the Company.

Date: March 17, 201«

By: /s/ David Xueling Li
Name: David Xueling Li
Title:  Chief Executive Office




Exhibit 13.2

Certification by the Principal Financial Officer
Pursuant to Section 906 of the Sarbanes-Oxley Acf 2002

In connection with the Annual Report of YY Inc.€thCompany”) on Form 20-F for the year ended Decam3i, 2013 as filed with the
Securities and Exchange Commission on the dateh@he “Report”), |, Eric He, Chief Financial Of&r of the Company, certify, pursuant to
18 U.S.C. Section 1350, as adopted pursuant taoBe@®6 of the Sarbanes-Oxley Act of 2002, thahioknowledge:

(1) The Report fully complies witietrequirements of Section 13(a) or 15(d) of theugges Exchange Act of 1934; and

(2 The information contained in Report fairly presents, in all material respettts, financial condition and results of
operations of the Company.

Date: March 17, 201«

By: /sl Eric He
Name: Eric He
Title:  Chief Financial Office




Exhibit 15.1
17 March, 201«

Matter No.: 87920
Doc Ref: pl/ali6736411v:

+852 2842 95¢&
Paul.lim@-convyersdill.co

The Directors

YY Inc.

Building 3-08, Yangcheng Creative Industry Zone
No. 309 Huangpu Avenue Midd

Tianhe District

Guangzhou 510655

The People’s Republic of China

Dear Sirs,
Re: YY Inc.(the“Company”)

We refer to the annual report of the Company ferftbcal year ended 31 December, 2013 on Form @@d-pursuant to Section 13 or 15
(D) of the Securities Exchange Act of 1934 on anall7 March, 2014 (theForm 20-F").

We consent to the filing of this letter as an exHitthe annual report of the Company on Form 20k the U.S. Securities Exchange
Commission and to the inclusion therein of thenexiee to our name on page 88 of the annual repdenthe heading Taxation — Cayman
Islands in the form and context in which they appea

In giving such consent, we do not hereby admitWmare experts within the meaning of Section 1thefU.S. Securities Act, 1933 or that we
are in the category of persons whose consent isrestjunder Section 7 of the Securities Act, 198fhe Rules and Regulations of the
Commission promulgated thereunder.




Yours faithfully,

/sl Conyers Dill & Pearman (Cayman) Limit

Conyers Dill & Pearman (Cayman) Limited
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FANGDA PARTNERS

(][] Shanghat (][] Beijing s [1[] Shenzhen ][] Hong Kong

Oogoooon 12660
oooo10o320
00000 200040

32/F, Plaza 66 Tower
1266 Nan Jing West Ro:
Shanghai 200040, Pk

To:

YY Inc.

Building 3-08, Yangcheng Creative Industry Zone
No. 309 Huangpu Avenue Midd

Tianhe District

Guangzhou 510655

The People’s Republic of China

Re: 2013 YearEnd Audit of YY Inc.

Dear Sirs,

http://www.fangdalaw.com

OoOodo

U
U
U

ud

E-mail:
Tel.:
Fax:
Ref.:

Exhibit 15.2

email@fangdalaw.cor
86-21-220¢-1166
86-21-529¢-5599
14GC003¢

March 17, 201

We consent to the reference to our firm under #edings “Iltem 3. Key Information — D. Risk Factdf$tem 4. Information on the Company
— B. Business Overview — PRC Regulation,” and “ItenOperating and Financial Review and Prospects.-Opferating Results — Critical
Accounting Policies” in YY Inc.’s Annual Report ¢iorm 20-F for the year ended December 31, 2013 whill be filed with the Securities
and Exchange Commission (th&EC™"). We also consent to the filing with the SEC listconsent letter as an exhibit to the Annual Repo

Form 20-F for the year ended December 31, 2013.

Yours sincerely

/s/ Fangda Partne

Fangda Partne




Exhibit 15.3
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémt¢lee Registration Statement on Form S-8 (No-B38074) of YY Inc. of our report datt

March 17, 2014, relating to the consolidated finalstatements and the effectiveness of internafrobover financial reporting, which appe.
in this Form 20-F.

/sl PricewaterhouseCoopers Zhong Tian |
Shanghai, the Peo}'s Republic of Chini
March 17, 201«




