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INTRODUCTION

Unless otherwise indicated and except where theegbotherwise requires, references in this anre@drt on Form 20-F to:

. “we,” “us,” “our company” and “our” refer to YY Inga Cayman Islands company, and its subsidiandsansolidated affiliated
entities, as the context may requi

. “active use” for any period means a registered user accounhtisatogged onto YY Client at least once durinchswdevant perioc

. “concurrent users” for any point in time meanstibtal number of YY users that are simultaneousfjgkd onto YY Client at such
point in time;

. “paying user” for any period means a registered aseount that has purchased virtual items or githeducts and services on our

platform at least once during the relevant perfogaying user is not necessarily a unique userdvew as a unique user may Se
multiple paying user accounts on our platform; thhe number of paying users referred to in thisuahreport may be higher than
the number of unique users who are purchasingaliitems or other products and servic

. “registered user account” means a user accounh#satiownloaded, registered and logged onto YYnChéleast once since
registration. We calculate registered user accaamthe cumulative number of user accounts atrtieo&the relevant period that
have logged onto YY Client at least once aftergegtion. Each individual user may have more tham registered user account,
and consequently, the number of registered useuats we present in this annual report may oversket number of unique
individuals who are our registered use

. “unique visitor” to Duowan.com means a visitor tadwvan.com from a specific IP address. No subsequsité from the same IP
address during a relevant period are added tootairunique visitors count for that period. An ividual who accesses Duowan.c
from more than one IP address is counted as a @nigitor for each IP address he or she uses

. “voice minute” means a minute in which a user isg®ur voice- or video-enabled services, sucliséaring to or talking on YY
channels. Channels are (-created online social activities grou

1
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FORWARD-LOOKING STATEMENTS

This annual report contains forward-looking statete¢hat involve risks and uncertainties. All stagmts other than statements of
historical facts are forward-looking statementse3énforward-looking statements are made understiie ‘harbor” provisions of the U.S.
Private Securities Litigation Reform Act of 199%€Ee statements involve known and unknown risksetainties and other factors that may
cause our actual results, performance or achievisniee materially different from those expresseimplied by the forward-looking
statements.

You can identify these forward-looking statementsiords or phrases such as “may,” “will,” “expecti$ expected to,” “anticipate,”
“aim,” “estimate,” “intend,” “plan,” “believe,” “igare likely to” or other similar expressions. Wevbdased these forward-looking statements
largely on our current expectations and projectainsut future events and financial trends that aleebbe may affect our financial condition,

results of operations, business strategy and finhneeds. These forward-looking statements inglbdéare not limited to, statements about:
. our growth strategie!
. our ability to retain and increase our user baskeagpand our product and service offerir
. our ability to monetize our platforr
. our future business development, results of opmratand financial conditiol

. competition from companies in a number of industriecluding internet companies that provide onlin&e and video
communications services and social networking cargsa

. expected changes in our revenues and certain cespense item:
. general economic and business condition in Chinleetsewhere; an
. assumptions underlying or related to any of thedoing.

You should thoroughly read this annual report dreddocuments that we refer to herein with the wtdading 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 extemthia@h any factor, or combination of factors,
may cause actual results to differ materially frifvmse contained in any forward-looking statemems.qualify all of our forward-looking
statements by these cautionary statements.

You should not rely upon forward-looking statememésmake as predictions of future events. The fodwaoking statements made in
this annual report relate only to events or infaioraas of the date on which the statements areerimathis annual 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.
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PART |
ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AN D ADVISORS
Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.

ITEM 3. KEY INFORMATION
A. Selected Financial Date

The following table presents the selected consitiinancial information for our company. The s#del consolidated statements of
operations data for the three years ended Dece®ih@010, 2011 and 2012 and the consolidated balsimeet data as of December 31, 2011
and 2012 have been derived from our audited careeld financial statements, which are includedis annual report beginning on page F-1.
Our selected consolidated statements of operatitmfdr the year ended December 31, 2009 and msotidated balance sheet data as of
December 31, 2009 and 2010 have been derived fuorauaited consolidated financial statements ndtigied in this annual report. We have
not included financial information for the year eddDecember 31, 2008 as such information is natadola on a basis that is consistent with
the consolidated financial information for the y®anded December 31, 2009, 2010, 2011 and 2012aammibt be obtained without
unreasonable effort or expense. Our selected ddased financial statements are prepared and prebé@maccordance with accounting
principles generally accepted in the United Stades).S. GAAP. Our historical results for any periare not necessarily indicative of results tc
be expected for any future period. You should thadollowing selected financial information in gonction with the consolidated financial
statements and related notes and the informatiderditem 5. Operating and Financial Review andspeats” included elsewhere in this
annual report.

For the Year Ended December 31
2009 2010 2011 2012
RMB RMB RMB RMB Uss$
(All amounts in thousands, except share, ADS, lp@resand per ADS dati

Selected Consolidated Statements of Operations Dal
Internet valu-added servic

—Online game 12,97¢ 86,31¢ 165,93: 332,28 53,33¢

—YY Music — — 52,85« 286,44t 45,97¢

—Others 85¢ 1,28 13,58¢ 83,65¢ 13,42¢
Online advertising 18,88: 40,74( 87,27¢ 117,64: 18,88:
Total net revenue 32,71( 128,33t 319,65! 820,03: 131,62!
Cost of revenue®) (28,849 (110,067 (182,699 (416,13)) (66,799
Gross profit 3,861 18,27¢ 136,95t 403,89t 64,83(
Operating expense®:

Research and development exper (12,599 (49,219 (106,809 (176,72) (28,36¢€)

Sales and marketing expen: (4,957 (12,369) (13,38) (16,959 (2,72))

General and administrative expen (32,879 (192,22) (118,24) (109,78 (17,627)
Total operating expens (50,426 (253,80¢) (238,420 (303,46) (48,709
Operating (loss) incom (46,56%) (235,529 (99,489 102,89t 16,517
(Loss) income before income tax exper (46,534 (236,02) (80,455 118,06: 18,95(
Net (loss) income attributable to YY Ir (47,116 (238,85) (83,156 89,17: 14,31«
Amortization of beneficial conversion featt (237) — — — —
(Accretion) decretion to convertible redeemabldegred shares

redemption valus (283,179 (1,808,85) (223,66:) 1,293,87 207,68:

Allocation of net income to participating perfergthreholder — — — (478,75¢) (76,845
Net (loss) income attributable to common sharehs| (330,72) (2,047,71) (306,819 904,29t 145,15(
Weighted average number of ADS used in calcula

Basic 20,380,66 20,315,23 24,294,19 30,235,19 30,235,19

Diluted 20,380,66 20,315,23 24,294,19 49,623,44 49,623,44
Net (loss) income per AD:¢

Basic (16.2) (100.8() (12.69) 29.9] 4.8C

Diluted (16.2) (100.80) (12.69) 1.8C 0.2¢
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@ Shar+based compensation was allocated in cost of rewemue operating expenses as follo

For the Year Ended December 31

2009 2010 2011 2012
RMB RMB RMB RMB us$
(in thousands
Cost of revenue 5,26¢  31,70¢ 15,44¢ 8,401 1,34¢
Research and development exper 2,47¢ 21,62; 31,67: 35,44 5,68¢
Sales and marketing expen: 194 1,49¢ 1,33¢ 884 142
General and administrative expen 28,54+ 182,10: 86,54« 55,61¢ 8,92
Total 36,48: 236,93t 135,00: 100,35. 16,10

@ Each ADS represents 20 Class A common sharesldés)/ffncome per ADS is calculated based on nesjlmcome per common share
multiplied by 20.

As of December 31
2009 2010 2011 2012
RMB RMB RMB RMB US$
(in thousands

Selected Consolidated Balance Sheet Dal

Cash and cash equivalel 106,42 83,68 128,89: 504,70: 81,01(
Shor-term deposit: — — 472,65! 897,69¢  144,09(
Total asset 131,00: 158,76 745,42¢ 1,696,18' 272,25
Total current liabilities 52,757 253,00: 125,73 366,41 58,81«
Total mezzanine equil 448,41¢ 2,257,27.  2,480,93. — —

Class A common shares (US$0.00001 par value; nothe a

10,000,000,000 shares authorized, none and 179@M8hares

issued and outstanding as of December 31, 201 2@12]

respectively’ — — — 11 2
Class B common shares (US$0.00001 par value; 48890 and

1,000,000,000 shares authorized, 543,340,914 an@3®,224

shares issued and outstanding as of December 31,a@ 2012,

respectively’ 14 32 37 60 1C
Accumulated deficit: (370,04Y) (2,350,44) (2,433,60) (1,311,76) (210,55)
Total shareholde’ (deficits) equity (370,17) (2,351,50) (1,861,69) 1,323,28" 212,40:

Exchange Rate Information

Our business is primarily conducted in China andtod our revenues are denominated in RMB. Unléssraise noted, all translations
from RMB to U.S. dollars and from U.S. dollars thR in this annual report were made at a rate of R\MBO01 to US$1.00, the exchange rate
on December 31, 2012 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 lsgtgan of the conversion of RMB into
foreign currency and through restrictions on fonegxchange activities. On April 19, 2013, the exdearate, as set forth in the H.10 statistical
release of the Federal Reserve Board, was RMB6.i70&$1.00.
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The following table sets forth information concermiexchange rates between the RMB and the U.Srdol the periods indicated. Th
rates are provided solely for your convenienceanedot necessarily the exchange rates that weinigeid annual report or will use in the
preparation of our other periodic reports or arhyeoinformation to be provided to you.

Noon Buying Rate

Period Period End Average ) Low High
(RMB per US$1.00)
2008 6.822¢ 6.919: 7.294¢ 6.780(
2009 6.825¢ 6.829: 6.847( 6.817¢
2010 6.600( 6.769¢ 6.833( 6.600(
2011 6.293¢ 6.384¢ 6.636¢ 6.293¢
2012 6.230! 6.299( 6.387¢ 6.222:
October 6.237: 6.262] 6.287" 6.237:
Novembel 6.226¢ 6.233¢ 6.245¢ 6.222:
Decembe 6.230: 6.232¢ 6.250: 6.225!
2013
January 6.218¢ 6.221¢ 6.230: 6.213¢
February 6.221: 6.232: 6.243¢ 6.221:
March 6.210¢ 6.215¢ 6.224¢ 6.210¢
April (through April 19, 2013 6.177: 6.192¢ 6.207¢ 6.172(

(1) Annual averages are calculated from month-atesr Monthly averages are calculated using theageeof the daily rates during the
relevant period

B. Capitalization and Indebtedness
Not applicable.

C. Reasons for the Offer and Use of Proceet

Not applicable.

D. Risk Factors

An investment in our capital stock involves a tdglyree of risk. You should carefully consider tisks described below, together with all of
other information included in this annual reporgfbre making an investment decision. If any ofellewing risks actually occurs, our
business, financial condition or results of opevas could suffer. In that case, the trading pri€@wr 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 are uniqualymg and relatively unproven. The markets for taahnology, especially our voice-
and video-based technology, and products and s=reaie relatively new and rapidly developing ardsabject to significant challenges. Our
business plan relies heavily upon increased reefiam internet value-added services, or IVAS, anlihe advertising, as well as our ability
to successfully monetize our user base and pro@umctservices, and we may not succeed in any séttespects.

5



Table of Contents

Some of our current monetization methods are ireiminary stage; for example, we began sellingual items on YY’s music channels
in March 2011. If we fail to properly manage th@ply and timing of our in-game virtual items ane tippropriate price points for these
products and services, our users may be less likglyirchase in-game virtual items from us. For-game virtual items, we consider industry
standards and expected user demand in determiningdimost effectively optimize virtual item mercfibzing. Furthermore, as the online
music industry in China is relatively young andastéd, there are few proven methods of projectsgy demand or available industry stand
on which we can rely. We cannot assure you thaatiampts to monetize our user base and produdtsemices will be successful, profitable
or widely accepted and therefore the future revemetincome potential of our business are difficukvaluate.

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 significant rapaigh and expansion that has placed, and contitmupkace, significant strain on our
management and resources. We cannot assure ydbithivel of significant growth will be sustainator 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 marlketthgromotional activities, react to changes i aseess to and use of the internet,
expand into new market segments, integrate nevcedgyplatforms and operating systems, attract m@rtisers and retain existing advertis
and take advantage of any growth in the relevamkets. We cannot assure you that we will achieweddrhe above.

To manage our growth and attain and maintain @oifity, we anticipate that we will need to impleme 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 and advertisers. All of these emdganvolve risks and will require substantial rmgement efforts and skills and significant
additional expenditures. We cannot assure yowtkawill be able to effectively manage our growthraplement our future business strategie:
effectively, and failure to do so may materiallydaadversely affect our business and results ofatjoers.

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 endeurincluding possible volatility in th
trading prices of our ADSs.

We had a net loss of RMB238.9 million and RMB83.iliam in 2010 and 2011, respectively, and a nebime of RMB89.2 million
(US$14.3 million) in 2012. Our net losses and inearflect the aggregate impact of non-cash itetiasimg to share-based compensation,
amortization of intangible assets and depreciatioaddition to the aggregate impact of these rashdtems, our results of operations for thes
periods were affected by costs and expenses reuiguild, operate and expand our platform, grewuwser base, develop products and
services, license third party products and sendcesmake strategic investments. We expect thatileontinue 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 businEsations. We have only recently become profitadobel may not generate sufficient
revenues to offset such costs to achieve or sugtafitability in the future. In addition, we expgeo invest heavily in our operations to support
our anticipated future growth and to meet our egjgareporting and compliance obligations as a puddmpany.

Our profitability is also affected by other factdrsyond our control. For example, we cannot asgomethat advertisers will increase or
maintain their spending on game media websitesiim@social platforms, including our platform. Tbentinued success of YY Client depe
on our ability to identify which IVAS will appeabtour user base and to obtain them on commer@altgptable terms. Our ability to finance
our planned expansion also depends in part onhilitygo attract advertisers and successfully cetegn a very competitive market.

6
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We have a limited operating history. We introdud@€ Client in July 2008 and have experienced a lgghwth rate since then. As a
result, our historical results of operations mayprovide a meaningful basis for evaluating ouribesss, financial performance and future
prospects. We may not be able to achieve similawtr rates in future periods. Accordingly, you sldonot rely on our results of operations
any prior periods as an indication of our futuref@enance. We may again incur net losses in theréuand you should consider our prospects
in light of the risks and uncertainties which eatgge companies in evolving industries in Chinto\Wwimited operating histories such as ours
may be exposed to or encounter, including riske@ated with being a public company with busingssrations located mainly in China. See
“—Risks Relating to Our ADSs—The trading pricesoaf ADSs are likely to be volatile, which could uétsn substantial losses to investors.”

We generate a significant portion of our revenuesr 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 our revenuemfa limited number of popular online games on Yiimarily through selling of
game tokens to users for their purchase of in-gargal items. For example, DDTank, one of our njogbular online games, contributed
62.8%, 46.5% and 15.7% of our online game revera28%, 33.3% and 7.4% of our total IVAS revenuewvall as 42.3%, 24.2% and 6.3%
of our total revenues in 2010, 2011 and 2012, wspdy. A majority of our popular online web gamee® created by third party game
developers under revenue-sharing arrangementsyfiieally last one to two years, and which typigairovide for automatic extension or
renewal. If we fail to maintain or renew these caats on acceptable terms or at all, we may belarialzontinue offering these popular online
games, and our operating results will be advera#@cted. In addition, if our users decide to asdbese games through our competitors, or if
they prefer other online games hosted by our coitepgtour operating results could be materiallg adversely affected.

Our revenues from online games accounted for 6753%9% and 40.5% of our total revenues in 20101201d 2012, respectively. We
believe that most online games have a limited coroialdifespan. For instance, we believe that DDH,daunched in March 2009, is in a
relatively mature stage of its commercial lifespamd that the revenues we derive from it may deer@athe future. As a result, we must
continually source new online games that appeautaame players. We had previously developed suroar online games internally but
source our new online games primarily through rereesharing arrangements with third party game adgezk. We must maintain good
relationships with our third party game develogerbave access to new popular games with reasoral@aue-sharing terms. Under our
current revenue-sharing arrangements, we retaiajarity of the gross revenues generated from eadicplar game. In the future, we may not
be able to achieve similarly attractive revenuerisigaterms, which may adversely affect our net neass. 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 aegaiost of our third party game developers havédichoperating histories and financial
resources, and the contracts we enter into witimttie not clearly provide for remedies to us inelient they fail to deliver the games as
scheduled.

If we are not successful in sourcing and provigiogular new online games, our revenues from omgaraes under revenue-sharing
arrangements and in-game virtual items may decréfatbes were to happen, our financial conditiordaesults of operations may be materially
and adversely affected.

We rely on online advertising for a significant pportion of our revenues. If we fail to attract mordvertisers to our platform or if
advertisers are less willing to advertise with osir revenues, profitability and prospects may beterélly and adversely affected.

In 2010, 2011 and 2012, online advertising accalifde 31.7%, 27.3% and 14.3%, respectively, oftotal revenues. Although we have
become less dependent upon online advertising vegedue to a shift in the majority of our revenfries online advertising to IVAS, our
profitability and prospects still partly dependthe continuous development of the online advedigimdustry in China and advertisers’
allocation of budgets to internet advertising. didiion, companies that decide to advertise ontirag utilize more established methods or
channels for online advertising, such as more #skedal Chinese internet portals or search engme=, advertising on our platform. If the
online advertising market size does not increas® fturrent levels, or if we are unable to capture etain a sufficient share of that market,
our ability to maintain or increase our currentdieof online advertising revenues and our profitgband prospects could be materially and
adversely affected. These risks may increasindggcabur revenues because we intend to offer neldéferent forms of online advertising in
addition to online game-related advertising on Daowom from which we have historically derived thajority of our revenues.
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We offer advertising services substantially throaghtracts entered into with third party advertisagencies. We cannot assure you tha
we will be able to retain existing direct adventsser advertising agencies or attract new diregegadsers and advertising agencies. In addition
if any direct advertisers or advertising agencietenine that their expenditures on YY do not gateexpected returns, they may allocate a
greater portion or all of their advertising budget®thers and reduce or discontinue businessugitisince our arrangements with third party
advertising agencies typically involve one-yeanfeavork agreements, these advertising arrangemeytdmeasily amended or terminated
without incurring liabilities. Failure to retain isting advertisers and advertising agencies oacitttrew direct advertisers and direct advertising
agencies may materially and adversely affect osimmss, financial condition and results of operatio

We have and will become more dependent on reveffiigas IVAS. If our IVAS revenues decline in the fute, our results of operations may
be materially and adversely affected.

As the majority of our revenues shift to IVAS framline advertising due to an increase in the nurobareb game virtual items a user
may purchase, the increasing popularity of YY Musicl our membership subscription program, and emre@se in average prices ofdhanne
virtual items, we have and will become more depahda revenues from IVAS, so that any decline il8/revenues may materially and
adversely affect our results of operations. See he-flevenue model we adopt for online games mayemoain effective, causing us to lose
game players, which may materially and adversdcabur business, financial condition and resoitsperations” and “—The revenue model
for each of YY Music and our membership programelatively new and may not remain effective, whichy cause us to lose users and
materially and adversely affect our business, famgrcondition and results 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 matedaal adverse effect on our results of operations.

We have granted share-based compensation awattig]iirg share options, restricted shares and céstiishare units, to various
employees, key personnel and other non-employeeséativize 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 118,166,946
common shares. Under the 2011 Plan, we are aughbtizgrant options, restricted shares or resttistare units to purchase a maximum of
43,000,000 common shares, plus an annual incré&&@)0,000 common shares on the first day of éiachl year, beginning from 2013, or
such smaller number of Class A common shares asmieied by our board of directors. As of March 3013, options to purchase 17,870,425
common shares, 47,346,328 restricted shares aBa®B21 restricted share units were outstandingutie 2009 Scheme and the 2011 Plan.
As a result of these grants and potential futuaagy, we had incurred in the past and expect téreento incur significant share-based
compensation expenses in the future. The amouhest expenses is based on the fair value of Hre-4lased awards. We account for
compensation costs for certain share-based compimsavards granted in the past using a gradedngestethod and recognize expenses in
our consolidated statements of operations in aermel with the relevant rules under U.S. GAAP. Thmeases associated with share-based
compensation have materially increased our neéfoaad may reduce our net income in the future aagcadditional securities issued under
share-based compensation schemes will dilute tmemship interests of our shareholders, includiniddrs of our ADSs. However, if we limit
the scope of the share-based compensation schemmesay not be able to attract or retain key persbwho expect to be compensated by
options, restricted shares or restricted shares .unit
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The rate at which we gain registered user accoumsy 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 124.7 million. 266.2 million and 457.0 nailliregistered user accounts as of December 31, 201Q and 2012 respectively. T
number of registered user accounts increased by Million, representing a 113.5% increase fromédaiger 31, 2010 to December 31, 2011
and further increased by 190.8 million, represenéirv1.7% increase from December 31, 2011 to DeeeBih 2012. Although we experienc
a larger increase of 190.8 million in registeredrueccounts for the year ended December 31, 2@81&rapared to the 141.5 million increase
for the year ended December 31, 2011 or to the B8l@n increase for the year ended December 8102the rate at which we gained
registered user accounts declined from 241.6%h®year ended December 31, 2010 to 113.5% for2hednths ended December 31, 2011,
and further decreased to 71.7% for the year endmémber 31, 2012. We believe that the growth ratdired as our total registered user
account base continued to grow significantly.

The number of our monthly active users increaseti& million from 35.4 million as of December 2D10 to 53.4 million as of
December 31, 2011, representing a 50.8% growthfuatiter increased to 69.7 million as of DecemkkrZ)12, representing a 28.8% growth.
Although the growth rate declined from 50.8% fag ffear ended December 31, 2011 to 28.8% for thegraled December 31, 2012, the
increase in the absolute number of our monthlyweatsers for the year ended December 31, 2012 éeddke increase for the year ended
December 31, 2011. We believe that the growthdatéined due to the larger increase in the numberamthly active users, even though we
continued to attract similar levels of new montabfive users during such periods.

However, we may fail to attract new registered wsmounts at a similar rate in the future and tmalmer of our monthly active users v
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 engaggtdch may reduce our monetization opportunitiescamaterially and adversely affect
our revenues, profitability and prospects.

Our success depends on our ability to maintaingrod our user base and keep our users highly edgayerder 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 tdi@nusers to use our products and services megaiéntly and for longer durations.

The internet industry is characterized by consthanges, including rapid technological evolutiamntmual 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 thdsEnges on a cost-effective and timely basisyfaito 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 acrassrich communication social platform and retaia #hbility to offer high quality delivery of
voice and video data may cause us to incur sigmfiadditional costs and may not succeed.

Because of the viral nature of online social intéoms, users may leave us for competitors’ plat®more quickly than in other online
sectors. A decrease in the number of active YYasay reduce the diversity and vibrancy of YY Ofigionline 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 will corgino be sufficiently popular with our users to effthe costs incurred to operate and
expand it. User satisfaction is particularly ditficto predict as internet users in China may reofamiliar with the concept of a rich
communication social platform such as ours whiabvjates reakime voice, text and video online. We have histlijcrelied on word of mout
referrals to increase user awareness of our precduntt services and to expand our user base. lesid@lto engage in more conventional
advertising or marketing campaigns, our sales aaketing expenses will increase, which could havaaverse effect on our results of
operations. Failure to maintain or grow our usesebia a cost-effective manner, or at all, and laapusers highly engaged would materially
and negatively affect our results of operations.
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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, firdal condition and results of operations.

We face competition in several major aspects ofomsiness, particularly from companies that progdeial networking, internet
communication services and online games. Someraf@upetitors may have longer operating histories significantly greater financial,
technical and marketing resources than we do,mahgn may have an advantage in attracting anéhirtpusers and advertisers. In addition,
competitors in some areas of our business may $ignéicantly larger user bases and more estaldifinand names than we do and may be
able to more effectively leverage their user basesbrand 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 global oalsocial networking service providers that seedttier 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, Tente@Qtalk and Dudu, and leading
international internet voice communication senpeeviders, such as Skype, are expanding in theaOhiarket, 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. Duowais @imary competitor is 17173.com. Our compestalso include other major platforms
that host online games, such as QQ, Renren and@iB®. In addition, we compete with other interr@hpanies that provide voice and video
services to Chinese internet users.

If we are not able to effectively compete in anyoaf lines of business, our overall user base evel bf 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 @f 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 disputgebenaxpensive, time-consuming and disruptive tooperations and divert our
management’s attention.

Our competitors may unilaterally decide to adoptide range of measures targeted at us, includisgiply designing their products to
negatively impact our operations, such as sending-Vike programs to attack elements of our platfoSome competitors may also make thei
applications incompatible with ours, effectivelyoiring users to either stop using our competitpreducts or uninstall our products, leading
to a reduction in our number of users. For exanipla,widely publicized dispute between two of lugest companies providing user-end
software in China, one of the companies annourttatittwould disable its own software on computbet had installed its rivad’products. A
a result, a significant number of users stoppedgugroducts from either or both of these comparmes to the large number of internet users
that were affected, the Ministry of Industry anfbimation Technology of China, or the MIIT, ordertb@ parties to ensure the compatibility of
the relevant products. Similar events may occuhénfuture between our competitors and us, whici reduce our market share, negatively
affect our brand and reputation, and materially atkersely affect our business, financial condidod results of operations.

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 and untargpsad messages to users, which may affect userienpe. 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. Althaggittempt 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.
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The revenue model we adopt for online games mayneatain effective, causing us to lose game play&rsich may materially and adverse
affect our business, financial condition and resalbf operations.

We currently operate substantially all of our oalgames on YY using the virtual items-based revenodel, whereby players can play
games for free, but have the option of purchasingaime 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 increasntbant 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 preferencesagame 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 implememgglations designed to reduce the amount of timeytouths in China spend playing
online games. See “Item 4. Information on the CamypaB. Business Overview—PRC Regulation—Anti-fatigbempliance System and
Real-name Registration System.” A revenue mod¢ldbas not charge for playing time may be viewedheyPRC regulators as inconsistent
with this goal. If we were to start charging foayihg time, we may lose game players who may chtmpéay online games from other
providers and on other platforms or choose to eagagther alternative forms of entertainment, udahg traditional offline PC or video
games.

We cannot assure you that the revenue model thabwe adopted for any of our online games will oarg to be suitable for that game,
or that we will not in the future need to change venue model or introduce a new revenue modehft game. We may change the revenu
model for some of our online games if we beliewedRisting models are not generating adequate vege®\ change in revenue model could
result in various adverse consequences, includsrgptions of our online games operations, criticfsom game players who have invested
time and money in a game, decrease in the numbmiragjame players and decrease in the revenuesmezaje from our online games.
Therefore, such a change in revenue model may iallfeand adversely affect our business, financa@idition and results of operations.

The revenue model for each of YY Music and our mesrghip program is relatively new and may not remaiffective, which may cause us
to lose users and materially and adversely affegt business, financial condition and results of ofaions.

We operate YY Music using a virtual iterhased revenue model whereby YY Music users cagmligt music for free, but have the op!
of purchasing in-channel virtual items. We haveggated, and expect to continue to generate, aanti@tmajority of our YY Music revenues
using this revenue model. YY Music has begun tdridmute an increasingly larger portion of our tat@enues, reaching 34.9% of our total
revenues in the year ended December 31, 2012.

However, we may not be able to continue succegsfulblementing the virtual items-based revenue rhfateY'Y Music, as popular
performers may leave YY Music and we may be untblitract new talents that bring in YY Music usersause such users to increase the
amount of time spent engaging in various activitieour music channels as well as the amount ofeyspent on purchasing in-channel
virtual items.

Furthermore, under our current arrangements wittaicepopular performers and channel owners, weeshith them a portion of the
revenues we derive from the sales of in-channaéhafiitem on YY Music. In the future, the amount pay to these music channel performers
and channel owners may increase or we may faddoh mutually acceptable terms with respect tcethesangements, which may adversely
affect our revenues or cause performers and chawredrs to leave our platform. In addition, we ewerently a pioneer in offering YY Music
performers and YY users an online concert platfddawever, if our users decide to access online edrsources or channels offered by our
current or future competitors, our operating ressatiuld be materially and adversely affected.
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In our membership program, users pay a flat morghhscription fee in order to become members, amckéhange, we give them access
to various privileges and enhanced features ortloainnels, including additional video usage, piyogiitrance to certain live performances, an
exclusive rights to access VIP avatars, VIP ringe VIP fonts and VIP emoticons. We generated neeshiip subscription fees of RMB72.5
million (US$11.6 million) in the year ended DecemBg&, 2012. However, we may not be able to furthéld or maintain our membership bi
in the future for various reasons—for example, éf fa&il to continue to provide innovative productsl aservices that are attractive to members.
Furthermore, the average revenue per paying useufamembership program is lower than that foranlime games and YY Music. In the
year ended December 31, 2012, the average revenymping user for our membership program was RMB8&ompared to RMB266 for ¢
online games and RMB312 for YY Music.

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

Our business depends upon services provided byredattibnships with, third parties. Substantialllycd our online advertising revenues
are generated through agreements entered intovetitbus third party advertising agencies that repné advertisers. We do not have long-tern
cooperation agreements or exclusive arrangemettisthigse agencies and they may elect to direchbssiopportunities to other advertising
service providers. If we fail to retain and enhaauebusiness relationships with these third padyertising agencies, we may suffer from a
loss of advertisers and our business and resuipefations may be materially and adversely aftecte

A significant portion of our IVAS revenues are gated from online games, and increasingly, from Mifsic. If we are unable to obtain
or retain rights to host popular online games quuar ingame virtual items, or if we are required to steategger portion of our revenues w
third party game developers, we could be requinedelvote greater resources and time to obtainrgstjhts for new games and applications
from other parties, and our results of operatioay ime impacted. Furthermore, if we are unabletainer attract popular talents such as
performers, channel managers and hosts for YY Melsmnels or if these talents cannot draw largebeusnof fans or participants, our results
of operations may be adversely affected. Alsohdrmel owners are unable to reach or maintain ytsetisfactory cooperation arrangements
with the performers on their channels, we may [ogeular performers and our business and operatiaysbe adversely affected. In addition,
some third party software we use in our operatamscurrently publicly available without chargetH& owner of any such software decides to
charge users or no longer makes the software pylbNailable, we may need to incur significant dmslicense the software, find replacement
software or develop it on our own. If we are unablénd or develop replacement software at a nealsle cost, or at all, our business and
operations may be adversely affected.

Some of the games offered on our platform run oaraplex network of servers located in and mainthimg 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 “—Systalure, 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.”

In addition, we sell a significant portion of ouopducts and services through third party onlinenpaiyt systems. If any of these third
party online payment systems suffer from secunigabhes, users may lose confidence in such paysystems and refrain from purchasing
virtual items online, in which case our resultopérations would be negatively impacted. See “—3édwurity of operations of, and fees
charged by, third party online payment platformg/ave material and adverse effects on our busihess

We exercise no control over the third parties wittom we have business arrangements. If such thirieg 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 and adverse effieour business, financial condition and
results of operations.
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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 possibility of digimns or other outages, our services may be disdupy 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 ounses and our routing system. Those responsible sugssequently 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 eventualitiesegpite any precaution we may take, the occurrehaenatural disaster or other unanticipated
problems at our hosting facilities could resultangthy interruptions in the availability of ourgalucts and services. Any interruption in the
ability of our users to use our products and sew/imould reduce our future revenues, harm ourdyiwfits, subject us to regulatory scrutiny
and lead users to seek alternative forms of oawal interactions.

Our servers that process user payments experienoe downtime on a regular basis, which may negstaffect our brand and user
perception of the reliability of our systems. Argheduled or unscheduled interruption in the abdityisers to use our payment systems could
result in an immediate, and possibly substantisk lof revenues.

Almost all internet access in China is maintairedugh state-owned telecommunication operatorsnth@econtrol and supervision of
the MIIT, and we use a limited number of telecomioation service providers to provide us with datenmunications capacity through local
telecommunications lines and internet data cemteh®st our servers. Internet data centers in Cwiaagenerally owned by telecommunication
service providers with their own broadband netwankd are leased to various customers through plairy agents. These third party agents
negotiate the terms of the leases, enter into lagseements with end customers, handle custorrezagtions and manage the data centers on
behalf of the data center owners. In the past,igreed data center lease agreements with multijrie prarty agents. With the expansion of our
business, we may be required to purchase more hditdand upgrade our technology and infrastructoileeep up with the increasing traffic
on our websites and increasing user levels on latfiopm overall. We cannot assure you that thectal@munications providers whose netwc
we lease or the third party agents that operatelatar centers would be able to accommodate alliofeguests for more bandwidth or upgre
infrastructure or network, or that the internetastructure and the fixed telecommunications nete/ar China will be able to support the
demands associated with the continued growth irirdgernet usage.

Our users may use our products or services facariransactions and communications, especialyitass communications. As a result,
any system failures could result in damage to sisehs’ businesses. These users could seek signiiompensation from us for their losses.
Even if unsuccessful, this type of claim likely vidie time consuming and costly for us to address.

We have limited control over the prices of the g@rs provided by telecommunication service prowsderd 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.
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The respective number of our registered user acctsy@active users, paying users and unique visitorgy overstate the number of unique
individuals who register to use our products andgees, log on to YY Client, purchase virtual iteros other products and services on our
platform or access Duowan.com, respectively, andyrtteerefore lead to an inaccurate interpretation ofir average revenue per paying us
metric and of our business operations by our managmt and by investors, and may affect advertisehstisions on the amount spent on
advertising with us.

We do not operate our platform on a real-name lzagistherefore we cannot and do not track the enggying users. Instead, we track
the number of registered user accounts, activesupaying users and unique visitors. We calculat&aim operating metrics in the following
ways: (a) the number of registered user accounteisumulative number of user accounts at theoétiate relevant period that have logged
onto YY Client at least once after registration), tfie number of active users is the cumulative remalh user accounts at the end of the rele
period that have signed onto YY Client at leasteotigring the relevant period, (c) the number ofipgsers is the cumulative number of
registered user accounts that have purchased hiteu@s or other products and services on our @iatfat least once during the relevant period
and (d) the number of unique visitors is the nundfesisits to Duowan.com from specific IP addresgeghe relevant period, with each IP
address counting as a separate unique visitora¢tual number of unique individual users, howeigelikely to be lower than that of registered
user accounts, active users, paying users andeimigitors, potentially significantly, for threeiprary reasons. First, each individual user may
register more than once and therefore have moredha account, and sign onto each of these accduriteg a given period. For example, a
user may (a) create separate accounts for commamitypersonal use and log onto each account ateliff times for different activities or (b
he or she lost his or her original YY Client usengeor password, he or she can simply register agaircreate an additional account. Second
we experience irregular registration activitiestsas the creation of a significant number of imgrogser accounts by a limited number of
individuals, which may be in violation of our pa#s, including for the purpose of clogging our netkvor posting spam to our channels. We
believe that some of these accounts may also lageck€or specific purposes such as to increaseuh®er of votes for certain performers in
various contests, but the number of registered aisgpunts, paying users and active users do nhideaser accounts created for such
purposes. We have limited ability to validate onfiion the accuracy of information provided durittige tuser registration process to ascertain
whether a new user account created was actuabyeztdy an existing user who is registering dugitesaccounts. Third, each individual user
may access Duowan.com from more than one IP addissugh subsequent visits from the same IP addie not add to our total unique
visitors count, each new IP address used by awithdil would be counted as a different unique @isib Duowan.com. For example, a user
would be counted as a unique visitor three timéeibr she accessed Duowan.com from the user’s bomputer, office computer and mobile
phone. Thus, the respective number of our regidteser accounts, active users, paying users agdeinisitors may overstate the number of
unique individuals who register on our platforngrsonto YY Client, purchase virtual items or otpevducts and services on our platform and
access Duowan.com, respectively which may lead to@ccurate interpretation of our average revgrargaying user metric.

In addition, we may be unable to track whether veesaiccessfully converting registered users ovactsers into paying users since we
do not track the number of unique individuals oer@e our platform on a real-name basis. If thevtfton the 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 managernd by investors, which may also
materially and adversely affect our business andlt® of operations.

If we are unable to successfully capture and retdfre growing number of users that access internetvices 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 personal compmjter PCs, as well as mobile devices. An increasingber of users are accessing ou
platform through Mobile YY. For example, the mompthktivation of Mobile YY increased from 0.9 miltidn January 2012 to 3.4 million in
December 2012. Mobile YY does not require useteddn to their user accounts to use its genesmuies of listening to different types of
performances, but requires users to log in to tisér accounts to access features that involveeagsier participation, including chatting and
sending virtual flowers to performers free of cleargn important element of our strategy is to ammdi to further develop enhanced feature:
Mobile YY to capture a greater share of the growingnber of users that access internet servicesaiolrs through mobile devices.
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As new laptops, mobile devices and operating systm continually being released, it is difficaltaredict the problems we may
encounter in developing versions of our products services for use on these devices and operatsigms, and we may need to devote
significant resources to create, support and maiti@se services. Devices providing access t@mducts and services are not manufacturec
and sold by us, and we cannot assure you thaotin@a@nies manufacturing or selling these deviceddvalways ensure that their devices
perform reliably and are maximally compatible withr systems. Any faulty connection between thes@cde and our products and services
may result in consumer dissatisfaction with us,olifgould 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 pnaducts and services we develop for these dewiegsfail to attract users. Manufacturer:
distributors may establish unique technical stattsléor their devices and, as a result, Mobile YYymat work or be viewable on these devi
Furthermore, new social platforms or services nmagrge which are specifically created to functiomuobile operating systems, as compared
to our platform that was originally designed todoeessed from PCs, and such new entrants may epeoaé effectively on mobile devices
than Mobile YY does.

Although we currently do not monetize Mobile YYany way, if we are unable to attract and retainkesasing number of Mobile YY
users, or if we are slower than our competitordeneloping attractive services adaptable for matéeices, we may fail to capture a signific
share of an increasingly important portion of therket or may lose existing users. In addition, eifere 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 todereg 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 jigcing advertisements on Mobile YY. We believatthdvertising on Mobile YY may
clutter the user interface and distract users fitosir in-channel activities. This restriction ornvadisements may also limit Mobile YY’s ability
to generate revenues. Any of the above may havaterial and adverse effect on our business, fidcoindition and results of operations.

Growth in the use of Mobile YY, where our abilitg tmonetize 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 to migraté/tobile YY and cease to use YY through PCs, amadi ttost of our Mobile YY users
also access our YY platform through PCs, we caaastire you that the increasing usage of Mobile YliYnet cause Mobile YY users to ce:
accessing the YY platform from PCs. Although wendt currently monetize Mobile YY, we have plansionetize it by selling virtual items
on Mobile YY, but we cannot ensure that such plaitishe commercially successful when we launch therhe future. If we are unable to
successfully monetize Mobile YY, and if a signifitaaumber of users migrate to Mobile YY as a stinigtifor accessing the YY platform
through PCs, our business, results of operatioddinancial condition 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 loweredising revenues or lower IVAS revenue

Concerns about our practices with regard to thiectbn, use or disclosure of personal informatomther 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 ourasprior consent, we will not provide any of augers’personal information to any unrelal
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 proceggionr actions against us by government entitiestteers, and could damage our reputation.
User and regulatory attitudes towards privacy &mving, 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 abouteherity of personal data could also lead to direein general internet usage, which could
lead to lower registered, active or paying user lnens 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 Qare Structure and Our Industry—We may be adveefédcted by the complexity,
uncertainties and changes in PRC regulations efriet business and companies.” A significant redaéh 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.
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The security of operations of, and fees charged thyrd party online payment platforms may have mea& and adverse effects on our
business.

Currently, we sell all of our IVAS to our usersdhgh third party online payment systems. In the gealed December 31, 2012, 85.7%
of our total net revenues were derived from IVAS ¥kpect that an increasing amount of our salddwitonducted over the internet as a
result of the growing use of online payment systdmall these online payment transactions, sectressmission of confidential information
such as customers’ credit card numbers and pergdpaination over public networks is essential taintain consumer confidence.

We do not have control over the security measufresiiothird party online payment vendors, and siégtoreaches 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 our reputation and the perdesecurity of all of the online payment systenad the use. If a well-publicized internet or
mobile network security breach were to occur, usergerned about the security of their online feiahtransactions may become reluctant to
purchase our virtual items even if the publicizegldeh did not involve payment systems or methodd by us. In addition, there may be
billing software errors that would damage custoomnfidence in these online payment systems. Ifadrilie above were to occur and damage
our reputation or the perceived security of thémmpayment systems we use, we may lose paying aserusers may be discouraged from
purchasing our IVAS, which may have an adverseceffa our business.

In addition, there are currently only a limited regn of third party online payment systems in Chlhany 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 anceegkly 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 thighrties.

One of our core values is to focus on user expeei@md satisfaction, which we believe is essetdialr success and serves the best,
long-term interests of our company and our shadehel Therefore, we have made, and may make ifuthes, significant investments or
changes in strategy that we think will benefit agers, even if our decision negatively impactsaparating results in the short-term. For
example, in order to provide users of YY Clienthwiininterrupted entertainment options, we do nat@lsignificant advertising on YY Client.
While this decision adversely affects our operatigults in the shoterm, we believe it enables us to provide highaliuuser experience ¢
YY Client, which will help us expand and maintair @urrent large user base and create better nzomgepotential in the long-term. In
addition, this philosophy of putting our userstfirsay also negatively impact our relationships vaittvertisers or other third parties, and may
not result in the long-term benefits that we expigcivhich case the success of our business anaitipg results could be harmed.

Trademarks registered, internet search engine keyagopurchased and domain names registered by tlpadties 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 may purchasegdemarks that are similar to our trademarks(ah#eywords that are confusingly
similar to our brands or websites in internet seantgine advertising programs and in the headeteatiaf the resulting sponsored links or
advertisements in order to divert potential custanfiem 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 reputaton cause us to lose revenue.
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We may be held liable for information or contentglilayed 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 rich communication social platform enables sderexchange information, generate content, aidegproducts and services, conduct
business and engage in various other online aesviHowever, 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 activities, including the publighbf inappropriate or illegal content, that maydeemed unlawful under PRC laws and
regulations on our platform. If any content on platform is deemed illegal, obscene or incendiaryf appropriate licenses and third party
consents have not been obtained, claims may begbtagainst us for defamation, libel, negligenamyeight, patent or trademark
infringement, other unlawful activities or otheetiries and claims based on the nature and corftémt anformation delivered on or otherwise
accessed through our platforms. For example, we bagasionally received fines for certain inappiadprmaterials placed by third parties on
our platform, and may be subject to similar fined penalties in the future. We also may face ligbibr copyright or trademark infringement,
fraud, and other claims based on the nature angiebaf the materials that are delivered, sharestlmerwise accessed through or published ol
our platform. Defending any such actions could d&tlg and involve significant time and attentionoofr management and other resources. In
addition, if they find that we have not adequatebnaged the content on our platform, PRC authenitiay impose legal sanctions on us,
including, in serious cases, suspending or revoltirdicenses necessary to operate our platfore. iBam 4. Information on the Company—
B. Business Overview—PRC Regulation—Information 8¢ and Censorship” and “Item 4. Information ¢we tCompany—B. Business
Overview—PRC Regulation—Intellectual Property Right

We may be subject to intellectual property infrimgent claims or other allegations, which could resirh 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 technologyemts, copyrights, trademarks, trade secrets ahdite content may assert intellectual
property infringement or other claims against nsadidition, content generated through our platfonciuding real-time content, may also
potentially cause disputes regarding content ovinigiar intellectual property. For example, we cofade copyright infringement claims with
respect to songs performed live, recorded or madessible on YY Music or Mobile YY, which offers @ud Sharing, a function that allows
users to record and share their own singing antlateaother users’ performances. We generated giopately 16.5% and 34.9% of our net
revenues in 2011 and 2012, respectively, from YYsMuwWe currently do not derive any revenues frayarfsl Sharing.

The validity, enforceability and scope of protentif intellectual property rights in internet-reddtindustries, particularly in China, are
uncertain and still evolving. As we face increasiognpetition and as litigation becomes a more comway to resolve disputes in China, we
face a higher risk of being the subject of intdlleat property infringement claims. Under relevaRi@laws and regulations, online service
providers which provide storage space for usetptoad works or links to other services or contenild be held liable for copyright
infringement under various circumstances, includiitgations where an online service provider knowshould reasonably have known that
the relevant content uploaded or linked to on ligfprm infringes the copyrights of others and ginevider realizes economic benefits from
such infringement activities. In particular, thé@ve been cases in China in which the courts hawedfan online service provider to be liable
for the copyrighted content posted by users whiehevaccessible and stored on such provider’'s senwich is similar to the service we
provide through the Sound Sharing function on Mebily. On the other hand, to our knowledge, themisently no precedent or settled court
practice which provides clear guidance as to whethealtime online platform such as YY would be held laibr the unauthorized posting
live performances of copyrighted content by oursisBee “ltem 4. Information on the Company—B. Bass Overview—PRC Regulation—
Intellectual Property Rights.”
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We are in the process of implementing procedure@sdace the likelihood that we may use, develomake available any content or
applications without the proper licenses or neagsbérd party consents; such procedures includeireng performers, channel owners and
users to acknowledge and agree that they woulgerébrm or upload copyrighted content without propethorization and that they will
indemnify us for any relevant copyright infringemefaims. However, these procedures may not betafiein 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 contehthg 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 ofhygular 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 exqpyahd cost of carrying out these procedures atalrobg authorization and licenses for the
growing content on our platform may increase, whny potentially have material and adverse effeatsur results of operations.

Although we have not been subject to claims or latsutside China, we cannot assure you that Wlenat become subject to
intellectual property laws in other jurisdictiorssich as the United States, by virtue of our ADSsdkisted on the Nasdaq Global Market, the
ability of users to access our platform in the BdiStates and other jurisdictions, the performafic®ngs and other content which are subject
to copyright and other intellectual property lavisountries outside China, including the Unitedt&athe ownership of our ADSs by invesit
in the United States and other jurisdictions, erehtraterritorial application of foreign law byrégn courts or otherwise. In addition, as a
publicly listed company, we may be exposed to iaseel risk of litigation.

If an infringement claim brought against us in Ghithe United States or any other jurisdictionuiscessful, 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 tennat all. Litigation or other claims against usoassibject 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 openasi of platforms that aggregate our data as welldeta from other companies, including
social networks, o“copycat” platforms that have misappropriated ouath in the past or may misappropriate our data hetfuture. Those
platforms may also lure away some of our users dwartisers or reduce our market share, causing mitkeand adverse effects on ot
business operations.

From time to time, third parties have misappropdadur data through scraping our platform, robotstioer means and aggregated this
data on their platforms with data from other companin addition, “copycat” platforms or client digptions have misappropriated data on oul
platform, implanted Trojan viruses in user PCstéaluser data from YY Client and attempted to dteitour brand or the functionality of our
platform. When we became aware of such platfornesemployed technological and legal measures iritampt to halt their operations.
However, we may not be able to detect all sucHatats in a timely manner and, even if we couldhtedogical and legal measures may be
insufficient to stop their operations. In thoseesaour available remedies may not be adequateteqb us against such platforms. Regardless
of whether we can successfully enforce our riggtrsst these platforms, any measures that we nkayctauld require significant financial or
other resources from us. Those platforms may alsdway some of our users or advertisers or reducenarket share, causing material and
adverse effects to our business operations.
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We may not be able to prevent others from unautlzed use of our intellectual property, which coulétm our business and competitive
position.

We regard our trademarks, service marks, pateatsath names, trade secrets, proprietary technaagid similar intellectual property
as critical to our success, and we rely on tradkraad patent law, trade secret protection and denfiality and license agreements with our
employees and others to protect our proprietatytsigAs of December 31, 2012, we had registeredod®ain names, including YY.com,
Duowan.com and Chinaduo.com, 45 software copyrightee patents and 105 trademarks and servicesnira&hina. In addition, as of
December 31, 2012, we had filed 27 patent apptinatcovering certain of our proprietary technolegiaed 46 trademark applications in Chi

It is often difficult to create and enforce intelleal property rights in China. Patents, trademarig service marks may also be
invalidated, circumvented, or challenged. Tradeetsare difficult to protect, and our trade sexraty be leaked or otherwise become known
or be independently discovered by others. Confidkiytagreements may be breached, and we mayawa Adequate remedies for any breacr
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 arbitratismara delivered in another jurisdiction, and accogtly, we may not be able to effectively
protect our intellectual property rights or enfoeggeements in China. Policing any unauthorizedofisair intellectual property is difficult and
costly and the steps we have taken may be inadetpuatevent 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 applyaft@ngs 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 teaiogies, which could have material and adverseeets on our business operations,
financial condition and results of operation:

In China, the valid period of utility model pataight or design patent right is ten years and isextendable. 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 patentsandance with them, it is still uncertain whettierse 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 applicatinag 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 apjdicat Numerous U.S. and foreign issued
patents and pending patent applications owned hwretexist in the fields in which we have developed are developing our technology.
These patents and patent applications might haeetgrover our patent applications and could sabgr 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.

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 enhancing our tsasaf significant importance to the success oflusiness. 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 through wofdnouth referrals, as we expand, we may condudébvamarketing 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 ttaatd promotion effect we expect. In addition, apgative publicity in relation to our products
or services, regardless of its veracity, could haumbrands and reputation.
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We have sometimes received, and expect to contmtexeive, complaints from users regarding thdityuaf the products and services
we offer. Negative publicity or public complaintg bsers may harm our reputation and affect ouitghd attract new users and retain existing
users. If our users’ complaints are not addresseidetir satisfaction, our reputation and our magedition could be significantly harmed,
which may materially and adversely affect our basgand prospects.

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

Our future success depends substantially on thincad efforts of our executive officers and keypéoyees. 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 execetifficers and key employees hold the equity irssren Beijing Tuda Science and Technology
Company Limited, or Beijing Tuda, and Guangzhou duaNetwork Technology Company Limited, or Guangrhtuaduo, our PRC
consolidated affiliated entities. In particular, NDravid Xueling Li, our co-founder, chief executigfficer and director, Mr. Tony Bin Zhao, our
director and chief technology officer, and Mr. d@iao, the general manager of our website departroemt97.7%, 1.5% and 0.8% of Beijing
Tuda’s equity interests, respectively. MessrsZhiao and Cao and Beijing Tuda also own approximédt&i%, 0.1%, 0.1% and 96.6% of
Guangzhou Huaduo’s equity interests, respectiweaity the remaining 1.5% owned by Mr. Jun Lei, oaffounder and chairman. If any of
these executive officers and key employees termithegir services with us, we have the contracight to appoint designees to hold the PRC
consolidated affiliated entities’ equity interedtawever, our business may be severely disruptedfimancial condition and results of
operations may be materially and adversely affeatetlwe may incur additional expenses to recmaiin tand retain personnel. If any of our
executive officers or key employees joins a conmipetr forms a competing company, we may lose costs, knowhow and key profession:
and staff members. Each of our executive officasleey employees has entered into an employmeeeawnt and a non-compete agreemen
with us. However, as advised by our PRC counsengh.un Law Firm, certain provisions under the mompete agreement may not be
deemed valid or enforceable under PRC laws, ifdispute arises between our executive officers aydeknployees and us, we cannot assure
you that we would be able to enforce these-compete agreements in China, where these exealffigers reside, in light of uncertainties w
China’s legal system. See “—Risks Relating to Ddduginess in China—Uncertainties in the interpretaind enforcement of Chinese laws
and regulations could limit the legal protectionaitable to you and us.”

If we are unable to attract, train and retain qudiéd personnel, our business may be materially aadlersely affectec

Our future success depends, to a significant exbenour ability to attract, train and retain gfiati personnel, particularly management,
technical and marketing personnel with expertisiéninternet industry; inability to do so may nr&ty and adversely affect our business.
Since the internet industry is characterized byligmand 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 substahg@aarterly and annual fluctuations due to a numbef factors that could adversely affect
our business and the trading price of our ADSs.

We experience seasonality in our business, refigcteasonal fluctuations in internet usage. Asaltiecomparing our operating results
on a period-to-period basis may not be meaningit.example, online user numbers tend to be lowend school holidays and certain parts
of the school year, and advertising revenues tetd lower during the Chinese New Year season,wiégatively affects our cash flow for
those periods. We may also experience a redudiiastive users in the third quarter of each yeaabse a significant portion of our users are
students, and as the new school year begins, stadeess to computers and the internet are affelcteatnet usage and the rate of internet
growth may also be expected to decline during timrser school holidays as some students lose regdainet access. Furthermore, the
number of paying users of YY Music correlates wite marketing campaigns and promotional activitiesconduct which coincide with
popular western or Chinese festivals celebrategoloyng Chinese people, many of which are in thetfoguarter and ending with the Chinese
New Year holidays which typically fall in the firguarter.
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Due to the foregoing factors, our operating resulfsiture quarters or years may fall below theextptions of securities analysts and
investors. In such event, the trading price of ADSs would likely be materially and adversely aféet See “Iltem 4. Information on the
Company —B. Business Overview—Seasonality” for tdddal details regarding the effects of seasonalityur cash flow, operating
performance and financial results.

Our business is sensitive to global economic coiodis. A severe or prolonged downturn in the glolmlChinese economy could materially
and adversely affect our business and our financzandition.

The global financial markets have experienced &amt disruptions since 2008 and the United Stdesope and other economies went
into recession. The recovery from the lows of 2868 2009 was uneven and is facing new challengelsiding the escalation of the European
sovereign debt crisis since 2011 and the slowddwheoChinese economy in 2012. It is unclear whetihe European sovereign debt crisis
be contained and whether the Chinese economyegillme 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 authoritfesome of the world’s leading economies,
including China’s. There have also been conceres orrest in the Middle East and Africa, which hessulted in volatility in oil and other
markets, and over the possibility of a war involyinan. There have also been concerns about theto effect of the earthquake, tsunami
and nuclear crisis in Japan and tensions in tlatioekhip between China and Japan. Economic condiin China are sensitive to global
economic conditions. The online gaming and onliteegtising industries, along with YY Music, whichaount for a significant portion of our
revenues, may be affected by economic downturngnBa prolonged slowdown in the Chinese econoimgre may be a reduced amount of
online advertising, our products and services mayibwed as discretionary by our users, who maypsado discontinue or reduce spendin
such products and services during an economic downand our ability to retain existing users amttéase new users will be adversely
affected. Thus, our business and results of opgratinay be affected by the macroeconomic envirohingdhina.

Any prolonged slowdown in the global or Chinesereroy may have a negative impact on our businessltseof operations and
financial condition, and continued turbulence ia thternational markets may adversely affect otlitplo access the capital markets to meet
liquidity needs.

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

We may enter into strategic alliances, includingtjeentures or minority equity investments, witlirious 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 amtfeased 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 current acquisifitans, if appropriate opportunities arise, we raeguire additional assets, products,
technologies or businesses that are complemertanyrtexisting business. Future acquisitions aedstibsequent integration of new assets ar
businesses into our own would require significatgrdion from our management and could resultdivarsion of resources from our existing
business, which in turn could have an adverse efieour business operations. Acquired assetssinésses 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, thets of identifying and consummating acquisitiorey be significant. In addition to possible
shareholders’ approval, we may also have to olaaprovals and licenses from relevant governmetioaities for the acquisitions and to
comply with any applicable PRC laws and regulatjievisich could result in increased delay and costs.
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If we fail to implement and maintain an effectiveystem of internal controls, we may be unable to a@tely report our results of operatior
or prevent fraud or fail to meet our reporting olglations, and investor confidence and the marketgariof our ADSs may be materially and
adversely affected.

Prior to our initial public offering in November 20, we were a private company with limited accaupfpersonnel and other resources
with which to address our internal controls andcpaures. Our independent registered public acangifiim has not conducted an audit of our
internal control over financial reporting. Howevir connection with the preparing and external soflour consolidated financial statements
for the years ended December 31, 2009, 2010 ant, 2 and our independent registered public acaogifirm identified two material
weaknesses in our internal control over finan@glorting, as defined in the standards establisggtldoPublic Company Accounting Oversight
Board of the United States, or PCAOB. We have dmy/stgnificant efforts to remedy any deficienci&s.a result of such efforts, subsequer
in connection with the preparation and review af cansolidated financial statements for the ninetin® ended September 30, 2012, we and
our independent registered public accounting falemtified no material weaknesses but only one Bggmit deficiency. Following the
identification of the significant deficiency, wevetaken measures to remedy it. Subsequently,rinexion with the preparing and external
audit of our consolidated financial statementstifieryear ended December 31, 2012, we and our indepéregistered public accounting firm
identified no material weaknesses or significarfiiciEncies in our internal control over financiaporting. For details of these deficiencies anc
our remedies, see “ltem 15. Controls and Proceduhet®rnal Control Over Financial Reporting.” Howeyalthough with the implementation
of these measures, we believe that material weakseas significant deficiencies have been fullyediad, there is no assurance that our
independent registered public accounting firm waddee with such conclusion after conducting ite égndependent testing if they were cal
upon to attest to and report on the effectivenéssininternal control over financial reporting.

As a public company in the United States, we abgesti to the Sarbanes-Oxley Act of 2002. Sectioh diithe Sarbanes-Oxley Act, or
Section 404, will require that we include a regadrtnanagement on our internal control over finan@gorting in our annual report on Form
20-F beginning with our annual report for the fisgear ending December 31, 2013. In addition, omeeease to be an “emerging growth
company” as such term is defined in the JOBS Aat,imdependent registered public accounting firnstaitest to and report on the
effectiveness of our internal control over finahecegporting. Our management may conclude that m@rmal control over financial reporting is
not effective. Moreover, even if our managementchagtes that our internal control over financialogjng is effective, our independent
registered public accounting firm, after conductitsgown independent testing, may issue a repattithqualified if it is not satisfied with our
internal controls or the level at which our cordrale documented, designed, operated or reviewdfdt mterprets the relevant requirements
differently from us. If we fail to remedy the sifioant deficiency identified above, our managenaamd our independent registered public
accounting firm may conclude that our internal cohbver financial reporting is not effective. Thisuld adversely impact the market price of
our ADSs due to a loss of investor confidence enriability of our reporting processes. We wiled to incur costs and use management an
other resources in order to comply with Section.404

During the course of documenting and testing otariral control procedures, in order to satisfyrdguirements of Section 404, we may
identify other weaknesses and deficiencies in otarnal control over financial reporting. In addlitj if we fail to maintain the adequacy of our
internal control over financial reporting, as thetgndards are modified, supplemented or amendedtfme to time, we may not be able to
conclude on an ongoing basis that we have effeattegnal control over financial reporting in acdance with Section 404. If we fail to
achieve and maintain an effective internal corgrolironment, we could suffer material misstateméntur financial statements and fail to
meet our reporting obligations, which would likelguse investors to lose confidence in our repditahcial information. This could in turn
limit our access to capital markets, harm our tssafl operations, and lead to a decline in theiigadrice of our ADSs. Additionally,
ineffective internal control over financial repagi could expose us to increased risk of fraud @use of corporate assets and subject us to
potential delisting from the stock exchange on Wwhie list, regulatory investigations and civil emginal sanctions. We may also be required
to restate our financial statements from prior qusi

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 items free @fiarge to attract users or encourage user patimipi@ channels. Some of our users r
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 YY Client to the perfornmeprder to show support and raise the
popularity ranking of the performer of their chaidéese unauthorized transactions are usually gedaon third party platforms which we do
not and are unable to track or monitor. Accordintiyese unauthorized purchases and sales fromphity 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.
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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 do not aifeextensive an array of insurance products asanse companies do in more
developed economies. We do not have any busiresifitli or disruption insurance to cover our openag. 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 interpretatiord existing laws or regulations change in the futeirwe could be subject to severe penalties,
including the shutting down of our platform and oupusiness operations.

Foreign ownership of internet-based businessasigst to significant restrictions under current@®Rws and regulations. The PRC
government regulates internet access, the disimibaf 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. 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, FilmdaTelevision, or the SARFT, the
General Administration of Press and PublicatiortherGAPP, the National Development and Reform Camsion and the Ministry of
Commerce, or the MOFCOM, in June 2005, foreign stwes are prohibited from investing in or operatiagong others, any internet cultural
operating entities and from engaging in the busimégransmitting audio-visual programs througtoiniation networks.

We are a Cayman Islands company and our PRC satisiliGuangzhou Huanju Shidai Information Techgwpl@ompany Limited, or
Guangzhou Huanju Shidai, and Huanju Shidai Techgyo(8eijing) Co. Ltd., or Beijing Huanju Shidai,eaeach considered a wholly foreign
owned enterprise. We conduct our operations in &pnmarily through a series of contractual arranegets entered into among our PRC
subsidiary, Beijing Huanju Shidai, our PRC consatiéd! affiliated entities, Guangzhou Huaduo andiBgijuda, and Guangzhou Huaduo and
Beijing Tuda’s shareholders. As a result of thes#ractual arrangements, we exert control ovelRRIE consolidated affiliated entities and
consolidate each of their operating results infmancial statements under U.S. GAAP. For a dedailescription of these contractual
arrangements, see “Corporate History and Struéture.

On September 28, 2009, the GAPP, the National GgiplyAdministration and the National Office of Coatimg 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 controlem\or participating in domestic online game opawathrough indirect ways such as
establishing other joint venture companies or émgeinto contractual or technical arrangements sicthe variable interest entity structural
arrangements we adopted. We are not aware of angaes that have adopted a corporate structurésttiee same as or similar to ours
having been penalized or terminated under CirclBasince the effective date of the circular. Fumi@re, we are advised by our PRC counsel
Zhong Lun Law Firm, that the enforcement of Circul& is still subject to substantial uncertaintgluding possible subsequent joint actions
by relevant authorities in charge, such as the MOt@. Regulation on Three Provisions stipulatestth@atMOC is authorized to regulate the
online game industry, while the GAPP is authoritedpprove the publication of online games befbsirttaunch on the internet. The
Interpretation on Three Provisions further provitlest once an online game is launched on the ieteitrwill be completely under the
regulation of the MOC, and that if an online gamé&unched on the internet without obtaining papproval from the GAPP, the MOC,
instead of the GAPP, is directly responsible famestigating the game. In the event that we, our BRg3idiaries or PRC consolidated affiliatec
entities are found to be in violation of the pratidm under Circular 13, the GAPP, in conjunctioithithe relevant regulatory authorities in
charge, may impose applicable penalties, whichénost serious cases may include suspension acaten of relevant licenses and
registrations. In addition, various media sourcagtrecently reported that the CSRC prepared atrppaposing pre-approval by a competent
central government authority of offshore listings@hina-based companies with variable interestyestructures, such as ours, that operate in
industry sectors subject to foreign investmentrigtgins. However, it is unclear whether the CSRfially issued or submitted such a report
to a higher level government authority or what angh report provides, or whether any new PRC lawsgulations relating to variable inter
entity structures will be adopted or what they vaopitovide.
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Based on understanding of current PRC laws, ruldsegulations of our PRC legal counsel, Zhong Law Firm, our current ownersh
structure for our business operations, the ownprsiniicture of our PRC subsidiaries and our PRGdatated affiliated entities, the
contractual arrangements among our PRC subsidiatied$?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 iigtaer advised by Zhong Lun Law
Firm that there is substantial uncertainty regagdire interpretation and application of currenfuture PRC laws and regulations and these
laws or regulations or interpretations of theseslawregulations may change in the future. Furtloeemthe relevant government authorities
have broad discretion in interpreting these langragulations. Accordingly, we cannot assure yat BERC government authorities will not
ultimately take a view contrary to the opinion aff@RC legal counsel.

If our ownership structure, contractual arrangement businesses of our company, our PRC subsisliariour PRC consolidated
affiliated entities are found to be in violationafy existing or future PRC laws or regulations, tielevant governmental authorities would t
broad discretion in dealing with such violationlirding 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 lorching our platform, discontinuing or placing méstions or onerous conditions on our
operations, requiring us to discontinue our operetj requiring us to undergo a costly and disreptastructuring, restricting or prohibiting our
use of proceeds from our initial public offeringfioance our business and operations in Chinatakidg other regulatory or enforcement
actions that could be harmful to our business. ginhese actions could cause significant disruptioour business operations and severely
damage our reputation, which would in turn matériahd adversely affect our business, financialdition and results of operations. In
addition, if the imposition of any of these peredttauses us to lose the rights to direct theiiesiwof 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, 2@1204ri and 2012.

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 ownersliippur PRC consolidated affiliated entities and thieshareholders fail to perform their
obligations under these contractual arrangementss wmay have to resort to litigation to enforce oughts, which may be time-consuming,
unpredictable, expensive and damaging to our oparas and reputation.

Because of PRC restrictions on foreign ownershiptefinet-based businesses in China, we dependrdractual arrangements with our
PRC consolidated affiliated entities in which werd@o ownership interest to conduct our businelsss@& contractual arrangements are
intended to provide us with effective control otleese entities and allow us to obtain economic fitsrfeom them. Our PRC consolidated
affiliated entities are owned directly by our di@s, key executive officers and employees, narividgsrs. David Xueling Li, Jun Lei, Tony
Bin Zhao and Jin Cao. For additional details ors¢hewnership interests, see “—Risks Relating toBusiness—Our business depends
substantially on the continuing efforts of our extaee officers and key employees, and our busiogssations may be severely disrupted if we
lose their services” and “Item 4. Information oe tiompany—A. History and Development of the CompaHgpwever, these contractual
arrangements may not be as effective in providmmgrol as direct ownership. For example, each ofRRIC consolidated affiliated entities and
their shareholders could breach their contractrahgements with us by, among other things, faifongperate our business in an acceptable
manner or taking other actions that are detrimentalr interests. If we were the controlling stalder of these PRC consolidated affiliated
entities with direct ownership, we would be ablexercise our rights as shareholders to effectgdsito their board of directors, which in turn
could implement changes at the management andtaperblevel. However, under the current contrakciwmeangements, as a legal matter, if
our PRC consolidated affiliated entities or théiaiholders fail to perform their obligations untlexse contractual arrangements, we may
to incur substantial costs to enforce such arraegésnand rely on legal remedies under PRC lavydiveg contract remedies, which may not
be sufficient or effective. If we are unable to@wet these contractual arrangements, or if we ssigmificant delay or other obstacles in the
process of enforcing these contractual arrangemeutdusiness and operations could be severalyped, which could materially and
adversely affect our results of operations and dgnuaur reputation. See “—Risks Relating to DoingiBass in China—Uncertainties in the
interpretation and enforcement of Chinese lawsragdlations could limit the legal protections aahble to you and us.”
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Our existing shareholders have substantial influemover our company and their interests may not ttigreed with the interests of our other
shareholders, which may discourage, delay or prevarhange in control of our company, which coul@prive our shareholders of a
opportunity to receive a premium for their secuss.

As of March 31, 2013, our management group, indgdilr. David Xueling Li, our co-founder, chief exgive officer and director,
Mr. Jun Lei, our co-founder and chairman, Mr. Td@ig Zhao, our director and chief technology officlr. Jin Cao, the general manager of
our website department, and Mr. Rongjie Dong, treegal manager of games department and their taspatfiliates, beneficially own an
aggregate of 43.9% of our outstanding shares ari¥60f the total voting power. Messrs. Li, Lei, Dhand Cao together hold 100% of the
equity interest in Guangzhou Huaduo and MessrZhao and Cao together hold 100% of the equityéstan Beijing Tuda. Guangzhou
Huaduo and Beijing Tuda are our variable interagties. Our management group has substantialénfte over our business, including
decisions regarding mergers, consolidations andateof all or substantially all of our assetectbn of directors and other significant
corporate actions. This concentration of ownershdy discourage, delay or prevent a change in cootimur company, which could deprive
our shareholders of an opportunity to receive anuen for their shares as part of any contemplasdel af our company and may reduce the
price of our ADSs. In addition, Messrs. Li, Zhaa@rg and Cao could violate the terms of their sompete or employment agreements wit
or their legal duties by diverting business oppuoittes from us, resulting in our loss of corporapportunities. These actions may take place
even if they are opposed by our other shareholdeiditionally, Mr. Jun Lei, our cdeunder, chairman and shareholder who owns 20.78&tix
outstanding shares, is in the business of makingsitments in internet companies in China. Mr. letently holds direct and indirect interests
in our direct competitor, iSpeak, and other ergitihich may have businesses that compete wittspsak is owned by Mr. Lei in part through
Kingsoft Corporation Limited, or Kingsoft, which éngaged in the research, development operatiodiatrbution of online games, mobile
games, casual game services and internet softidarmay, in the future, acquire additional interaéstsusinesses that directly or indirectly
compete with some of our lines of business or @natour suppliers or customers. Furthermore, Mir.Wwkether through Kingsoft or otherwise,
may pursue acquisitions or make further investmientgir industries which may conflict with our inésts. Although we adopted a code of
business conduct and ethics to help restrict atdnfbf interest involving directors and officerayaviolation of this code by our existing offic
or directors such as Mr. Lei may materially andexdely affect our business operations. For mor@iin&tion regarding the beneficial
ownership of our company by our principal sharebdsee “Item 6. Directors, Senior managementangloyees—E. Share Ownership.”

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

As part of our contractual arrangements with ou€RRnsolidated affiliated entities, Guangzhou Hwadnd 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 business. If either Guangzhou Hoaat Beijing Tuda goes bankrupt and all or paitoassets become subject to liens or
rights of third party creditors, we may be unableontinue some or all of our business activitigsich could materially and adversely affect
our business, financial condition and results afragions. If Guangzhou Huaduo or Beijing Tuda ugdes a voluntary or involuntary
liquidation proceeding, the unrelated third pangditors may claim rights to some or all of thesseds, thereby hindering our ability to operate
our business, which could materially and adveraéflyct our business, financial condition and resaftoperations.

Our ability to enforce the equity pledge agreemehetween us and PRC variable interest entities’ sdtelder may be subject to limitations
based on PRC laws and regulations.

Pursuant to the equity interest pledge agreemetigslen Beijing Huanju Shidai, our wholly owned ddiagy in China, and the
shareholders of Guangzhou Huaduo and Beijing Todiayariable interest entites, or VIEs, each shaldedrs of each variable interest entities
agrees to pledge its equity interests in the VIBuosubsidiary to secure the relevant VIE's perfance of their obligations under the relevant
contractual arrangements. The equity interest gledd shareholders of VIEs under these equity gedgeements have been registered with
the relevant local branch of the State Adminisbrafior Industry and Commerce, or SAIC. In additionthe registration forms of the local
branch of State Administration for Industry and Goence for the pledges over the equity interesteutite equity interest pledge agreements
the aggregate amount of registered equity intestiged to Beijing Huanju Shidai represents 100% e registered capital of Guangzhou
Huaduo and Beijing Tuda. The equity interest pledgeeements with the each of VIES’ shareholdersigedthat the pledged equity interest
shall constitute continuing security for any arnldéthe indebtedness, obligations and liabilitiesler all of the principal service agreements
and the scope of pledge shall not be limited byatmeunt of the registered capital of that VIE. Huer it is possible that a PRC court may
take the position that the amount listed on theatgguiedge registration forms represents the faibant of the collateral that has been regist
and perfected. If this is the case, the obligatitvas are supposed to be secured in the equitsesitpledge agreements in excess of the amoul
listed on the equity pledge registration forms ddut determined by the PRC court as unsecuredwhlut takes last priority among creditc
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Our contractual arrangements with our PRC consoligal affiliated entities may result in adverse tagrisequences to us.

As a result of our corporate structure and theragtial arrangements among our PRC subsidiarie$?RC consolidated affiliated
entities and their shareholders, we are effectigalyject to the 5% PRC business tax and generabjgst to 6% PRC value added tax (“VAT")
and related surcharges on revenues generated Isylosidiaries from our contractual arrangements wilr PRC consolidated affiliated
entities. The PRC enterprise income tax law regunesry enterprise in China to submit its annutdrpmnise income tax return together with a
report on transactions with its affiliates or rethparties to the relevant tax authorities. Themestactions may be subject to audit or challenge
by the PRC tax authorities within ten years after thxable year during which the transactions anelgcted. We may be subject to adverse ta
consequences if the PRC tax authorities were trahie that the contracts between us and our PREotidated affiliated entities were not on
an arm’s length basis and therefore constitutevarédle transfer pricing arrangements. If this escthe PRC tax authorities could request tha
either of our PRC consolidated affiliated entitekust its taxable income upward for PRC tax pugpoSuch a pricing adjustment could
adversely affect us by reducing expense deductermded by either PRC consolidated affiliatedterstiand thereby increasing these entities’
tax liabilities, which could subject these entitiedate payment fees and other penalties for tiiegpayment of taxes. Our consolidated net
income may be materially and adversely affectediif PRC consolidated affiliated entitigax liabilities increase or if it becomes subjextate
payment fees or other penalties.

If our PRC consolidated affiliated entities fail tobtain and maintain the requisite licenses and apyals 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 highly regulat&ge “Item 4. Information on the Company—B. Busin®@serview—PRC Regulation.”
Guangzhou Huaduo, as our PRC consolidated affiliateity, is required to obtain and maintain agie 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 commerciakirt information services. An online
game operator must also obtain an Internet Culyreration License from the MOC and an Internet Bhbig License from the GAPP to
distribute online games, in addition to filing @eline games with the GAPP and the MOC. Prior tg 2010, specific approvals on online
bulletin board services were also required forgiavision of BBS services. Guangzhou Huaduo hasiobd a valid ICP License for provision
of internet and mobile network information servicas Internet Culture Operation License for onfijaenes and music products, and an Inte
Publishing License for publication of online gana@sl mobile phone games. In addition, Guangzhou ttmadlds a valid License for Online
Transmission of Audio-Visual Programs under theifess classification of converging and playdemand service for certain kinds of inter
audio-visual programs—Iliterary, artistic and ergginhg—as prescribed in the newly issued providicategories. On October 8, 2011,
Guangzhou Huaduo was granted a License for Praduatid Operation of Radio and TV Programs, covdhegproduction, reproduction and
publication of broadcasting plays, TV dramas, camo(excluding production), special subjects, sgexlumns (excluding current political
news category) and entertainment programs. Thesedes are essential to the operation of our basened are generally subject to annual
government review. However, we cannot assure yatwvile can successfully renew these licenses aymuathat these licenses are sufficier
conduct all of our present or future business.éx@mple, Guangzhou Huaduo’s Internet Culture Ofmerdticense does not include license to
conduct comiaelated business; as a result, we were fined appedgly RMB30,000 when comics were posted ontoarassible through o
platform.

As we further develop and expand our video cap#siand functions, we will need to obtain addigibgualifications, permits, approvals
or licenses. In addition, with respect to speafevices offered online, we or the service or aonpeoviders may be subject to additional
separate qualifications, permits, approvals onkes. For example, while launching a variety ofr@néducation services on our platform, we
are working closely with relevant local authoritiaxcharge, for completion of statutorily requingecedures such as approvals, if any. For
financial-related content offered on our channeksare tightening our internal review of the releigualifications of the content providers as
instructed by the competent authorities, while clying with other statutory requirements. We carasgure you that we or the service or
content providers will be granted such qualificaippermits, approvals or licenses in a timely neaiom at all. Prior to the receipt of such
qualifications, permits, approvals or licenses,may be deemed as being in violation of relevanslamregulations and be subject to penalties
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As the internet industry in China is still at anlgatage of development, new laws and regulatinag be adopted from time to time to
address new issues that come to the authoritiesitain. In the interpretation and implementatidmexisting and future laws and regulations
governing our business activities, considerablesttamties still exist. We cannot assure you thatwill not be found in violation of any future
laws and regulations or any of the laws and regnatcurrently in effect due to changes in thevaht authorities’ interpretation of these laws
and regulations. In addition, we may be requireditain additional license or approvals, and wenodassure you that we will be able to
timely obtain or maintain all the required licensespprovals or make all the necessary filingthenfuture. If we fail to obtain or maintain any
of the required licenses or approvals or make duessary filings, we may be subject to various fiesasuch as confiscation of the net
revenues that were generated through the unliceéntedet activities, the imposition of fines ahe tiscontinuation or restriction of our
operations. Any such penalties may disrupt ourrimssi operations and materially and adversely affi@cbusiness, financial condition and
results of operations.

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 mayraterially and adversely affected.

Guangzhou Huaduo and Beijing Tuda are our varisigest entities. Messrs. David Xueling Li, Jun,dJeony Bin Zhao and Jin Cao,
together hold 100% of the equity interest in GudmagzHuaduo and Messrs. Li, Zhao and Cao togethdrlt®% of the equity interest in
Beijing Tuda. The interests of Messrs. Li, Lei, dlend Cao as the controlling shareholders of thes\thay differ from the interests of our
company as a whole, as what is in the best inedgiur VIEs may not be in the best interestswwfapmpany. We cannot assure you that v
conflicts of interest arise, Messrs. Li, Lei, ZimoCao will act in the best interests of our companthat conflicts of interests will be resolved
in our favor. In addition, Messrs. Li, Lei, Zhao©ao may breach or cause Guangzhou Huaduo anai@@ijida 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 capacitg asareholder or director of our VIES, on the
one hand, and as a beneficial owner or direct@uoftompany, on the other hand; provided that wedcat all times, exercise our option un
the exclusive option agreement with Messrs. Li, Eéiao and Cao to cause them to transfer all df dugiity 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 adaljtif such conflicts of interest arise,
Beijing Huanju Shidai, our wholly owned PRC subaigli could also, in the capacity of Messrs. Li,,[#iao and Cao’s attorney-in-fact as
provided under the power of attorney, directly dppa 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 taaiake advantage of their positions for
personal gains. We also rely on Messrs. Li, Lei Zhdo to abide by the laws of the Cayman Islandischvprovide that directors have a duty
care and a duty of loyalty to act honestly in géeith 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 usMessrs. 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 regulatiein China may adversely affect our business anduits of operations

Pursuant to a new labor contract law that becarfeetafe in January 2008 and its implementationgtleat became effective in
September 2008, employers are subject to strietgrirements in terms of signing labor contractsimiim wages, paying remuneration,
determining the term of employees’ probation anithterally terminating labor contracts. Due to timited period since its effectiveness, and
lack of detailed interpretation rules and uniformplementation practice and possible penalties,uhicertain as to how they it would affect our
current employment policies and practices. Our eympknt policies and practices may violate the latmmtract law or its implementation
rules, and we may thus be subject to related pesafines or legal fees. Compliance with the latmntract law and its implementation rules
may increase our operating expenses, in particulapersonnel expenses. In the event that we dézigeminate some of our employees or
otherwise change our employment or labor practiteslabor contract law and its implementation suteay also limit our ability to effect tha
changes in a desirable or cost-effective manneichwtould adversely affect our business and restiligperations. On October 28, 2010, the
Standing Committee of the National Peopl€ongress promulgated the PRC Social Insurance tathie Social Insurance Law, which becz
effective on July 1, 2011. According to the Sotfsurance Law, employees must participate in penisisurance, work-related injury
insurance, medical insurance, unemployment insgrand maternity insurance and the employers naggtter with their employees or
separately, pay the social insurance premiumsuicin smployees.

We expect our labor costs to increase due to tipgeimentation of these new laws and regulationghAsnterpretation and
implementation of these new laws and regulatioesstil evolving, we cannot assure you that our legrpent 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 condamhresults of operations could be materially ahersely affected.

Further, labor disputes, work stoppages or slowdoatrour laboratories, patient service centersygrod our clients or suppliers could
significantly disrupt our daily operation or ourpansion plans and have material adverse effectgiobusiness.

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 participating on Y Ye@t activities, players acquire and accumulataeeirtual assets, such as spe



equipment and other accessories. Such virtualsasaatbe important to online game players and heometary value and, in some cases
are sold for actual money. In practice, virtualedsg&an be lost for various reasons, often thraugluthorized use of the game account of one
user by other users and occasionally through datadaused by a delay of network service, a netaragh or hacking activities. Currently,
there is no PRC law or regulation specifically gmweg virtual asset property rights. As a restilgre is uncertainty as to who the legal owner
of virtual assets is, whether and how the ownershigrtual assets is protected by law, and whe#imeoperator of online games such as us
would have any liability to game players or otheéerested parties (whether in contract, tort oentlise) for loss of such virtual assets. Based
on recent PRC court judgments, the courts haveajipiheld online game operators liable for losskgirtual assets by game players, and
ordered online game operators to return the lotialiitems to game players or pay damages anddoss case of a loss of virtual assets, we
may be sued by our game players or users andibbld for damages, which may negatively affectreyutation and business, financial
condition and results of operations.
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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 currency” in tiRCPhas been regulated since 2007 in response tyralagh of the online games
industry in China. In January 2007, the MinistryRafblic Security, the MOC, the MIIT and the GAPIhity issued a circular regarding online
gambling which has implications for the use ofwaitcurrency. To curtail online games that invadwdine gambling, as well as address
concerns that virtual currency could be used fon@ydaundering or illicit trade, the circular (appibits online game operators from charging
commissions in the form of virtual currency in teda to winning or losing of games; (b) requirediio® game operators to impose limits on
of virtual currency in guessing and betting ganfesbans the conversion of virtual currency intal @urrency or property; and (d) prohibits
services that enable game players to transferalicurrency to other players. On June 4, 2009MB&C and the MOFCOM jointly issued a
notice regarding strengthening the administratibontine game virtual currency, or the Virtual Gemcy Notice. The MOC issued the
Provisional Administrative Measures of Online Gapmrshe Online Game Measures, in June 2010, wirichides, among other things, that
virtual currency issued by online game operatorg beaonly used to exchange its own online gameymisdand services and may not be usec
to pay for the products and services of other iestit

We issue virtual currency and prepaid game tokemgine players on YY Client for them to purchas@ows items to be used in online
games and channels, including music channels. /@ahe process of adjusting the content of catf@tm but we cannot assure you that our
adjustments will be sufficient to comply with thétal 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 itemve issue to users. If the PRC regulatory autlesritieem such transfer or exchange to be a
virtual currency transaction, then in addition #rly deemed to be engaging in the issuance ofaViciwrrency, 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 magudgect to certain penalties, including mandatanyeactive measures and fines. The
occurrence of any of the foregoing could have entadverse effect on our business and resultpefations.

In addition, the Virtual Currency Notice prohibdsline game operators from setting game featumsitirolve the direct payment of ce
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 meémesr than purchases with legal currency
It is unclear whether these restrictions would gpplcertain aspects of our online games. Althowgltbelieve that we have rectified and cei
such prohibited activities and have taken adequai@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 mé#rgacorrective measures and fines. For exampleyere previously fined approximately
RMB20,000 when a local authority in Guangzhou fothrat one of our games contained a lucky draw.ddwairrence of any of the foregoing
could materially and adversely affect our busiress results of operations.

28



Table of Contents

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 other businasthers may be subject to regulatory penaltiesuaighments because of their
regulatory compliance failures, which may disrupt business. Although we conduct a rigid revieeghl formalities and certifications beft
entering into contractual relationship with othesimesses such as third party game developersadbbids, we cannot be certain whether :
third party has or will infringe any third partidegal rights or violate any regulatory requirensef/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 prorapt proper manner. The legal liabilities and regujaactions on our commercial partners may
affect our business activities and reputation anttiin, our results of operations. For examplepatiog to PRC regulations, all lease
agreements are required to be registered withoite housing authorities. We presently lease ptmseat 10 different locations in China, and
the landlords of some of these properties arecstitipleting the registration of their ownershiphtigjor the registration of our leases with the
relevant authorities. Failure to complete theseired registrations may expose our landlords, issand us to potential monetary fines. Some
of our lessors have not provided us with approetiile certificates, which may adversely affed ttalidity of the leases if the lessors do not
have proper title. We cannot assure you that sadificates or registration will be obtained inimély manner or at all, and in case of failures,
we may be subject to monetary fines, have to rédooar offices and suffer economic losses.

We are now allowing providers of some online se¥sisuch as online education and financial servioasstablish channels on YY
Client. We plan to encourage more service providgrsh as recruiting agents, to establish YY chininghe future. In addition, we plan to
establish a search, classification and rankingesystnd post advertisements relating to such seprméders in the near future and derive
related revenues under the relevant arrangememseTareas are all highly regulated, and the osénéce providers and the producers of
content on YY Client are required to meet spedjfialifying standards, evidenced by approvals, psrori certificates, and to comply with
various requirements when conducting businessekample, financial service providers must be séesrconsulting institutions approved by
the China Securities Regulatory Commission, or CSRE cannot predict if any noncompliance on thé pasuch commercial partners may
cause potential liabilities to us and in turn digraur operations.

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

The PRC government has, in recent years, intedsiéigulation on various aspects of the internetisty in China. For example, the PI
government recently adopted more stringent poli@anonitor the online games industry due to adversblic reaction to perceived addiction
to online games, particularly in children and mga®n April 15, 2007, eight PRC government autiesjtincluding the GAPP, the Ministry of
Education, the Ministry of Public Security and M8T issued a notice requiring all Chinese onlirate operators to adopt an “anti-fatigue
system” in an effort to curb addiction to onlinengzs by minors. To help game operators identify Wwigiame 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 publstitution of the Ministry of Public Security,
as of October 1, 2011. These restrictions could lur ability to increase our online game busire@s®ng minors. See “ltem 4. Information on
the Company—B. Business Overview—PRC Regulation—fatigue Compliance System and Real-name Redistr&ystem.” In order to
comply with these anti-fatigue rules, we set up system so that after three hours of playing olinerygames, 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 games operationsl@ense revocation. Furthermore, if these retstiic were expanded to apply to adult gi
players in the future, our online games busines#ddoe materially and adversely affected.

In addition, in February 2007, 14 PRC regulatorthatities jointly promulgated a circular to furth&rengthen 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 thuemnber, 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 regulations such asttes outlined above may discourage game playanrs fitaying our games and hav
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 written statutdgeor court decisions have limited value as pdemts. Each of our PRC
subsidiaries, Beijing Huanju Shidai and Guangzhoarju Shidai, is a foreign-invested enterpriseiarsiibject to laws and regulations
applicable to foreign-invested enterprises as ag&Narious Chinese laws and regulations genernafiiicable to companies incorporated in
China. However, since these laws and regulatiomsedatively new and the PRC legal system continoeapidly evolve, the interpretations of
many laws, regulations and rules are not alway®tmiand enforcement of these laws, regulationsrates involves uncertainties.

From time to time, we may have to resort to adniafsve and court proceedings to enforce our leigalts. 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 risssne 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 mditions or government policies could have a matdradverse effect on our business and
operations.

Substantially all of our assets and almost allwf@istomers are located in China. Accordingly, lmusiness, financial condition, results
of operations and prospects may be influencedsigraficant degree by political, economic and sbe@nditions in China generally and by
continued economic growth in China as a whole.

The Chinese economy differs from the economiesadtrdeveloped countries in many respects, incluttiedevel of government
involvement, level of development, growth rate, tcoinof foreign exchange and allocation of resoar@dthough the Chinese government has
implemented measures emphasizing the utilizationarket forces for economic reform, the reductibetate ownership of productive assets,
and the establishment of improved corporate govexmn business enterprises, a substantial pasfipnoductive assets in China is still owr
by the Chinese government. In addition, the Chigeseernment 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 experienced signifigeowth over the past decades, growth has beeveun 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, iingjuidterest rate increases, to control the pacEohomic growth. These measures may
cause decreased economic activity in China, whichdcin turn reduce the demand for our productssardices and adversely affect our re:
of operations and financial condition.
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We may be adversely affected by the complexity eutainties and changes in PRC regulation of interteusiness and companies.

The PRC government extensively regulates the iaténdustry, including foreign ownership of, ané tltensing and permit
requirements pertaining to, companies in the imteimdustry. These internet-related laws and reiguia are relatively new and evolving, and
their interpretation and enforcement involve sigpaifit uncertainty. As a result, in certain circuamstes it may be difficult to determine what
actions or omissions may be deemed to be in vasiatof applicable laws and regulations. Issueks @sd uncertainties relating to PRC
regulation of the internet business include, batrast limited to, the following:

. We only have contractual control over our platfo@uangzhou Huaduo, our PRC consolidated affiliatetity, owns our platform
due to the restriction of foreign investment inibesses providing value-added telecommunicatiovicges in China, including
internet content provision services. If Guangzhaattio breaches its contractual arrangements widmdisio longer remains unc
our control, this may significantly disrupt our Iness, subject us to sanctions, compromise enfbilitgaof related contractual
arrangements, or have other harmful effects ol

. There are uncertainties relating to the regulatibthe internet business in China, including evadyviicensing practices and the
requirement for real-name registrations. Permiitenses or operations at some of our subsidiand$P&C consolidated affiliated
entities levels may be subject to challenge, omag fail to obtain permits or licenses that maydbemed necessary for our
operations or we may not be able to obtain or recentain permits or licenses. See “—Risks Relattin@ur Corporate Structure
and Our Industry-H our PRC consolidated affiliated entities faildabtain and maintain the requisite licenses andeyas requires
under the complex regulatory environment for iné¢ibased businesses in China, our business, fiastidition and results of
operations may be materially and adversely affécied “Item 4. Information on the Company—B. Busis®verview—PRC
Regulation.” In addition, although we currently ba real-name registration system in place foromline games in strict
compliance with the relevant PRC regulations, veecarrently not required by PRC law to ask userstfeir real name and perso
information when they register for a YY user acdoMie cannot assure you that PRC regulators woatldequire us to implement
compulsory real-name registration on our platfonnthie future. In late 2011, for example, the Bgjjmunicipal government
required microbloggers in China to implement reate registration for all of their registered usérae were required to
implement real-name registration on YY, we may llegeége numbers of registered user accounts foouanieasons, because users
may no longer maintain multiple accounts and ugaérs dislike giving out their private information snaease to use our products
and services altogethe

. The evolving PRC regulatory system for the inteindtistry may lead to the establishment of new lsgguy agencies. For examg
in May 2011, the State Council announced the dstabkent of a new department, the State Internermmétion Office (with the
involvement of the State Council Information Office the SCIO, the MIIT and the Ministry of PubSecurity). The primary role
of this new agency is to facilitate the policy-makiand legislative development in this field tocedirand coordinate with the
relevant departments in connection with online enhaidministration and to deal with cross-minisagulatory matters in relation
to the internet industry. We are unable to deteemvhat policies this new agency or any new ageroiég established in the futt
may have or how they may interpret existing lawegutations and policies and how they may affectusther, new laws,
regulations or policies may be promulgated or anced that will regulate internet activities, indlugl online video and online
advertising businesses. If these new laws, reguiatdr policies are promulgated, additional licen®ay be required for our
operations. If our operations do not comply witegé new regulations after they become effectivé,voe fail to obtain any
licenses required under these new laws and regnfgtive could be subject to penalt

In July 2006, the MIIT issued the Notice of the Miny of Information Industry on Intensifying thedAinistration of Foreign Investment
in Value-added Telecommunications Services. Thikagrohibits domestic telecommunication servicevjglers from leasing, transferring or
selling telecommunication business operating liesris any foreign investor in any form, or proviglemy resources, sites or facilities to any
foreign investor for their illegal operation ofeldcommunication business in China. According te tiotice, either the holder of a value-addec
telecommunication business operating license @higgeholders must directly own the domain namdsranemarks used by such license
holders in their provision of value-added telecomiuation services. The notice also requires eamsie holder to have the necessary
facilities, including servers, for its approved imess operations and to maintain such facilitieh@regions covered by its license. Currently,
all contracts with telecommunication carriers atiteo service providers to host the servers usediirbusiness were entered into by
Guangzhou Huaduo, our PRC consolidated affiliatéiye 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 tipesin China.
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In June 2010, the MOC promulgated the Provisiordthiistration Measures of Online Games, or the i@nbame Measures, which
became effective on August 1, 2010. The Online Gilaasures provide that any entity engaging in @nfjame 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 servatstmndwidth, the control and management of garteg 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 cotay online game operation activities, and thdinengame developers do not have to obtair
the Internet Culture Operation License in accordamith the Online Game Measures. However, becalute dimited time in which these
measures have been in effect, there are still teio&ies on the MOC's interpretation and impleméotaof these measures. If the MOC
determines in the future that such qualificationsegjuirements apply to the online game develofmertheir 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 existing PRR®s, regulations and policies and possible nevgaagulations or policies relating to
the internet industry have created substantial micgies 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 thatnay 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 mayfband objectionable by PRC regulatory authoritieeaé may subject us to penalties and
other severe consequences.

The PRC government has adopted regulations goygimiernet access and the distribution of inforaratver 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 destabilizimgleaking “state secrets” of the PRC. Failuredmply with these requirements may result in
the revocation of licenses to provide internet eahtind other licenses, the closure of the condeptaforms and reputational harm. The
operator may also be held liable for such censmfedmation displayed on or linked to their platiorFor a detailed discussion, see “Item 4.
Information on the Company—B. Business Overview—H®Rgulation.”

We allow visitors to our portal websites to uplomdtten materials, images, pictures, and othereuindn the forums on our websites, |
also allow users to share, link to and otherwisess audio, video, games and other content fromh glairties through our platform. For a
description of how content can be accessed orrougih our rich communication social platform, arfitatvmeasures we take to lessen the
likelihood that we will be held liable for the naguof such content, see “Item 4. Information on@wnpany—B. Business Overview—Our
Technology,” “Item 4. Information on the Company—Husiness Overview—Intellectual Property,” and “-si& Relating to Our Business—
We may be subject to intellectual property infringant claims or other allegations, which could resubur payment of substantial damages,
penalties and fines, removal of relevant contesrfour website or seeking license agreements whaghnot be available on commercially
reasonable terms.”
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Since our inception, we have worked closely witlevant government authorities to monitor the contemnour 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 operatand if any of our internet content is deemedhgyPRC government to violate any content
restrictions, we would not be able to continueipldly such content and could become subject talpes, including confiscation of income,
fines, suspension of business and revocation afiredj licenses, which could materially and adverséiect our business, financial condition
and results of operations. We may also be subjgebtential liability for any unlawful actions ofiousers or third party service providers on
our platform or for content we distribute that esthed inappropriate. For example, we have recbetiyn subject to a few warnings or fines
each of RMB90,000 or less for having inappropréastent on our platform. Although we corrected ghesn-compliances and undertook
measures to prevent the recurrence of such ingaiteray be difficult to determine the type of temt or actions that may result in liability to
us, and if we are found to be liable, we may begmeed from operating our business in China. Moeegothe costs of compliance with these
regulations may continue to increase as a resuftayé content being uploaded or made availablentipaeasing number of users and third
party partners and developers, which may adveefédgt our results of operations. Although we hadepted internal procedures to monitor
content uploaded to our website and to remove difgncontent once we become aware of any potemtialleged violation, we may not be
able to identify all the content that may violagdevant laws and regulations or third party intlel 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 operationsimeayaterially and adversely affected.

Advertisements shown on our platform may subjecttagenalties and other administrative actior

Under PRC advertising laws and regulations, wephligated to monitor the advertising content shamrour platform to ensure that si
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 beefopmaed and approval has been obtai
Violation of these laws and regulations may subjecto penalties, including fines, confiscatioroaf advertising income, orders to cease
dissemination of the advertisements and ordersilligh an announcement correcting the misleadifagrimation. In circumstances involving
serious violations by us, PRC governmental autiesrihay force us to terminate our advertising dp@na or revoke our licenses.

While we have made significant efforts to ensugd the advertisements shown on our platform afelitompliance with applicable
PRC laws and regulations, we cannot assure youwathifiie content contained in such advertisementdfers is true and accurate as require
the advertising laws and regulations, especialggithe uncertainty in the interpretation of the&C laws and regulations. If we are found to
be in violation of applicable PRC advertising laavel regulations, we may be subject to penaltiesoandeputation may be harmed, which 1
have a material and adverse effect on our busifieasicial condition, results of operations andgprects.

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

Under the PRC enterprise income tax law that beaffeetive on January 1, 2008, an enterprise dastaa outside the PRC with “de
facto management bodies” within the PRC is considier “resident enterprise” for PRC enterprise inedax purposes and is generally subjec
to a uniform 25% enterprise income tax rate omviisldwide 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 enterpristishiacorporated offshore is located in China.tker to SAT Circular 82, on August 3,
2011, the SAT recently issued the Administrativeallees of Enterprise Income Tax of Chinese-CoetldDffshore 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 deteriminatost-determination administration and
competent tax authorities.
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According to SAT Circular 82, an offshore incorpeenterprise controlled by a PRC enterprise PRE enterprise group will be
considered as a PRC tax resident enterprise hyevirt having its “de facto management body” in @hamd will be subject to PRC enterprise
income tax on its worldwide income only if all dfet following conditions are met: (a) the senior agement 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, accoutitouks, company seals, and minutes and
files of its board and shareholders’ meetings atatied or kept in the PRC; and (d) more than Hali@enterprise’s directors or senior
management with voting rights habitually resid¢hi@ PRC. SAT Bulletin 45 further clarifies the demt status determination, post-
determination administration, as well as compet@aguthorities. 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 Bulletin 45 onlgmly to offshore incorporated enterprises contcbllg PRC enterprises or PRC
enterprise group instead of those controlled by BRI&iduals or foreigners, the determination aideset forth therein may reflect SAT'’s
general position on how the term “de facto managerbedy” 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 above; thamfae believe that we should not be treated assident enterprise” for PRC tax
purposes even if the standards for “de facto managébody”prescribed in the SAT Circular 82 are applicablasoFor example, our minut
and files of the resolutions of our board of dioestand the resolutions of our shareholders arataiaed outside the PRC. In addition, we are
not aware of any offshore holding companies wittogporate structure similar to ours ever havinghbeeemed to be a PRC “resident
enterprise” by the PRC tax authorities.

However, it is possible that the PRC tax authaitieay take a different view. If the PRC tax auttiesidetermine that our Cayman
Islands holding company is a PRC resident enterffioisPRC enterprise income tax purposes, thenvodd-wide income could be subject to
PRC tax at a rate of 25%, which could materialjuae our net income. In addition, we will also bbject to PRC enterprise income tax
reporting obligations.

Although dividends paid by one PRC tax residerartother PRC tax resident should qualify as “taxagxeincome” under the enterprise
income tax law, we cannot assure you that dividéarydsur PRC subsidiaries to our Cayman Islandsihgldompany will not be subject to a
10% withholding tax, as the PRC foreign exchangdrobauthorities, which enforce the withholding an dividends, and the PRC tax
authorities have not yet issued guidance with retsjpethe processing of outbound remittances tiiesthat are treated as resident enterprise:
for PRC enterprise income tax purposes.

Foreign ADS holders may also be subject to PRChaiitling tax on dividends payable by us and gaiafzed 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 divideedeived and gains realized by our foreign ADI8édrs will be regarded as income from
sources within the PRC if we are classified as & Pésident enterprise. Any such tax will reducertitarns on your investment in our ADSs.

Finally, we face uncertainties on the reporting aodsequences on private equity financing transastind share exchange involving the
transfer of shares in our company by non-residargdtors. According to the Notice on Strengtheidgninistration of Enterprise Income Tax
for Share Transfers by Non-PRC Resident Enterpissed by the PRC State Administration of TaxatinrDecember 10, 2009, with
retroactive effect from January 1, 2008, or SATcGliar 698, where a non-resident enterprise tramsfier equity interests in a PRC resident
enterprise indirectly through a disposition of égumterests in an overseas holding company, dndinect Transfer, and such overseas holdin
company is located in a tax jurisdiction that:lfay an effective tax rate less than 12.5% or (b} ahmt tax foreign income of its residents, the
non-resident enterprise, as the seller, shall tequah Indirect Transfer to the competent tax aitthof the PRC resident enterprise within 30
days of execution of the equity transfer agreerfmmguch Indirect Transfer. The PRC tax authoritly @xamine the true nature of the Indirect
Transfer, and if the tax authority considers thatforeign investor has adopted an abusive arraegewithout reasonable commercial
purposes and for the purpose of avoiding or reduBiRC tax, they will disregard the existence ofdfierseas holding company that is used fo
tax planning purposes and re-characterize thedotifransfer. As a result, gains derived from dadirect Transfer may be subject to PRC
withholding tax at the rate of up to 10%. SAT Clem698 also points out that when a non-residetdrprise transfers its equity interests in a
PRC resident enterprise to its related partiespaica lower than the fair market value, the corapetax authorities have the power to make a
reasonable adjustment on the taxable income dfdimeaction.
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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 results of operations cou
be materially and adversely affected.

The Chinese government has provided various taniives to our subsidiaries in China. These inwentinclude reduced enterprise
income tax rates. For example, under the PRC Ergerpncome Tax Law, or the New EIT Law, which hmeseffective on January 1, 2008,
the statutory enterprise income tax rate is 25%wvél@r, Guangzhou Huaduo, our PRC consolidatedadéd entity in the PRC, was
recognized as a high and new technology enterpas# September 26, 2010 and, subject to the appodand annual review by competent
tax authorities in Guangdong, would be entitleén@y a preferential enterprise income tax raté58f for two years, from 2011 through 20
Guangzhou Huaduo recorded losses in 2010 and h&aenefited from such preferential tax rate. GuaegzHuaduo has applied for and
obtained the preferential tax treatment with GuawgzState Tax Bureau, but the high and new teclgyadaterprise qualification is only
effective until September 26, 2013, and there iguarantee that it can be successfully renewedu#ingzhou Huaduo fails to successfully
renew its high and new technology enterprise gaalibn in 2013, it would not be able to enjoy syeckferential tax treatment for the year
2013; and if Guangzhou Huaduo fails to maintairsitgus as a high and new technology enterprigermt granted the renewal of its
preferential tax treatment at any time, it will agbject to a higher enterprise income tax rate5&b2Any increase in the enterprise income tax
rate applicable to our PRC subsidiaries or PRC d@ateted affiliated entities in China, or any distiauation or retroactive or future reduction
of any of the preferential tax treatments currentljoyed by our PRC subsidiaries or PRC consolitatiliated entities in China, could
adversely affect our business, operating resulisfiaancial condition. In addition, in the ordinazgurse of our business, we are subject to
complex income tax and other tax regulations agdificant judgment is required in the determinatidra provision for income taxes.
Although we believe our tax provisions are reastmabthe PRC tax authorities successfully chajleour position and we are required to pay
tax, interest and penalties in excess of our taxipions, our results of operations and financtaidition would be materially and adversely
affected.

China’s M&A Rules establish complex procedures fawme acquisitions of Chinese companies by foreigweistors, which could make it
more difficult for us to pursue growth through acdggitions in China.

Six PRC regulatory agencies promulgated regulatidfextive on September 8, 2006, subsequently aetkridat are commonly referred
to as the M&A Rules. See “Item 4. Information oe thompany—B. Business Overview—PRC Regulation—NeANRegulations and
Overseas Listings.” The M&A Rules establish procdediand requirements that could make some acguisitf Chinese companies by foreign
investors more time-consuming and complex, inclgdaquirements in some instances that the MOFCOMbliied in advance of any
change-of-control transaction in which a foreignestor takes control of a Chinese domestic entapie may expand our business in part b
acquiring complementary businesses. Complying thighrequirements of the M&A Rules to complete swiahsactions could be time-
consuming, and any required approval processdsygiing obtaining approval from the MOFCOM, may detat inhibit our ability to complete
such transactions, which could affect our abilityekpand our business or maintain our market share.

PRC regulations relating to offshore investment adties by PRC residents may limit our PRC subsidkg’ ability to increase their
registered capital or distribute profits to us otterwise expose us to liability and penalties und&RC law.

The PRC State Administration of Foreign Exchange&SAFE, promulgated regulations in October 2005 tbquire 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 aegior controls onshore assets or equity
interests held by the PRC citizens or residentadifition, such PRC citizens or residents must igptheeir SAFE registrations when the
offshore special purpose vehicle undergoes matevithts relating to increases or decreases intimegd amount, transfers or exchanges of
shares, mergers or divisions, long-term equityefitdnvestments, external guarantees, or otherriabéeents 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 offéhleolding company’s shareholders who
are PRC citizens or residents. If these sharet®fddrto comply, the PRC subsidiaries are requicekport to the local SAFE branches. If our
shareholders who are PRC citizens or resident®otioamplete their registration with the local SABianches, 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®éor PRC subsidiaries. Moreover, failure to complihwhe SAFE registration and amendment
requirements described above could result in lighinder PRC laws for evasion of applicable foreggxchange restrictions.
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Our PRC resident shareholders, Messrs. David XgélinTony Bin Zhao, Jin Cao and Jun Lei, had regied with the local SAFE bran
in relation to our existing private placement finargs by the end of 2011 as required by the SAlgEIagions. Howevelhecause of uncertair
over how the SAFE regulations will be interpreted anplemented and applied to us, we cannot préaiat it will affect our business
operations. For example, our present and prosgePiRC subsidiaries’ ability to conduct foreign exepe 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 little 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 PREldent shareholders to comply with the
SAFE regulations could subject us to fines or otbgal sanctions, restrict our cross-border investnactivities, limit our subsidiarg’ability tc
make distributions or pay dividends or affect ownership structure, which could adversely affeatlmusiness and prospects.

On February 15, 2012, SAFE promulgated the Noticekssues Concerning the Foreign Exchange Admatistr for Domestic
Individuals Participating in Stock Incentive PlafOverseas Publicly-Listed Companies, or the St@pkion Rules, which replaced the
Application Procedures of Foreign Exchange Admiatin for Domestic Individuals Participating in Bloyee Stock Ownership Plans or
Stock Option Plans of Overseas Publicly-Listed Canigs issued by SAFE on March 28, 2007. Under thekSOption Rules and other
relevant rules and regulations, PRC residents valnticipate in stock incentive plan in an overseasliply-listed company are required to
register with SAFE or its local branches and coneptertain other procedures. Participants of akstumentive plan who are PRC residents
must retain a qualified PRC agent, which could BR& subsidiary of such overseas publicly listethgany or another qualified institution
selected by such PRC subsidiary, to conduct theES#Bistration and other procedures with respetitéctock incentive plan on behalf of its
participants. Such participants must also retaiovarseas entrusted institution to handle matteconnection with their exercise of stock
options, the purchase and sale of correspondimfisior interests and fund transfers. In additiba,RRC agent is required to amend the SAFE
registration with respect to the stock incentivenpif there is any material change to the stockintige plan, the PRC agent or the overseas
entrusted institution or other material changes.an our PRC employees who have been granted sptiths, restricted shares and restricte
share units are subject to these regulations. feadifiour PRC stock option holders, restricted shalders or restricted share units holders to
complete their SAFE registrations may subject tHeRE residents to fines and legal sanctions andaisaylimit our ability to contribute
additional capital into our PRC subsidiaries, leditour PRC subsidiaries’ ability to distribute diends to us, or otherwise materially adversel
affect our business.

PRC regulation of direct investment and loans byatfore holding companies to PRC entities may deteyjimit 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 we, as #atmre entity, make to our PRC subsidiaries, idizrig from the proceeds of our initial
public offering, are subject to PRC regulations: &uample, none of our loans to a PRC subsidianyecaeed the difference between its total
amount of investment and its registered capitaf@mga under relevant PRC laws, and the loans neustdistered with the local branch of
SAFE. Our capital contributions to our PRC subsidEamust be approved by the MOFCOM or its locairnterpart. We cannot assure you tha
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 necessanoaahour ability to make loans or equity contribus to our PRC subsidiaries may be
negatively affected, which could adversely affaat BRC subsidiaries’ liquidity and their ability fiand their working capital and expansion
projects and meet their obligations and commitments
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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 ouiquidity requirements.

We are a holding company incorporated in the Caytslands. We rely on dividends from our PRC sulasids as well as consulting and
other fees paid to us by our PRC consolidatedail entities for our cash and financing requinetsiesuch as the funds necessary to pay
dividends and other cash distributions to our dialders, including holders of our ADSs, and serang debt we may incur. Current PRC
regulations permit our PRC subsidiaries to payd#imds to us only out of their accumulated profitany, determined in accordance with
Chinese accounting standards and regulations.diti@wl, each of our PRC subsidiaries is requireseibaside at least 10% of its accumulated
profits each year, if any, to fund certain resdnorels until the total amount set aside reaches 8016 registered capital. These reserves ar
distributable as cash dividends. Since we havadiaieved profitability, we are not yet requiredatimcate funds for such reserve funds.
Furthermore, if our PRC subsidiaries and PRC caesi@ld affiliated entities incur debt on their olhalf in the future, the instruments
governing the debt may restrict their ability toymhvidends or make other payments to us, which meatrict our ability to satisfy our liquidity
requirements.

In addition, the New EIT Law, and its implementatiules provide that withholding tax rate of 10%lWwe applicable to dividends
payable by Chinese companies to non-PRC-residéetpgises unless otherwise exempted or reduceddingao treaties or arrangements
between the PRC central government and governméother countries or regions where the non-PR@ees enterprises are incorporated.

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

The value of the Renminbi against the U.S. doltat ather currencies is affected by, among othagt)ichanges in China’s political and
economic conditions and Chirsaforeign exchange policies. The conversion of Rehninto foreign currencies, including U.S. doBars base
on rates set by the People’s Bank of China. The B®@rnment allowed the Renminbi to appreciate nttoaa 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. 8idgne 2010, the PRC government has allowed thmiRbnto appreciate slowly against
U.S. dollar again, though there have been peridiswihe U.S. dollar has appreciated against thenRdam as well. It is difficult to predict ho
market forces or PRC or U.S. government policy imgyact the exchange rate between the Renminbilent1S. dollar in the future.

There remains significant international pressur¢henChinese government to adopt a flexible cugrgraticy 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/#thge of, and any dividends payable on, our ADS4.8. 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 payrmsdat 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 available in Chinaeduce our exposure to exchange rate fluctusitibo date, we have not entered
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 exajealosses 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 the convigstibf the Renminbi into foreign currencies aril certain cases, the remittance of
currency out of China. We receive substantiallyo&ibur revenues in Renminbi. Under existing PRI@ifn exchange regulations, payments o
current account items, including profit distribut& interest payments and trade and service-refateiyn 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 withorior approval from SAFE. However, approval fromregistration with appropriate
government authorities is required where Renmisibd ibe 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 préas us from obtaining sufficient foreign
currencies to satisfy our foreign currency demangsmay not be able to pay dividends in foreigrrenies 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 established &ddal procedures and requirements that could makgen and acquisition activities
by foreign investors more time-consuming and compBeich regulation requires, among other things, tte MOFCOM be notified 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 directly adggicomplementary businesses in China. Complyirth tie requirements of these
regulations to complete such transactions coultinbe-consuming, and any required approval procegsesiding obtaining approval from the
MOFCOM, may delay or inhibit our ability to compdesuch 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 operatiougd be materially and adversely affecte

Under PRC law, legal documents for corporate tretitsas, including contracts such as revenue-shaximgracts 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 registeredilmudwith the relevant branch of the Administratiof Industry and Commerce.

Although we usually utilize chops to enter into tants, the designated legal representatives d¢f ebour PRC subsidiaries and
consolidated affiliated entities have the appaseniiority to enter into contracts on behalf of senlities 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 sighed employment agreements with ustoPB(C subsidiaries and consolidated affiliatedtiestiunder 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 thleaized personnel in the legal or finance depantnof each of our subsidiaries and
consolidated affiliated entities. Although we manisuch authorized personnel, there is no assusaraeprocedures will prevent all instances
of abuse or negligence. Accordingly, if any of authorized personnel misuse or misappropriate oyrocate chops or seals, we could
encounter difficulties in maintaining control oule relevant entities and experience significasiugition to our operations. If a designated
legal representative obtains control of the chopani effort to obtain control over any of our PRM®&diaries or consolidated affiliated entities,
we or our PRC subsidiary and consolidated affitlagatity would need to pass a new shareholder ardo@solution to designate a new legal
representative and we would need to take legabati seek the return of the chops, apply for nkeepe with the relevant authorities, or
otherwise seek legal redress for the violatiorhefrepresentative’s fiduciary duties to us, whiohld involve significant time and resources
and divert management attention away from our ggdulisiness. In addition, the affected entity matybe able to recover corporate assets th:
are sold or transferred out of our control in thierg of such a misappropriation if a transfere@sabn the apparent authority of the
representative and acts in good faith.
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Our auditor, like other independent registered pihaccounting 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 accounting fiat tssues the audit reports included in this ahmaeort, as an auditor of companies
that are traded publicly in the United States afidaregistered with the Public Company Accountidgersight Board (United States), or
PCAOB, is required by the laws of the United St&wesndergo regular inspections by PCAOB to asgges®mpliance with the laws of the
United States and professional standards. Becauszuditor is located in China, a jurisdiction wa&CAOB is currently unable to conduct
inspections without the approval of the PRC autles; our auditor, like other independent registgrablic accounting firms operating in
China, is currently not inspected by PCAOB.

Inspections of other firms that PCAOB has conducigdide of China have identified deficiencieshinge firms’ audit procedures and quality
control procedures, and such deficiencies may deeaded as part of the inspection process to inepitture audit quality.

The inability of the PCAOB to conduct inspectiorisrmlependent registered public accounting firmeraing in China makes it more difficult
to evaluate the effectiveness of our auditor’s gpidicedures or quality control procedures, anithéoextent that such inspections might have
facilitated improvements in our auditor’s audit @edures and quality control procedures, investarg 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 administrgtnaeeedings against five PRC-based accountingsfitncluding our independent
registered public accounting firm, alleging thatgh firms had violated U.S. securities laws anBtB€’s rules and regulations thereunder by
failing to provide to the SEC the firms’ work papeelated to their audits of certain PRC-based eoni@s that are publicly traded in the Unitec
States and which are the subject of certain ong8IBG investigations. We were not and are not thgestiof any SEC investigations nor are
we involved in the proceedings brought by the SE@irest the accounting firms. If the SEC is sucaddsfthe proceedings, it could result in
the accounting firms, including our independenigiged public accounting firm losing temporarilypermanently, the ability to practice
before the SEC. While we cannot predict the outcofrthe SEC’s proceedings, if the accounting filmduding our independent registered
public accounting firm were denied, temporarilypermanently, the ability to practice before the S&@l we are unable to find timely another
registered public accounting firm which can audi #&ssue a report on our financial statementsfinancial statements could be determined tc
not be in compliance with the requirements forfficial statements of public companies registerecuttte Securities Exchange Act of 1934,
as amended, or the Exchange Act. Such a determinatiuld ultimately lead to the delisting of ountoon stock from the NASDAQ Global
Select Market or deregistration from the SEC, dhpahich would substantially reduce or effectivedyminate the trading of our common
stock in the United States.

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 ADSs ran@ean US$11.30 to $14.75 in 2012. The trading pdteur ADSs is likely to be
volatile and could fluctuate widely due to factbesyond our control. This may happen because ofdomuarket and industry factors, like the
performance and fluctuation in the market pricetherunderperformance or deteriorating financialles of other similarly situated companies
in China that have listed their securities in th@teld States in recent years. The securities oksoithese companies have experienced
significant volatility since their initial publicferings, including, in some cases, substantialgpdeclines in the trading prices of their seces
The trading performances of these Chinese compagearities after their offerings, including conmges in internet and social networking
businesses, may affect the attitudes of investaaitd Chinese companies listed in the United StateiEh 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 ftantdaccounting or other practices at other Chimesepanies may also negatively affect the
attitudes of investors towards Chinese companigeireral, including us, regardless of whether welengaged in such practices.
Furthermore, securities markets may from timerteetexperience significant price and volume flugtret that are not related to our operating
performance, which may have a material adversetafie the market price of our ADSs.
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In addition to market and industry factors, thegrand trading volume for our ADSs may be highliatite due to specific factors,
including the following:

variations in our net revenues, earnings and dash

announcements of new investments, acquisitioretesfic partnerships, or joint ventur
announcements of new services and expansions tyals competitors

changes in financial estimates by securities atsl

changes in the number of our registered or actbezs;

fluctuations in the number of paying users or othygrating metrics

failure on our part to realize monetization oppoities as expecte:

additions or departures of key personi

release of loc-up or other transfer restrictions on our outstagaiquity securities or sales of additional equégsities;
detrimental negative publicity about us, our coriipes or our industry; an

potential litigation or regulatory proceedings banges

Any of these factors may result in large and sudiemges in the volume and price at which our Aldfigrade.

We are an emerging growth company within the meagiof the Securities Act and may take advantage eftain reduced reporting
requirements.

We are an “emerging growth company,” as definetthénJOBS Act, and we may take advantage of cegt@mptions from various
requirements applicable to other public comparfias &re not emerging growth companies includingstmignificantly, not being required to
comply with the auditor attestation requirementSeé€tion 404 for so long as we are an emerging tiroampany. As a result, if we elect not
to comply with such auditor attestation requirersentir investors may not have access to certainrretion they may deem important.

The JOBS Act also provides that an emerging grasthpany does not need to comply with any new aseglfinancial accounting
standards until such date that a private companthisrwise required to comply with such new or sedi accounting standards. However, we
have elected to “opt out” of this provision and ga®sult, we will comply with new or revised acnting standards as required when they are
adopted for public companies. This decision toayitof the extended transition period under the S@Bt is irrevocable.
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If securities or industry analysts do not publiskesearch or reports about our business, or if thelvarsely change their recommendatio
regarding our ADSs, the market price for our ADSsétrading volume could decline.

The trading market for our ADSs will be influendegresearch or reports that industry or securéigaysts publish about our busines:
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 finarlaarkets, which, in turn, could cause the
market price or trading volume for our ADSs to deel

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

Sales of substantial amounts of our ADSs in thdipubarket, or the perception that these salesdcoatur, could adversely affect the
market price of our ADSs and could materially immgair ability to raise capital through equity offegs in the future. The ADSs sold in our
initial public offering in November 2012 are freghadable by persons other than our affiliates @dthrestriction or further registration under
the Securities Act of 1933, as amended, or ther8msuAct, and shares held by our existing shaddrs may also be sold in the public market
in the future subject to the restrictions in Rudgt land Rule 701 under the Securities Act and tipigble lock-up agreements. In connection
with our initial public offering, we and our officg directors and all of our existing shareholdexge agreed, subject to certain exceptions, no
to sell any of our common shares or ADSs ownedua persons prior to our initial public offering @azquired in our initial public offering
until after May 20, 2013 without the prior writteonsent of the underwriters. However, the undeerngimay release the securities subject to
lock-up agreements from the lock-up restrictionarat time, subject to applicable regulations ofEieancial Industry Regulatory Authority,
Inc. In addition, common shares subject to ourtantiing share-based awards as of the closing ahdial public offering, including options,
restricted shares and restricted share units ligiible for sale in the public market to the extpermitted by the provisions of various vesting
agreements, the lock-up agreements and Rules H4Gnunder the Securities Act. We may also isslaitianal options in the future which
may be exercised for additional common shares ddiienal restricted shares and restricted shaits which may vest . As of March 31,
2013, we had 1,087,233,224 common shares outstanidila cannot predict what effect, if any, markéésaf securities held by our significz
shareholders or any other shareholder or the di#iaof these securities for future sale will leawn the market price of our ADSs.

We may be classified as a passive foreign investnesempany, or PFIC, for United States federal incentax purposes, which could subject
United States investors in our ADSs or common sheate significant adverse United States income taxsequences.

We will be classified as a “passive foreign investincompany,” or “PFIC” for United States federatame tax purposes for any taxable
year, if either (a) 75% or more of our gross incdoresuch year consists of certain type“passive’income or (b) 50% or more of the aver:
quarterly value of our assets (as determined obaisés of fair market value) during such year poedar are held for the production of passive
income (the “asset test”). Although the law in ttégard is unclear, we treat Guangzhou Huaduo &ijthg Tuda as being owned by us for
United States federal income tax purposes, notlbbatpuse we exercise effective control over theadipe of such entities but also because w
are entitled to substantially all of their econorénefits, and, as a result, we consolidate thmgrating results in our consolidated financial
statements.

Although we do not believe that we were classifisch PFIC for United States federal income tax gaep for the taxable year ended
December 31, 2012, there is a risk that we willdmee a PFIC for our current taxable year ending B 31, 2013 and future taxable years
because of our significant cash balances and bed¢hassalue of our assets for purposes of the Red0will generally be determined by
reference to the market price of our ADSs and @ndirshares. Accordingly, the fluctuations in therkea price of our ADSs and common
shares may cause us to become a PFIC for the ttewserble year or future taxable years. The deteation of whether we will be or become a
PFIC will also depend, in part, upon the naturewfincome and assets over time, which are sutgeztiange from year to year. There can be
no assurance our business plans will not changenanner that will affect our PFIC status. Becdhsee are uncertainties in the application o
the relevant rules and PFIC status is a factugrdehation made annually after the close of eaxhhtie year, no assurance can be given that
we are not or will not become classified as a PFIC.

If we are classified as a PFIC in any taxable ya&s,S. holder (as defined in “Item 10. Additiohalormation—E. Taxation—Material
United States Federal Income Tax Consideratiomsty incur significantly increased United Stateome tax on gain recognized on the sal
other disposition of the ADSs or common sharesanthe receipt of distributions on the ADSs or camnrshares to the extent such gain or
distribution is treated as an “excess distributiontler the United States federal income tax ridagher, if we are classified as a PFIC for any
year during which a U.S. holder holds our ADSsa@anmon shares, we generally will continue to beté@as a PFIC for all succeeding ye
during which such U.S. holder holds our ADSs or nan 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 2013 or any future taxable year, includimg possibility of making a “mark-to-market” elegtid-or more information see “Item 10.
Additional Information—E. Taxation—Material Uniteftates Federal Income Tax Considerations—Passiggrolnvestment Company
Rules.”
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Our dual class common share structure with diffetevoting rights will limit your ability to influen@ corporate matters and could discourz
others from pursuing any change of control trans@mts that holders of our Class A common shares akidSs may view as beneficial.

Our common shares are divided into Class A comrhares and Class B common shares. Holders of Classmnon shares are entitled
to one vote per share, while holders of Class Brnomshares are entitled to ten votes per sharimgvtiigether as one class on all matters
requiring a shareholders’ vote. Each Class B comstame is convertible into one Class A common shaamy time by the holder thereof.
Class A common shares are not convertible intos<dBasommon shares under any circumstances. Upotramgfer of Class B common shares
by a holder thereof to any person or entity whihat an affiliate of such holder, such Class B wmm shares shall be automatically and
immediately converted into the equal number of € E£ommon shares.

Due to the disparate voting powers attached tcethes classes of common shares, as of March 31,20t management group,
including Mr. David Xueling Li, Mr. Jun Lei, Mr. Ty Bin Zhao, Mr. Jin Cao and Mr. Rongjie Dong ahédlit respective affiliates, beneficia
own an aggregate of 43.9% of our outstanding shrapgesenting 50.0% of the total voting power aadehconsiderable influence over all
matters requiring a shareholders’ vote, includitegton of directors and significant corporate sactions, such as a merger or sale of our
company or our assets. This concentrated conttblimit your ability to influence corporate matteand could discourage others from purs
any potential merger, takeover or other changebfrol transactions that holders of Class A commineres and ADSs may view as beneficial

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

Our articles of association contain provisiondiatlthe ability of others to acquire control ofracompany 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 participatomgional 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 sharethigiorm of ADS or otherwise. Preferred
shares could be issued quickly with terms calcdl&tedelay or prevent a change in control of ounpany 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.
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You may face difficulties in protecting your intesés, 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 incorporate@uting laws of the Cayman Islands. Our corpordtgrafare governed by our
memorandum and articles of association, the Coregdraw 2012 (as amended) of the Cayman Islandthencbommon law of the Cayman
Islands. The rights of shareholders to take adigainst the directors, actions by minority sharééid and the fiduciary responsibilities of our
directors to us under Cayman Islands law are &ogelextent governed by the common law of the Cayislands. The common law of the
Cayman Islands is derived in part from comparayiliehited judicial precedent in the Cayman Islaagswell as from the common law of
England, the decisions of whose courts are of psiga authority, but are not binding, on a couthi® Cayman Islands. The rights of our
shareholders and the fiduciary responsibilitieswf directors under Cayman Islands law are noteeslg established as they would be under
statutes or judicial precedent in some jurisdigionthe United States. In particular, the Caynsianids has a less developed body of securitie
laws than the United States. Some U.S. states,asElelaware, have more fully developed and julliyciaterpreted bodies of corporate law
than the Cayman Islands. In addition, Cayman Ifammnpanies may not have standing to initiate eesloéder derivative action in a federal
court of the United States.

Unlike many jurisdictions in the United States, @@ Islands law does not generally provide foreshalder 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 exempted compakéegd have no general rights under Cayman IslEawiso inspect corporate reco
or to obtain copies of lists of shareholders otheompanies. Our directors have discretion undieexisting 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 fromestBhareholders in connection with a proxy contest.

As a result of all of the above, public sharehadeay have more difficulty in protecting their irgsts in the face of actions taken by
management, members of the board of directorsmralting 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 all of outsaase located outside of the United States. Satialiy all of our current operations
are conducted in China. In addition, a significematjority of our current directors and officers aadionals and residents of countries other tha
the United States and a substantial portion of thesets are located outside the United Statest&utally all of the assets of these persons ar
located outside the United States. As a resuttaly be difficult or impossible for you to bring antion against us or against these individug
the United States in the event that you believeybar rights have been infringed under the Uniéakes federal securities laws or otherwise.
Even if you are successful in bringing an actiothig kind, the laws of the Cayman Islands and lmh@& may render you unable to enforce a
judgment against our assets or the assets of peotdis and officers

There are uncertainties as to whether Cayman Isleodrts would:

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

. impose liabilities against us, in original actidmsught in the Cayman Islands, based on certaihlieilility provisions of U.S.
securities laws that are penal in nat

There is no statutory recognition in the Caymaaridk of judgments obtained in the United Statéisoatjh 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 Hye 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 be able teecise the voting rights with respect to the uhdieg Class A common shares in
accordance with the provisions of the deposit agesg. Under the deposit agreement, you must votguigg voting instructions to the
depositary. Upon receipt of your voting instrucpthe depositary will vote the underlying Classofnmon shares in accordance with these
instructions. You will not be able to directly egese your right to vote with respect to the undedyshares unless you withdraw the shares.
Under our second amended and restated memorandiiartaries of association, the minimum notice periequired for convening a general
meeting is five days. When a general meeting i¥ened, you may not receive sufficient advance edtiowithdraw the shares underlying y
ADSs to allow you to vote with respect to any spiecnatter. If we ask for your instructions, thepdsitary will notify you of the upcoming
vote and will arrange to deliver our voting matksi@ you. We cannot assure you that you will ree¢he voting materials in time to ensure
that you can instruct the depositary to vote ytarss. In addition, the depositary and its agengtsat responsible for failing to carry out
voting instructions or for their manner of carryiogt your voting instructions. This means that yoay not be able to exercise your right to
vote and you may have no legal remedy if the shamderlying your ADSs are not voted as you requkste

The depositary for our ADSs will give us a discatary 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 intesest

Under the deposit agreement for the ADSs, if yomaliovote, the depositary will give us a discretignproxy to vote our Class A
common shares underlying your ADSs at shareholaeegtings unless:

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

. we have instructed the depositary that we do nshaidiscretionary proxy to be give

. we have informed the depositary that there is suiltisi opposition as to a matter to be voted ahaineeting
. a matter to be voted on at the meeting would havatrial adverse impact on shareholder:

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

The effect of this discretionary proxy is that du/do not vote at shareholders’ meetings, you dammyent our Class A common shares
underlying your ADSs from being voted, except urttiercircumstances described above. This may ntakere difficult for shareholders to
influence the management of our company. Holdemuotommon shares are not subject to this diseraty 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 to pay totlyewwash dividends or other distributions it @ tlustodian 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 igegponsible if it decides that it is
unlawful or impractical to make a distribution dahie to any holders of ADSs. For example, it wonddunlawful to make a distribution to a
holder of ADSs if it consists of securities thaqu&e registration under the Securities Act but tra not properly registered or distributed
under an applicable exemption from registratiore @kpositary may also determine that it is notifdaso distribute certain property through
the mail. Additionally, the value of certain disuitions may be less than the cost of mailing tHarthese cases, the depositary may determing
not to distribute such property. We have no obigyato register under U.S. securities laws any AlR8samon shares, rights or other securitie:
received through such distributions. We also haveligation to take any other action to permitdigribution of ADSs, common shares,
rights or anything else to holders of ADSs. Thisam®that you may not receive distributions we n@mkeur common shares or any value for
them if it is illegal or impractical for us to makigem available to you. These restrictions may eausaterial decline in the value of our ADSs
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You may be subject to limitations on transfer ofyroADSs.

Your ADSs are transferable on the books of the diégiy. However, the depositary may close its badkany 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 corporatenévsuch 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 booleniiergencies, and on weekends and pi
holidays. The depositary may refuse to delivendfar or register transfers of our ADSs generaliewour 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 growmiof the deposit agreement, or for any othesaman accordance with the terms of the
deposit agreement. As a result, you may be unalilamsfer your ADSs when you wish to.

We will incur increased costs as a result of beiagublic company, particularly after we cease toadjfy as an “emerging growth company”

We are a public company and incur significant legatounting and other expenses. The Sarbanes-B@gteyf 2002, as well as rules
subsequently implemented by the Securities and &gd Commission, or the SEC, and the Nasdaqg Gldaddet, impose various
requirements on the corporate governance pragciigesblic companies. As a company with less thag1@ billion in revenues for our last
fiscal year, we qualify as an “emerging growth camy’ pursuant to the JOBS Act. An emerging growmdimpany may take advantage of
specified reduced reporting and other requiremtaisare otherwise applicable generally to pubdimpanies. These provisions include
exemption from the auditor attestation requiremamter Section 404 of the Sarbanes-Oxley Act of 200&ection 404, in the assessment of
the emerging growth company’s internal control duggincial reporting and permission to delay aduogptiew or revised accounting standards
until such time as those standards apply to prigatepanies. However, we have elected to “opt ofithe second provision and, as a result
will comply with new or revised accounting standaes required when they are adopted for public emies. This decision to opt out of the
extended transition period under the JOBS Actre/ocable.

We expect these rules and regulations to increaskegal and financial compliance costs and to nsatae corporate activities more
time-consuming and costly. After we are no longefemerging growth company,” we expect to incungigant expenses and devote
substantial management effort toward ensuring campé with the requirements of Section 404 of thsdh8nes-Oxley Act of 2002 and the
other rules and regulations of the SEC. For exangge result of becoming a public company, we négkd to increase the number of
independent directors and adopt policies regarititegnal controls and disclosure controls and pilaces. We also expect that operating as a
public company will make it more difficult and moegpensive for us to obtain director and officabliity insurance, and we may be required
to accept reduced policy limits and coverage ourirstibstantially higher costs to obtain the sam&roilar coverage. In addition, we will incur
additional costs associated with our public compapprting requirements. It may also be more diffifor us to find qualified persons to se
on our board of directors or as executive officeve. are currently evaluating and monitoring deveiepts with respect to these rules and
regulations, and we cannot predict or estimate wiith degree of certainty the amount of additiomsks we may incur or the timing of such
costs.

In the past, shareholders of a public company ditenght securities class action suits againsttimepany following periods of
instability in the market price of that companyéxarities. If we were involved in a class actioit,sticould divert a significant amount of our
managemens attention and other resources from our busineg®perations, which could harm our results of afjens and require us to inc
significant expenses to defend the suit. Any suabscaction suit, whether or not successful, cbalun our reputation and restrict our ability to
raise capital in the future. In addition, if a ateis successfully made against us, we may be redjtir pay significant damages, which could
have a material adverse effect on our financiabld@m and results of operations.

45



Table of Contents

ITEM 4. INFORMATION ON THE COMPANY
A. History and Development of the Company

We commenced operations in April 2005 with the ldighment of Guangzhou Huaduo in China. Guangzhoaddo later became one of
our PRC consolidated affiliated entities through tontractual arrangements described below.

We established Dokhi Investments Limited in thetiBhi Virgin Islands, or BVI, in July 2006 and chadlgts name to Duowan Limited in
September 2006. In August 2006, we established [2oldp Limited, which is wholly owned by Dokhi Ins#nents Limited, in Hong Kong
and changed its name to Duowan (Hong Kong) LimiteSeptember 2006. In April 2007, we established@zhou Duowan Information
Technology Company Limited, or Guangzhou Duowarictvivas wholly owned by Duowan (Hong Kong) Limit€suangzhou Duowan
entered into a series of contractual arrangemeitisGuangzhou Huaduo and its shareholders, whiadk websequently amended solely to
reflect updated shareholder equity interests innf@mhou Huaduo, through which Guangzhou Duowan esesteffective control over the
operations of Guangzhou Huaduo.

In November 2007, we established Duowan Entertamr@erp., or Duowan BVI, in the BVI. In March 2008¢ established Huanju
Shidai Technology (Beijing) Company Limited, fortyeknown as Duowan Entertainment Information Tedbgg (Beijing) Company
Limited, or Beijing Huanju Shidai, which is wholowned by Duowan BVI. Beijing Huanju Shidai purchésdl the equity interests in
Guangzhou Duowan from Duowan (Hong Kong) Limited\ugust 2008, and entered into a series of contehetrrangements with Guangzt
Huaduo and its shareholders through which Beijinghju Shidai exercises effective control over therations of Guangzhou Huaduo.
Duowan (Hong Kong) Limited was deregistered asrapany and ceased to operate in May 2010.

In December 2008, Duowan BVI entered into an agezerwith Morningside Technology Investments Limitatd two individuals,
through which Duowan BVI purchased all the equitteiests in NeoTasks Inc. from Morningside Techgglimvestments Limited.

In March 2009, Beijing Huanju Shidai entered intoagreement with NeoTasks New Age International isl@&chnology (Beijing)
Company Limited, or NeoTasks Beijing, through whitdoTasks Beijing was merged into Beijing Huanjid&h After the merger and
additional capital contribution, Beijing Huanju 8hi became 96.5% held by Duowan BVI, and 3.5% bhglleoTasks Limited (formerly
known as Enlight Online Entertainment Limited), artd Kong company, which in turn was the sharehabddiéeoTasks Beijing before the
merger. NeoTasks Limited is 100% owned by NeoTésks a Cayman Islands Company. In August 2009 n@zlaou Duowan was renamed
Zhuhai Duowan Information Technology Company Lirdite

In December 2009, Beijing Huanju Shidai entered anseries of contractual agreements with Beijindaland its shareholders, which
were subsequently amended solely to reflect updstateholder equity interests in Beijing Tuda, tigto which agreements Beijing Huanju
Shidai exercises effective control over the operetiof Beijing Tuda.

In December 2010, we established Guangzhou HudnflaBnformation Technology Company Limited, fomtyeknown as Zhuhai
Duowan Technology Company Limited, or Guangzhourjlu&hidai, which is 100% directly owned by Duoviavil.

Guangzhou Huaduo currently owns the domain nam&¥ afom and Duowan.com. Our YY platform, includiigy.com, is jointly
operated by personnel from Guangzhou Huaduo ant&uowan.

Our current holding company, YY Inc., was incorgedain July 2011 as a limited liability companytire Cayman Islands. The corporate
affairs of YY Inc. are governed by the memorandumd articles of association, the Companies Law Ja@$2amended) 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 Yi¥. lon a pro rata basis. No additic
consideration was paid in connection with the slexhange. As a result, Duowan BVI became a whaligied subsidiary of YY Inc.
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YY Inc. completed an initial public offering of 08,000 ADSs, representing 156,000,000 Class A camshares, in November 2012.
On November 21, 2012, our ADSs were listed on TASNAQ Stock Market under the symbol “YY.” In Deceart2012, in connection with
the initial public offering, we also completed ther-allotment offering of an additional 1,170,08DSs, representing 23,400,000 Class A
common shares.

Our principal executive offices are located at Binig 3-08, Yangcheng Creative Industry Zone No. Bd@&ngpu Avenue Middle, Tianhe
District, Guangzhou 510655, the People’s Republichina. Our telephone number at this address86 20) 2916 2000. Our registered office
in the Cayman Islands is located at Codan Trust@2my (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 Delren@orporate Services Inc., 400
Madison Avenue, 4th Floor, New York, New York 10017

See “ltem 5. Operating and Financial Review andpeots—B. Liquidity and Capital Resources—Capitgddnditures” for a discussion
of our capital expenditures and divestitures.

B. Business Overview

Overview

YY is a rich communication social platform that eggs users in real-time online group activitiesulgh voice, text and video. YY
empowers users to create and organize groups yihgssizes to discover and participate in a widegyeof online activities, including online
games, karaoke, music concerts, education, livesstamd conference calls.

Our platform consists of YY Client, the YY.com aBdowan.com web portals and Mobile YY. YY Clientosr PC-based software that
provides real-time access to user-created onlitigities groups, which we refer to as channels. @\éent, introduced in July 2008, enables
users to continually create new channels to engeigege-scale group activities on our platformd @navailable to download for free from
YY.com, our online portal and guide to channel®ras and content available across our platformals@ operate Duowan.com, a leading
game media website in China that provides acceandadnteractive resources for online games. Treage the accessibility and usage of YY
Client, we introduced our mobile application, M@, in September 2010. To make YY more easily witkly accessible, we launched
web-based YY in October 2012.

Our operations rely on proprietary technology ardtustry know-how. YY is supported by our highly Istde infrastructure throughout
China and our proprietary algorithms enabling latehcy, low jitter and low loss rates in deliverirgice and video data.

While the basic use of our platform is currentlgefy we monetize our user base through IVAS anderidvertising. Currently, revenues
from IVAS are primarily generated through salesidual items and game tokens that our users maghaise on our platform, including onli
games, YY Music and YY membership, with memberstigo contributing to our IVAS revenues. Online atigerg revenues are primarily
generated from sales of different forms of advengi®n Duowan.com. Although we do not currentlyigerevenues from Mobile YY, we ha
plans to monetize it by selling virtual items onile YY in the future. We believe that we will bbla to capitalize on the large and highly
engaged user base of our open platform by expl@ifatitional monetization opportunities and divefisiff our revenue sources.

Our total net revenues were RMB128.3 million, RMBFLmillion and to RMB820.0 million (US$131.6 mdh) in 2010, 2011 and 201
respectively. We had a net loss of RMB238.9 milliord RMB83.2 million in 2010 and 2011, respectiyalyd had a net income of RMB89.2
million (US$14.3 million) in 2012.

The YY Platform
YY Client

Our core product, YY Client, enables users to eadadive interactions online, and we continue éwvelop and upgrade it to address
evolving user needs. YY Client provides accesss&r-greated online social activities groups, wihighrefer to as channels. YY Client is
compatible with most major internet-enabled devigesuding PCs and mobile operating systems thinddgbile YY. YY Client is widely
accessible to most internet users in China bedtsiseice-enabled features only require a mininaddwidth of approximately 2 KB per
second. YY Client is available to download for ffemm YY.com, Duowan.com and other internet sofevdownload centers.
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The first version of YY Client, launched in July(8) had voice-enabled features that allowed orjarae players to communicate with
large groups of fellow gamers in real time. Ganmayets typically organize various game playersids for players to discuss gaming strate
and play online games together. Such online gamgep’ guilds, which can consist of up to thousasfdsayers, 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 saeiali real time online, and turned it into the
rich communication social platform that it is tod&ye introduced live video-enabled channels begigim late 2011 and have since expandec
the use of our video features to include some ofwast popular music, education and game broadhcastiannels, and plan to further expand
the availability of video features over time. Y Y&gistered user accounts had reached 457.0 mdlarf December 31, 2012. YY also had
35.4 million, 53.4 million, 69.7 million active usaccounts in December 2010 and 2011 and 2012.

All of the basic social interface features enatidigaur YY Client, such as the ability to engagenulti-party voice- and video-enabled
communications, are currently available to our si$exe of charge. In addition, some IVAS, suchiasial flowers, are free to users up to a
certain threshold. We currently earn revenues ffofiClient through sales of IVAS paid through onlitiérd party payment systems.

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

On YY Client, users can create individual chanfi@sany live social gathering covering a broad en§interests and topics. YY Client
enbales users to create channels to cover newstapitinterests, gain a fast growing user baseamaige as the popular channels. YY Music,
one of the most popular segments on our platfoegah generating revenues from the sale of virtaails beginning in March 2011.

Currently, the most popular channel topics on Y'dratels include the following:

. Games. YY channels are a popular live online communanaditool for several major types of online gamashss massive
multiplayer online games, web games, first persmwoter games and retitne strategy games. Game players gather on YYreHs
for in-game real-time exchanges and to share gdayéng tips, discuss strategies, game walk-throwgitsguides, and organize
guild-related social events. We intend to develog imtroduce other game-related IVAS, such asdhkently introduced live
broadcasting of online games, in the futt

. Music . Users gather on YY channels to participate iarege of music activities such as karaoke and lreerts/singing
competitions. Beginning in March 2011, we launchesrvice offering various virtual items for sateoY Music. We have
expanded our virtual item offerings, and in tueyenues, from YY Music, and expect to continued@d in the future. For
karaoke, one of the most popular activities on Ydrinels, we enable users to sing live to, andvediie feedback from, an onlil
audience. We also host a variety of live onlinecasts and singing competitions showcasing the padaces of grassroots
musicians, professional performers and celebri

. Education. Our users host and participate in live lecturegassonal tutoring sessions on a range of subjesitg a wide variety of
teaching tools we provide, including video, PowénBavhite board, screen shots and Q&A sessions.rbst popular subjects
include foreign language education, the PRC caiVant examination, and IT trainir

. Talk Shows. Our users use YY channels to organize and paatieiin talk shows, where channel owners, managetssignated
persons host live talks or discussions on any toptheir interest. These talk shows are conduetdetr in the traditional talk show
format with a host, or in more informal interactisettings. Talk shows revolve around topics suatoasedy, sports, celebrity grc
and current event
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. Finance. Users interested in finance and investment cahdind interact with other users, including finahexperts on YY
channels. YY channels offer a wide range of opputiees for users to interact among each other aclids finance-related topics,
including stock market trends and investment ba

. Literature . Users gather on YY channels to review and conlikediscussions on literature, particularly nevedur popular
literary channels include book clubs or fan clutassfamous writers. Users on YY channels also Hestdvents such as book
promotions and me-the-author events

. Conference Calls YY channels are often used as a convenient ogkieering place for a wide range of uses. YY ezmbmall
and medium business as well as large corporatmasrtduct conference call easily, efficiently acdromically on YY channels,
even for conference calls with thousands of paudiats.

Organization and Management of Channels

To help our users navigate and explore the chammelsY Client, we created online catalogs groupgdadpics and common interests for
users to browse the channels. Within each grogpchiannels are then ranked in terms of populaFtgse online catalogs are also searchable
by keywords, which makes it easier for users loghkmexplore social groups beyond their usual celnio find and join other channels that
touch upon different interest areas.

Each YY channel is set up by one user, who becdhgeshannel’'s owner. We provide management toodsitd channel owner to tailor
such channel to his or her own specific interestgblish housekeeping rules, manage hierarchiemanage daily operations of the channel.
Channel owners are usually engaged in the actwation of their channels, often recruiting likentdéd users to help manage, monitor and
maintain order within their channels.

Each of our channels can support millions of peaplecurrently, and to date, the largest online ewenhosted attracted approximately
1.4 million peak concurrent users in a single clehriWe provide three basic management modes fomet@wners to organize the live voice
and video-communications within their channels:ége,” “chair” and “free” modes. Typically, chanmeiners and managers choose the type
of management mode for their channels dependirthenumber of users in their channels and the peeeds 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 hisrdurn 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 designatedqes, are allowed to speak or broadcast videagtin@ining users can listen, watch and
respond through typing text on the screen. Thisarisaften used in channels set up by online gdmes’ guilds, as some of these guilds
have thousands of users taking orders from a fadeles, who can speak and direct their team’s dolactions 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 witlhadorange of functions to tailor the
channels to suit particular needs, such as grangrgin privileges to a member who makes partictdatributions to the channel or banning
certain channel users for inappropriate behavior.

We work closely with channel owners and managersamgidering and implementing some of their suggestand feedback and
providing them with the tools they require to mamangd 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 primarilynetsts of a game lobby and VIP game access. The t@by enables users to access
various online games, all of which are web gamethout downloading any additional client softwafée VIP game access provide our users
with access to new games being developed or tegt#urd party game developers, and afford gameld@ers an opportunity to promote th
games among our users as well as solicit user ésfdin new games.
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We conduct market research regarding trends andu@fior online games and various types of in-gairgal items, and often work
with third party game developers to develop andradf wide range of in-game virtual items. We intemdontinue to source popular online
games to users on YY Client.

Web-based YY

We launched an extension of YY Client, web-based i¥iYOctober 2012. Web-based YY enables usersndw real-time interactions
on the web without requiring any downloads or iliations. Web-based YY optimizes YY technology foe web, transcending the limitations
of operational system platforms and enabling ria¢tcommunications on the web by simply clickingaolink. To date, web-based YY has
established stable, quality service, and we expéztecome a lively community of web-based réaletrich communications as it develops.
We anticipate further expand web-based YY to ineluitleo communication and to offer a variety oftonsized uses such as education.

Online Portals

YY.com is our community-driven portal site thatef visitors and users a centralized locationaml@bout, 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 entertainmehtas online games, music and online
education. YY.com offers a channel guide for useligentify channels that cater to their respecinterests. YY.com enables performers to
update schedules and information on upcoming lorecert performances on YY channels and hosts nuradem clubs for popular performe

Duowan.com is a dedicated game media website thaides comprehensive information on online ganmesather resources for users
and online game players. Duowan.com provides congms&ve gaming resources such as updated newsandrecements of gaming events
and the launch or release of new games, and hosxs-based discussion forum in which users catuds their game-playing strategies and
interact socially through postings. Duowan.com leasiched in 2005 and had 5.5 million, 9.9 milliord&. 9.1 million average daily unique
visitors for the months of December 2010, 2011 2012, respectively.

YY.com and Duowan.com both offer links to onlinengss on YY Client.

Mobile Applications

We intend to develop new mobile applications totespa greater share of the growing number of ubaitsaccess live online social
platforms, internet communications and other irgeservices through mobile operating systems. Windecontinue to develop and upgrade
platform, a key focus of our research and develapnseon Mobile YY, a version of YY Client that cie accessed through mobile devices
we launched in September 2010. There is curremti;nanetization of Mobile YY. We expect that in tiiture, we will monetize Mobile YY i
the same way we currently monetize YY Client, alifjo due to the inherent limitations of mobile degicsuch as a smaller display screen
space as compared to PCs, we may not be ablevmeras many kinds of virtual items as are avadlaibi YY Client, which may limit Mobile
YY’s monetization potential. In addition, we do mafrrently intend to monetize Mobile YY by placiagvertisements on Mobile YY, as we
believe that advertising on Mobile YY may clutteetuser interface and distract users from theahiaanel activities. This restriction on
advertisements may also limit Mobile YY’s ability generate revenues. See “ltem 3. Key Information-RiBk Factors—Risks Relating to O1
Business—If we are unable to successfully captoderatain the growing number of users that acagssriet services through mobile devices,
or successfully monetize Mobile YY, our businegsafficial condition and results of operations mayrtagerially and adversely affected.”

Mobile YY contains the basic functions and servigtsred on our regular YY Client. Its existing kinctions include real-time multi-
media messages with delivery status, access taahnolg of user-created entertainment channels witiferous entertainment options, and the
ability to enter group voice or channels. We baiéivat Mobile YY helps users keep in touch withirtfiéends or online guilds and social
groups when they do not have convenient acces®®@. ®ur users currently utilize Mobile YY for adei range of activities, including listen
to live music and sportscasts and singing karadlodile YY also offers a uniquely mobile feature,udd Sharing, which is a recordisgraring
service that allows users to record and share theirperformance and evaluate other users’ perfoces this function is not available when
accessing YY via PCs. Other features that are &adiilable from YY Client and Mobile YY include v@anessaging services and one-on-one
live chats.
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We intend to explore more user-friendly, mobile<sfie functions for our platform in the future.

Technology

We believe we are an industry leader in providamgé-scale quality multi-user voice- and video-éadionline 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, assurance is a key efgraf any high quality delivery of voice and viddata over the internet. For live
voice- or video-enabled communications, any datkgialoss and jitter, or delay in transmissiorgfien immediately noticeable to users. We
devote significant resources to maintain and dgwaloreative combination of multiple voice- andoasdver internet protocol, or VOIP, qual
assurance mechanisms to minimize data loss aed jlthe mechanisms we employ include but not lichitecloud-based intelligence routing,
low-bitrate redundant solution, upstream-forwangecorrection and adaptive jitter. A special itiggnt routing algorithm we designed
automatically seeks optimal ways of delivering weoémd 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 design and implemstandardized set of measurements to help nmanitoservice 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 hawp $setmal procedures to handle different levelserver breakdowns and network-related
emergencies, and our team can remotely discowaessand access any server to promptly resolvesssue

Large, dedicated cloi-based network infrastructure

Our team of experts developed a cloud-based netimfrdstructure specifically designed to handle timuiérty voice- and video-enabled
real-time online interactions. We own approximat/00 servers which are hosted in the data cewietease from third parties throughout
the country as of December 31, 2012. To delivecevaiata, we require a limited bandwidth of appratety 2 KB per second, which is easily
obtainable. Our cloud-based network infrastrucprmsides quality data delivery and allows multipkers to interact online from anywhere in
China with ease and speed.

Our system is designed for scalability and religbtb support growth in our user base. The nunadf@ur servers contributes
significantly to our fast streaming speed and bdiservices, and can be expanded with comparatise, given the low cost of renting data
centers to host additional servers in any higHitraggions in our network. We believe that ourremt network facilities and broadband
capacity provide us with sufficient capacity torgasut our current operations, and can be expataleteet additional capacity relatively
quickly. The amount of bandwidth we lease is cardlly expanded to reflect increased peak concuuset numbers.

Content management and monitoring

YY Client, YY.com and Duowan.com all contain usemngrated content, which we are required to mofdtocompliance with PRC laws
and regulations. A team within our data securitgatament helps in enforcing our internal procedtwoesnsure that the content in our system
are in compliance with applicable laws and regatai They are aided by a program designed to pealbysweep our platform and the data
being conveyed in our system for sensitive key wandquestionable materials. Content that contaitam keywords are automatically filtered
by our program and cannot be successfully posteslioplatform. Thus we are able to minimize offergdimaterials on our platform and to
remove such materials promptly after they are disped. See “ltem 3. Key Information—D. Risk FacteiRisks Relating to Our Business—
We may be held liable for information or contergplayed on, retrieved from or linked to our platfioior distributed to users, and PRC
authorities may impose legal sanctions on us, dioly in serious cases, suspending or revokindithases necessary to operate our platform
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Accumulated experience and data for a proprietaechnology platformr

Significant time and efforts are required to bl operate an infrastructure such as ours. Thaddagical difficulties which a platform
that hosts 10,000 concurrent users faces diffatlyréom the difficulties a platform with 100,0@hd 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 flmmding and maintaining our platform
over time.

Technology team

As of December 31, 2012, our dedicated technolegyntconsisted of approximately 798 employees;aamtis divided into three
departments, serving (a) YY Client and cloud sery{b) online games and YY.com and (c) Duowan.aaspectively. Approximately 47
members of our technology team are dedicated tdtororg and maintaining our network infrastruct@# hours a day, seven days a week.
technology team checks the voice and video dathtyjueceived by various users, the quality of useperience on YY Client and the proper
functioning of our server equipment in our netwag well as contacting internet data center hosfis fany 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

Marketing and Sales
Viral and other marketing for YY Client and Mobil¥Y

Historically, we have incurred minimal marketingperses for YY Client and Mobile YY and have builaege community of users
primarily through viral marketing, with word of mthureferrals and repeat user visits ultimately einivy user experience. While we have
significantly benefited from the effects of powdnfiral marketing, we recently initiated, and plancontinue, certain marketing activities
designed to further promote YY Client and Mobile Yora broader range of potential users. We award/duClient and Mobile YY users and
channel owners virtual currencies based on the tiirag spend on our platform, designed to furthenpote user loyalty and enhance the
attractiveness of our platform.

Advertisers on Duowan.cor
Dedicated sales team

As of December 31, 2012, we had a dedicated sates bf 53 experienced professionals to help ustaiai and increase our online
advertising revenues; approximately half of thesdgssionals were in charge of serving advertiaadsadvertising agencies. Our sales force,
located in Beijing, Shanghai and Guangzhou, isdéigiinto three regional teams to cover all majaggaphic areas in China where we have
advertisers. Currently, a majority of our sale®#ffs devoted to maintaining and expanding thelle¥ our advertising revenues from online
games, since advertising revenues from online gameisibuted a substantial majority of our onlirdvertising revenue. Although our online
advertising will remain an important source of newes for us, we expect our online advertising reesras a percentage of our total revenu
decrease in the future as we capitalize on incceasmetization opportunities for YY Client and &5 revenues continue to increase.

The compensation for our sales personnel includsi monthly salaries and sales commissions baséukeaadvertising revenues that
they bring in.

Targeted marketing strategy

Our sales team devotes significant resources tataining close relationships with major online gasieeelopers and major advertising
agencies, communicating with them every week té $sedback, obtain industry news and study potedémand for advertising. We provide
different types of advertising to our advertisevhjch include (a) traditional banners, text-linkileos, logos and buttons on fixed webpage
positions on Duowan.com, (b) literatures promotingadvertises game in the form of special articles or feattiogiss introducing the game
any new features to the game, and (c) special offerpaigns sending existing users free virtual stemaccess codes to encourage players to
join various online game
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We intend to expand our focus, in particular, oecspl offer campaigns that help advertisers tangets who have previously expressed
interest in certain types of products and serviEes.example, for the launch of a new online ganespread the word among our users as to
the launch date and solicit user interest in plgyire game for a trial period; those interestedagked to join a waitlist to pre-order the game
for a trial session once it becomes available. Qneggame is launched, we send coupon codes te asehe waitlist to encourage them to log
into the game and complete a trial session.

Services for game develope

We work with game developers in hosting third paidynes that are available through our platform.Haiee also recently launched an
initiative wherein we plan to work with third parggame developers in developing new online web gameschange for the exclusive right to
host these games on our platform.

Seasonality

Our results of operations are subject to seastuabitions. However, seasonal fluctuations haveneed material operational and financial
challenges to us, as such periods tend to be dmi@predictable, allowing us to adjust the worlshgts of our staff and re-allocate resources t
reduce costs ahead of time.

Competition

We face competition in several major aspects ofomsiness, particularly from companies that prowdkne social networking, internet
communication and online games. We also competeritime advertising revenues with other internehpanies that sell online advertising
services in China.

Social connectivity and communicationdn relation to voice-enabled communication totigre are several internet voice
communication service providers in China, includiBgeak, Tencent's QQtalk and Dudu, and leadingrimational internet voice
communication service providers, such as Skype ateexpanding in the China market. In additi@me other leading Chinese internet
companies have announced the launch of interneexammunication services. We compete with othiermet companies that provide voice
and video services to Chinese internet users.

We may also face potential competition from gladadial networking service providers that seek teethe China market, whether
independently or through the formation of allianegth, or acquisition of, PRC domestic internet g@amies.

Online game media and hostingWe have various competitors in the online gamdianmarket in China. Duowan.com’s primary
competitor among game media websites is 17173.Eomweb game hosting, our competitors include othajor internet companies that host
web games, such as Tencent, Qihoo 360 and othet@riompanies.

Research and Development

We believe that our ability to develop internet amabile online applications and services tailor@despond to the needs of our user bas
has been a key factor for the success of our bssine

As of December 31, 2012, our research and developteam consisted of 672 members. All of our sergicograms are designed and
developed internally, including various interactteehnologies. We expect to continue to developfadlur core technologies in-house.

We currently focus our product development efforighree areas: (a) the continued improvement ohadio quality and further
expansion of video-enabled features on our richroamication social platform, (b) the ongoing improment of general user experience on YY
Client by providing virtual items, additional gamasd online game add-ons as well as certain meramysspecial features, and (c) the
continued development of Mobile YY. We plan to het invest in our voice and video technology andemeloping Mobile YY.
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Intellectual Property

We regard our patents, trademarks, domain nampgrights, trade secrets, proprietary technologiessimilar 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 dmalude: (1) three patents relating to our prdjarg technology; (2) 32 registered domain
names, including YY.com, Duowan.com and Chinadun;o@) registered copyrights to 45 software proggateveloped by us relating to
various aspects of our operations, including veimi#ware, games platform, general support and ms@agement; and (4) 105 trademarks anc
service marks for our brands and logos in Chinguiting YY and certain Chinese logos relating toolan and YY. As of December 31, 20
we had filed 27 patent applications covering carfabprietary technologies and 46 trademark apgdica in China.

Legal Proceedings

We are currently not a party to, and are not awéemny threat of, any legal, arbitration or admiirzive proceedings that, in the opinion
of our management, are likely to have a materidladwverse effect on our business, financial coomlitir results of operations. From time to
time, we have become, and may in the future becarpeyty to various legal or administrative prodegs or claims arising in the ordinary
course of our business. Regardless of the outclegal, or administrative proceedings or claims mayehan adverse impact on us because of
defense and settlement costs, diversion of manageaitention and other factors.

PRC Regulation

Certain areas related to the internet, such asaelmunications, internet information services, @mtions to the international informati
networks, internet information security and cenlsigrsind online game operations, are covered extelyddy a number of existing laws and
regulations issued by various PRC governmentaloaitiths, including:

. the Ministry of Industry and Information Technology the MIIT;
. the Ministry of Culture, or the MOC

. the General Administration of Press and Publicatisrihe GAPP
. the State Administration for Radio, Film and Te&en, or the SARFT
. the National Copyright Administration, or the NC

. the State Administration for Industry and Commemrehe SAIC;
. the State Council Information Office, or the SC

. the Ministry of Commerce, or the MOFCOI

. the Bureau of Protection of State Secr

. the Ministry of Public Security; ar

. the State Administration of Foreign Exchange, erSAFE.
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As the online social platform and online game irtdes are still at an early stage of developmer@lina, 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 “Risk éi@et-Risks Relating to Doing Business in China—Utaiaties in the interpretation and
implementation of Chinese laws and regulationsddaiit the legal protections available to you arsd” And this section sets forth the most
important laws and regulations that govern ourenitrbusiness activities in China and that affeetdividends payment to our shareholders.

Regulation on Telecommunications Services and Fogn Ownership Restrictions

The Telecommunications Regulations, which becarfeetie on September 25, 2000, are the core rdgukabn telecommunications
services in China. The Telecommunications Reguiatget out basic guidelines on different type®l@dommunications business activities,
including the distinction between “basic telecommoations services” and “value-added telecommunicetiservices.” According to the
Catalog of Telecommunications Business (2003 Amemd)nimplemented on April 1, 2003 and attachethéoTelecommunications
Regulations, internet information services are degtantype of valuedded telecommunications services. The Telecomratioits Regulation
require the operators of value-added telecommunbitaservices to obtain value-added telecommumicatbusiness operation licenses from
MIIT or its provincial delegates prior to the commeement of such services. Under these regulatibiie value-added telecommunications
services offered include mobile network informatsmrvices, the operation license for value-addietdenmunications business must include
the provision of such services in its covered sc@pe currently, through Guangzhou Huaduo, our PBi@alidated affiliated entity, hold an
ICP license, a sub-category of the value-addeddeatenunications business operation license, coveniagrovision of internet and mobile
network information services, issued by the Guangdaranch of the MIIT on February 10, 2012.

The Regulations for the Administration of Foreignwsted Telecommunications Enterprises, or the R&gulations, which took effect
on January 1, 2002 and were amended on Septempb2008®), are the key regulations that regulate §oréirect investment in
telecommunications companies in China. The FITEURdDpns stipulate that the foreign investor oéetommunications 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 investuall demonstrate a good track record
experience in operating value-added telecommumwieatservices when applying for the value-addeaéetenunications business operation
license from the MIIT.

On July 13, 2006, the MIIT issued the Circular dreBgthening the Administration of Foreign Investmia 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 telecommunicatibnosiness operation license; (b) dome
license holders are prohibited from leasing, tramgfg or selling telecommunications business dpmrdicenses to foreign investors in any
form, or providing any resource, sites or faciitie foreign investors to facilitate the unlicenspération 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 tiav@ecessary facilities for |
approved business operations and maintain suditieecin the geographic regions covered by iterige; and (e) all value-added
telecommunications service providers should impnoetvork and information security, enact relevafdimation safety administration
regulations and set up emergency plans to enstinreand information safety. The provincial comrimations administration bureaus, as
local authorities in charge of regulating teleconmioations services, (a) are required to ensuregkiating qualified value-added
telecommunications service providers will conduseH-assessment of their compliance with the MIliicular 2006 and submit status reports
to the MIIT before November 1, 2006; and (b) mayoles the value-added telecommunications businessatpn 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 authoritieseinains unclear what impact MIIT Circular 2006 viidlve on us or the other PRC internet
companies with similar corporate and contractuaicstires.

To comply with such foreign ownership restriction® operate our online social platform and onlineng businesses in China through
Guangzhou Huaduo, which is owned by several PRZeas and Beijing Tuda. Beijing Tuda was establishy Messrs. David Xueling Li,
Tony Bin Zhao and Jin Cao. Guangzhou Huaduo anjinBeiuda are both controlled by Beijing Huanju &iithrough a series of contractual
arrangements. See “Corporate History and Stru¢titereover, Guangzhou Huaduo owns a majority ofdbenain names, registered
trademarks and facilities necessary for daily ofi@na in compliance with the MIIT Circular 2006. sl on our PRC legal counsel, Zhong
Law Firm’s understanding of the current PRC lawgs and regulations, our corporate structure cammlith all existing PRC laws and
regulations. However, we were further advised byRRC legal counsel that there are substantialrteinges with respect to the interpretation
and application of existing or future PRC laws apglulations and thus there is no assurance thae€higovernmental authorities would take -
view consistent with the opinions of our PRC leg@linsel.
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Internet Information Services

The Administrative Measures on Internet Informat&ervices, or the ICP Measures, issued by the Swacil on September 25, 2000
and amended on January 8, 2011, regulate the mow§internet information services. Accordingtbh@ ICP Measures, “internet information
services” refer to services that provide interné&rimation to online users, and are categorizegitasr commercial services or non-commercia
services. Pursuant to the ICP Measures, interf@timation commercial service providers shall ob&nCP license, from the relevant local
authorities before engaging in the providing of anynmercial internet information services in Chimeaddition, if the internet information
services involve provision of news, publicationuedtion, medicine, health, pharmaceuticals, medigalpment and other services that
statutorily require approvals from other additiogal’ernmental authorities, such approvals mustdit@imed before applying for the ICP
license. Guangzhou Huaduo presently holds the ic&ade on internet and mobile network informatierviees issued by the Guangdong
branch of the MIIT on February 10, 2012.

Besides, the ICP Measures and other relevant mesaalgo ban the internet activities that constiputelication of any content that
propagates obscenity, pornography, gambling anémie, incite the commission of crimes or infringmn the lawful rights and interests of
third parties, among others. If an internet infotioraservice provider detects information transeaiton 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 provgeiolation of these prescriptions will lead teetrevocation of its ICP license and, in
serious cases, the shutting down of its internstesys.

Internet Publication and Cultural Products

The Tentative Measures for Internet Publication Adstration, or Internet Publication Measures, wjeistly 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 publishingchvineans 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 Electronic Fahtion, or the Electronic Publication Rules, wasuied by the GAPP on February 21,
2008 and became effective on April 15, 2008. UriderElectronic Publication Rules and other regatatiissued by the GAPP, online games
are classified as a kind of electronic publicatiand publishing of online games is required to dxdcicted 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, obtained an Intétaklishing License for the publication of onlinegss and mobile phone games on
November 7, 2011. With the issued Internet PubigLicense, we are in the process of applying for@®#d°P’s pre-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 Rdrictions

On June 3, 2010, the MOC promulgated the Provisiddministration Measures of Online Games, or thdi® 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 thesmaship of imported online games and the
filing of records of domestic online games. Thegedures for the filing of records of domestic oalgames must be conducted with the MOC
within 30 days after the commencement date of ti@® operation of such online games or the occuealate of any material alteration of
such online games.

56



Table of Contents

All operators of online games, issuers of virtuatirencies and providers of virtual currency tradsegvices, 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 sttiehi30 days prior to the expiry date of such lg==rAn Online Game Business Operator
should request the valid identity certificate ofrgausers for registration, and notify the publicdds 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 thine games that contain prohibited
content, such as anything that compromise statgiggor divulges state secrets; and (c) induciagg users to input legal currencies or vir
currencies to gain online game products or serylmgsvay of random draw or other incidental meédinalso 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 March 2011.

On July 11, 2008, the General Office of the Statariil promulgated the Regulation on Main Functjdngernal 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 judsdn to regulate the online gaming industry, arghted 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 M@®@Vverall administration, GAPP is responsible
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 NCA and thiemd Working Group to Eliminate Pornography afiégal Publications jointly
issued the Circular on Consistent ImplementatiothefStipulation on the Three Determinations of$ttete Council and the Relevant
Interpretations of the State Commission for PuBkctor Reform and the Further Strengthening oPtteeapproval of Online Games and the
Approval and Examination of Imported Online Garm@sCircular 13. Circular 13 explicitly prohibitsriign 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 operstiwhether (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 consumptiowiitte gaming platforms that are
ultimately controlled or owned by foreign compani€gcular 13 reiterates that the GAPP is respdedir the examination and approval of
import and publication of online games and stédtas downloading from the internet is consideredilalipation activity, which is subject to
approval from the GAPP. Violations of Circular 18lwesult in severe penalties. For detailed analysee “Risk Factors—Risks Relating to
Our Corporate Structure and Industry—We may be ey affected by the complexity, uncertainties ahdnges in PRC regulation of
internet business and companies.”
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Anti-fatigue Compliance System and Real-name Registtion System

On April 15, 2007, in order to curb addictive oligame-playing by minors, eight PRC governmentaittes, 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 consideried “healthy”, three to five hours is
deemed “fatiguing”, and five hours or more is dedfumhealthy.” Game operators are required to redbe value of in-game benefits to a
game player by half if it discovers that the amanfra time a game player spends online has reatileefiatiguing” level, and to zero in the
case of the “unhealthy” level.

To identify whether a game player is a minor angtbubject to the anti-fatigue compliance systemakname registration system
should be adopted to require online game playemsdister their real identity information beforapihg online games. Pursuant to a notice
issued by the relevant eight government authoritredugust 3, 2011, online game operators must guthmidentity information of game
players to the National Citizen Identity Informati€enter, a subordinate public institution of thmistry of Public Security, for verification as
of October 1, 2011.

We have developed and implemented an anti-fatigdecampulsory real-name registration system iloatlonline 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 notigeverified 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 cuility to increase our online games business ammimprs. Furthermore, if these restrictions
were expanded to apply to adult game players iffitttuge, our online games business could be mé#liedad adversely affected. See “Risk
Factors—Risks Related to Our Corporate Structude@ur Industry—Intensified government regulatiortte# internet industry in China could
restrict our ability to maintain or increase oueukevel or the level of user traffic to our YY glarm.

Virtual Currency

On January 25, 2007, the Ministry of Public Segutite MOC, the MIIT and the GAPP jointly issuediecular regarding online
gambling which has implications for the issuance age of virtual currency. To curtail online gantiest involve online gambling while
addressing concerns that virtual currency mighidesl for money laundering or illicit trade, thecaiar (a) prohibits online game operators
from charging commissions in the form of virtuat@ncy in connection with winning or losing of gasnéb) requires online game operators tc
impose limits on use of virtual currency in guegsamd betting games; (c) bans the conversion tfalicurrency into real currency or prope
and (d) prohibits services that enable game plagetrnsfer virtual currency to other players.cbonply with the relevant section of the
circular that bans the conversion of virtual cueremto real currency or property, in relation t& ¥lusic, our virtual currency currently can
only be used by users to exchange into virtualstéarbe used to show support for performers or gadess to privileges and special feature
the channels which are services in nature instéaeal currency or property.Once the virtual currency is exchanged by usersiftual items
or the relevant privileged services, the conversiansaction is completed and we immediately catieelirtual item in our internal system. In
the case of virtual items used as gifts to perfesmee cancel the virtual items and record corredpw points for the benefit of the performers
and the channel owners, which are then used as faaghe revenue-sharing calculation pursuantri@ngements among us, certain popular
performers and channel owners.

In February 2007, 14 PRC regulatory authoritiest]giissued a circular to further strengthen thersight of internet cafes and online
games. In accordance with the circular, the Pesfidank of China, or PBOC, has the authority to i&gwirtual currency, including:
(a) setting limits on the aggregate amount of girturrency that can be issued by online game tgsrand the amount of virtual currency tha
can be purchased by an individual; (b) stipulathmay virtual currency issued by online game opesatan only be used for purchasing virtual
products and services within the online games andon purchasing tangible or physical product$;réguiring that the price for redemption of
virtual currency shall not exceed the respectivgimal purchase price; and (d) banning the tradihgrtual currency.

On June 4, 2009, the MOC and the MOFCOM jointlpéssa notice to strengthen the administration tihergame virtual currency. The
Virtual Currency Notice requires businesses thpisgue online game virtual currency (in the forhpeepaid cards and/or pre-payment or
prepaid card points), or (b) offer online gameuaitcurrency transaction services to apply for aparfrom the MOC through its provincial
branches within three months after the issuantkeohotice. The Virtual Currency Notice prohibitssimesses that issue online game virtual
currency from providing services that would enghketrading of such virtual currency. Any busintest fails to submit the requisite
application will be subject to sanctions, includimgthout limitation, mandatory corrective measuaesl fines.
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Under the Virtual Currency Notice, an online gariréual currency transaction service provider meaisisiness providing platform
services relating to trading of online game virtaatrency among game users. The Virtual Currenaycldurther 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 platfornveees are trading services
provided to online buyers and sellers through amaer information system operated by the serviowiger.

The Virtual Currency Notice regulates, among othiérs amount of virtual currency a business cameisthe retention period of user
records, the function of virtual currency and taeurn 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 othemthiahases with legal currency. Any business thasdmt provide online game virtual
currency transaction services is required to atigitnical measures to restrict the transfer ofhenfjame virtual currency among accounts of
different game players.

In addition, the Online Game Measures promulgatetine 2010 further provide that (i) virtual cuwgmay 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 pay#i) the storage period of online gamers’ fhase record shall not be shorter than 180
days; (iv) the types, price and total amount ofudl currency shall be filed with the cultural adistration department at the provincial level.
The Online Game Measures stipulate that virtualenay service providers may not provide virtualreacy transaction services to minors or
for online games that fail to obtain the necessaroval or filings, and that such providers shdudp transaction records, accounting recorc
and other relevant information for its users foleaist 180 days.

Online Music

On November 20, 2006, the MOC issued Several Stiggesof the MOC on the Development and Administrabf Internet Music, or
the Suggestions, which became effective on the statee The Suggestions, among other things, régténa 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 promulgated the Natic&Strengthening and Improving the Content Revie®@mine Music, or the
Online Music Notice. According to the Online Mus$iotice, only “internet culture operating entitiegiproved by 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 shoulthkbsh a strict self-monitoring system of
online music content and set up a special depattmemarge of such monitoring.

Guangzhou Huaduo holds a valid Internet Culturer@jn License covering our provision of online fieudlore than 99% of the music
offered on our websites is sung by grassroots peds along with recorded music. If any music pded through our platform is found to la
necessary filings and/or approvals, we could beested to cease providing such music or be sutgjetaims from third parties or penalties
from the MOC or its local branches. See “Risk FessteRisks Relating to Our Corporate Structure and I@dustry—If our PRC consolidated
affiliated entities fail to obtain and maintain tregjuisite licenses and approvals required undecémplex regulatory environment for internet:
based businesses in China, our business, finacaaition and results of operations may be matgraald adversely affected.” Moreover, the
unauthorized posting of online music on our platfdy third parties may expose us to the risk of iatbtrative penalties and intellectual
property infringement lawsuits. See “Risk FactorsiskR Relating to Our Business—We may be held liétniénformation or content
displayed on, retrieved from or linked to our pdath, or distributed to our users, and PRC autlesrithay impose legal sanctions on us,
including, in serious cases, suspending or revoltirdicenses necessary to operate our platforrd™BRC Regulation—Intellectual Property
Rights—Copyright Law.”
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In 2011, the MOC greatly intensified its regulatimithe provision of online music products. Accoglio the series of Notices on
Clearing Online Music Products that are in Violatiof Relevant Regulations promulgated by the MQ@eiJanuary 7, 2011, entities that
provide any the following will be subject to relexgenalties or sanctions imposed by the MOC: f¢ije music products or relevant services
without obtaining corresponding qualifications, {imported online music products that have not mhtise content review of the MOC or
(c) domestically developed online music productd trave not been filed with the MOC. Thus far, weéidve 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 Publicatadriudio-Visual Programs through Internet or Oth€prmation 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, transmisseiodownload of audio-visual programs using ing¢or other information network. Under
the Audio-Visual Measures, to engage in the busiésransmitting audio-visual programs, a liceisseed by SARFT is required. Foreign
invested enterprises are not allowed to carry och $usiness.

On April 13, 2005, the State Council promulgateel @ertain Decisions on the Entry of the Non- stateed Capital into the Cultural
Industry. On July 6, 2005, five PRC governmentdhatities, including the MOC, the SARFT, the GARfe 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 tgagye in the business of transmitting audio-viswag@ms through information networks.

To further regulate the provision of audio-visuedgram services to the public via the internetiuding 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 generalyfers of internet audio-visual program servicestie either state-owned or state-
controlled entities, and the business to be cagigdy 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@waer questions relating to the Audio-
Visual Program Provisions in February 2008, SARRd ®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 servieesong as those providers did not violate theuvaht laws and regulations in the past. On
May 21, 2008, SARFT issued a Notice on RelevantdssConcerning 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. Tlo¢ice also states that providers of internet awmiaal 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 andbgarectified 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 Contentmérnet Audio-Visual Programs, which reiterates pine-approval requirements for the
audio-visual programs transmitted via the interimefuding through mobile networks, where appliealsind prohibits certain types of internet
audio-visual programs containing violence, pornpbsa gambling, terrorism, superstition or otheritanty prohibited elements.

On April 1, 2010, the SARFT issued the Internet iedsual Program Services Categories (Provisiqral}he Provisional Categories,
which classified internet audio-visual program gegs into four categories.
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Guangzhou Huaduo holds a valid License for Onliren$mission of Audio-Visual Programs with the besmclassification of
converging and play-on-demand service for certaidskof audio-visual programs—literary, artistidaantertaining—as prescribed in the
Provisional Categories.

Production of Radio and Television Programs

On July 19, 2004, the SARFT issued the Regulationge Administration of Production of Radio andeMésion Programs, or the Radio
and TV Programs Regulations, which become effeativéugust 20, 2004. The Radio and TV Programs R¢igus require any entities
engaging in the production of radio and televigioograms to obtain a license for such businesses fihe 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 production and operatard these entities (except radio and TV stationst not produce radio and TV programs
regarding current political news or similar subgect

Guangzhou Huaduo holds an effective License fod&rtion and Operation of Radio and TV Programsigdson October 8, 2011,
covering the production, reproduction and publamanf broadcasting plays, TV dramas, cartoons (&hiey production), special subjects,
special columns (excluding current political nevasegory) and entertainment programs.

Regulation on Internet Bulletin Board Services

On November 6, 2000, the MIIT promulgated the Adstiative Measures on Internet Bulletin Board Segsi or BBS Measures, which
required commercial internet information servicevaders 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 andrmmicers 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 approval or filieguirement for BBS was cancelled on July 4, 2010.

Online Education Services

On July 5, 2000, the Ministry of Education promutghthe Measures for the Administration of EduasldNebsites 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 esthdinline information databases by
collecting, editing and storing educational infotioa or establish online platform and search tdotsducational purposes, and which provide
public educational information to website visitorsusers through the internet or educational T¥ta. These measures also include specific
provisions regarding the qualifications and progeddor obtaining the approval for operating ediocet websites. We currently offer some
education-related services on our platform ancapmying for the relevant necessary approvals.

Regulation on Advertising Business and ConditionsroForeign Investment

The SAIC is the primary governmental authority fagjng advertising activities in China. Regulatidhat apply to advertising business
primarily include:

. Advertisement Law of the People’s Republic of Chim@mulgated by the Standing Committee of the dweti People’s Congress
on October 27, 1994 and effective since Februafyp®5;

. Administrative Regulations for Advertising, promatgd by the State Council on October 26, 1987 #iedtave since December 1,
1987; anc

. Implementation Rules for the Administrative Regialias for Advertising, promulgated by the State Gouon January 9, 1988 and
amended on December 3, 1998, December 1, 2000 eveiiber 30, 2004, respective
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According to the above regulations, companiesehgtge in advertising activities must each obfaim the SAIC or its local branches,
a business license which specifically includes afiieg an advertising business in its business sedp@nterprise engaging in advertising
business within the specifications in its busiresspe does not need to apply for an advertisingatipa license, provided that such enterprise
is not a radio station, television station, newspay magazine publisher or any other entity otlimevgpecified in the relevant laws or
administrative regulations. Enterprises conducéidgertising activities without such a license mayshbject to penalties, including fines,
confiscation of advertising income and orders taseeadvertising operations. The business licenaa aflvertising company is valid for the
duration of its existence, unless the license $psnded or revoked due to a violation of any relelaws or regulations.

PRC advertising laws and regulations set certaimert requirements for advertisements in Chindutting, 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 advertisementsptepare or distribute is true and in complete céenpke 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 obtainedatitiolof these regulations may result in penaltieduding fines, confiscation of
advertising income, orders to cease disseminafitinecadvertisements and orders to publish an #idearent correcting the misleading
information. Where serious violations occur, thelGAr its local branches may revoke such offendi@shses or permits for their advertising
business operations.

Under the Administrative Regulations on Foreigndsited Advertising Enterprises, promulgated in 280&:e is no longer any maximum
foreign shareholding percentage restriction apple#o foreign-invested advertising enterpriseswkleer, 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 magimiess 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 promulgatecuariules and regulations and rules relating téeptmn 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 registratiomég 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 DecembeR812, see “Item 4. Information on the
Company—B. Business Overview—Intellectual Propérty.

Patents

The National People’s Congress adopted the Patemtdf the People’s Republic of China in 1984 aneéiaded it in 1992, 2000 and
2008, respectively. A patentable invention, utilitpdel or design must meet three conditions: ngyaitentiveness 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 obtainedelaysof nuclear transformation. The Patent Offizdgen the State Intellectual Property
Office is responsible for receiving, examining amproving patent applications. A patent is validddwenty-year term for an invention and a
ten-year term for a utility model or design, stagtfrom the application date. Except under cerspiecific circumstances provided by law, any
third party user must obtain consent or a propenke from the patent owner to use the patentsertiee use will constitute an infringement of
the rights of the patent holder. For the numbegraiénts we had and the number of patent appliGati@made as of December 31, 2012, see
“Iltem 4. Information on the Company—B. Business iev—Intellectual Property.”
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Copyright Law

The Copyright Law of the People’s Republic of Chippomulgated in 1990 and amended in 2001 and 2i¥1tbe 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 coveesnet activities, products disseminated oveiiriternet and software products, among the
subjects entitled to copyright protections. Regisbn of copyright is voluntary, and is adminise@by the China Copyright Protection Center.

To further clarify some key internet copyright issuon November 26, 2012, the PRC Supreme Pedpteig promulgated the
Regulation on Several Issues Concerning Applicablges on Trial of Civil Disputes over the Infringenteof Information Network
Transmission Right, or the 2013 Regulation. The3?2R&gulation took effect on January 1, 2013, apthoed the Interpretations on Some
Issues Concerning Applicable Laws for Trial of Digs over Internet Copyright that was initially atkxl in 2000 and subsequently amended
in 2004 and 2006. Under the 2013 Regulation, whariternet information service provider work iroperation with others to jointly provide
works, performances, audio and video products a€hvthe right holders have information network swanission right, such behavior will
constitute joint infringement of third parties’ ormation network transmission right, and the PR@ricehall order such internet information
service provider to assume join liability for suofringement. If an internet information servicepider can prove that it has only provided
network services through automatic access, autortratismission, data storage space, search fusctioks, document sharing technology,
etc., and thereby argues that it has not beenvaddh any alleged joint infringement, the PRC ¢atnall find in favor of such internet
information service provider. If an internet infaation service provider fails to delete, block, disrect or take other necessary measures, or
it provides technological support or other aid witdmows or should have known of the network us@rfringement on the information
network transmission right, the PRC court shallifihat such aid constitutes contributory infringam&@he PRC court shall determine whether
an internet information service provider is liafde abetting or contributory infringement accordiogts findings on the degree of fault of the
internet information service provider. The faulttbé internet information service provider is detered according to various criteria, including
situations where such provider knew or should Han@vn of the network user’s infringement againgttiparty’s information network
transmission right. If an internet information deevprovider can prove it has adopted fairly reabda and effective technological measures,
and yet still finds it difficult to discover infrgement against information network transmissiordoeted 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 provides'webpage, the PRC court may find that such prokidew of the
network user’s infringement on the information netktransmission right of others.

Under the Copyright Law and its implementation sykenyone infringing upon the copyrights of othisrsubject to various civil
liabilities, which include stopping the infringentealiminating the damages, apologizing to the cighy owners and compensating the
copyright owners for such owners’ actual and otbsses resulting from such infringement. If theuattoss of the copyright owner is difficult
to calculate, the income received by the offendea eesult of the copyright infringement shall leerhed to be the actual loss; or if such inc
is in itself difficult to calculate, the relevanRE court may decide the amount of the actual lpstolRMB500,000 for each infringement.

To address the problem of copyright infringemerdtszl to content posted or transmitted on the fietiethe 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 ConteoviBers, without editing, amending or selecting atored or transmitted content. When
imposing administrative penalties upon the act wirdringes upon any users’ right of communicatibrough information networks, the
Measures for Imposing Copyright Administrative Fgas, promulgated in 2009, shall be applied.
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Where a copyright holder finds that certain intércentent infringes upon its copyright and sendstice to the relevant internet
information service operator, the relevant inteinfirmation service operator is required to (iymediately 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 informasiervice operator according to the notice
of a copyright holder, the content provider mayidla counter-notice to both the internet inforimatservice operator and the copyright
holder, stating that the removed content doesnfohge 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 operator may bejscito cease-and-desist orders and other adnatiigrpenalties such as confiscation
of illegal income and fines, if it is clearly awasta copyright infringement through the interngtalthough not aware of such infringement, it
fails to take measures to remove relevant contgon ueceipt of the copyright owner’s notice of inflement and, as a result, damages public
interests. Where there is no evidence to indidaean internet information service operator isudjeaware of the existence of copyright
infringement, or the internet information servigeoator has taken measures to remove relevantrisntpon receipt of the copyright owner’s
notice, the internet information service provideals not bear the relevant administrative legdbilises.

On May 18, 2006, the State Council issued the Btiote of the Right of Communication through Inforiea Network, which took effect
on July 1, 2006 and amdedned on January 30, 20iderthis regulation, an internet information seevyprovider may be exempt from
indemnification liabilities under the following cumstances:

. any internet information service provider that pdes automatic internet access service upon ingingfrom its users or provides
automatic transmission service for works, perforogsnand audio-visual products provided by its uaersot required to assume
indemnification liabilities if (a) it has not chaser altered the transmitted works, performanceardio-visual products and (b) it
provides such works, performances and audio-vistaaucts to the designated users and preventsexsgrpother than such
designated users from obtaining acc

. any internet information service provider that, fiee sake of improving network transmission effigy, automatically stores and
provides to its own users the relevant works, perémces and audio-visual products obtained fromadimgr internet information
service providers, are not required to assumentthennnification liabilities if (a) it has not altetany of the works, performance or
audio-visual products that are automatically stp(bjlit has not affected such original interndbimation service provider in
holding the information about where the users obtia¢ relevant works, performance and audio-vipuadiucts; and (c) when the
original internet information service provider rees, deletes or shields the works, performancesadiio-visual products, it will
automatically revise, delete or shield the sa

. any internet information service provider that pdes its users with information memory space fahsusers to provide the works,
performances and audio-visual products to the géipeiblic via an informational network are not reqd to assume the
indemnification liabilities if (a) it clearly indates that the information memory space is providdatie users and publicizes its own
name, contact person and web address; (b) it eateoed the works, performance and audio-visuvadpcts that are provided by
the users; (c) it is not aware of or has no reasdmow that the works, performances and audioalipmoducts provided by the
users infringe upon the copyrights of others; {dgis not directly derived any economic benefitrfritie providing of the works,
performances and audio-visual products by its ysers (e) after receiving a notice from the coplyrigolder, it promptly deletes
the allegedly infringing works, performances andie-visual products pursuant to the relevant regula
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Since 2005, the NCA, together with certain otheCRfevernmental authorities, have jointly launchedual campaigns specifically
aimed to crack down on internet copyright infringerhand piracy in China; these campaigns normadly/for three 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 relateshanghai 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 andséNes, newly published books, online
games and animation, music and software and vaiflegal activities, including, for example, illelgaploading or transmission of a thirty
party’s works without proper license or permissisales of pirated audio-video and software throeiglommerce 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 meltizserious cases, the operating permits of the ile=bsngaging illegal activities were
revoked, and such websites were ordered to shub.dow

We have adopted measures to mitigate copyrighinggment risks. For instance, we have establishedtine reporting and registration
system that is updated on a monthly basis, andeguine performers, channel owners and users tcosdkdge 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 proceduresofaitfectively prevent unauthorized posting or ateopyrighted content or the
infringement of other third party rights on YY diatm, and the PRC courts find that certain safétaexemptions under PRC laws are not
applicable to us because, for instance, a coutsfihat we knew or should have known about sueigdgment 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 copytitnolders 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 “Risk Factors—Risks Relating
to Our Business—We may be subject to intellectuaperty infringement claims or other allegationjet could result in our payment of
substantial damages, penalties and fines, remdvalavant content from our website or seekingrigarrangements which may not be
available on commercially reasonable terms.”

Domain Name

In September 2002, the CNNIC issued the ImplemgriRnles for Domain Name Registration setting fakthailed rules for registration
of domain names. On November 5, 2004, the MIIT prigated the Measures for Administration of Domaaniés for the Chinese Internet, or
the Domain Name Measures. The Domain Name Measegesate the registration of domain names, sudhesérst tier domain name “.cn.”

In February 2006, the CNNIC issued the Measure@amain Name Dispute Resolution and relevant implging rules, pursuant to which t
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 onGbenpany—B. Business Overview—Intellectual Propérty.

Trademark

The PRC Trademark Law, adopted in 1982 and ameindE@93 and 2001, with its implementation rulesgdd in 2002, protects
registered trademarks. The Trademark Office of3A&C handles trademark registrations and grantetegtion term of ten years to registered
trademarks. Trademark license agreements muslelgleviith the Trademark Office for record. For thember of trademarks we had and
trademark applications we had made as of Decenthe2@® 2, see “Iltem 4. Information on the Company-BBsiness Overview—Intellectual
Property.”
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Internet Infringement

On December 26, 2009, the Standing Committee abNalt People’s Congress promulgated the Tort LathefPeople’s Republic of
China, or the Tort Law, which became effective oly 1, 2010. Under the Tort Law, an internet ugesminternet 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# tig notify and request the internet service
provider whose internet services are facilitating infringement to take necessary measures ingjutim 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 adidnal harm caused by its failure to act. Accogitn 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 maritaltonomy, right of guardianship, right to ownershight to usufruct, right to security interests,
copyright, patent right, exclusive right to usedermarks, right to discovery, right to equity intgseand right of heritage, among others.

Regulation of Internet Content

The PRC government has promulgated measures getatinternet content through a number of governaieagencies, 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&®E, or compromise state security or secrets. Ifc&hlicense holder violates these measures, i
ICP license may be revoked and its websites mahbedown by the relevant government agencies.

Moreover, according to the Notice on the Work ofiftation of Online Games jointly issued by the @Qthe 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 NotieeEnhancing the Content Review
Work of Online Game Products promulgated by the M@€004, imported online games are subject toatnieview by the MOC prior to
being offered to Chinese internet users.

Information Security and Censorship

Internet content in China is regulated and regtdidtom a state security standpoint. The NatioealgRe’'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 Security issued #h@ministration Measures on the Security Protectb@omputer 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 Bfiblic Security has supervision and inspection pewethis regard, and relevant local sect
bureaus may also have jurisdiction. If an ICP Iggholder violates these measures, the PRC govatnmay revoke its ICP license and shut
down its websites.

On December 28, 2012, the Standing Committee oR#t@nal People’s Congress reiterated relevamisrah 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 relevathnical measures and other necessary actionsvenirthe leakage, damage or loss of eacl
user’s personal information collected in the inerimformation service provider’s operation actest and shall take remedial measures when
the leakage, damage or loss of the citizen’s paildaformation occurs or may possibly occur. Ortadiscovers any transmission or disclosure
of information prohibited by the relevant laws aedulations, the internet information service pdavishall stop transmission of such
information, take measures such as eliminationpikegerelevant record, and reporting to relevanhatrities.

To comply with the above laws and regulations, weehestablished an internet information securifyagEnent to implement measures
on information filtering. For example, we have aapa voice monitor system, and installed on oatfptm various alerts on sensitive words
or abnormal activities of users, channels or groUys also have a dedicated team that maintairfsoR4-surveillance on the information pos
on our platform, with different categories for mimning purposes, according to subject and conWethave also established and follow a s
review process and storage system of relevantdsashich, in combination with various informatiogcsrity measures, have effectively
prevented the public dissemination of statutonhjisived information through our websites in thetpsiée intend to continue to further update
our measurements and system and work closely gfiglvant authorities to avoid any violation of relavlaws and regulations in the future.
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Privacy Protection

PRC laws and regulations do not prohibit interreettent providers from collecting and analyzing thusiers’ personal information if
appropriate authorizations are obtained. We requirausers to accept a user agreement wherebyagireg to provide certain personal
information to us. PRC laws and regulations prdhitiernet content providers from disclosing anfpimation transmitted by users through
their networks to any third parties without thaitfzorization unless otherwise permitted by lavarifinternet content provider violates these
regulations, the MIIT or its local bureaus may irsp@enalties and the internet content provider ngaljable for damages caused to its users.

Regulation of Foreign Currency Exchange and Divided Distribution

Foreign Currency Exchange The core regulations governing foreign currencshange in China are the Foreign Exchange
Administration Regulations, as amended in Auguéi820@r the FEA Regulations. Under the FEA Regutetjithe 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 SAFBhtained and prior registration with the SAFE isdsmaOn August 29, 2008, SAFE
promulgated Circular 142 to regulate the conversioioreign currency into Renminbi by a foreign-@sted 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-stee enterprise settled in Renminbi converted ffmmign currencies. The use of such
Renminbi capital may not be changed without the B&Rpproval, and may not in any case be repayofeRenminbi 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, ands 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, promulgate1986 and amended in 2000, and the Adminisgdtiules
under the Foreign Investment Enterprise Law, progaiigld in 2001, are the key regulations governisgritiution of dividends of foreign-
invested enterprises.

Under these regulations, a wholly foreign-investaterprise in China, or a WFOE, may pay dividemly out of its accumulated profits,
if any, determined in accordance with PRC accogrgiandards and regulations. In addition, a WFQEdsiired 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 re@srand welfare funds for employees sha
determined at the discretion of the WFOE. Profita 9VFOE shall not be distributed before the loskeseof before the previous accounting
years have been made up. Any undistributed profitHfe previous accounting years may be distribtagdther with the distributable profit f
the current accounting year.

Circular 75 . The SAFE issued Circular on Several Issues caoirggiForeign Exchange Administration for Domest&sklents to Engag
in Financing and in Return Investments via Over&aecial Purpose Companies, or Circular No. 78)ctober 21, 2005, which became
effective on November 1, 2005. Under Circular #gmregistration with the local SAFE branch isuegd for PRC residents to establish or to
control an offshore company for the purposes d@rfiring that offshore company with assets or edntgrests in an onshore enterprise locatec
in the PRC. An amendment to registration or filmith the local SAFE branch by such PRC resideatse required for the injection of equity
interests or assets of an onshore enterprise ioftsleore company or overseas funds raised by stishore company, or any other material
change involving a change in the capital of theladfe company.
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Circular 75 applies retroactively. PRC resident®Whve established or acquired control of offstommapanies 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 Ciacid5 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 gntiand 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 exchange registratid®RC resident shareholders of Guangzhou Huatuequired 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 Forelpchange Control were promulgated by the PBOC on
December 25, 2006, and their Implementation Rigssied by the SAFE on January 5, 2007, becametieffean February 1, 2007. Under
these regulations, all foreign exchange matterslied in employee stock ownership plans and stetion 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 IndividualgtiRapating in Stock Incentive Plans of OverseablRly-Listed Companies, or the Stock
Option Rules, were promulgated by SAFE on Febra&ry2012, that replaced the Application Procedafd=oreign Exchange Administration
for Domestic Individuals Participating in EmployStock Ownership Plans or Stock Option Plans of €aes 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 owas listed companies shall retain a qualified Pg&hg which could be a PRC subsidiary of
such overseas publicly-listed company or anothalifigd institution selected by such PRC subsidiamyconduct 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 requiveaimend the SAFE registration with respect tostoek incentive plan if there is any material
change to the stock incentive plan, the PRC agerttse overseas entrusted institution or other ristehanges. The PRC agents shall, on
behalf of the PRC residents who have the righktyase the employee share options, apply to SARE docal branches for an annual quota
for the payment of foreign currencies in connectioti the PRC residents’ exercise of the employegeoptions. The foreign exchange
proceeds received by the PRC residents from tleecsahares under the stock incentive plans graamddlividends distributed by the oversea:
listed companies must be remitted into the bankatis in the PRC opened by the PRC agents befstrébdition to such PRC residents. In
addition, the PRC agents shall file each quarterfahm for record-filing of information of the Dorsic Individuals Participating in the Stock
Incentive Plans of Overseas Listed Companies WitRESor its local branches.

We and our PRC citizen employees who have beeregtamare options, restricted shares or restrigtade units, or PRC optionees, are
subject to the Stock Option Rules. If we or our RépEionees fail to comply with the Individual FageiExchange Rule and the Stock Option
Rules, we and/or our PRC optionees may be sulgjdotds and other legal sanctions. See “Risk FaetdRisks Relating to Doing Business in
China—PRC regulations relating to offshore investheetivities by PRC residents may limit our PR®sdiaries’ ability to increase their
registered capital or distribute profits to us tireswise expose us to liability and penalties urRiRC law.”

In addition, the State Administration for Taxatioas issued circulars concerning employee shareraptunder which our employees
working in the PRC who exercise share options bélsubject to PRC individual income tax. Our PREBsaliaries 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 employeestéagay or if we fail to withhold their income taxas required by relevant laws and regulati
we may face sanctions imposed by the PRC tax dti#®or other PRC government authorities.
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Regulation on Tax
PRC Enterprise Income Ta

The PRC enterprise income tax is calculated basdtietaxable income determined under the appkcBbl Law and its implementatit
rules. On March 16, 2007, the National People’sdess of China enacted the New EIT Law, which becaffective on January 1, 2008. On
December 6, 2007, the State Council promulgatedhtpéementation rules to the New EIT Law, whichcateecame effective on January 1,
2008. The New EIT Law imposes a uniform enterpirig@me tax rate of 25% on all resident enterpriseshina, including foreign-invested
enterprises and domestic enterprises, unless taifygfor certain exceptions, and terminates nudghe 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 tohigh and new technology enterprise
shall be reduced to a preferential rate of 15%.

Moreover, under the New EIT Law, enterprises orgeshiunder the laws of jurisdictions outside Chirith wheir “de facto management
bodies” located within China may be considered P&ent enterprises and are therefore subjedR® &hterprise income tax at the rate of
25% on their worldwide income.

Although we do not believe that our company shd@dreated as a PRC resident enterprise for PR@uignoses, substantial uncertainty
exists as to whether we will be deemed to be sydhédrelevant 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. See kRtactors—Risks Relating to Doing
Business in China—Under the PRC enterprise inc@xdaiv, we may be classified as a PRC “residergrpnise,” 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 provides thatidend income between “qualified resident entegs” is exempted income, and
the Implementation Rules refer to “qualified resitlenterprises” as enterprises with “direct eqintgrest”, it is unclear whether dividends we
receive from our PRC subsidiaries are eligiblesfogmption.

PRC Business Ta

Pursuant to applicable PRC tax regulations, angyemt individual conducting business in the seeviedustry is generally required to |
a business tax at the rate of 5% on the revenuerated from providing such services. Howevehéf services provided are related to
technology development and transfer, such busiaesmay be exempted subject to the approval ofasletax authorities. In addition, online
game operating business is subject to 3.3% bustagsmd surcharges pursuant to applicable PR@taxdations.

Value Added Tax

On January 1, 2012, the Chinese State Councilialffidaunched a pilot value added tax (“VAT") refo program (“Pilot Program”),
applicable to businesses in selected industriesinBases in the Pilot Program would pay VAT insteflousiness tax. The Pilot Program
initially applied only to transportation industrpca“modern service industries” (“Pilot Industriesi) Shanghai and will be expanded to eight
trial regions (including Beijing and Guangdong pgrme) and nationwide if conditions permit. The Plledustries in Shanghai included
industries involving the leasing of tangible mowaploperty, transportation services, research amdldpment and technical services,
information technology services, cultural and dreaservices, logistics and ancillary servicestifieation and consulting services. Revenues
generated by advertising services, a type of “caltand creative services”, are subject to the \t@&d rate of 6%. According to official
announcements made by competent authorities itnBeind Guangdong province, Beijing launched theesRilot Program on September 1,
2012, and Guangdong province launched it on Noverhp2012. In addition, the Supplementary NoticeSeweral Tax Policies in Relation to
the Scope of VAT-able and Other Matters in the $pamtation and Selected Modern Service Sectorsriuhde/AT Reform Pilot Program,
Caishui [2012] No. 86, or Circular 86, which wasued in December 2012, further defines the appicatcope of relevant industries and
specifies that, starting from December 1, 2012 sitetoperation services provided by website owf@raon-self-owned online games are
taxed as “Information System Services,” and theefoould also be subject to the VAT tax rate as 6%ing forward, in Beijing and
Guangdong province, where we have operations, Weay the pilot VAT instead of business taxesdar advertising activities, operating
services for online games not owned by us andrfgragher parts of our business that are deemetélotal tax authorities to belong to Pilot
Industries.
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Cultural Development Fee

According to applicable PRC tax regulations or suldvertising service providers are generally irequo pay a cultural development
fee at the rate of 3% on the revenues (a) whiclyenerated from providing advertising services @jdvhich are also subject to the business
tax.

Dividends Withholding Tax

Under the Old EIT Law that was effective prior emdary 1, 2008, dividends paid to foreign inveshyrgoreign-invested enterprises,
such as dividends paid to us by Beijing Huanju 8hidt Guangzhou Huanju Shidai, our PRC subsidiaviese exempt from PRC withholding
tax. We are a Cayman Islands holding company abstantially all of our income may come from dividernwe receive from our subsidiaries
located in the PRC. Pursuant to the New EIT Lawitsmuplementation 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 interpretasiod implementation of the New EIT Law and its liempentation 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 to any PRC withholding taxe SRisk Factors—Risks Relating to Doing Busines€hina—Under the PRC enterprise
income tax law, we may be classified as a PRC deggienterprise,” which could result in unfavoratabe consequences to us and our
shareholders and have a material adverse effemtioresults of operations and the value of youegtment.”

Labor Laws and Social Insurance
The principle laws that govern employment include:

. Labor Law of the People’s Republic of China, progaséd by the Standing Committee of the NationapRe® Congress on July 5,
1994, effective since January 1, 1995 and amendekligust 27, 2009; ar

. Labor Contract Law of the People’s Republic of Ghipromulgated by the Standing Committee of théddat People’s Congress
on June 29, 2007 and effective since January 1.:

According to the Labor Law and Labor Contract Lamployers must execute written labor contracts fulktime 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 Lamd the PRC Labor Law may result in the impositbfines and other administrative
penalties. For serious violations, criminal liayiimay arise.

In addition, employers in China are required tovpte employees with welfare schemes covering pansisurance, unemployment
insurance, maternity insurance, work-related injogurance, medical insurance and housing funds.

We have caused all of our full-time employees tieeimto written labor contracts with us and havevizled and currently provide our
employees with the proper welfare and employmenefits.
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New M&A Regulations and Overseas Listings

On August 8, 2006, six PRC governmental agenciefiygpromulgated the Regulations on Mergers anduisitions 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 ovelggasgy of equity interests in PRC companies anatiiled 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 onstogk exchange overseas.

The application of the M&A Rules remains uncleaasBd on the understanding on the current PRC taes, and regulations and the
M&A Rules of our PRC Legal Counsel, Zhong Lun Lairnk prior approval from the CSRC is not requirettler the M&A Rules for the
listing and trading of our ADSs on the Nasdaq Gldbarket because (a) our PRC subsidiaries, Belfingnju Shidai and Guangzhou Huanju
Shidai, are foreign-invested enterprises estaldisiyeforeign enterprises, (b) we did not acquirg @quity interest or assets of a PRC domesti
company owned by PRC companies or individuals fisetbunder the M&A Rules, and (c) there is no fsmn that clearly classifies the
contractual arrangements among our PRC subsidaijing Huanju Shidai, our PRC consolidated afféid entities and their shareholders as «
transaction regulated by the M&A Rules. Howevertheese has been no official interpretation or fieation of the M&A Rules, there is
uncertainty as to how this regulation will be ipiexted or implemented.

Considering the uncertainties that exist with respe the issuance of new laws, regulations orpregtation and implementing rules, the
opinion of Zhong Lun Law Firm, summarized abovesubject to change. If the CSRC or another PRClasgny agency subsequently
determines that prior CSRC approval was requiredmay face regulatory actions or other sanctioms fihe CSRC or other PRC regulatory
agencies.
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C.

Organizational Structure

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

Formerly known as Duowan Entertainment Informafi@chnology (Beijing) Company Limite:

Beijing Tuda is our PRC consolidated affiliagatity. Mr. David Xueling Li, our co-founder, cliiexecutive officer and director,

Mr. Tony Bin Zhao, our director and chief technofagfficer, and Mr. Jin Cao, the general manageswfwebsite department, own
97.7%, 1.5% and 0.8% of Beijing TUs equity interests, respective

Guangzhou Huaduo is our PRC consolidated afitl entity. Mr. Jun Lei, our co-founder and chainpnMr. David Xueling Li, Mr. Tony
Bin Zhao, Mr. Jin Cao and Beijing Tuda own approaiety 1.5%, 1.7%, 0.1%, 0.1% and 96.6% of Guangtfwaduo’s equity interests,
respectively
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D. Property and Equipment

Our principal executive offices are located on pis&® comprising approximately 10,300 square méte®iangzhou, China. This facil
currently accommodates our management headquaptersipal development, engineering, sales and atarf, human resources and
administrative activities. The lease for this Guarg facility expires in 2015. We also have a bheoffice 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 unrelatedgphitits, and we plan to renew these lease:
from time to time as needed.

Our servers are hosted in leased internet datarseint different geographic regions in China. Thtadenters 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 are suffici for our current needs and we will obtain adégexcilities, principally through leasir
to accommodate our future expansion plans.

See footnotes 9 and 10 to our financial statenfent®rther information about our property and gmuént and intangible assets.

ITEM 4A UNRESOLVED STAFF COMMENTS
None.

ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECT S

You should read the following discussion and anslgsour financial condition and results of opécats 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 eveotdd differ materially from those anticipat
in these forward-looking statements as a resultasfous factors, including those set forth undeisiRFactors” and elsewhere in this annual
report.

A. Operating Results

Overview

We derive our revenues primarily from IVAS and aeliadvertising. We derived 68.3%, 72.7% and 85.7&uptotal net revenues from
IVAS in 2010, 2011 and 2012, respectively, withioaladvertising accounting for the remainder of mwenues. Revenues from IVAS are
primarily generated through web games, YY Music atigbr services on our platform. Online advertigiegenues are primarily generated fi
sales of different forms of advertising on Duowamc We currently do not allow advertising on YY.camd Mobile YY, and have minimal
advertising on YY Client. We expect to derive aar@asing portion of our revenues from IVAS in thaufe. This trend may pose new
challenges to us, including, for example, the rteedkevelop more popular products and servicesspaese to user demand and the need to
recruit and retain talented personnel for technpkgd product development purposes. IVAS revenegsiad on the popularity of the online
games on our platform and the growth of other tygfeshannels or activities for which IVAS are awahile, such as YY Music.

We began our operations in 2005 by launching Duoggan, a popular online web portal hosting game medhntent. We have grown
significantly in recent years, developing and idtroing YY Client in 2008 and making YY Client aable for mobile users through Mobile
YY in September 2010. We had 10.3 million, 13.5linil and 19.1 million average daily active usersydhClient in December 2010, 2011
and 2012, respectively. Our total net revenuessrd from RMB128.3 million in 2010 to RMB319.7 liait in 2011 and to RMB820.0
million(US$131.6 million) in 2012. We had net loss#f RMB238.9 million and RMB83.2 million in 201@@& 2011, respectively, and in 2012,
we had a net income of RMB89.2 million (US$14. 3liwl).
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Discussion of Selected Statements of Operations rits
Revenue:

In the years ended December 31, 2010, 2011 and 2@&1Rad derived our revenues primarily from IVA®Ianline advertising. Our
IVAS revenues are primarily comprised of revenuesifthe paying users of online games, YY Music &0 lesser degree, our membership
subscriptions. The online games we currently asfely'Y Client are all web games, which are a typerdine games that can be run from an
internet browser and requires an internet connedttigplay. Our online advertising revenues prinyacidnsist of revenues from the sale of
online advertising in various formats primarily Baowan.com and our other online portals. We exfieitin the future, as is the case in 2012
an increasing portion of our revenues will be dedifrom non-game IVAS revenues, including reverftas in-channel virtual items sold on
YY Client, such as virtual flowers and gifts foreuis various channels, as well as other new omdinelucts and services that we recently
launched or expect to offer in the future. We expleat revenues we receive from the membershiprarogve launched in October 2011,
which grants users enhanced privileges for morghbscription fees, will increase in the future.

The average revenue per paying user for our memipgosogram is lower than that for our online garaed YY Music due to the fact
that we charge a relatively low membership fee GBR0.0 per month in order to attract a large subsctbase for this program. In the three
months ended December 31, 2012, the average repenysaying user for our membership program was B8JBs compared to RMB266 for
our online games and RMB312 for YY Music.

The following table sets forth the principal compats of our total net revenues by amount and asaeptage of our total net revenues
for the periods presented.

For the Year Ended December 31

2010 2011 2012
% of % of % of
total net total net total net
RMB revenue: RMB revenue: RMB USs$ revenue:

(in thousands, except for percentage
Total net revenues:®

IVAS:
Online game: 86,31¢ 67.2 165,93 51.¢ 332,280 53,33t 40.5
YY Music — — 52,85¢ 16.5 286,44t  45,97¢ 34.¢
Others 1,282 1.C 13,58¢ 4.2 83,65: 13,42¢ 10.2
Online advertising 40,74( 31.7 87,27¢ 27.2 117,64 18,88: 14.4
Total 128,33¢ 100.C 319,65! 100.C 820,03: 131,62' 100.(C

(1) Revenues are presented net of rebates and disc

IVAS revenuesWe generate revenues from (i) the sales of \liitems under the offering of web games developedsor by third
parties under revenue-sharing arrangements on YehC(ii) the sale of in-channel virtual itemskte used on YY Music and (iii) other
revenues, including membership subscription fesgréJplay web games on YY and access channelsffdarge, but are charged for
purchases of virtual items which can be used imergames or YY channels.
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The most significant factors that directly affeatr ®VAS revenues include:

The number of paying user§he number of our paying users increased fromcqapately 31,000 in July 2009, the first month in
which we began tracking paying user numbers, t6@Din December 2009, 70,000 in December 201008870 December 2011
and 420,000 in December 2012. We had approximatdlynillion and 2.4 million paying users in 2011d&2012, respectively. We
calculate the number of paying users during a gpeniod as the cumulative number of registered aseounts that have purchased
virtual items or other products and services onQl¥ént at least once during the relevant period.Weee able to achieve an
increase in paying users primarily due to (a) aificant increase in the number of active userstdube increasing popularity of
YY Client, and (b) an increase in the number ofudl items we offer, which in turn resulted frone imcreased number of online
games we host and our launch of virtual items &e sn YY Music in March 2011. We expect that tlenber of our paying users
will continue to grow in the future as we expand services and products offerings and further mimaeiur existing platforn

The average revenue per paying user, or ARRWr ARPU for IVAS was approximately RMB177.9, RiW&1.3 and RMB296.5
(US$47.6) in 2010 and 2011 and 2012, respectivdRPU is calculated by dividing our total revenuesti IVAS during a given
period by the number of paying users for that gkrfs we begin to generate revenues from an incrgasiriety of IVAS, our
ARPU may fluctuate from period to period due to thig of IVAS purchased by our paying users. Thengfes in ARPU are
primarily the result of (a) an increase in the nemd virtual items available on our platform, @) increase in the average price of
the virtual items that can be purchased for usmiimchannels, (c) the launch of YY Music in Mardh2, which has a lower ARPU
when compared to online games, (d) the launch pfrmmbership program, which currently charges atikedly low membership
fee of RMB20.0 per month, in October 2011. We hagpreximately 158,000 and 508,000 members in our beeship program as
of December 31, 2011 and 2012, respectiv

The number of paying users for each year typidallyeases as the number of active users increaBlsesiumber of our monthly active
users increased from 35.4 million in December 20183.4 million in December 2011 to 69.7 million ntbly active users in December 2012.
Meanwhile, ARPU fluctuated during that period bessof our launch of new online games, our effegbnmmotion of commercially success
games and our launch of YY Music, offset by thd fhat, at times, our paying user numbers grevefasan our revenues primarily due to the
lower ARPU of paying users for YY Music and our mzrship program.
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Other significant factors that directly or indirlgcaffect our IVAS revenues include:
. our ability to offer new and attractive productsl aervices that allow us to monetize our platfc
. our ability to attract and retain a large user b

. the terms of our arrangements with third party gaenelopers and service providers as well as cepiapular performers and
channel owners on YY Music; al

. competition in Chin’'s online games and other IVAS marki

We historically derived a significant portion ofraevenues from a limited number of popular ontyagnes, primarily through selling in-
game virtual items for these games. A vast majarftyur popular online games are developed by théndy game developers under revenue-
sharing arrangements that typically last one toyears. We currently receive only a relatively draadount of monthly revenues from self-
developed games and have no plans to develop arg/games in the future. Due to the fact that onggdaiser base makes us a desirable
platform for game developers to launch and opehaie games, we believe we will continue to retisting and attract additional online ge
developers.

We expect an increasing portion of our revenues irdAS will continue to be derived from the saldsion-game virtual items and
services as we capitalize on monetization oppditsiFor example, our revenues from virtual itesmlsl on YY Music increased from 16.5%
to 34.9% of total revenues for the year ended Déeer@l, 2011 as compared to 2012; we expect tichtravenues will represent an
increasingly larger portion of our revenues infiltere. In addition, we expect that a large portdmour IVAS revenues will continue to be
derived from online games generated from thirdypaniine game developers in the future, as we damend to further internally develop any
additional online games. However, in the future,expect to derive a lower percent of our revenuas fonline games as a whole, as we e»
to monetize other non-game aspects of the YY platfeuch as YY Music and our membership programlaMached our membership
program in October 2011 and generated revenuesrfrembership subscription fees of RMB72.5 millior5§&11.6 million) in the year ended
December 31, 2012.

Online advertising revenuedVe offer a wide range of online advertising fotsnand solutions. We enter into advertising comsragth
third party advertising agencies as well as witheatisers directly. Advertisers pay to place adgerhents on Duowan.com in different form
over a particular period of time. Such formatsuid& banners, text-links, videos, logos, and buttddsertisements on Duowan.com are
charged primarily on the basis of duration withcpmy variations depending on the size and the prente of the locations for these
advertisements, and advertising contracts estathiesshdvertising services to be provided and timegifor such services. In 2010, 2011 and
2012, a vast majority of our online advertisingeewves were derived from pay-for-time arrangementieuwhich we charge advertisers
depending on the duration of display for an adsertient or a series of advertisements.

The most significant factors that directly affear @nline advertising revenues include:

. T he average revenues per advertis@ur average revenues per advertiser increasaddpproximately RMB340,000 in 2010 to
RMB623,000 in 2011 and to RMB871,000 (US$141,060012. The amount of average advertising spendgeartiser is the
result of our total advertising revenues duringveeiy period divided by the number of advertiserstifiat period

. The number of average daily unique visitors to Daimwom. The number of average daily unique visitors t@®an.com increast
from approximately 5.5 million in December 20100t8 million in December 2011 and to 19.1 millionDecember 201
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Other significant factors that directly or indirlgcaffect our online advertising revenues inclulde following:

. acceptance by advertisers of online advertisimggimeral as an effective marketing chan

. advertiser total online advertising budge!

. our ability to attract new advertisers and retaiisting advertisers

. our ability to continue providing innovative advsitig solutions which enable advertisers to re&elir target customers; a
. changes in government regulations or policies &iffgahe internet and online advertising industr

In 2012, the majority of our revenues shifted fronline advertising to IVAS. We believe that thersiigant growth in revenues
generated from IVAS is attributable to multipletfas including (1) the increase in the number obwames operated by us and, as a resul
increase in the number of virtual items a user puarghase, (2) the official launch and increasingyparity of YY Music and the introduction
of our membership program in 2011, and (3) thedase in average prices of the virtual items thatb@apurchased by users in channels. O
other hand, we continue to rely on Duowan.com foragority of our online advertising revenues. Altigh the number of advertisers who use
our advertising services and the average reverereadvertiser continue to grow, which contributéh® continuing growth in online
advertising revenues, the growth rate of onlinecatising revenues is not as fast as that of ourS\f@venues. In 2012, our revenues generate
from IVAS grew by 202.3% as compared to the samimgén 2011, while our revenues generated froninenhdvertising grew by 34.8%.

Cost of Revenues

Cost of revenues consists primarily of (i) bandWwidosts, (ii) share-based compensation, (iii) yadad welfare, (iv) business tax and
surcharges, (v) depreciation and amortization,ggyment handling costs and (vii) revenue sharmeg fIn the future, we anticipate that
revenue sharing fees, which consist of the payntenthannel owners and performers in YY music ckeénand those entitled to revenue
sharing in various channels activities in YY platfp such as the channel owners in live game braditiga and content owners of products
in YY platform, will contribute significantly to aucost of revenues. We expect that our cost ofrmees will increase in absolute amount as we
further grow our user base and expand our reveeuergting services.

Bandwidth costs Our bandwidth costs increased from RMB32.5 millio 2010 to RMB75.1 million in 2011, and furthecreased to
RMB145.0 million (US$23.3 million) in 2012. We exgédandwidth costs to increase as our user badeges to expand and as YY Music
and other video-related services become more poputhe future.

Share-based compensatio®ur share-based compensation allocated to thetosvenues decreased from RMB31.7 million in@@d
RMB15.4 million in 2011, and to RMB8.4 million (U million) in 2012. In 2011, the share-based censation expenses decreased as
compared to 2010 due to the liability-classifiedrshbased compensation awards being changed tiy-etassified in late 2011 and certain
awards granted to Mr. David Xueling Li, our chiekeutive officer, that vested in 2010. The sharsebdlacompensation expenses in 2012
decreased as compared to 2011, primarily becayses(are using the graded vesting method to recegstiare-based compensation costs an
expenses, (b) some awards granted fully vestedd@fal2, and (c) the share options and NeoTaskicted shares granted were previously
classified using the liability method and subjectémeasurement, but was modified back to equittrateon September 15, 2011.
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Salary and welfare Our salary and welfare costs increased from RMB23llion in 2010 to RMB33.4 million in 2011, arfidrther
increased to RMB50.0 million (US$8.0 million) in 2B, We expect our salary and welfare costs to asges we continue to hire additional
employees in line with the expansion of our busines

Business tax and surcharge®ur business tax and surcharges increased frof/2/million in 2010 to RMB16.5 million in 2011, dn
further increased to RMB30.0 million (US$4.8 milijoin 2012. We expect our business tax and surelamdecrease as our advertising and
online game revenues are subject to VAT commerftorg November 1 and December 1, 2012.

Depreciation and amortizationOur depreciation and amortization increased fRiviB4.3 million in 2010 to RMB12.0 million in 2011,
and further increased to RMB25.8 million (US$4.1liom) in 2012. We expect depreciation and amotiirato increase as we continue to
expand our operations and purchase servers andegthipment or intangibles directly related to diperating of our platform and business.

Payment handling cost®Our payment handling costs increased from RMB@lBon in 2010 and to RMB9.3 million in 2011, afarther
increased to RMB22.8 million (US$3.7 million) in 2B We expect payment handling costs to increaseeaontinue to grow our paying users
and expand our paid service offerings.

Revenue sharing fee®ur revenue sharing fees, which consisted opttyenents to channel owners and performers in YYiecreismannel
and those entitled to revenue sharing in varioasohls activities in YY platform, amounted to RM8#nillion and RMB109.3 million
(US$17.5 million) in 2011 and 2012, respectivelye ¥kpect revenue sharing fees to increase as wimwerio expand our YY Music service
and product offerings and grow our paying usersyférMusic.

Operating Expenses

Our operating expenses consist of (i) researchdamdlopment expenses, (ii) sales and marketingrsgseand (iii) general and
administrative expenses. The following table setthfthe components of our operating expensespeériods indicated, both in absolute
amounts and as percentages of our total net resenue

For the Year Ended December 31

2010 2011 2012
% of % of % of
total net total net total net
RMB revenue: RMB revenue: RMB US$ revenue:

(in thousands, except for percentage
Operating expenses

Research and development exper 49,21¢ 38.4 106,80« 334 176,72'  28,36¢ 21.€
Sales and marketing expen: 12,36: 9.€ 13,38 4.2 16,95/ 2,721 2.1
General and administrative expen 192,22. 149.¢  118,24. 37.C 109,78t 17,62: 13.4
Total operating expens 253,80 197.6  238,42¢ 74.€ 303,460  48,70¢ 37.1
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Research and Development Exper

Research and development expenses consist priroasblaries and benefits for research and devetoppersonnel and rental and
depreciation of office premise and servers utilibgdhe research and development personnel. Résaadcdevelopment expenses generally
increased in the past three years ended Decemb20382, due to the need for additional researchdeweélopment personnel to accommodate
the rapid growth of our business. We expect owraresh and development expenses in absolute anwindrease 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
In particular, because of the inherent limitatiofisnobile devices, such as a smaller display scspace as compared to PCs, we may not be
able to provide as many kinds of virtual items @savailable on YY Client, which may limit MobileYYs monetization potential and require
more research and development resources devotiVétoping products and features for Mobile YY. SRisk Factors—Risks Relating to
Our Business—If we are unable to successfully capand retain the growing number of users thatsscteernet services through mobile
devices, or successfully monetize Mobile YY, ousibess, financial condition and results of operatimay be materially and adversely
affected.”

Sales and Marketing Expenses

Sales and marketing expenses consist primarilglafies, benefits and commissions for our saleshaandteting personnel, share-based
compensation expenses and advertising and prometjoenses. Our sales and marketing expenses dgriecatased over the past three year:
ended December 31, 2012, primarily reflecting insedl commissions for our sales and marketing pees@as our advertising revenues
increased and increased efforts to serve and nraicitzse relations with an increasing number ofeatisers. Our sales and marketing expense
for 2012 increased slightly compared to 2011, priimdecause we hosted a live celebration event¥nn July 2012 to celebrate the fourth
anniversary of the launch of YY platform, leadilmgan increase in our sales and marketing expewsegxpect that our sales and marketing
expenses will increase in absolute amount in tlae t@em as we expect to increase commission fosal@s and marketing personnel due to
increased advertising demand and, to a lessertegterhiring of additional sales and marketingspenel.

General and Administrative Expenses

General and administrative expenses consist piliynafrsalaries and benefits, including share-basedpensation for our general and
administrative personnel, professional service,flegml expenses and other administrative expe@aasgeneral and administrative expenses
generally increased over the past three years dbdeember 31, 2012 as our business expanded, fyirdae to the hiring of additional
management and administrative staff and increaskane-based compensation expenses. Our generatiamdistrative expenses decreased ir
2012 as compared to 2011, primarily due to a dseregaour share-based compensation expenses fpetivel. We expect our general and
administrative expenses to increase in the futsreua business grows and we incur increased oalstted to complying with our reporting
obligations under the U.S. securities laws as dipabmpany.

Share-based Compensation Expenses
Our operating expenses include share-based conmtmmeapenses as follows:

For the Year Ended December 31

2010 2011 2012
RMB RMB RMB us$
(in thousands
Research and development exper 21,62 31,67: 35,44 5,68¢
Sales and marketing expen: 1,49¢ 1,33¢ 884 14z
General and administrative expen 182,10: 86,54« 55,61¢ 8,92
Total 205,22° 119,55. 91,94¢  14,75¢

We grant stock-based award such as, but not liniteshare options, restricted shares, restridtadesunits and warrants to eligible
employees, officers, directors, and non-employeesgltants. Awards granted to employees, officard,directors are initially accounted for as
equity<classified awards, which are measured at the giaetfair value of the award and are recognizedguie graded vesting method, ne
estimated forfeiture rates, over the requisiteiserperiod, which is generally the vesting periddiards granted to non-employees are initially
measured at fair value on the grant date and pealbglre-measured thereafter until the earliethaf performance commitment date or the dat
the service is completed and recognized over theg@ which the service is provided.
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As a result of repurchases of certain awards affer@009 and in 2011, certain initially equity-s$#fied employee and non-employee
awards have been reclassified as liability-clasdifiwards, as these awards were deemed to habetargive cash settlement feature. These
awards are reaeasured at the end of each reporting period eititiér the substantive cash settlement is terminatéhe holder of the awards
exposed to the market value fluctuation of the uydey shares for a reasonable period of timedast six months), or the awards are settled,
cancelled or expire unexercised.

On September 15, 2011, our board of directors vegiahot to undertake any repurchases of vestedwasted 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 reedgmer the remaining requisite service periodcateulated using the graded vesting
attribution method.

Taxation
Cayman Islands

According to our Cayman Islands counsel, Conyelis€DPearman, the Conyers Dill & Pearman (Caymaimyited, our Cayman Islands
counsel has advised that the Cayman Islands clyrtemies no taxes on individuals or corporatioaséd upon profits, income, gains or
appreciations and there is no taxation in the eadfiinheritance tax or estate duty. There aretherdaxes likely to be material to us levied by
the government of the Cayman Islands except fongtduties which may be applicable on instrumenéseted in, or after execution brought
within the jurisdiction of, the Cayman Islands. Tdare no exchange control regulations or curreeslyictions in the Cayman Islands.

Pursuant to Section 6 of the Tax Concessions L&29Revision) of the Cayman Islands, we have obthan undertaking from the
Governor-in-Cabinet:

(1) that no law which is enacted in the Caymamid&aimposing any tax to be levied on profits ooime or gains or appreciations shall
apply to us or our operations; a

(2) that the aforesaid tax or any tax in the natfrestate duty or inheritance tax shall not beajpésy on our shares, debentures or other
obligations.

The undertaking is for a period of twenty yearsrfrAugust 2, 2011.

British Virgin Islands
Duowan BVI is our wholly owned subsidiary.
As Duowan BVI is a BVI business company subjedhtwprovisions of the BVI Business Companies Ads exempt from all provisior

of the Income Tax Act of the BVI (including withggect to all dividends, interests, rents, royalttesnpensation and other amounts payabl
Duowan BVI to persons who are not persons resiitetiiie BV1).

Capital gains realized with respect to any shatelst obligations or other securities of a companpdrsons who are not persons resider
in the BVI are also exempt from all provisions lo¢ income Tax Act of the BVI.

No estate, inheritance, succession or gift tae, rity, levy or other charge is payable by persdmns are not persons resident in the BVI
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
No Hong Kong profits tax has been provided as we o assessable profit arising in Hong Kong.
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PRC

Current taxation primarily represented the providior a state and local corporate income tax, dr, Edr subsidiaries and VIEs operating
in the PRC. Prior to January 1, 2008, companiezbéished in the PRC were generally subject to Eldtatutory rates of 30% and 3%
respectively. On March 16, 2007, the PRC Natiorale’s Congress promulgated the New EIT Law, wiiebame effective on January 1,
2008. These subsidiaries and VIEs are subjectwoHEl& on their taxable income as reported in thespective statutory financial statements
adjusted in accordance with the relevant tax lawgsragulations in the PRC. All our PRC entities subject to EIT at a rate of 25%, with the
exception of any preferential treatments they neagive, such as the 15% preferential tax rateGlangzhou Huaduo can enjoy for the years
from 2011 to 2012 due to its qualification as ahhégnd new technology enterprise.

According to a policy promulgated by the stateliareau of the PRC and effective from 2008 onwagderprises engaged in research
and development activities are entitled to claifi%%of the research and development expenses swaddn a year as tax deductible expense
in determining its tax assessable profits for fear, or Super Deduction. Guangzhou Huaduo hamethsuch Super Deduction in ascertaining
its tax assessable profits for 2010, 2011 and 281@,Zhuhai Duowan claimed such Super Deducti@saertaining its tax assessable profits
for the year of 2011 and 2012.

In addition, according to the New EIT Law and itgplementation rules, foreign enterprises, whichehaw establishment or place in the
PRC but derive dividends, interest, rents, roysilied other income (including capital gains) frayarses in the PRC shall be 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 t&rdiuted from Beijing Huanju Shidai and Guangzhtuanju Shidai to our company out
any profits Beijing Huanju Shidai and its subsigiarand Guangzhou Huanju Shidai derived after Jgriy&2008. We do not have any present
plan to pay out the retained earnings in the PRSidiaries and PRC consolidated affiliated entitiethe foreseeable future. We currently
intend to retain our available funds and any fueamings to operate and expand our business. diogty, no such WHT has been accrued.

Our PRC subsidiaries and PRC consolidated affdiatetities are subject to business taxes or valdedtax and related surcharges. F
to the Pilot Program, revenues from IVAS and adsieig revenues are subject to business tax at 0ate% and 5%, respectively. After the
launch of Pilot Program, revenues from IVAS arejsciito 3% business tax except that online gamemess are subject to 6% VAT, while
advertising revenues are subject to 6% VAT. Sugdaare calculated based on 10%, 12% and 12% bisiness taxes and VAT payable for
the years ended December 31, 2010, 2011 and 2€d@kctively. Business taxes and related surchaigayy 2010, 2011 and 2012 were
RMB7.2 million, RMB16.5 million and RMB30.0 milliofluS$4.8 million), respectively.

For more information on PRC tax regulations, seRCHRegulation—Regulation on Tax.”

Critical Accounting Policies

We prepare our financial statements in conformiihw).S. GAAP, which requires us to make estimates assumptions that affect our
reporting of, among other things, assets and Iteds| revenues and expenses. We regularly evalbese estimates and assumptions based o
the most recently available information, our owstdiical experiences and other factors that webelto 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 with some actiogmpolicies that require higher degrees of judgttkean others in their application. We
consider the policies discussed below to be critwan understanding of our audited consolidatealictial statements because they involve th
greatest reliance on our management’s judgment.

Revenue Recognition and Deferred Rever

We generate revenues from IVAS and online advagidRevenues from IVAS are generated based oretlemue-sharing with game
developers for direct purchase and conversion wiegekens, sales of virtual items in online ganyésMusic and other channels, and
membership subscription fees, as well as other IM&iine advertising revenues are primarily geregtdtom sales of different forms of
advertising on Duowan.com. Revenue is recognizeehwiersuasive evidence of an arrangement existécasdas been rendered, the price is
fixed or determinable and collection is reasonasgured. Revenue is deferred until these critegianet as describe below.
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In October 2009, the Financial Accounting Stand&dard (the “FASB”) issued a new guidance to adslithe accounting for multiple-
deliverable arrangements. This new guidance ictffe prospectively in fiscal years beginning umorafter June 15, 2010, and early adoptior
is permitted. We have elected early adoption o tt@w guidance through a retrospective applicatail revenue arrangements for all periods
presented in our financial statements includedadisee in this annual report.

IVAS

We offer our IVAS on our platform, including onligames, YY Music and membership. Users can playgesiies and participate in Y
Music through our platform free of charge, but tlaeg charged when they purchase virtual itemsdtitian, users who subscribe to our
membership program pay monthly fees in order toyengrtain functions and privileges unavailabletioer users. We operate a virtual
currency system under which our users can dirgetighase our virtual currency, game tokens andaliitems on YY Client’s online
community channels or pay membership subscripges ¥ia third-party payment systems, including payisusing mobile phones and
internet debit/credit card payments. Our virtuareocy can be used to (a) convert into game tokeatscan be used to purchase virtual iter
online games, (b) purchase virtual items in chaoael YY Client, or (c) pay monthly membership sulpion fees. Virtual currency sold but
not yet consumed by the users is recorded as “aggdnom usersand, upon being converted or used, is recognizeevasiue according to t
respective prescribed revenue recognition poliatdressed below:

Online games

Users play online games on our website free ofgghdyut they are charged for purchases of in-gamgalitems 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 atbongames. Consumable items represent virtual iteatcan be consumed by a specific usel
within a specified period of time. Perpetual iterpgresent virtual items that are accessible taifiee’s account over the life of the online gai
Almost all of these online games can be accessgglaged by users on our platform without downlogdseparate software.

We recognize revenues when recognition criteritnddfunder U.S. GAAP are satisfied. For purposegetérmining when the service
has been provided, we have determined that theme iimplied obligation for us to the paying usecémtinue providing access to the games
such that the users can utilize the virtual itemnxpased by game tokens. Game players need tmlagaaccess the games through our
platform because their virtual currency, game tekemtual items, and game history are specifiodogame accounts and are non-transferabl
to other platforms. To purchase in-game virtuahgeour users can either charge their game accbyrarchasing game tokens, or virtual
currency from our platform, which are convertibiéoi game tokens based on a predetermined exchategagreed among us and the relevant
game developers. To purchase virtual items for ¥&h¢ channel activities, our users can consumie Hitual currency directly.

The proceeds from the purchase of our virtual cunyes recorded as an “advance from users,” repteggprepayments received from
users in the form of our virtual currency but net gonsumed or converted into game specific tokdpen the conversion into a game token
from our virtual currency or upon the direct pursb@f a game token, whichever is applicable, tbegeds will be shared between us and the
relevant game developer based on a predetermimgrhctual ratio. Game tokens are non-refundablenamdexchangeable among different
games. Our portion, net of the game developer'sgads, is recorded as deferred revenue and antbaim®rding to the prescribed revenue
recognition policies described below. Game tokeasan-refundable and non-exchangeable among eliffeggames. Users typically do not
convert our virtual currency into game tokens arcpase game tokens unless they soon plan to peramamme virtual items.

We generate revenues from offering online gamesldped by both third parties and by ourselves. mhgority of online game revenues
have been derived from third party developed games.

Third party developed games

Under contracts signed between us and the respagdime developers, revenues from the sale or csionesf game tokens to be used
the purchase of in-game virtual items derived fimmtine games developed by third parties are shiaeédeen us and the game developers
based on a pre-agreed ratio for each game. Theseue-sharing arrangements typically last for @eaof one year to two years.
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The third party developed games under non-exclUgieasing contracts are maintained and updatetidgame developers. We mainly
provide access to the platform and limited aftée-sarvices to the game players. The determinatievhether to record these revenues using
the gross or net method is based on an assessianmtaus factors; the primary factors are whetiveract as the principal in offering services
to the game players or as agent in the transaciwhthe specific requirements of each contractdélermined that for third party developed
games, the third party game developers are theipahgiven that the game developers design andldpthe game services offered, have
reasonable latitude to establish prices of gamernskand are responsible for maintaining and upggatie game content and virtual items.
Accordingly, we record online game revenue nehefgre-agreed portion of revenue sharing with traeydevelopers.

Given that third party developed games are managdddministered by the third party game develgpegsdo not have access to the
data on the consumption details such as when a gzkae 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 developersices to the users. We have adopted a polisgctmgnize revenues relating to game token
third party developed games over the estimatedretsionship with us on a game-by-game basis, ivaie approximately three 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 estimate the usgiorethip based on other similar types of gaméksa@mmarket until the new game
establishes its own history. We also consider #ragjs profile, attributes, target audience, andfiigeal to players of different demographic
groups in estimating the user relationship period.

The estimated user relationship period is basedita collected from those users who have acqumetegokens. To estimate the period
of the user relationship, we maintain a softwaigteay that captures the following information focleaser: (a) the frequency that users log
each game via our platform, and (b) the amountthadiming of when users charge or convert hisasrgame tokens. We estimate the user
relationship period for a particular game to betli¥) date a player purchases or converts fromalidurrency to a game token through (2) the
date we estimate the user plays the game for stiditae. This computation is completed on a usend®r basis. Then, the results for all
analyzed users are averaged to determine one éstimser relationship period for each game. Eadfitim®in-game payments are recognized
over the end user relationship period calculatedHat game.

To estimate the date the user plays the game éda#t time, we selected all paying users thatddgmn during a particular month and
continue to track these users log on behavior av/krast a six month period to determine if eadr iss“active” or “inactive,” which is
determined based on a review of the period of imditor idle period from the user’s last log-on.e/@bserve the behavior of these users to se
whether they subsequently return to a game baséifferent inactive periods (e.g. not logging ofpae month, two months, three months
so forth. The percentage of users calculated thaod log back on is estimated to be the probatitiat users will not return to the game after
certain period of inactivity.

We consider a paying player to be inactive oncertehe has reached a period of inactivity for whidh probable (defined as at least
80%) that a player will not return to a specifierga We believe that using an 80% threshold folikedihood that a player will not return to a
game is a reasonable estimate that achieves theitondg of “probable” under the threshold descrileASC 450 Contingencies. We have
consistently applied this threshold to our analyBased on our assessment, the inactive perioagsagenerally from one to three months
depending on the game.

The consideration of user relationship with eaclinergame is based on our best estimate that fat@account all known and relevant
information at the time of assessment. We assessdtimated 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.
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Self-developed games

Revenues derived from our self-developed gamereaeded on a gross basis as we act as a printoipafill all obligations. We do not
maintain information on consumption details of emte virtual items, and only have limited informati@lated to the frequency of log-ons for
our two self-developed games. Given that certaitohical data is not available, we use the usatiteiship of third party games with similar
popularity, gaming experience and sales to detezithia estimated period of the user relationshipiorself-developed games. The estimated
lives of the user relationships of our self-develdgames are approximately four months for theodsrpresented.

YY Music revenue

We create and offer virtual items to be used bysuse YY music channels that we operate and mainTdie virtual items are offered
free of charge or sold to users at different sjeatiprices as pre-determined by us. Users purad@simable virtual items from us and preser
them to performers to show support for their fareopierformers or time-based virtual items whichviie users with recognized status, such a
priority speaking rights or special symbols ontingsic channels for a specific period of time. Idesrto attract user traffic, we share with
certain popular performers and channel owners, ndwe entered into revenue-sharing arrangementsusitr a third-party human resources
service company acting on our behalf, a portiothefrevenues we derive from such in-channel viiteah sales on YY music channels, which
we account for as cost of revenues. Performershadnel owners who do not have such revenue-shamaggements are not entitled to shart
any revenue derived from the virtual items sold.vitual items offered to users through Mobile YYperated by us are free of charge. We do
not recognize any revenue from offering free viriteans and do not share any revenue with perfasroechannel owners when free virtual
items are presented to performers by our usersoromly, YY Music revenue is recognized for théesaf virtual items sold in YY Music
channels immediately if the virtual item is a camstble or, in the case of time-based virtual iter@spgnized ratably over the period each
virtual item is made available to the user, whicesinot exceed one year. We do not have furthéyatiains to the user after the virtual items
are consumed. Virtual items may be sold individuall bundled into one arrangement. When our usamshpse multiple virtual items bundled
within the same arrangement, we evaluate suchgements under ASC 605-Raultiple-Element ArrangementdNe identify individual
elements under the arrangement and determinelifelements meet the criteria to be accounted feeparate units of accounting. We alloc
the arrangement consideration to separate unasaifunting based on their relative selling pridee Tollowing hierarchy has been followed
when determining the relative selling price forleatement: (1) vendor specific objective evidere/SOE, (2) third party evidence, or TPE,
and (3) best estimate of selling price, or BESRe@ithat the VSOE of the selling price cannot ltermheined, we have adopted a policy to
allocate the consideration of the whole arrangerteedifferent virtual item elements based on th& TP selling price or the BESP for each
virtual item element. We determine the fair valoésirtual items sold in a bundle based on similevducts sold separately on the YY platform
based on the TPE of selling price and determindaineralues of virtual items without similar procts sold separately on the YY platform
based on the BESP. The BESP is generally basduemsetling prices of the various elements of alsinmature when they are sold to users on
a stand-alone basis. The BESP may also be basthé @stimated stand-alone pricing when the eleim@nnot previously been sold on a stanc
alone basis. These estimates are generally detedrbimsed on pricing strategies, market factorsstmategic objectives. We recognize revenue
for each virtual item element in accordance with applicable revenue recognition method.

Other revenue

Other revenue mainly represents revenue from meshlgesubscription fees, server rental income auadmee from the sale of other
items on the YY platform. We launched our membegrghogram where members can receive enhanced tigéeges when using YY Client.
The membership fee is collected up-front from eaember. The receipt of membership fees is initisdlyorded as deferred revenue, and
revenue is recognized ratably over the period efmlembership subscription. Server rental incomedsgnized on a straiglite basis over tr
rental period.

Revenue from sales of virtual items in various ctes is recognized on an item-by-item basis, wisatonsistent with the revenue
recognition policies in YY music revenue.
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Advertising revenue

Advertising revenues are derived principally frodvertising arrangements where the advertisers@alate their advertisements on
Duowan.com in different formats over a particularipd of time. Such formats generally include lnat @ot limited to banners, text-links,
videos, logos, and buttons. Advertisements on abysite are generally charged on the basis of duradind advertising contracts are signed tc
establish the fixed price and the advertising sewito be provided. Where collectability is reasbnassured, advertising revenues from
advertising contracts are recognized ratably dvercbntract period of display.

We enter into advertising contracts with third patlvertising agencies, as well as with advertideestly. A typical contract term wou
range from one to three months. Both third partyeatising agencies and direct advertisers are gépdiilled at the end of the display period
and payments are due usually within six months.

Where our customers purchase multiple advertigiagas with different display periods in the samatreaxt, we allocate the total
consideration to the various advertising elemeatet on relative selling price and recognize regdauthe different elements over their
respective display periods. We determine the falues of different advertising elements based arbest estimate of selling prices of each
advertisement within the contract, taking into édasation our standard price list and historicalcdunts granted. We recognize revenue on tt
elements delivered and defer the recognition ofmeee for the fair value of the undelivered elements the remaining obligations have been
satisfied. Where all of the elements within an rgement are delivered uniformly over the agreerperibd, the revenues are recognized on a
straight line basis over the contract period.

Transactions with third party advertising agencies

For contracts entered into with third party adwéntj agencies, the third party advertising agenei#tsn turn sell the advertising servic
to advertisers. Revenue is recognized ratably theecontractual period of display based on theaihg criteria:

. there is persuasive evidence that an arrangemats-exwe enter into framework and execution agred¢sneith the advertising
agencies, specifying price, advertising conteningt and timing

. price is fixed or determinable—the price chargeth®advertising agencies are specified in theeageats, including relevant
discount and rebate rate

. services are render—we recognize revenue ratably as the elements ¢iveds over the contract period of display; ¢

. collectability is reasonably assured—we assessr#dit history of each advertising agency befortermg into any framework and
execution agreements. If the collectability frora #gencies is assessed is not reasonably ass@edcognize revenue only when
the cash is received and all the other revenueriare met

We provide sales incentives in the forms of dis¢e@amd rebates to third party advertising agerzased on purchase volume. As the
advertising agencies are viewed as the customéhes® transactions, revenue is recognized bast#t@rice charged to the agencies, net of
sales incentives provided to the agencies. Satestives are estimated and recorded at the timevehue recognition based on the contracte
rebate rates and estimated sales volume basedtonid¢al experience.

Transactions with advertisers

We also enter into advertisement contracts direeilly advertisers. Under these contracts, simdaransactions with third party
advertising agencies, we recognize revenue ratabtiie advertising services purchased from usedieeded over the periods of display
specified by the relevant contracts. The termsamdiitions, including price, are fixed accordinghe relevant advertising contract. We also
perform a credit assessment of all advertisers poientering into contracts. Revenue is recognizskd on the amount charged to the
advertisers, net of discounts.
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Advances from users and deferred reve

Advances from users are prepayments from useteiform of our virtual currency that are not yehsoemed or converted into game
tokens, and upon the consumption or conversiomem@gnized as revenue according to the prescréezhue recognition policies described
above. Deferred revenue primarily consists of th@noortized game tokens and prepaid subscriptiodsrithe membership program and
unamortized virtual items in YY Music, where thésestill an implied obligation to be provided bywhkich will be recognized as revenue w
all of the revenue recognition criteria are met.

Consolidation

Our consolidated financial statements include tharfcial statements of our company, subsidiariesvaniable interest entities (“VIES”)
for which we or our subsidiaries are the primargdficiaries. All transactions and balances amongcompany, subsidiaries and VIEs have
been eliminated upon consolidation.

A subsidiary is an entity in which our company edity or indirectly, controls more than one haltlo¢ voting power, has the power to
appoint or remove the majority of the members eftibard of directors or to cast a majority voteath meeting of directors, or has the power
to govern the financial and operating policieshaf éntity under a statute or agreement among titg’srshareholders or equity holders.

A VIE is an entity in which our company, or oneanfr subsidiaries, through contractual agreemeetsdithe 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 ohewr subsidiaries is the primary beneficiary, veasidered whether we have the power to
direct activities that are significant to the VIEEsonomic performance, and also our obligatiorbsneb losses of the VIE that could potentially
be significant to the VIE or the right to receiveniefits from the VIE that could potentially be sfgrant to the VIE.

Foreign ownership of internet-based businessasigst to significant restrictions under current@®Rws and regulations. We conduct
our operations in China primarily through a seaésontractual arrangements entered into amongrigeijuanju Shidai, our PRC subsidiary,
Guangzhou Huaduo and Beijing Tuda, as well as GzlemgHuaduo and Beijing Tuda’s shareholders. Basetur evaluations of the
relationships between us and Beijing Tuda and GziamgHuaduo, the economic benefit flow of contraturrangements made with them, as
well as the controls conferred to us through tleesdractual 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 absorl
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 PRCplermits so and also the exclusive right
to require any nominee shareholder of Beijing Tad&uangzhou Huaduo to transfer its interest imthe any person designated by us. For a
detailed description of these contractual arrangesesee “Corporate History and Structure.” Basedur evaluation, we consider each of
Beijing Tuda and Guangzhou Huaduo to be our VIBjiBeHuanju Shidai, our wholly owned subsidiary@hina, is the primary beneficiary
our VIEs; therefore, we consolidate the resultBeifing Tuda and Guangzhou Huaduo in our consaddinancial statements under U.S.
GAAP.

As advised by our PRC counsel, Zhong Lun Law Ftha,contractual arrangements among Beijing Huahjda® and Beijing Tuda and
its shareholders and the contractual arrangememis@ Beijing Huanju Shidai and Guangzhou Huaduoinshareholders, governed by PRC
law, are valid, binding and enforceable, and doviaate PRC laws currently in effect. Howeversifch contracts are held to be unenforce:
or if there are changes in PRC laws and regulatioaisaffect 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 compensatour tmployees and non-employees (such as cons)ltartich 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 describé8hare-based compensation” in note 19 to ourtaddionsolidated financial statements for
the years ended December 31, 2010, 2011 and 201 are included elsewhere in this annual repofform 20-F.
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Share options

Options were initially accounted for as equity-sified awards because there are no explicit resehights 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 namployees are measured based on the grant davaliaér of the award and recognized as compensatipense based
the graded-vesting method, net of estimated fanfed, 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 fhieas at each period end. The
compensation expense is recognized using the gnasttiohg method.

Nevertheless, a number of our outstanding emplefiaee-based awards relating to stock options giantemployees 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 additesolidated financial statements which are mhetlelsewhere in this annual report.

Upon the negotiation and occurrence of our repleelwd certain outstanding share-based awards ieiNber 2009, the details of which
are set out in “Share-based compensation” in n@t® bur audited consolidated financial statemertieh are included elsewhere in this
annual report, we considered it probable for hadddrthe Pre-2009 Scheme Options to develop anctaqpen that we might continue to
repurchase their vested options in the future. Aesalt, such past practices result in a constreatbligation 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 reachéuthgétrespective holders of the
instruments in 2009. In the case of any future refpases, the repurchase price of these awards Wweudétermined 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 compensatimneses for those awards expected to vest on admaabting basis over the
requisite service period. We re-measured the fdireyof the awards at the end of each reportinggemtil either the repurchase rights were
exercised or the holders were exposed to the masgkae of the shares for a reasonable period af tifat least six months, or the awards wer
settled, cancelled or expire unexercised.

On September 15, 2011, we determined not to undesny repurchases of vested or unvested share-baesgpensation awards, except
under those conditions specified in the relevardravecheme and grant documents. In addition, amygsed repurchase of vested or unvestec
share-based compensation awards should be appogubd majority votes of the board of directorsr @iention was specifically
communicated to all employees. All employees wibted or unvested awards also confirmed their stateting and agreement through
written confirmation. Accordingly, the classificati of the liability-classified awards was changeth¢come equity-classified.
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We engaged an independent valuation company tstassin our determination of the fair value of share options as of each grant dat
and each re-measurement date. However, our manageam#timately responsible for such determination

In determining the value of share options, we hased the binomial option pricing model to deterntimefair value of equity-classified
awards and liability-classified awards. Under thigion pricing model, certain assumptions are negliiChanges in these assumptions could
significantly affect the fair value of share optsoend hence the amount of compensation expensecwgrized in our consolidated financial
statements.

The key assumptions used in valuation of the optfonre-measurement date fair values in 2010 &id 2re summarized in the
following table:

For the Year Ended December 31

2010 2011
RMB RMB
Risk-free interest rat® 3.01%- 3.78% 3.34%- 4.01%
Exercise multiple? (times) 2.2 2.2
Expected tern® (years) 7-9 6-8
Expected volatility® 54.60%- 61.25% 53.06%- 55.34%

Expected dividend yiel® — —

(1) The risk-free interest rate of periods withie tontractual life of the share option is basethenChina Government Bond yield as at the
valuation dates

(2) The exercise-multiple is an assumption abotly exercise behavior or patterns based on spyade appreciation rather than the time |
has elapsed since the grant date. It represenextiexted ratio of stock price to exercise pricthattime of exercise

(3) The expected term is the remaining contract lifehefoption

(4) Expected volatility is estimated based on therage of historical volatilities of the comparabtempanies in the same industry as at the
valuation dates

(5) Neither Duowan BVI nor us has a history or the exaon of paying dividends on its common shard® &xpected dividend yield w
estimated based on our expected dividend policy thesexpected term of the optic

Upon the completion of the initial public offeriniipe share options were remeasued at the stoak gfficur common share as of
December 31, 2012.

Share-based award for our acquisition of NeoTasks

In December 2008, in connection with the acquisittd NeoTasks, we issued warrants to purchase 3,380 common shares and
8,957,690 common shares of our company to two fersdf NeoTasks with a service condition of threarg. In October 2009, our board
approved the request of these warrant holdersdmise their warrants to acquire 26,873,070 rdstltishares that were subject to a restricted
share agreement with the same rights and vestingittmns as the original warrant grants.

These share-based awards were initially accouteasf equity-classified awards because there aexpiicit repurchase rights specified
in the award documents and the number of sharesrafommon shares issued under these awards atkdnd determined at the time of
grants.

We recognize the value of the portion of the wasfastricted shares that we ultimately expectest as expense over the requisite
service periods in our consolidated statementpefations on a graded-vesting basis.

However, a number of our outstanding warrantsictstt shares had been subject to practices of cbpses in conjunction with our
preferred share and common share issuance made sbareholders and investors, details of whichdaeeribed in “Share-based
compensation” in note 19 to our audited consoldditgancial statements which are included elsewiretkis annual report.
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Upon the negotiation and occurrence of the laggstinchase of outstanding share-based awards in 2@0€nsidered that it is probable
that holders may develop an expectation that wéntrgntinue 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 thendada the definitive agreement on the F
Repurchase was reached with the respective habdi¢he instruments.

We continued to amortize share-based compensatjmense for those awards expected to vest on admag#ing basis over the requis
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 oflthees for a reasonable period of time (at leashsinths), or the awards are settled, canc
or expire unexercised.

The fair value of warrants/restricted shares waethan the fair value of our underlying common sbam the grant date and re-
measurement date.

The restricted shares granted to NeoTasks hadfbigwested as of December 31, 2011.

Restricted share

Restricted shares issued to our employees are neelisased on the grant date fair value of the aaaddrecognized 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 fa@lwe of restricted shares was based on the faiewaf our underlying common shares on the
grant date.

We account for restricted shares issued to non-@epk are measured at fair value at the date thies®g are completed. These awards
are re-measured at each reporting date using ithealae as at each period end until the measuredata. The compensation expenses is
recognized using the graded vesting method.

We are required to estimate forfeiture at the torhgrant and revise those estimated in subsequeitds if actual forfeitures differ from
those estimates. Historical data was used to esipra-vesting forfeitures and record shbased compensation expenses only for those a
that we expect to vest.

The following table sets forth certain informatiggarding the restricted shares granted to our@epk and non-employees at different
dates in 2010, 2011 and 2012.

Fair Value Per Commor
Restricted Share

Share as of the Type/Methodology

Grant Date Granted Grant Date of Valuation
(US$)

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

(1) GTM denotes the guideline transaction methadeuthe market approach based on the enterprise ¥@lrevenue multiples of our own
equity transactions close to the valuation d
(2) Backsolve denotes the back solve method under grkenapproach based on our own equity transacéisig the valuation dat
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Restricted share unii

Restricted share units issued to our employeemagesured based on the grant date fair value ailaed and recognized as
compensation expense based on the graded-vestihganaet of estimated forfeitures, over the reitpiservice period, with a corresponding
impact reflected in additional paid-in capital. Thaé value of restricted shares was based onainevélue of our underlying common shares or
the grant date.

We are required to estimate forfeiture at the torhgrant and to revise those estimates in subseégeeinds if actual forfeitures differ
with those estimates. Historical data was usedtinate pre-vesting forfeitures and record shasett@ompensation expenses only for those
awards that we expect to vest.

The following table sets forth certain informatimgarding the restricted share units granted teomployees in 2011 and 2012 with st
and per share information.

Fair Value Per Commor
Restricted Share

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

September 16, 201 9,097,001 1.063( Contemporaneous/ DC®
January 1, 201 1,668,00! 1.086¢ Contemporaneous/ DC®
March 31, 201: 6,597,92. 1.115: Contemporaneous/ DC®

July 15, 201z 533,00( 1.128¢ Contemporaneous/ DC®
September 1, 201 6,151,301 1.114¢ Contemporaneous/ DC®
September 30, 201 650,00( 1.1431 Contemporaneous/ DC®
November 7, 201 195,00( 0.525( Contemporaneous/ Stock pri(2)
November 21, 201 2,500,001 0.525( Contemporaneous/ Stock pri(2)

(1) DCEF denotes the discounted cash flow metho@wutigk income approach which explicitly recognittest the business enterprise value a
of the valuation date is developed by discountirtgre net cash flow to the present value at athetereflects both the current return
requirements of the market and the risks inherettié specific investmer

(2) Upon the completion of the initial public offieg, the fair values of restricted share unitstased on stock price of our company on grar
dates. The fair values of restricted share unastgd on November 7, 2012 are based on initialipolifering price as the grant date is
close to the initial public offering dat

Share-based awards granted to chief executiveenféind chairman

On February 23, 2010, Mr. David Xueling Li and Mun Lei, our co-founder, chairman and director,engnanted 13,369,813 and
29,678,483 restricted shares, which vested immelgliand over a four-year period (50% after the sda@nniversary 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 aBe€ember 31, 2010.

We recognized these awards as employee share-baisgensation Awards using fair value of the awardshe grant date. The
compensation expense for the restricted shareslyeldr. David Xueling Li was fully recognized arlget compensation expense for the
restricted shares held by Mr. Jun Lei was recogh@er the requisite service period using the gitaaesting method. Upon the completion of
the initial public offering, the restricted shagganted to the Chairman was fully vested and aflaieing compensation expenses were
recognized immediately.

The fair value of the share-based awards abovedetesmined at the respective grant dates by usthatlassistance of an independent
valuation company.
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Common share value

Given that we issued common shares and warrafigév, an independent investor, in January 2011ysesl the Backsolve Method
based on our own share transactions to determinfaithvalue of our equity as of January 1, 201thofag the valuation methodologies, the
Backsolve Method is the most objective indicatothef enterprise value at the development stagelikeompany in January 2011. In view of
the fast growing number of registered user accowith relatively fixed staff costs and network exiges, we judged it is reasonable to assun
that our business enterprise value would increasae with our growing revenue. For valuation daite 2010, as there was no share
transactions with investor in 2010, we could naifEdhe Backsolve Method. Instead, we adopted thideline Transaction Method under the
market approach and applied the implied businetsnise value to revenue multiples based on tbease in the business enterprise value
between our series C financing in November 2009thadvarrants issued to Tiger in January 2011 theincrease in corresponding tidnth
trailing revenues, to determine the fair value wf equity in 2010. The income approach—discounsesh dlow method, or DCF—was also
used in preparing a business enterprise value sinalfour company as of January 1, 2008, Septeffiye2011, January 1, 2012, March 31,
2012, June 1, 2012, July 15, 2012, September 2, a0d September 30, 2012 and for the beneficialersion feature assessments as of
June 1, 2008, August 1, 2008 and November 1, 2009.

The determination of the fair value of our commabares requires complex and subjective judgmerite tmade 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 the fair reéikalue of our common shares were fair and reddersa the times they were made.
Our board of directors’ methodologies, approacimesassumptions consistent with the American Ingtiti Certified Public Accountants
Practice Aid, Valuation of Private-Held-Company Eg®ecurities Issued as Compensation, or the Al@Pactice Aid.

See “—Fair value of our common shares” for moraitket

Acquisition

We apply the purchase method of accounting to atdou our acquisitions. We determine the acquisitiate based on the date at whict
all required licenses are transferred to us andltained control of the acquiree.

Purchase consideration generally consists of casttingent consideration and equity securitiedtimating the fair value of equity
compensation, we consider both income and markgbaph and selected the methodology that is mdstative 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 securitiasda on the estimated future cash flow discounyeahbestimated 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 liabilitied aontingent liabilities assumed in a business isigpn are measured initially at the fair
value at the acquisition date. The excess of teeafoacquisition over the fair value of the idéable net assets acquired is recorded as
goodwill.

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

Goodwill

Gooduwill represents the amount by which the costonfuired net assets in a business acquisitioredgdhbe fair value of the net
identifiable assets on the date of purchase. Gdbidwaarried at cost less accumulated impairmessés. Goodwill is allocated to the reporting
units that are expected to benefit from the busicesnbination 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 themeixthat the carrying value of goodwill exce
its fair value. We have determined that the repgrtinits for testing goodwill impairment are theecating 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.
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Estimating fair value is performed by utilizing i@ss valuation techniques, with the primary techeidpeing the discounted cash flow
method. There are inherent limitations in any eation technique and a minor change in the assumptiald result in a significant change in
its estimate of fair value, thereby increasing ecréasing the amounts of our consolidated as$etetslders’ equity and net income or loss.

We perform an impairment test on October 1 of sgar or whenever events or changes in circumstandeste that the carrying value
of the asset may not be recoverable.

Intangible asset:

Intangible assets that are acquired in businessisitigns are recognized apart from goodwill if theangible assets arise from contrac
or other legal rights, or are separately identl&abthe intangible assets do not arise from caxttral or other legal rights.

The costs of determinable-lived intangible assetsamortized to expense over their estimated fifé stated at cost (fair value at
acquisition) less accumulated amortization. Theealf indefinitelived intangible assets is not amortized, but tefbe impairment annually
October 1 of each year, or whenever events or @simgcircumstances indicate that the carryingevalfithe assets may not be recoverable
reassess indefinitiévred 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, long-lived &saad intangible assets are reviewed for impaitmiienever events or changes in
circumstances indicate that the carrying amouincéisset 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 gerteby 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 whichadhging amounts of the assets exceed the fair \@ltige assets. RMB0.3 million and
RMB1.9 million of impairment of investments wereognized for the years ended December 31, 2010, 26d RMBO0.6 million (US$0.1
million) of impairment of intangible assets wasaggized for the year ended December 31, 2012.

Taxation and uncertain tax positions

Current income tax is provided on the basis of inedor financial reporting purposes, adjusted ficoime and expense items which are
not assessable or deductible for income tax pugpdseccordance with the regulations of the rafetax jurisdictions, deferred income taxes
are accounted for using the liability approach Whiequires 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 oriffeestices between the financial reporting anditasis of assets and liabilities and are
measured using the currently enacted tax ratesaared The effect on deferred tax assets and ltaslof 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 resulting fnet operating loss carryforwards and deductiémeporary differences, all of which
are available to reduce future tax payable in @nificant tax jurisdictions. The largest componehbur 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 vatragallowance to offset the deferred tax assetofA3ecember 31, 2010, 2011 and 2012, a tot:
valuation allowance of RMB8.1 million, RMB1.9 mdin and RMB4.2 million (US$0.7 million), respectiyelvas 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 ite benefit in our consolidated statements of djpma.
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We adopted the guidance on accounting for unceytairincome taxes on January 1, 2008. The guidanescribes a more likely than |
threshold for financial statement recognition arebsurement of a tax position taken or expecte@ taken 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 taxtjprs, accounting for income taxes in interim pdsioand income tax disclosures. Significant
judgment is required in evaluating our uncertaigasitions and determining the relevant providmmincome taxes. The adjustment to
opening balance of retained earnings as of Jariy&908 as a result of the implementation of thida@uce was zero. The interest and penaltie
associated with tax positions for the years endecehber 31, 2010, 2011 and 2012 was zero. As dfibleer 31, 2010, 2011 and 2012, we
had no significant unrecognized uncertain tax posst

Foreign currency

We use Renminbi as our reporting currency. Thetfanal currency of our company, incorporated in @a&y/man Islands, and our
subsidiaries incorporated in the British Virginaistls and Hong Kong is U.S. dollars, while the fiomel 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 RebmiAssets and liabilities are translated at tkeéhange rates on the balance sheet date,
equity amounts are translated at historical exchaates, and revenues, expenses, gains and losgearslated using the average rate for the
year. Translation adjustments arising from thesegported as other comprehensive income or loggistatements of operations ¢
comprehensive loss.

Foreign currency transactions denominated in caresrother than functional currency are translatamthe functional currency using
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 bhege in effect at that date. Foreign exchangesgaid losses resulting from the settlement o
such transactions and from re-measurement atgrehare recognized in foreign currency exchange/lgas, net in the consolidated statem
of operations and comprehensive loss.

Fair value of our common shares

Prior to the completion of the initial public offeg, in determining the fair values of our commdbiares as of each award grant date, 1
generally accepted approaches to value were caesideost, market and income approaches. Whilaiugafcertain purposes, the cost
approach is generally not considered applicabtbdoraluation of a company as a going concerrt, dgmeis not capture the future earning
potential of the business. The comparability offthencial metrics of comparable companies in adustry and thus the relevance of the
market approach based on guideline companies methoglalso considered low because our target maricestage of development were
different from those of the publicly listed compasin the same industry. In view of the above, atemnined that the income approach is the
most appropriate method to derive the fair valdfesuo common shares for valuation dates with ndtgdransaction close to the award grant
date. In case we have own equity transactions ¢todee award grant date, guideline transactiorhotebdf the market approach or backsolve
method were adopted. In addition, we took into aersition the guidance prescribed by the AICPA fiecadid.

Prior to the completion of the initial public offieg, we are a private company with no quoted mapkiees 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:

(a) to determine the fair value of our common shatehe date of the grant and re-purchase daesbére-based compensation award
as one of the inputs into determining the fair eadf the award as of the grant date or tl-purchase dat¢

(b) to determine the fair value of warrants issuedigeiTGlobal Six YY Holdings as of the issuance daid r-measurement date; a

(c) to determine the fair value of our common shatethe date of the grant of restricted sharegestdcted share units as one of the
inputs into determining the fair value of the awasdof the grant dat
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The following table sets forth the fair values of gommon shares estimated from July 1, 2010 toeB@ger 30, 2012:

Fair Value of
Common
Shares Type/Methodology
Date (USS$ per share of Valuation Purpose of Valuatior
July 1, 2010 0.466¢ Retrospective/ GTN (a)
October 1, 201! 0.698¢ Retrospective/ GTND @)
January 1, 201 0.936: Retrospective/ Backsol\® (b)
May 1, 2011 0.995: Retrospective/ GTND @)
September 16, 201 1.063( Contemporaneous/ DC® (c)
January 1, 201 1.086¢ Contemporaneous/ DC® (c)
March 31, 201: 1.115: Contemporaneous/ DC® (c)
June 30, 201 1.133¢ Contemporaneous/ DC® (c)
July 15, 201z 1.128¢ Contemporaneous/ DC® (c)
September 1, 201 1.114¢ Contemporaneous/ DC® (c)
September 30, 201 1.1437 Contemporaneous/ DC® (c)

(1) GTM denotes guideline transaction method umarket approach based on the enterprise valueémue multiples of our own equity
transactions close to the valuation d

(2) Backsolve denotes the back solve method under mapigeoach based on our own equity transactions ge valuation date

(3) DCEF denotes the discounted cash flow metho@wutigk income approach which explicitly recognitheg the business enterprise value a
of the valuation date is developed by discountirtgre net cash flow to the present value at athetereflects both the current return
requirements of the market and the risks inherettié specific investmer

When estimating the fair value of the common sharesmanagement considered a number of factarkidimg 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 contemporase&aluation for valuation dates prior to
August 2011 with the assistance of an independ&nation company because, at that time, our firsreid other resources were mainly
focused on our research and development efforts.

Due to the changing environment in which we are &gy, a number of assumptions were establisheeiiiving 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 financéllmot 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 treamit$ market conditions for related
industries will not deviate significantly from eaamic forecasts.

Since our initial public offering, the fair valué @aur common shares is based on the closing patear publicly traded shares for all
awards granted.

Equity value as of September 16, 2011, Januarp122March 31, 2012, June 30, 2012 and Septemhe2B(2

Valuation of common equity as of September 16, 20athuary 1, 2012, March 31, 2012, June 30, 20@ZSaptember 30, 2012 are ba
on the income approach—discounted cashflow analykis income approach involves applying appropudégeount 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 peetama 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 amatket conditions for related industries will
not deviate significantly from economic foreca3tsese assumptions are inherently uncertain anectiNg.
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The risks associated with achieving an estimateti aw were assessed in selecting the appropfiat®unt rates. The discount rates
were based on the estimated market required raeth 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 relatfanlity 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 DLOM, wadso applied to reflect the fact there is no rejualylic market for our shares as we are
a closely held private company. DLOM was quantifisihg the Black-Scholes option pricing model. Urithés optionpricing method, the co
of the put option, which can hedge the price chdrgfere the privately held shares can be sold,ceasidered as a basis to determine the
DLOM. This option pricing method is one of the mads commonly used in estimating DLOM as it can take consideration factors such as
timing of a liquidity event (such as an initial pigtoffering) and estimated volatility of equity@eities. The farther the valuation date is from
an expected liquidity event, the higher the put@mpvalue and thus the higher the implied DLOM. Ttweer the DLOM used for the valuation,
the higher the determined fair value of the comrsloares.

The discount rates and DLOM used are provided lksifs:

Valuation dates WACC DLOM

September 16, 2011 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 to Tigendapéendent investor, in January 2011. We adopt8acksolve Method to
determine the equity value of our company by maiglihe 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 kfay 1, 201

During the year 2010, we mainly focused on raigiagk concurrent user levels and exploring new negeources related to YY such as
virtual items sold in music channels created by X¥¢rs. Hence, we did not prepare financial prajasti Since our operating costs such as
costs and network expenses are relatively fixathiore, we judged it reasonable to assume thahorgase in business enterprise value was i
a linear relationship with the increase in reverAgsuch, a linear relationship of around 41 tingeyvjised from the increase of business
enterprise value between series C financing asooEhlber 1, 2009 and the warrants issued to Tigef danuary 2011 over the increase of
corresponding 12-month trailing revenues, was aggi 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 respectiveatmn dates based on the above assumptions weoait between the preferred sh
and common shares using the option pricing mod@idgainto account the guidance prescribed by thé?4 Practice Aid. We have taken into
consideration estimates of the anticipated timihg potential liquidity event, such as an initialytic 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 corgsaior the historical period matching with
the terms of the options. Estimating the volatitifithe share price of a privately held compangomplex because there is no readily available
market for the shares. The volatility of our shases 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 summary of oursaidated results of operations for the periodsciagd. Our business has grown
rapidly since our inception. Our limited operatimgtory makes it difficult to predict future opdrag results. We believe that period-to-period
comparisons of results of operations should noebed upon as indicative of future performance.

For the Year Ended December 31

2010 2011 2012
% of % of % of
total net total net total net
RMB revenue: RMB revenue: RMB US$ revenue
Total net revenue® 128,33t 100.( 319,65! 100.( 820,03.  131,62! 100.(
IVAS:
Online game 86,31¢ 67.2 165,93: 51.¢ 332,28 53,33¢ 40.5
YY Music — — 52,85« 16.5 286,44t 45,97¢ 34.¢
Others 1,282 1.0 13,58¢ 4.2 83,65! 13,42¢ 10.2
Online advertising 40,74( 31.7 87,27¢ 27.2 117,64: 18,88: 14.:
Cost of revenue (110,06 (85.6) (182,699 (57.2) (416,13) (66,79 (50.%)
Gross profit 18,27¢ 14.2 136,95t 42.¢ 403,89t 64,83( 49.c
Operating expenst
Research and development exper (49,219 (38.9 (106,809 (33.9) (176,72  (28,36¢) (21.6)
Sales and marketing expen: (12,369 (9.6) (13,38) (4.2 (16,959 (2,727) (2.1
General and administrative expen (192,229 (149. (118,24) (37.0) (109,78) (17,62 (13.9
Total operating expens (253,809 (197.f (238,420 (74.€) (303,46") (48,709 (37.0
Government grani — — 1,98- 0.€ 2,46¢ 39¢ .2
Operating (loss) incom (235,528 (183.5 (99,489 (31.0) 102,89¢ 16,511 12.t
Gain on disposal of an equity investm — — — — 651 104 0.1
Gain on disposal of a cost investm — — — — 2,351 377 .3
Foreign currency exchange (loss) gain, (557) (0.9 14,14 4.4 (4,159 (667) (0.5
Interest incomt 56 0.0 4,89( 1kt 16,31¢ 2,61¢ 2.C
(Loss) income before income tax exper (236,02) (183.9 (80,45%) (25.2) 118,06: 18,95( 14.¢
Income tax expenst (2,327) (1.8 (1,349 (0.9 (29,04) (4,667) (3.5
(Loss) income before loss (gain) in equity method
investments, net of income tax (238,345 (185.%) (81,799 (25.6) 89,02( 14,28¢ 10.¢
(Loss) gain in equity method investment, net obme
taxes (512 (0.9 (1,35%) (0.9 157 25 0.C
Net (loss) income attributable to YY || (238,85) (186.)) (83,15¢) (26.0 89,17" 14,31« 10.¢

(1) Net of rebates and discoun
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Year Ended December 31, 2012 Compared to Year Erdleckmber 31, 2011

Net RevenuesOur net revenues increased by 156.5% from RMB3t8llion in 2011 to RMB820.0 million (US$131.6 rdn) in 2012,
This increase was primarily due to increases inamline game revenues and the increased contribofioevenues from YY Music, which was
officially launched in March 2011 as well as ourmieership program, which was launched in Octobef28fid to a lesser extent, an increase
in our online advertising revenues.

IVAS revenuesOur IVAS revenues, which consisted of revenuesifonline games and YY Music as well as other sesjrc
increased by 202.3% from RMB232.4 million in 200IRMB702.4 million (US$112.7 million) in 2012. Tlwerall increase primarily
reflected an increase in the number of paying ueeds to a lesser extent, an increase in ARPU nDomber of paying users increased
from approximately 1.4 million in the year endedcBmber 31, 2011 to 2.4 million for the year endedd@nber 31, 2012. This increase
in paying users was attributable to (i) a significeacrease in the number of monthly active usemnf53.4 million in December 2011 to
69.7 million in December 2012, (ii) an increas¢hia number of web games we operated and therdferealume of new virtual items a
user may purchase and (jii) the official launch arwteasing popularity of YY Music and the introtioo of our membership program.
Our ARPU for IVAS increased from RMB164.3 in 2001RMB296.5 (US$47.6) for 2012.

Revenues from online games, all from web gameseased by 100.3% from RMB165.9 million in 2011 t&B332.3 million
(US$53.3 million) in 2012. The number of online gemwe hosted increased from 45 as of December031, & 73 as of December 31,
2012. Our paying users for online games increased approximately 871,000 for the year ended Deagrlh, 2011 to 966,000 for the
year ended December 31, 2012.

Revenues from YY Music, which was officially laurszhin March 2011, increased from RMB52.9 million 2011 to RMB286.4
million (US$46.0 million) for 2012. In addition the increase in paying users and ARPU, the incriea¥¥ Music IVAS revenues was
also due to the increasing popularity of YY Musitcs its official launch. The increasing populaityYY Music is attributable to sevel
factors: (a) in June 2011, we began paying cepapular performers and channel owners on YY Mughich attracted more talented
performers and channel owners to our platform asdlted in greater performer and channel owneiqggzation on YY channels, which
in turn led to higher attendance in YY channelsrarioyal audiences and more paying users; (b) we bapanded the range of virtual
item offerings on YY Music since its inception, aiése virtual items now include flowers, glow k$icheer and chocolate, and (c) we
launched video functionalities in YY Music channilghe first quarter of 2012, which helped furtlkahance the attractiveness of YY
Music to users. We believe that the combinatiohigher audience participation, a growing rangeppfealing virtual items offered and
enhanced functionalities on YY Music have all cintted to the increased revenues generated frosatleeof virtual items on YY
Music. Our paying users for YY Music increased frapproximately 405,000 for the year ended Decer@ibeP011 to 845,000 for the
the same period in 2012.

Other revenues, which primarily consisted of revanfiom membership subscription fees and in-chaaxtelities increased from
RMB13.6 million in 2011 to RMB83.7 million (US$13rillion) in 2012. This increase was primarily ditrtable to an increase in the
number of users who subscribed to our membershigram and paid the monthly subscription fee; we dmggroximately 508,000 such
members as of December 31, 2012.

Online advertising revenueOur online advertising revenues increased by%4rém RMB87.3 million in 2011 to RMB117.6
million (US$18.9 million) in 2012. This increase svarimarily attributable to an increase in the agerrevenue per advertiser which
increased from approximately RMB623,000 in 201RMB871,000 (US$141,000) in 2012. This increase paatly driven by (a) the
increase in the number of our average daily unigsitors to Duowan.com from 9.9 million in DecemI2811 to 19.1 million in
December 2012, making online advertising on Duoe@n.more attractive to a larger number of onlinemgalevelopers as an effective
way to market games to a larger audience, (b) eredse in the average prices for our advertisioi slue to Duowan.com’s increasing
popularity, and (c) the effective efforts of outesaand marketing team in promoting advertisingpolowan.com.
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Cost of RevenuesOur cost of revenues increased by 127.8% from R8287 million in 2011 to RMB416.1 million (US$66ngllion) in
2012. The increase in our cost of revenues wasrdiaege part to increases in bandwidth costs, iticreased by 93.1% from RMB75.1
million in 2011 to RMB145.0 million (US$23.3 millig in 2012 and an increase in our revenue shaeieg. fThe increase in bandwidth costs
was primarily due to (i) an increase in the amafriiandwidth required since we provided video fiorality to an increasing number of our
channels in 2012 and (ii) an increase in the nuroberonthly active users on YY Client from approxsitely 53.4 million in December 2011 to
69.7 million in December 2012. Our revenue shafégg, consisting of the payments to channel owaredsperformers in YY music channels
and those entitled to revenue sharing in varioasohls activities in YY platform, such as the ctelrawners in live game broadcasting, and
content owners of products sold in YY platform, amted to RMB109.3 million (US$17.5 million) in 2053 our IVAS revenues from the sale
of virtual items on YY Music channels increasedatidition, salary and welfare costs increased fRiB33.4 million in 2011 to RMB50.0
million (US$8.0 million) in 2012, mainly due to ohiring of additional employees to serve our rapiekpanding user base. Payment handling
costs increased from RMB9.3 million in 2011 to RMB2 million (US$3.7 million) in 2012, primarily baase of the higher IVAS sales and an
increase in the number of users paying throughl férty payment channels.

Operating ExpensesOur operating expenses increased by 27.3% frorBE38.4 million in 2011 to RMB303.5 million (US$48.7
million) in 2012, primarily due to an increase @search and development expenses, which refldotegkeineral growth of our business
operations, partially offset by a decrease in shased compensation expenses.

Research and development expengggr research and development expenses incregsi496 from RMB106.8 million in 2011
to RMB176.7 million (US$28.4 million) in 2012. Thiscrease was primarily due to a significant inseen salaries and other benefits fol
research and development personnel, which wasnmtainly driven by an increase in our researchdmalopment staff, especially
engineers, from 401 as of December 31, 2011 tca8 74 December 31, 2012. In addition, sHamsed compensation allocated to rese
and development expenses increased from RMB31libmih 2011 to RMB35.4 million (US$5.7 million) ia012.

Sales and marketing expens&3ur sales and marketing expenses increased By626om RMB13.4 million in 2011 to RMB17.0
million (US$2.7 million) in 2012. This increase waismarily due to the fact that we hosted a livieebeation event on YY in July 2012 to
celebrate the fourth anniversary of the launch ¥fpfatform, leading to an increase in our salesmadketing expenses. Share-based
compensation allocated to sales and marketing egsethecreased from RMB1.3 million in 2011 to RMB®@iflion (US$0.1 million) in
2012.

General and administrative expensé3ur general and administrative expenses decrdnséd % from RMB118.2 million in 2011
to RMB109.8 million (US$17.6 million) in 2012. Thikecrease was primarily due to a lower amount afesfbased compensation
expenses being allocated to general and admim&raxpenses from RMB86.5 million in 2011 to RMB&Hillion (US$8.9 million) in
2012.

Foreign Currency Exchange (Loss) GainsNe had net foreign currency exchange loss of REBdillion (US$0.7 million) in 2012,
compared to a net foreign currency exchange gaRiMiB14.1 million in 2011. This decrease was prittyadue to the fact that we converted
our proceeds from our initial public offering frathS. dollars into Renminbi and recognized an exghdoss.

Interest Income. Our interest income increased from RMB4.9 millior2011 to RMB16.3 million (US$2.6 million) in 2@1This
increase was primarily due to higher levels of aasthand, partly as a result of depositing the g@eds from our initial public offering in
November 2012 and issuance of common shares to Gigbal Six YY Holdings into various bank accout

Income Tax ExpensesWe recorded income tax expenses of RMB1.3 miliin2011 compared to RMB29.0 million (US$4.7 mitljan
2012. This increase was primarily due to the higheenues recorded by certain of our PRC subsadiari

Net Income (Loss) As a result of the foregoing, we had a net incam@MB89.2 million (US$14.3 million) in 2012 asmgared to a n
loss of RMB83.2 million in 2011.
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Year Ended December 31, 2011 Compared to Year Erdleckmber 31, 2010

Net Revenues Our net revenues increased by 149.2% from RMEL&8llion in 2010 to RMB319.7 million in 2011. Thiscrease was
due to increases in both our online advertisingnees and online game revenues and the contribofti®@venues from YY Music, which was
officially launched in March 2011.

IVAS revenuesOur IVAS revenues, which consisted of revenuesifonline games and YY Music as well as other sesjrc
increased significantly from RMB87.6 million in 2010 RMB232.4 million in 2011. The overall incregs@marily reflected an increase
in the number of paying users which partly led ttearease in ARPU. The number of our paying usereased from approximately
492,000 in the year ended December 31, 2010 toillién in the year ended December 31, 2011. Tinisgase in paying users was
attributable to (i) a significant increase in thenber of monthly active users from 35.4 milliorDecember 2010 to 53.4 million in
December 2011, (ii) an increase in the number bherygames we operated from 2010 to 2011 andtlii@)official launch and increasing
popularity of YY Music and the introduction of ommembership program. Our ARPU for IVAS users de@édsom RMB177.9 in 2010
to RMB164.3 in 2011, primarily driven by the incseain the number of paying users which grew atafester than the IVAS revenues
for the period primarily due to the launch of YY Bain March 2011 and our membership program iro@et 2011, the latter of which
charges a relatively low membership fee of RMB28e® month and partly offset by the increasing ayenarice we charged for virtual
items in 2011.

Revenues from online games, all from web gameseased significantly from RMB86.3 million in 201@ RMB165.9 million in
2011. The number of online games we hosted incdefasm 23 as of December 31, 2010 to 45 as of Déeer®l1, 2011, raising the
volume of new virtual items available for purcha®er number of paying users for online games irsgddrom approximately 492,000
for the year ended December 31, 2010 to 871,00th&year ended December 31, 2011.

Revenues from YY Music, which was launched in Ma26ii1 and became increasingly popular during tlae, y@mounted to
RMB52.9 million for 2011. Our paying users for YYugic amounted to approximately 225,000 for thetfoquarter of 2011.

Other revenues, which primarily consisted of mersbigr subscription fees and other services, inceeagmificantly from RMB1.3
million in 2010 to RMB13.6 million in 2011. Thisénease was primarily attributable to the launclihgur membership program in
October 2011 and other services.

Online advertising revenueOur online advertising revenues increased by5Pa4rom RMB40.7 million in 2010 to RMB87.3
million in 2011. This increase was primarily attrihble to an increase in the average revenue pert&kr and, to a lesser extent, an
increase in the number of advertisers. The aveiagmue per advertiser increased from RMB340,0@Di0 to RMB623,000 in 2011,
and the number of our advertisers increased fromir12010 to 140 in 2011. These increases werdypgiitven by (a) the increase in the
number of our average daily unigue visitors to Danwom from 5.5 million in December 2010 to 9.9limil in December 2011, making
online advertising on Duowan.com more attractiva targer number of online game developers asfantife way for them to market
their games to a larger audience, and (b) the efeefforts of our sales and marketing team tau&legnew advertisers and promote our
advertising services to existing advertisers.

Cost of RevenuesOur cost of revenues increased by 66.0% from RMBI million in 2010 to RMB182.7 million in 2011h& increase
in our cost of revenues was due in large partaceses in bandwidth costs, which increased byl¥%3from RMB32.5 million in 2010 to
RMB75.1 million in 2011. The increase in bandwidtsts reflected an increase in the number of mypmitiive users on YY Client from
approximately 35.4 million in December 2010 to 58dlion in December 2011. In addition, salary amelfare costs increased from RMB23.5
million in 2010 to RMB33.4 million in 2011, mainijue to our hiring of additional employees to sesuerapidly expanding user base. Share-
based compensation, as allocated to cost of regedeereased from RMB31.7 million in 2010 to RMBL&illion in 2011. Payment handling
costs increased from RMB6.8 million in 2010 to RMB#nillion in 2011, primarily because our usersgiased more virtual items through
third party payment channels. The increase in ost of revenues was also attributable to the rexaharing fees of RMB6.8 million we
incurred in the year of 2011.
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Operating ExpensesOur operating expenses decreased by 6.1% from Z38B million in 2010 to RMB238.4 million , priméridue to
a decrease in general and administrative expepagdy offset by increases in research and devedopraxpenses and sales and marketing
expenses, which reflected the general growth obosginess operations and the significant sharedbam®pensation expenses we incurred.

Research and development expengggr research and development expenses incregsed’il % from RMB49.2 million in 2010
to RMB106.8 million in 2011. This increase was pafity due to a significant increase in salaries atiebr benefits for research and
development personnel, which was in turn mainly @uan increase in our research and developmehts@dcount from 194 as of
December 31, 2010 to 401 as of December 31, 2@ldddition, share-based compensation allocategsarch and development
expenses increased from RMB21.6 million in 201&kB31.7 million in 2011.

Sales and marketing expens&3ur sales and marketing expenses increased by 8on RMB12.4 million in 2010 to RMB13.4
million in 2011. This increase was primarily dueatsignificant increase in salaries, commissiomsather benefits for our sales and
marketing personnel, partly offset by a decreashare-based compensations allocated to sales akgting expenses from RMB1.5
million in 2010 to RMB1.3 million in 2011.

General and administrative expensé3ur general and administrative expenses decrdpsdd.5% from RMB192.2 million in 20:
to RMB118.2 million in 2011. This decrease was priity due to a significant decrease in shbased compensation expenses allocat
general and administrative expenses, from RMB18%llion in 2010 to RMB86.5 million in 2011.

Foreign Currency Exchange (Losses) GainVe had a net foreign currency exchange loss oBR54,000 in 2010 and a net foreign
currency exchange gain of RMB14.1 million in 20This increase was primarily due to the fact thattemverted approximately US$75.0
million of the proceeds from the issuance of comrsloares to Tiger Global Six YY Holdings from U.8lldrs into Renminbi and the fact that
the value of the Renminbi rose against the U.Sadduring 2011.

Interest Income. Our interest income increased from RMB56,0000@®to RMB4.9 million in 2011. This increase wasarily due to
higher levels of short-term deposits as a resudtdafitional cash received from of our issuanceoofimon shares to Tiger Global Six YY
Holdings during 2011.

Income Tax ExpensesWe had income tax expenses of RMB2.3 million@d@ and RMB1.3 million in 2011, respectively. THecreas
was primarily due to the fact that our deferrecime tax benefits increased in 2011; Zhuhai Duovlaimed 150% of its research and
development expenses for the year in assessitaxigssessable profits in 2011, in line with agyofiromulgated by the State Tax Bureau of
the PRC for enterprises engaged in research arelafeuent activities.

Net Loss. As a result of the foregoing, our net loss deseddrom RMB238.9 million in 2010 to RMB83.2 miltion 2011.

Inflation

Since our inception, inflation in China has not enelly impacted our results of operations. Accogdio the National Bureau of Statistics
of China, the change of consumer price index, dr fDR-China was 3.3% , 5.4% and 2.5% in 2010, 28dd 2012, respectively. Although we
have not in the past been materially affected fgtion since our inception, we can provide no assce that we will not be affected in the
future by higher rates of inflation in China.

Recently Issued Accounting Pronouncements

100



Table of Contents

In July 2012, the FASB issued an accounting statsdapdate which allows an entity to first assessitgive factors to determine
whether it is necessary to perform a quantitatiwpdirment test on indefinite-lived intangible assather than goodwill. Under these
amendments, an entity would not be required toutate the fair value of an indefinite-lived intabl asset unless the entity determines, base
on qualitative assessment, that it is not moreyliean not, the indefinite-lived intangible asi&etmpaired. The amendments include a numbe
of events and circumstances for an entity to camsitdconducting the qualitative assessment. Thenaments are effective for annual and

interim impairment tests performed for fiscal yelbeginning after September 15, 2012, early adopsigrermitted. The adoption of ASU 2012-
02 is not expected to have an impact on our cotest@ld financial statements.
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B. Liquidity and Capital Resources

Cash Flows and Working Capital

To date, we have financed our operations primahilgugh private placements of preferred and comsiames to investors as well as
cash flows from operations, and more recently tioegeds from our initial public offering in Novemi#2012. We expect to require cash to 1
our ongoing operational needs, particularly ourdvédth costs, salaries and benefits and potentigigitions or strategic investments. We
believe that our current cash and cash equivaserdgshe anticipated cash flow from operations ballsufficient to meet our anticipated
working capital requirements and capital expendiureeds for the next 12 months. However, we nyineadditional cash resources due to
changing business conditions or other future dgraénts, including any investments or acquisitioesmay decide to selectively pursue. If
existing cash resources are insufficient to meetreguirements, we may seek to sell equity or g¢linked securities, debt securities or bori
from banks.

As of December 31, 2010, 2011 and 2012, we had RViB&illion, RMB128.9 million and RMB504.7 milliofS$81.0 million),
respectively, in cash and cash equivalents.

The following table sets forth a summary of ourclisws for the periods indicated:

For the Year Ended December 31

2010 2011 2012
RMB RMB RMB Us$
(in thousands

Net cash provided by operating activit 16,22¢ 99,81" 356,85: 57,27¢
Net cash used in investing activiti (33,57¢ (528,35) (498,509 (80,01¢)
Net cash (used in) provided by financing activi (3,13¢)  477,88. 522,74( 83,90¢
Net (decrease) increase in cash and cash equis (20,48¢) 49,34: 381,08t 61,16¢
Cash and cash equivalents at the beginning oféhe gerioc 106,42 83,68: 128,89: 20,68¢
Effect of exchange rates change on cash and casba&ts (2,25%) (4,139 (5,277%) (847)
Cash and cash equivalents at the end of the yead| 83,68: 128,89: 504,70: 81,01(

Operating Activities

Net cash used in or generated from operating éiesvtonsists primarily of our net loss mitigatgdnon-cash adjustments, such as share
based compensation, impairment of intangible aksst,on disposal of property and equipment, defetaxes and depreciation of property anc
equipment, and adjusted by changes in operatirejsaard liabilities, such as accounts receivabdeaacrued liabilities, account payables and
other payables.

Net cash provided by operating activities amoumtegipproximately RMB356.9 million (US$57.3 milliofgr the year ended
December 31, 2012, primarily resulting from RMB3Billion (US$159.9 million) of cash revenues weeawed from the sale of IVAS and
advertisements, partially offset by our employdarses and welfare payment of RMB244.3 million (LB9% million), our sales-related cash
outflow of RMB169.7 million (US$27.3 million), whitmainly consisted of the amounts due to thirdypgaime developers under revenue-
sharing arrangements, distributions under arrangesweith certain popular performers and channeleraon YY Music, payment collection
costs and business taxes, our payments for seietanance and data center leases of RMB135.4mi{|liS$21.7 million) and our general
operating costs of RMB90.1 million (US$14.5 milljon

Net cash provided by operating activities for tearyended December 31, 2011 was approximately RMB88lion, primarily resulting
from RMB395.8 million of cash revenues we receifretn the sale of IVAS and advertisements, partiaffget by our sales-related cash
outflow of RMB81.9 million, which mainly consistexf the amounts due to third party game developedeurevenue sharing arrangements,
payment collection costs and business taxes, oplogeee salaries and welfare payment of RMB118.0ionil our payments for server
maintenance and data center leases of RMB71.4m#ihd our general operating costs of RMB24.7 amilli
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Net cash provided by operating activities for tlearyended December 31, 2010 was approximately RhMBh8lion, primarily resulting
from RMB151.0 million cash revenues we receivedrfithe sale of IVAS and advertisements, partialfgetfby our sales-related cash outflow
of RMB33.9 million, which mainly consisted of thenaunts due to third party game developers undemes sharing arrangements, payment
collection costs and business taxes, our emploglegies and welfare payment of RMB59.2 million, payments for server maintenance and
data center leases of RMB29.8 million and our galngperating costs of RMB11.9 million.

Investing Activities

Net cash used in investing activities largely refigourchases of property and equipment in conmeetith the expansion and upgrade of
our technology infrastructure, purchases of inthlegi assets and our equity investments in privdtelg companies, such as associated game
developers with whom we jointly operate online vgalines and or an online communications company wddahincrease our capacity for data
delivery.

Net cash used in investing activities amountedMBR98.5 million (US$80.0 million) in 2012. Net casked in investing activities
primarily resulted from the placement of short-tateposits of RMB1,040.3 million (US$167.0 milliormpnsideration of RMB11.7 million
(US$1.9 million) paid in connection with an acqti@i, and payments of RMB60.9 million (US$9.8 naitl) for the purchase of property and
equipment, which mainly consisted of the purchdsseprers to serve our expanded user base andesser extent, the purchase of office
furniture and other office set-up related coststialéy offset by the maturity of term depositsvarious banks in the amount of RMB615.3
million (US$98.8 million).

Net cash used in investing activities amountedMBB28.4 million in the year ended December 31, 2(Ndt cash used in investing
activities primarily resulted from the placementbbrt-term deposits of RMB872.4 million, paymeot&MB47.0 million for the purchase of
property and equipment, which mainly consistechefggurchase of servers to serve our expanded aseramd, to a lesser extent, the purchast
of office furniture and other office set-up relatmbts, and equity investments of RMB4.5 millios@sated with the purchase of a minority
equity interest in Zhuhai JinShan KuaiKuai Techggl€o., Ltd., a company which provides online gaeahnological research services in
China, and Shenzhen Yingpeng Information Technoldgspany Limited, a company which provides mohikeiinet related content in Chir
partly offset by the maturity of term deposits arious banks in the amount of RMB399.7 million.

Net cash used in investing activities amountedMBR3.6 million in 2010, primarily attributable the acquisition of property and
equipment in the amount of RMB14.7 million and phechase of intangible assets in the amount of RBABnillion. The acquisition of
property and equipment mainly consisted of the pase of servers to serve our expanded user baswanbbsser extent, the purchase of o
furniture and other office set-up related costse phrchase of intangible assets primarily represktite purchase of domain names in
preparation for the continued expansion of ourfpiat.

Financing Activities

Net cash provided by financing activities was RMBR Y million (US$83.9 million) in 2012, primarilttabutable to the proceeds of
RMB 550.6 million (US$88.4 million) from our initigoublic offering in November 2012, partially offdey the listing expenses of RMB 27.8
million (US$4.5 million.)

Net cash provided by financing activities was RMB&7million in the year ended December 31, 201imarily 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.

Net cash used in financing activities amounted MBR.1 million in 2010, primarily attributable to ovepurchase of share options in the
amount of RMB2.6 million in January 2010.
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Capital Expenditures

We made capital expenditures of RMB34.9 million, BAL.6 million and RMB79.4 million (US$12.7 milliory 2010, 2011 and 2012,
respectively. Our capital expenditures are prirgaried to purchase computers, servers, officetfirenand other equipment. As we expand
may move to larger offices and purchase additioffade furniture and other equipment.

C. Research and Development, Patents and Licenses, E

In order to support the kind of multi-user, réiate online voice and video communications on desnacessary for our platform, we bt
and develop our own network infrastructure. Seemild. Information on the Company—B. Business Owswi-Research and Development”
for a description of the research and developmgpé@ of our business and “ltem 4. Informationtes €ompany—B. Business Overview—
Intellectual Property” for a description of the f@cation of our intellectual property.

Research and development expenses consist priroasblaries and benefits for research and devedoppersonnel and rental and
depreciation of office premise and servers utilibgdhe research and development personnel. Résaadcdevelopment expenses generally
increased in the past three years ended Decemb20382, due to the need for additional researchdaweélopment personnel to accommodate
the rapid growth of our business. We expect owrarsh and development expenses in absolute anmindrease as we intend to retain
existing research and development personnel anchaks new ones to, among other things, develop sexves of applications for our platform,
improve technology infrastructure to further enlmoser experience, and further develop enhancéarésafor Mobile YY to reach more use
We incurred RMB49.2 million, RMB106.8 million andviB176.7 million (US$28.4 million) of research anev@lopment expenses in 2010,
2011 and 2012, respectively.

D. Trend Information

Other than as disclosed elsewhere in this annpalteve are not aware of any trends, uncertaintiesiands, commitments or events
since the beginning of our fiscal year 2012 thatreasonably likely to have a material effect onrmt 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 Arrangement

We have not entered into any financial guaranteesgh@er commitments to guarantee the payment dimigs of any third parties. We
have not entered into any derivative contractsdhaindexed to our shares and classified as sbidiexls’ (deficit)/equity, or that are not
reflected in our consolidated financial statemeRtsthermore, we do not have any retained or cgatihinterest in assets transferred to an
unconsolidated entity that serves as credit, liggiokr market risk support to such entity. We da have any variable interest in any
unconsolidated entity that provides financing, iitity, market risk or credit support to us or engsin leasing, hedging or research and
development services with us.

F. Tabular Disclosure of Contractual Obligations
The following table sets forth our contractual ghtions as of December 31, 2012:

Payment Due by Perioc

Less thar More than 5
Total 1 year 1-2 years 3-5 years years
(in thousands of RME
Operating lease obligatio® 50,94 18,19¢ 16,99: 15,75¢ —

(1) Operating lease obligations refer to the leddsmndwidth and offices under operating leaseagents, where a significant portion of the
risks and rewards of ownership are retained byassor. Payments made under operating leases amgechto the consolidated
statements of operations on a stre-line basis over the period of the lease, including free lease period
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Our operating lease obligations increased from Bibez 31, 2011 to December 31, 2012 primarily bezaues entered into new leases
expanded office space.

Other than the obligations set forth above, wendithave any other long-term debt obligations, afieg lease obligations, purchase
obligations or other long-term liabilities as of é@enber 31, 2012.

G. Safe Harbor
See “Forward Looking Statements” on page 2 ofahisual report.

ITEM 6. DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES
A. Directors and Senior Managemen

The following table sets forth information regamgliour directors and executive officers as of thie dd 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 43 Chairman of the Board and Direci
David Xueling Li 38 Chief Executive Officer and Direct
Qin Liu 40 Director

Alexander Barrett Hartiga 36 Director

Jenny Hong Wei Le 41 Independent Directc

Peter Andrew Schlos 52 Independent Directc

Peng T. On¢ 50 Independent Directc

Tony Bin Zhac 42 Director and Chief Technology Offici
Eric He 53 Chief Financial Office

Jin Cac 40 General Manager of Website Departm
Rongjie Donc 36 General Manager of Games Departn

Mr. Jun Leiis our cofounder and has been our chairman since our irmedErom October 1998 to December 2007, Mr. Leresgias thi
chief executive officer of Kingsoft Corporation, Ilingsoft, a Chinabased software and online games company listeHeBtock Exchange
Hong Kong, and has recently been appointed as @haiof its board of directors. From January 199Q¢tober 1998, Mr. Lei served in
various capacities at Kingsoft including as generahager and software developer. From April 200@aoch 2005, Mr. Lei co-founded and
served as chairman of Joyo.com which, during s was sold to Amazon, becoming Amazon ChinaceSNovember 2003, Mr. Lei has
served on the board of directors of Wuhan Universit addition, Mr. Lei is active in private invesénts and currently serves as a director or
advisor in several privately held companies thatdueded or invested in. Mr. Lei received his bdohie degree in computer science from
Wuhan University in 1991.

Mr. David Xueling Liis our cofounder and has been our chief executive offiaeresbur inception. Mr. Li is primarily responsititer our
overall management, major decision-making andegiaiplanning, including research and developnigefiore founding our company, Mr. Li
worked at Netease.com, Inc from July 2003 to ApOID5 and served as its chief editor. In 2000, Mfounded CFP.cn, a website that provi
a copyright trading platform for journalists andateur photographers. Mr. Li received a bacheloggrde in philosophy from Renmin
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 ChindTFund 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 norigpbitfolio companies of the fund. From
2000 through 2008, Mr. Liu worked at MorningsideNTBnagement Services (Shanghai) Co., Ltd. and lestiald its print media business and
served as publisher of The Bund, an upscale lifestgekly publication. Mr. Liu received a mastati&gree in business administration, or
MBA, from China Europe International Business Sdhnd 999 and a bachelor’s degree in electricalmegying from Beijing Science &
Technology University in 1993.
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Mr. Alexander Hartigarhas been our director since August 2008. Since ,2@06Hartigan has been the managing director ea®itboat
Ventures Asia, L.P., where he manages investmarnteitechnology, media and consumer sectors ina&Chle currently serves as a director ir
several non-public portfolio companies of Steamieitures Asia, L.P. Mr. Hartigan has over 10 yedirsxperience in the venture capital
industry. Prior to joining Steamboat Ventures A&i®., Mr. Hartigan served as a principal at Panesdentures from 1999 through 2003.

Mr. Hartigan received an MBA degree from HarvardsiBess School in 2005 and a bachelor’s degreeviargment from Georgetown
University in 1998.

Ms. Jenny Hong Wei Ldws served as our director since December 2009L&4sis a director of Hisoft Technology Internaibn
Limited, a leading China-based provider of outsedrmformation technology and research and devetmpiservices, and 21Vianet Group,
Inc., a leading China-based carrier-neutral Intedaga center services provider; both companiefistesl on the Nasdaq Global Market.

Ms. Lee is a managing director of Granite Globahiees IIl L.L.C., and is also a general partneGadnite Global Ventures Il L.P. and GGV
[Il Entrepreneurs Fund L.P. From 2002 to 2005, M= served as a vice president of JAFCO Asia. Ms. leceived her bachelor’'s degree in
electrical engineering in 1994 and master’s degremgineering in 1995 from Cornell University. M®e also has an MBA degree from
Kellogg School of Management at Northwestern Ursitgrin 2001.

Mr. Tony Bin Zhadas been the chief technology officer of our conypsince 2008. He has served as a director sincerbieer 2009.
Prior to joining us, he founded NeoTasks, LLC invilimber 2004 and served as its chairman and cluefitdogy officer until 2008. From July
to October 2004, he was a senior consultant atd@réreom. From July 1997 to July 2004, he servea senior engineer at WebEx
Communications Inc. and was responsible for thebdishment of audio/video session and backend serFeom 1995 to 1997, he worked as
the manager of software department at Beijing Syn$echnologies Limited. He also founded BeijingBeng Infrastructure Projects
Consulting Limited in 1994. Mr. Zhao received al@lor’s degree in radio and electronics from Pekimiversity in 1992.

Mr. Eric He has been our chief financial officer since Augudt2 He currently also serves as an independesttdirof 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 Technologgo@ from 2004 to 2007. From 2002 to 2004, he skasea private equity investment
director for AIG Global Investment Corp (Asia) Ltdr. He received a bachelor’s degree in accourftiogn National Taipei University and an
MBA degree from the Wharton School of BusinessatWniversity of Pennsylvania. Mr. He is a Certiffeublic Accountant and Chartered
Financial Analyst in the United States.

Mr. Jin Caohas been the vice president of Guangzhou Duowae 2608 and is currently the general manager ofivesite departmel
From June 2005 to October 2008, he served as #sidpnt of NeoTasks Inc. From January 2000 to Rehr2006, 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 strisgncompany, in 2006. Mr. Cao received a bachelbegree in industrial engineering
from Tianjin University in 1995 and a master’'s dagin industrial engineering from University of €iimati in 1999.

Mr. Rongjie Donchas been the president of the technology departaféhtiangzhou Huaduo since October 2006 and igitiyrthe
general manager of our games department. Pri@iniing 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 InformatEngineering Institute (now known
as Beijing Information Science and Technology Ursitg) in 1999.
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Mr. Peter Andrew Schloggs served as our independent director since Nosegth 2012. Mr. Schloss is a partner at Phoenidide
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 skasgethe chief executive officer of
Allied Pacific Sports Network Limited, a leadingénnet and wireless provider of live and on-demspatts 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 Noseth 2012. Since August 2010, Mr. Ong has beamture partne
at GSR Ventures, a private equity venture capitatifthat invests primarily in the internet, wiredesd software sectors in China. Mr. Ong
currently serves as an independent director of&iage Telecommunications Limited and serves asrlaai of Infocomm Investments Pte L
a venture capital fund in Singapore. Mr. Ong fouhtigerwoven Inc. (acquired by Autonomy Corporatma, now part of Hewlett-Packard)
and served as its president and chief executiveenffrom 1995 to 1997 and its chairman from 1992@02. Mr. Ong also founded Encentuate
Inc. which became the foundation of the IBM Singap®oftware Lab after being acquired by IBM. Ini&dd, Mr. Ong co-founded
Match.com (now part of IAC/InterActiveCorp) andsed in various engineering and management positibfikistra Information
Technologies, Inc. (now Informix Corporation, pafiBM), Sybase Inc. (now SAP America, Inc.) andh®gn Corporation. Mr. Ong Peng
received a bachelor’s degree in electrical engingdrom University of Texas at Austin and a masteegree in computer science from
University of lllinois at Urbana-Champaign.

B. Compensation of Directors and Executive Officer:

For the fiscal year ended December 31, 2012, we gnraiaggregate of approximately RMB5.7 million (@SBmillion) million) in cash,
including salaries and bonuses, to our executifieas§ and directors. For details on the shareritige grants to our officers and directors, see
“—Share Incentive Plans.” We set aside RMB148,008%24,000) for executive pension and retiremenefiesnin 2012 as required by PRC
law.

Employment Agreements

We have entered into employment agreements witlsenior executive officers. We may terminate asegxecutive officer’s
employment for cause at any time without remunenafidr certain acts of the officer, such as beiogvicted of any criminal conduct, any act
of gross or willful misconduct or any serious, Wil| 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 givinggemonths’ prior written notice. A senior executdficer may terminate his or her
employment at any time by giving three months’ teritnotice, 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 agreed to haélmshfrmation, know-how and records in any way cected 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 listées information, business plans and forecastsatitelchnical or other expertise and all
computer software of our company, in strict conficke during and after his or her employment. Eafibesfalso agrees that we shall own all
the intellectual property developed by such offidering his or her employment.

Share Incentive Plans

We have adopted two share incentive plans, nantey2009 Scheme and the 2011 Plan. The purpo$esé two share incentive plan
to attract and retain personnel by linking the pead interests of the members of the board, officemployees and consultants to the succe
our business and by providing such individuals vaithincentive for outstanding performance. As oféha31, 2013, options to purchase
17,870,425 common shares, 47,346,328 restrictagshad 27,300,621 restricted share units weréamaisig under the 2009 Scheme and the
2011 Plan.
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2009 Employee Equity Incentive Scheme

We adopted the 2009 Scheme in December 2009. ei®@bpr 2011, YY Inc. (a) assumed all the rights aloitjations of Duowan
Entertainment Corp. under all share-based compengateviously issued by Duowan Entertainment Gangluding under the relevant award
agreement and under the 2009 Scheme, if applicaiée(b) undertook to issue its own common shgpes the exercise of any share-based
compensation awards previously issued by DuowaarEimment Corp., subject to compliance with thengeand conditions of the relevant
award agreements and the 2009 Scheme, if applicable

Under the 2009 Scheme, the maximum number of slarespect of which options or restricted sharey tve granted is 120,020,001.
The following paragraphs summarize the terms oR0@9 Scheme.

Types of Awards The following briefly describe the principal fee¢s of the various awards that may be grantedrihde2009 Scheme.

. Options. Options provide for the right to purchase a djestinumber of our common shares at a specifiezbnd usually will
become exercisable at the discretion of our plamimidtrator in one or more instaliments after theng date. The option exercise
price may be paid, subject to the discretion ofla® administrator, in cash or check, in our comraleares which have been held
by the option holder for such period of time as rhayequired to avoid adverse accounting conse@sentother property with
value equal to the exercise price, through a b-assisted cashless exercise, or by any combinatitthre doregoing

. Restricted Share. A restricted share award is the grant of our comishares which are subject to certain restrictoordsmay be
subject to risk of forfeiture. Unless otherwiseatstined by our plan administrator, a restrictedsl®nontransferable and may be
forfeited or repurchased by us upon terminatioaroployment or service during a restricted periogh @an administrator may al
impose other restrictions on the restricted shanash as limitations on the right to vote or thghtito receive dividend:

Plan Administration. Our board or a committee of one or more membieosioboard duly authorized for the purpose of2089 Schem
can act as the plan administrator.

Award Agreement Options or restricted shares granted under tB8 Seheme are evidenced by an award agreemersietiseforth the
terms, conditions and limitations for each grant.

Option Exercise Price The exercise price in respect of any option dmaflixed by reference to the date upon which titéoa (or the
relevant part thereof) is granted, and shall béheelection 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, officedsdirectors or consultants to our members.

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

Vesting Schedule In general, the plan administrator determines/ésting schedule, which is set forth in the anagteement.

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

Termination. The plan administrator may at any time terminh&operation of the 2009 Scheme.
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Prior to the adoption of the 2009 Scheme, we grhogetain share options to our employees pursoacgrtain 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.

Under the 2011 Plan, the maximum number of comrhamnes reserved for issuance under the plan is @®00, plus an annual increase
of 20,000,000 on the first day of each fiscal yéaginning in 2013, or such smaller number of comsitares as determined by our board of

directors.

The following paragraphs summarize the terms oP®EL Plan.

Types of Awards The following briefly describe the principal feags of the various awards that may be grantedrihde2011 Plan.

Options. Options provide for the right to purchase a djmgtinumber of our common shares at a specifiezbnd usually will
become exercisable at the discretion of our plamimidtrator in one or more installiments after theng date. The option exercise
price may be paid, subject to the discretion ofla® administrator, in cash or check, in our comraleares which have been held
by the option holder for such period of time as rhayrequired to avoid adverse accounting consegsenctother property with
value equal to the exercise price, through a b-assisted cashless exercise, or by any combinatitive doregoing

Restricted Share. A restricted share award is the grant of our comishares which are subject to certain restrictiordsmay be
subject to risk of forfeiture. Unless otherwiseatatined by our plan administrator, a restrictedsli®nontransferable and may be
forfeited or repurchased by us upon terminatioaroployment or service during a restricted periogr @an administrator may al
impose other restrictions on the restricted shanash as limitations on the right to vote or tightito receive dividend:

Restricted Share Uni. A restricted share unit award is the grant ofrtgkt to receive a common share at a future dadenaay be
subject to forfeiture. Our plan administrator Hae discretion to set performance objectives orrotksting criteria that will
determine the number or value of restricted shaits to be granted. Unless otherwise determinedusyplan administrator, a
restricted share unit is nontransferable and mapitbeited or repurchased by us upon terminatioaroployment or service during
a restricted period. Our plan administrator, attiiie of grant, specifies the dates on which tistricted share units become fully
vested

Plan Administration. Our board or a committee of one or more membieosioboard duly authorized for the purpose of26&1 Plan
can act as the plan administrator.

Award Agreement Options, restricted shares or restricted shamés granted under the 2011 Plan are evidenceah layvard agreement
that sets forth the terms, conditions and limitagiéor each grant.

Option Exercise Price The exercise price in respect of any option dhalletermined by the plan administrator and sét fo the awarc
agreement which may be a fixed or variable pri¢atee to the fair market value of the shares. Tterase price per share subject to an option
may be amended or adjusted in the absolute disorefithe plan administrator, the determinatiomvbich shall be final, binding and
conclusive.

Eligibility . We may grant awards to our employees, consultardgectors.
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Term of the Awards The 2011 Plan shall be valid and effective fpedod of ten years from the date of effectivengg® term of each
option grant shall not exceed ten years from thie dathe grant.

Vesting Schedule In general, the plan administrator determines/ésting schedule, which is set forth in the anagreement.

Transfer Restrictions Awards for options, restricted shares or resgtdchare units may not be transferred in any mamnére award
holders and may be exercised only by such holdetgect to limited exceptions. Restricted shareg nwd be transferred during the period of
restriction.

Termination. The plan administrator may at any time termirngoperation of the 2011 Plan.

The following table summarizes, as of March 31,20he outstanding options granted to our execuiffieers, directors and other
individuals as a group.

Common
Shares
Underlying Exercise Price
Options
Awarded (US$/Share) Date of Grant Date of Expiration
Rongjie Dong 0.00489:i January 1, 20C December 31, 20:
0.00551! January 1, 20C December 31, 20:
* 0.00673! January 1, 20C December 31, 20:
Other Individuals as a Grol 1,137,29 — January 1, 20C December 31, 20:
3,189,23. 0.00551! January 1, 20C December 31, 20:
5,415,33 0.00673! January 1, 20C December 31, 20:
Total 17,870,42

* The aggregate number of common shares underthi@gutstanding options held by this individudkiss than 1% of our total outstanding
shares

The following table summarizes, as of March 31,2Qfe outstanding restricted shares granted texegutive officers, directors and
other individuals as a group.

Restricted Share:

Name Granted Date of Grant

Tony Bin Zhao * February 1, 201
* January 1, 201
Jin Cac * February 1, 201
Rongjie Donc * January 1, 201
Other Individuals as a Grol 18,366,09 January 1, 201
16,060,00 July 1, 201

500,00( October 1, 201!
6,480,901 January 1, 201

Total: 47,346,32

* The aggregate number of common shares underthi@@utstanding restricted shares held by eadhesktindividuals is less than 1% of our
total outstanding share
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The following table summarizes, as of March 31,20ke outstanding restricted share units gramtexit executive officers, directors
and other individuals as a group.

Common Share:

Underlying
Restricted Share
Name Units Granted Date of Grant Vesting Schedule
Tony Bin Zhao * March 31, 201 4 years®
Eric He * September 16, 20 5 year<®
* November 21, 201 4 years®
Jenny Hong Wei Le * November 7, 201 3 years®
Peter Andrew Schlos * November 7, 201 3 years®
Peng T. On¢ * November 7, 201 3 years®
Other Individuals as a Grol 4,706,830 September 16, 20 1€-18 quarter®
1,458,001 January 1, 201 4 years®
3,295,02. March 31, 201 2-4 years®)
533,00( July 15, 201 4 years®
6,018,801 September 1, 20: 4 years(
635,00( September 30, 20 4 years®
959,00( March 31, 201 4 years®
Total 27,300,62

* The aggregate number of common shares underthia@utstanding restricted share units, or RSUs, heeach of these individuals is
less than 1% of our total outstanding shs

(1) These RSUs were granted on March 31, 2012 and sebedluled to vest starting January 1, 2!

(2) These RSUs were granted on September 16, 2011 enedseheduled to vest starting August 15, 2

(3) These RSUs were scheduled to vest starting thevtlap they were grante

(4) These RSUs were granted on September 16, 2011 enedseheduled to vest starting July 1, 2(

(5) These RSUs were granted on March 31, 2012, gmtiich 1,975,921 common shares underlying RSUg weheduled to vest starting
January 1, 2012 and 1,319,100 common shares umteRBUs were scheduled to vest starting Februa2p12.

(6) These RSUs were granted on July 15, 2012 and wheslaled to vest starting July 1, 20

(7) These RSUs were granted on September 1, 26idgh@which 2,050,000 common shares underlying R8&fe scheduled to vest
starting July 1, 2012 and 3,968,800 common shardsnlying RSUs were scheduled to vest starting Augu2012

(8) These RSUs were granted on September 30, 26iéhg which 20,000 common shares underlying thesR&¥e scheduled to vest
starting February 1, 2012 and 615,000 common shar@srlying the RSUs were scheduled to vest stpAingust 1, 2012

(9) These RSUs were granted on March 31, 2013, gmiiich 204,000 common shares underlying RSUs wseheduled to vest starting
January 1, 2013 and 755,000 common shares undgR&tUs were scheduled to vest starting Februa2@13.

C. Board Practices

Our board of directors currently consists of sedieactors.A director is not required to hold any shares in@mpany to qualify to sen
as a director. A director may vote with respecng contract, proposed contract, or arrangementhinh he or she is materially interested. A
director may exercise all the powers of the compartyorrow money, mortgage its business, propertyuncalled capital, and issue debent
or other securities whenever money is borrowedsaegurity for any obligation of the company oaa§ third party. See “Item 6. Directors,
Senior Management and Employees—B. Compensati®ireftors and Executive Officers” for a descriptioithe employment agreements
we have entered into with our senior executivecefs.

Committees of the Board of Directors

We have established an audit committee, a compensaimmittee and a corporate governance and naimineommittee under the
board of directors. We have adopted a charterdoh ®f the three committees. Each committee’s mesrdoed functions are described below.

Audit Committee. Our audit committee consists of Mr. Peter Andfehloss, Mr. Peng T. Ong, and Ms. Jenny Hong Weij had is
chaired by Mr. Schloss. We have determined that eadlr. Schloss, Mr. Ong and Ms. Lee satisfies‘thdependence” requirements of Rule
5605(c)(2) of the Listing Rules of the Nasdaq Glddarket and meet the independence standards &uderl0A-3 under the Securities
Exchange Act of 1934, as amended. We have detedntiia¢ Mr. Peter Andrew Schloss qualifies as amitatommittee financial expert.” The
audit committee oversees our accounting and fidneporting processes and the audits of the fiahstatements 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-iind services permitted to be
performed by the independent registered public @aibog firm;
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reviewing with the independent registered publicoamting firm any audit problems or difficultiescamanageme’s response
reviewing and approving all proposed related paewgsactions, as defined in Item 404 of Regula$-K under the Securities Ac
discussing the annual audited financial statemgittsmanagement and the independent registeredcpaddounting firm

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

annually reviewing and reassessing the adequacyradudit committee charte
meeting separately and periodically with manageraadtthe independent registered public accouniing ind
reporting regularly to the boar

Compensation CommitteeOur compensation committee consists of Mr. Patelrew Schloss, Mr. Peng T. Ong and Ms. Jenny Hong
Wei Lee, and is chaired by Ms. Lee. We have detaththat each of Ms. Lee, Mr. Schloss and Mr. Gatigfies the “independence”
requirements of Rule 5605(c)(2) of the Listing Rutd the Nasdaq Global Market. The compensatiomgiti®e assists the board in reviewing
and approving the compensation structure, includihfprms of compensation, relating to our direstand executive officers. Our directors
may not be present at any committee meeting duvlnigh their compensation is deliberated upon. Tdragensation committee is responsible
for, among other things:

reviewing the total compensation package for owcakve officers and making recommendations tdotberd with respect to i
approving and overseeing the total compensatiokgggcfor our executives other than the three nessbs executives
reviewing the compensation of our directors andingakecommendations to the board with respect tnid

periodically reviewing and approving any long-termoentive compensation or equity plans, programsrailar arrangements,
annual bonuses, and employee pension and welfaefibplans.

Corporate Governance and Nominating Committe®ur nominating committee consists of Mr. Petedrew Schloss, Mr. Peng T. Ong,
and Ms. Jenny Hong Wei Lee, and is chaired by Mig.QVe have determined that each of Mr. Ong, Mhl&s and Ms. Lee satisfies the
“independence” requirements of Rule 5605(c)(2hef ltisting Rules of the Nasdaq Global Market. Thenimating committee assists the boarc
in selecting individuals qualified to become ouedtors and in determining the composition of thard and its committees. The nominating
committee is responsible for, among other things:

recommending nominees to the board for electiam-election to the board, or for appointment to filyavzacancy on the boar

reviewing annually with the board the current cosifion of the board with regards to characterissiesh as independence, age,
skills, experience and availability of service &

selecting and recommending to the board the nafndisectors to serve as members of the audit coteménd the compensation
committee, as well as of the nominating committselfi; and

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

Under Cayman Islands law, our directors have a comiaw duty of loyalty to act honestly in good Faitith a view to our best interests.
Our directors also have a duty to exercise the thigly actually possess and such care and diliggvatea 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 at the discref the board. Our directors are not subjea term of office and hold office until
such time as they are removed from office by speegolution or the unanimous written resolutioratifshareholders. A director will be
removed from office automatically if, among othieings, the director (1) becomes bankrupt or makgsaarangement or composition with his
creditors; or (2) dies or is found by our compamyp¢ of unsound mind.

D. Employees
The following table sets forth the numbers of ompéoyees, categorized by function, as of Decembe312:

Number of
Functions Employee:
Management 19
Customer services and operatit 353
Engineering and maintenan 12¢
Research and developmt 672
Sales and marketir 53
General and administratic 75
Total 1,29¢

We had a total of 600, 854 and 1,298 employee$ Becember 31, 2010, 2011 and 2012, respectively.

We have developed a corporate culture that enceariagfiative, technical superiority and self-deyhent. In addition, we periodically
evaluate our employees’ performance and provide théh training sessions tailored to each job fiorcto enhance performance and service
quality.

As required by regulations in China, we participatearious employee social security plans thatoaganized by municipal and
provincial governments, including pension, unempient insurance, childbirth insurance, work-reldtédry insurance, medical insurance anc
housing insurance. We are required under PRC lawatike contributions to employee benefit plans at#ied percentages of the salaries,
bonuses and certain allowances of our employeey apnaximum amount specified by the local goventifirom time to time. We have
accrued, in the aggregate, RMB148,000 (US$24,60Q)énsion or similar retirement benefits for oxeeutive officers and directors, as
required under PRC laws, for the fiscal year eridedember 31, 2012. We believe that we maintainca georking relationship with our
employees and we have not experienced any signifiabor disputes.

E. Share Ownership

Class A Common Shares

As of March 31, 2013, we had 179,400,000 Classmroon shares outstanding. In addition, as of Mafc2813, we have granted, and
have outstanding, options to purchase a total @710/425 Class A common shares, 47,346,328 rexirgitares and 27,300,621 restricted <
units to our directors, executive officers, otherpdoyees and consultants. For information regarttiegShare Incentive Plans, see “ltem 6.B.
Compensation of Directors and Executive Officers.”
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Class B Common Shares
As of March 31, 2013, we had 907,833,224 ClassBmion shares outstanding.

Beneficial Ownership

The following table sets forth information concempithe beneficial ownership of our common sharesf &arch 31, 2013, by:

. each of our directors and executive officers;

. each person known to us to beneficially own moamat5% of our common shar

Beneficial ownership is determined in accordandh wie rules and regulations of the SEC. In conmgutihe number of shares
beneficially owned by a person and the percentagemship of that person, we have included shamgstie person has the right to acquire or
that would become unrestricted shares within 6& @der March 31, 2013, the most recent practicdate, including through the exercise of

any option, warrant, or other right or the convemsdf any other security. These shares, howevemairincluded in the computation of the
percentage ownership of any other person.

The calculations in the table below assume thatthere 1,087,233,224 common shares outstandiofMarch 31, 2013.

Class A Class B \J—c?t?ﬁlg
Common Shares Common Shares Total Common Shares

Beneficiall Beneficiall Beneficially Power

Owned (1 Owned (2 Owned (6)

Number % Number % Number ) % 4 %

Directors and Executive Officers:*

Jun Lei® 10,000,00 5.€ 215,241,48 23.7 225,241,48 20.7 23.4
David Xueling Li® — — 215,241,48 23.7 215,241,48 19.€ 23.2
Qin Liu® — — 178,513,37 19.7 178,513,37 16.4 19.c
Alexander Barrett Hartiga® ** ** 110,527,83 12.z 110,727,83 10.z 11.€
Jenny Hong Wei Le(10) 20,010,00 11.2 80,833,34 8. 100,843,34 9.3 8.6
Tony Bin Zhac 1) 1,500,00! 0.8 19,684,18 2.2 21,184,18 1.¢ 2.1

Eric He — — — — — — —
Jin Cac2) — — 9,205,891 1.C 9,205,891 0.8 1.C
Rongjie Donc®?) 9,066,07! 4.8 1,875,00! 0.2 10,941,07 1.C 0.3

Peter Andrew Schlos i Lz — — Lz *x *x
Peng T. On( *k *% _ _ *% *k *k
All directors and executive officers as a gr¢ 40,998,57 21.¢* 831,122,57 91.¢ 872,121,14 79.4 90.1
Principal Shareholders:

Top Brand Holdings Limitei4) — — 215,241,48 23.7 215,241,48 19.€ 23.2
YYME Limited @5) — — 215,241,48 23.7 215,241,48 19.€ 23.2
Morningside China TMT Fund [, L.K6) — — 113,575,214 12.t 113,575,14 10.4 12.c
Steamboat Ventures Asia, L1 7) 100,00 0.1 110,527,83 12.z 110,627,83 10.2 11.¢
Granite Global Venture® 8) 20,000,00 11.1 80,833,34 8.¢ 100,833,34 9.3 8.6
Tiger Global Six YY Holding«9) — — 76,710,64 8.4 76,710,64 7.1 8.3
Favor Star Limite(20) — — 64,938,23 7.2 64,938,23 6.C 7.C

Notes:

* Except for Mr. Jun Lei, Mr. Qin Liu, Mr. Alexanddarrett Hartigan, Ms. Jenny Hong Wei Lee, Mr. Bjgm Dong, Mr. Peter Andrew
Schloss and Mr. Peng T. Ong, the business addfeas directors and executive officers is c/o Binlgl3-08, Yangcheng Creative
Industry Zone, No. 309 Huangpu Avenue Middle, Tialhistrict, Guangzhou, 510655, Pk

**  The aggregate number of common shares beneficalhed by each of these individuals is less tharol &ur total outstanding share

(1) For each person and group included in thisroolupercentage ownership is calculated by dividirgnumber of Class A common shares
beneficially owned by such person or group, inalgdshares that such person or group has the dgitquire within 60 days of
March 31, 2013, by the sum of (i) 179,400,000, \Wwhgcthe total number of Class A common sharegauting as of March 31, 2013,
and (ii) the number of Class A common shares thett person or group has the right to acquire witirdays of March 31, 201
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(2)

(3)
(4)

(5)

(6)

(7)

(8)

(9)

(10)

(11)

(12)

(13)

(14)

(15)

(16)

For each person and group included in thisroolupercentage ownership is calculated by dividirgnumber of Class B common shares
beneficially owned by such person or group by 983,824, being the total number of Class B commameshoutstanding as of

March 31, 2013

Represents the sum of Class A and Class B comnaeshbeneficially owned by such person or gri

For each person and group included in thisroolupercentage ownership is calculated by dividivegnumber of total common shares
beneficially owned by such person or group, bysina of the number of common shares outstandingtendumber of common shares
such person or group has the right to acquire @pencise of the stock options or warrants withirdégs after March 31, 201

For each person or group included in this caluthe percentage of total voting power represeating power based on both Class A anc
Class B common shares held by such person or gvihpespect to all of our outstanding Class A &hass B common shares as one
class. Each holder of Class A common shares ilexhtd one vote per share. Each holder of our€CBasommon shares is entitled to ten
votes per share on all matters requiring a shadens vote. Our Class B common shares are conlediany time by the holder into
Class A common shares on a one-for-one basis, ah&ass A common shares are not convertible it#es® common shares under
any circumstance:

Representing (a) 215,241,483 Class B commoresheld by Top Brand Holdings Limited, a BVI compavholly owned and controlled
by Mr. Lei and (b) 10,000,000 Class A common sheepsesented by 500,000 ADSs held by an affiliftelo Lei. The business address
of Mr. Lei is Juanshitiandi Tower A, 12th Floor, &yang District, Beijing 100102, PR

Representing 215,241,483 Class B common sharediiet ME Limited, a BVI company wholly owned andrdeolled by Mr. Li.
Representing 55,197,496 Class B common shatdsly Favor Star Limited, 6,493,823 Class B commsioares and 3,246,911 Class B
common shares held by Ricomax Limited and Konradited, respectively, two affiliates of Favor Stamited, and 113,575,140 Class
common shares held by Morningside China TMT FundR, Mr. Liu is a director of our company jointppointed by Morningside
China TMT Fund I, L.P. and affiliates. The businadslress of Mr. Liu is No. 5, Lane 249, Anfu Ro&tanghai 200031, PR
Representing Class B common shares and Classmnon shares represented by ADSs held by Stearweoatres Asia, L.P.

Mr. Hartigan is a director of our company appoinbgdSteamboat Ventures Asia, L.P. The businessaddif Mr. Hartigan is c/o Unit
100z-1004, One Corporate Ave, 222 Hu Bin Road, Shangbd@d21, PRC

Representing (a) 19,680,000 Class A commoreshapresented by ADSs plus 79,539,740 Class Bn@onshares held by Granite
Global Ventures Il L.P. and (ii) 320,000 Class émmon shares represented by ADSs plus 1,293,668 Gl&£ommon shares held by
GGV lll Entrepreneurs Fund L.P. and (iii) 10,008trected share units granted to Ms. Lee that haihg vested. Ms. Lee is a director of
our company appointed by Granite Global Venturek.P. and GGV Il Entrepreneurs Fund L.P. The hask address of Ms. Lee is U
3501-3504, Two IFC, 8 Century Avenue, Pudong Distrittagghai 200120, PR(

Representing 19,684,180 Class B common shares,880,000 Class A common shares underlying theicesdrshares that become fL
vested within 60 days after March 31, 2013 held/l¥yTZ Limited, a BVI company. YY TZ Limited is ulthately wholly owned by a
trust established for the benefit of Mr. Zhao's fignMr. Zhao is deemed to hold the investment poeseer the trust. The business
address of YY TZ Limited is c/o Tony Bin Zhao, Biiilg 3-08, Yangcheng Creative Industry Zone, N@ Bdangpu Avenue Middle,
Tianhe District, Guangzhou 510655, PF

Representing 9,066,069 Class B common shaldsly CJ Entertainment Limited, a BVI company.Ehertainment Limited is
ultimately wholly owned by a trust established ttoe benefit of Mr. Cao’s family. Mr. Cao is deentechold the investment power over
the trust. The business address of CJ Entertainhimited is ¢/o Jin Cao, Building 3-08, Yangchengétive Industry Zone, No. 309
Huangpu Avenue Middle, Tianhe District, Guangzheil0655, PRC

Representing 1,875,000 Class B common shak9,866,070 Class A common shares underlyingdsiicted shares and options that
will become fully vested within 60 days after Mar@h, 2013 held by Green Leaf Global Limited, a Rdémpany wholly owned and
controlled by Mr. Dong. The business address okGieeaf Global Limited is c/o Rongjie Dong, 4thdtpYouhua Business Center,
Yingbin North Road, Xiangzhou District, Zhuhai 5820 PRC.

Representing 215,241,483 Class B common shatddy Top Brand Holdings Limited, a BVI compankiolly owned and controlled by
Mr. Lei. The business address of Top Brand Holdingsted is c/o Jun Lei, Juanshitiandi Tower A, A&loor, Chaoyang District,
Beijing 100102, PRC

Representing 215,241,483 Class B common shatddy YYME Limited, a BVI company wholly owneaa controlled by Mr. Li. The
business address of YYME Limited is c¢/o David XaoglLi, Building 308, Yangcheng Creative Industry Zone, No. 309 Hparngvenue
Middle, Tianhe District, Guangzhou, 510655, PI

Representing 113,575,140 Class B common shatddy Morningside China TMT Fund I, L.P. Morngide China TMT Fund I, L.P. is
controlled by Morningside China TMT GP, L.P., itsngral partner. Morningside China TMT GP, L.Pnisurn controlled by TMT
General Partner Ltd., its general partner. Qindnd Jianming Shi, directors of TMT General Partridr, have beneficial interest in TN
General Partner Ltd. and are deemed to share th\and investment power over such shares hellMy General Partner Ltd. The
business address of Morningside China TMT FundR, is 22/F, Hang Lung Center-20 Paterson Street, Causeway Bay, Hong K
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(17) Representing (a) 110,527,830 Class B commarestheld by Steamboat Ventures Asia, L.P. an@i@®)000 Class A common shares
represented by 5,000 ADSs held by Steamboat Ven#Asi@&, L.P. . Steamboat Ventures Asia, L.P. igrotled by Steamboat Ventures
Asia Manager, L.P., its general partner, whichiturn controlled by Steamboat Ventures Asia GH,, lits general partner. Steamboat
Ventures Asia GP, Ltd. is controlled by John Batlho is deemed to hold the voting and investmentgyawer such shares held by
Steamboat Ventures Asia GP, Ltd. The business ssldfeSteamboat Ventures Asia, L.P. is c/o Walk&¥ Limited, P.O. Box 908GT,
Mary Street George Town, Grand Cayman, Caymandsli

(18) Representing (a) 19,680,000 Class A commoreshapresented by ADSs plus 79,539,740 Class Br@amshares held by Granite
Global Ventures Il L.P. and (ii) 320,000 Class énmmon shares represented by ADSs plus 1,293,668 Gl&£ommon shares held by
GGV Il Entrepreneurs Fund L.P. Each of Granitelfalloventures 11l L.P. and GGV Il Entrepreneurs BUnP. is controlled by Granite
Global Ventures L.L.C., its sole general partneotSBonham, Hany Nada, Glenn Soloman, Thomas iXgnJoo, Jenny Hongwei Lee,
Jessie Jin and Fumin Zhuo are managing directo@arfite Global Ventures L.L.C. and are deemedévesthe voting and investment
power over such shares held by Granite Global \festl.L.C. The business address of each of Gr&idbal Ventures Ill L.P. and GC
Il Entrepreneurs Fund L.P. is 2494 Sand Hill Rdadite 100, Menlo Park, CA 94025, US

(19) Representing 76,710,648 Class B common shaidsy Tiger Global Six YY Holdings. Tiger Globaix YY Holdings is ultimately
controlled by Charles P. Coleman Ill. The registemddress of Tiger Global Six YY Holdings is Twesgven, Cybercity, Ebene,
Mauritius.

(20) Representing 55,197,496 Class B common satdsdy Favor Star Limited 6,493,823 Class B commstoares and 3,246,911 Class B
common shares held by Ricomax Limited and Konrauited, respectively, two affiliates of Favor Stamited. Favor Star Limited is
wholly owned by Morningside Technology Investmdntsited, which is in turn wholly owned by Morningls CyberVentures Holdings
Limited. The ultimate beneficial owner of MorningeiCyberVentures Holdings Limited is a family trastablished by and for the ben
of Mdm. Chan Tan Ching Fen, who is deemed to hwddvibting and investment power over such sharestheMorningside
CyberVentures Holdings Limited. The business addoé$-avor Star Limited is 2nd Floor, Le PrinceGiales, 3-5 Avenue des
Citronniers, MC 98000 Monac

As of March 31, 2013, 1,087,233,224 of our comniweras were issued and outstanding, including 937223 Class B common shares
and 179,400,000 Class A common shares. Based@unewof the register of members maintained by@ayman Islands registrar, we believe
that as of March 31, 2013, 80,833,340 Class B comshares and 179,400,000 Class A common sharessesting approximately 23.9% of
our total outstanding shares were held by threerdeleolders in the United States; all of the 170,800 Class A common shares were held of
record by Deutsche Bank Trust Company Americasgdé#pesitary of our ADS program. The number of bieiefowners of our ADSs in the
United States is likely to be much larger thanritheber of record holders of our common shareserithited States. None of our existing
shareholders have different voting rights from ofteareholders in the same class. See “Item 6cirg Senior Management and
Employees—B. Compensation of Directors and Exeeudificers—Employee Agreements” for a descriptibthe employment agreements
we have entered into with our senior executiveceff.

Our common shares are divided into Class A comrhanes and Class B common shares. Holders of Classmnon 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 that maysabsequent date, result in a change of controlio€ompany.
ITEM 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANSA CTIONS

A. Major Shareholders
Please refer to “Item 6. Directors, Senior Managamaed Employees—E. Share Ownership.”

B. Related Party Transactions

Contractual Arrangements

The PRC government extensively regulates foreignesship of, and the licensing and permit requireiseertaining 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 Bgijiuda, Guangzhou Huaduo and their respectiveesbkters.

Contractual Arrangements with Beijing Tuda

The following is a summary of the currently effeeticontracts among our subsidiary, Beijing Huarhid&i, our PRC consolidated
affiliated entity, Beijing Tuda, and the sharehaofdef Beijing Tuda.
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Agreements that transfer economic benefits to
Exclusive Business Cooperation Agreement

Under the exclusive business cooperation agreebsween Beijing Huanju Shidai and Beijing Tudaaa®ended, Beijing Huanju Shic
has the exclusive right to provide to Beijing Tudehnology support, business support and consungjces related to Beijing Tuda’s
business, the scope of which is to be determind8dijyng Huanju Shidai from time to time. Beijinguidnju 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 BgjjHuanju Shidai’s written
confirmation prior to the expiration date. Beijirgianju Shidai has sole discretion to terminateaii@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 Servigeeement

Under the exclusive technology support and teclgyolervices agreement between Beijing Huanju SleiddiBeijing Tuda, as amend:
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 otliesexclusive intellectual property rights creatsd result of the performance of this
agreement. The service fee payable by Beijing Tadgeijing Huanju Shidai is 10% of Beijing Tuda’sogs revenues. The term of this
agreement will expire in 2029 and may be extendigd Beijing Huanju Shidai’s written confirmationipr to the expiration date. Beijing
Huanju Shidai has sole discretion to terminateaiiieement at any time by providing 30 days’ prioitten notice to Beijing Tuda, while
neither Beijing Tuda nor its shareholders are ketito terminate the agreement.

Agreements that provide us effective control ovesijihg Tuda
Powers of Attorney

Under the irrevocable powers of attorney executeddeh shareholder of Beijing Tuda, each such kib&der appointed Beijing Huanju
Shidai as its attorney-in-fact to exercise suchrednaders’ rights in Beijing Tuda, including, withiolimitation, the power to vote on its behalf
on all matters of Beijing Tuda requiring shareholdeproval under PRC laws and regulations andtiiees of association of Beijing Tuda.
Each power of attorney will remain in force unkietshareholder ceases to hold any equity intené3gijing Tuda.

Exclusive Option Agreement

Under the exclusive option agreement between Relinanju Shidai, each of the shareholders of Bgijinda and Beijing Tuda, each of
the shareholders irrevocably granted Beijing Hu@tjidai or its designated representative(s) anuska option to purchase, to the extent
permitted under PRC law, all or part of his oratpiity interests in Beijing Tuda. Beijing Huanjui@i or its designated representative(s) have
sole discretion as to when to exercise such opteittger in part or in full. Without Beijing Huanjshidai's prior written consent, Beijing
Tuda'’s shareholders shall not sell, transfer, nampégor otherwise dispose their equity interesBaijing Tuda. The term of this agreement is
ten years and may be extended at Beijing Huanjda®hisole discretion.

Equity Interest Pledge Agreement

Under the equity interest pledge agreement betBeginmg Huanju Shidai and the shareholders of BgijTuda, the shareholders of
Beijing Tuda have pledged all of their equity im&ts in Beijing Tuda to Beijing Huanju Shidai toagantee the performance by Beijing Tuda
and its shareholders’ performance of their respeaibligations 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 agreemyd#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.
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Contractual Arrangements with Guangzhou Huaduo

The following is a summary of the currently effeeticontracts among Beijing Huanju Shidai, GuangzHoaduo and the shareholders of
Guangzhou Huaduo.

Agreements that transfer economic benefits to
Exclusive Business Cooperation Agreement

Under the exclusive business cooperation agreebeween Beijing Huanju Shidai and Guangzhou Huads@mended, Beijing Huanju
Shidai has the exclusive right to provide to GuémagzHuaduo technology support, business supportansulting services related to
Guangzhou Huaduo’s business, the scope of whithbie determined by Beijing Huanju Shidai from titogime. 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 Hua®hidai. The term of this agreement will expir088 and may be extended with Beijing
Huanju Shidai’s written confirmation prior to thepération date. Beijing Huanju Shidai has sole dition to terminate the agreement at any
time by providing 30 days’ prior written notice ®uangzhou Huaduo, while neither Guangzhou Huadud@sshareholders are entitled to
terminate the agreement.

Exclusive Technology Support and Technology Servigeeement

Under the exclusive technology support and techgyolervices agreement between Beijing Huanju SkiddiGuangzhou Huaduo, as
amended, Beijing Huanju Shidai has the exclusigitrio provide to Guangzhou Beijing Huaduo techgglsupport and technology services
related to all technologies needed for its busindsanju Shidai owns the exclusive intellectualgandy rights created as a result of the
performance of this agreement. The service feelpaysy Guangzhou Huaduo to Beijing Huanju Shiddid%c of Guangzhou Huaduo’s gross
revenues. The term of this agreement will expir2028 and may be extended with Beijing Huanju Shideritten confirmation prior to the
expiration date. Beijing Huanju Shidai has soleiton to terminate the agreement at any timerbyiging 30 days’ prior written notice to
Guangzhou Huaduo, while neither Guangzhou Huadudsiehareholders are entitled to terminate theegent.

Agreements that provide us effective control ovarddgzhou Huaduc
Powers of Attorney

Under the irrevocable powers of attorney executeddzh shareholder of Guangzhou Huaduo, each sacbholder appointed Beijing
Huanju Shidai as its attorney-in-fact to exercisehsshareholdersights in Guangzhou Huaduo, including, without kiation, the power to vo
on its behalf on all matters of Guangzhou Huadgpireng shareholder approval under PRC laws andla¢igns 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 Agreement

Under the exclusive option agreement between Reliinanju Shidai, each of the shareholders of Guamgi#Huaduo and Guangzhou
Huaduo, each of the shareholders irrevocably gda&sjing Huanju Shidai or its designated represtive(s) an exclusive option to purchase,
to the extent permitted under PRC law, all or pétiis or its equity interests in Guangzhou Huadggijing Huanju Shidai or its designated
representative(s) have sole discretion as to whexércise such options, either in part or in flithout Beijing Huanju Shidai’s prior written
consent, Guangzhou Huaduo’s shareholders shadlatiptransfer, mortgage or otherwise dispose gty interests in Guangzhou Huaduo.
The term of this agreement is ten years and maxtended at Beijing Huanju Shidai’s sole discretion
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Equity Interest Pledge Agreement

Under the equity interest pledge agreement betBeging Huanju Shidai and the shareholders of Gaang Huaduo, the shareholders
of Guangzhou Huaduo have pledged all of their ggoterests in Guangzhou Huaduo to Beijing Huarjid&i to guarantee the performance
Guangzhou Huaduo and its shareholders’ performahtdeir respective obligations under the excludiusiness cooperation agreement,
exclusive option agreement, exclusive technologypett and technology services agreement and paeatsorney. 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 gided 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 entered into a éggaement with Zhuhai Daren and the shareholdeztiafiai Daren, pursuant to
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 Darempsion. Guangzhou Huaduo holds 30% equity intdreghuhai Daren. Zhuhai Daren
borrowed RMB1.5 million in 2010 from Guangzhou Huadand RMBO0.5 million in 2011. As of December 3@12, Zhuhai Daren had repaid
the loan in full.

Guangzhou Huaduo and Zhuhai Daren have orally dgreeooperate with respect to the operation oeDd&farm, an online game
developed by Zhuhai Daren, and share revenuesaeddry the game. In addition, in January 2009 ngelaou Huaduo and Zhuhai Daren
entered into a cooperation agreement, under whi@n@zhou Huaduo and Zhuhai Daren agreed to coepeitht respect to the operation of
Daren Qipai, another online game developed by ZihDheen. Under the agreement, Guangzhou Huadu@dgoepromote, and provide the
users with access to, Daren Qipai on its webshehZi Daren agreed to provide services relatimgsearch, development, upgrade and
maintenance of Daren Qipai. In the years ended mbee31, 2010, 2011 and 2012 , the aggregate ogéime revenues sharing from Zhuhai
Daren was RMB1.7 million, RMB4.5 million and RMB7n&illion (US$1.2 million), respectively.

In 2010 and 2011, Guangzhou Huaduo and GuangzhangBhng Information Technical Co., Ltd., or GuammzBhanghang, entered
into certain server co-location agreements, undeclwGuangzhou Shanghang provides Guangzhou Huaitlndandwidth and server co-
location services in different cities in China.dddition, Guangzhou Huaduo and Guangzhou Shangh@eged into two content delivery
network acceleration service agreements, underhw@icangzhou Shanghang provides content deliveryarktacceleration services to
Guangzhou Huaduo. Guangzhou Shanghang is 28% duynild. Jun Lei, our co-founder and chairman, inahgdapproximately 7%
beneficially owned by Mr. David Xueling Li, our &fiexecutive officer and director. In the yearsesh®ecember 31, 2010, 2011 and 2012 ,
the bandwidth service that Guangzhou Huaduo aadjflicen Guangzhou Shanghang were RMB1.8 million, B million and RMB11.8
million (US$1.9 million), respectively.

Kingsoft, through third party advertising agenciess in the past placed advertisements on Duowanacm we expect that Kingsoft may
continue to do so in the future. We indirectly ged revenues through such third party advertisgenaies from Kingsoft in each of the years
ended December 31, 2010, 2011 and 2012 , which mt@dto RMB1.3 million, RMB3.5 million and RMB6.0ilion (US$1.0 million),
respectively. Mr. Jun Lei, our co-founder and cimain, is currently chairman, non-executive direetwdl minority shareholder of Kingsoft.

In January 2011, Guangzhou Huaduo entered intgeeement to invest RMB1.0 million in Zhuhai Qi A@adht Club Co., Ltd., or
Zhuhai Qi Ao, which was 100% owned by Mr. Lei. Zhuli Ao provides professional services and fdesifor yacht owners in China. In
2012, we disposed of our 10.0% equity interesthohai Qi Ao in exchange for a payment of RMB1.0lioml (US$0.2 million) from Mr. Lei.

In February 2011, Guangzhou Huaduo entered intga@ement to invest RMB2.5 million in Zhuhai JinBiauaikuai Technology Co.,
Ltd., or JinShan Kuaikuai, which was 100% indirgativned by Kingsoft. Upon such investment, we owd Kingsoft indirectly owns 20.8%
and 62.5% of JinShan KuaiKuai, respectively, wita temaining 16.7% equity interest owned by a thady. JinShan Kuai Kuai provides
online game technological research services in&hin
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In November 2011, Guangzhou Huaduo entered int@ua dgreement with Zhuhai Lequ Technology Co., {#huhai Lequ”), pursuant
to which Guangzhou Huaduo was to provide an intdree loan to Zhuhai Lequ. In March 2012, Beijifigda invested RMB1 million in, and
held a 76.9% equity interest in, Zhuhai Lequ. Gudwog Huaduo provided loans to Zhuhai Lequ by RMB#Ailion and RMB1.2 million
(US$0.2 million) in 2011 and 2012 respectively. Rapent of RMBO0.5 million (US$0.1 million) has besade in 2012. We reduced our
equity holding in Zhuhai Lequ Technology Co., Ltnl6.7% by transferring 70.2% of its equity intenes held to its founders. As of Decem
31, 2012, Zhuhai Lequ Technology Co., Ltd.’s outdiag loan under this loan agreement was RMB1.0ani(US$0.2 million).

In July 2012, we sold our equity interest in ShemzNingpeng Information Technology Company Limitediaomi Corporation for a
cash consideration of RMB2.0 million (US$0.3 mitfjo Mr. Lei Jun, our co-founder and chairman, igently chairman of Xiaomi
Corporation.

Investors’ Rights Agreement

In connection with our issuance of series A, B, @atl C-2 preferred shares, we and all our sharelokhtered into an investors’ rights
agreement and a right of first refusal and co-agleement in August 2011. The investors’ right®agrent was entered into by and among Y
Inc., its subsidiaries and affiliated Chinese @gitcertain directors and executive officers, ngrivie. David Xueling Li, Mr. Jun Lei, Mr. Ton
Bin Zhao and Mr. Jin Cao, Favor Star Limited, Moggide China TMT Fund |, L.P., Steamboat Venturs®AL.P., Granite Global Ventures
Il L.P., GGV lll Entrepreneurs Fund L.P. and Tig&lobal Six YY Holdings.

Under the investors’ rights agreement and our ameeadd restated memorandum and articles of asswgiatr series A, B, C-1 and Z-
preferred shareholders are entitled to registraigins and certain preferential rights. Excepttfa registration rights, all preferred
shareholders’ rights were terminate upon the cotigplef our initial public offering.

Registration Rights

Pursuant to our investors’ rights agreement, weslgaanted certain registration rights to our shalddrs. As of the date of this annual
report, there were 446,585,188 shares entitleddgistration rights pursuant to the investaights agreement. Set forth below is a descriptit
the registration rights granted under the agreement

Demand Registration RightdAt any time following May 20, 2013, upon a writtegquest from the holders of at least 25% of the
registrable securities held by our then prefertataholders, we shall file a registration statenoerd 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 leasP20f the then outstanding registrable securitiei$ thie reasonable anticipated offering price to
the public, net of selling expenses, would exce8&$10.0 million. Registrable securities include, amothers, our common shares not
previously sold to the public and common sharageidr issued upon conversion of the preferredeshar

However, we are not obligated to proceed with aatetregistration if we have, within any six-montripd, already effected a
registration under the Securities Act pursuanheoexercise of the holders’ demand registrationtsig\We have the right to defer filing of a
registration statement for up to 90 days if ourrba# 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-mgetfiod.

Form F-3 Registration RightsWhen we are eligible for registration on Form Rif3on 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.
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We are not obligated to effect a Form F-3 regigirgtamong other things, if we have, within any-signth period, already effected a
registration under the Securities Act pursuanh#exercise 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 thas US$1.0 million. We have the right to deféing of a registration statement for up to 90
days if our board of directors, including a majpif the directors appointed by the preferred dhalders and Tiger Global Six YY Holdings,
determines in good faith that the filing of a régifon statement would be materially detrimental$, but we cannot exercise the deferral righ
more than once in any 12-month period.

Piggyback Registration Rightsf we propose to file a registration statementdgublic offering of our common shares on a forat th
would be suitable only for registrable securiti@e,must offer holders of registrable securitie®pportunity to include in that registration all
any part of their registrable securities. The undigers of any underwritten offering have the rigimit the number of shares with
registration rights to be included in the registnatstatement, subject to certain limitations.

Expenses of RegistrationWe will pay all expenses relating to any demandnB-3, or piggyback registration.

Termination of ObligationsWe shall have no obligation to effect any demarwtn=F-3, or piggyback registration (a) five years aftar
initial public offering, (b) if, in the opinion afounsel to us satisfactory to the holder, all swtfistrable securities proposed to be sold by a
holder may then be sold under Rule 144 or anoihg@las exemption under the Securities Act in orengaction without exceeding the volume
limitations thereunder or (c) upon a liquidatioreet:

Employment Agreements

See “Item 6. Directors, Senior Management and Eygals—B. Compensation of Directors and Executivéic®f§s—Employee
Agreements” for a description of the employmenteagnents we have entered into with our senior ekecafficers.

Share Incentives

See “ltem 6. Directors, Senior Management and Eygas—B. Compensation of Directors and Executivécef$” for a description of
share-based compensation awards we have granbed tlirectors, officers and other individuals agaup.

See footnote 21 to our financial statements fahfrrinformation about our related party transaxio

C. |Interests of Experts and Counse

Not applicable.

ITEM 8. FINANCIAL INFORMATION
A. Consolidated Statements and Other Financial Inform#on

See “ltem 18. Financial Statements.”

Legal Proceedings

We are not currently a party to any pending maltétigation or other legal proceeding and are aotare of any pending or threatened
litigation or other legal proceeding that may havaaterial adverse impact on our business or dpasatHowever, we may be subject to
various legal proceedings and claims that are @mtal to our ordinary course of business.

Dividend Policy

We have not paid dividend in the past and do neé lzany present plan to pay any dividend in theseeable future. We currently intend
to retain most, if not all, of our available furaisd any future earnings to operate and expandusinéss.
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We are a holding company incorporated in the Caylslands. We may receive dividends from our PRGglidry for our cash
requirements, including any payment of dividendsuoshareholders. PRC regulations may restricabiii@y of our PRC subsidiary to pay
dividends to us. See “Item 3. Key information—DsRFactors—Risks Relating to Our Corporate Strecturd Our Industry—Our PRC
subsidiaries and PRC consolidated affiliated exttiire subject to restrictions on paying dividemdsaking other payments to us, which may
restrict our ability to satisfy our liquidity reqeiments” and “Item 4. Information on the Company-BBsiness Overview—PRC Regulation—
Regulation of Foreign Currency Exchange and DivitlBistribution .”

Our board of directors has complete discretion bether to distribute dividends, subject to the apal of our shareholders. Even if our
board of directors decides to pay dividends, thimfdrequency 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 expgraeble thereunder. See “ltem 12. Description cuiges Other than Equity Securitie$-—
American Depositary Shares.” Cash dividends onQlass A common shares, if any, will be paid in W&lars.

B. Significant Changes

Except as disclosed elsewhere in this annual repwerhave not experienced any significant chanies she date of our audited
consolidated financial statements included in &misual report.

ITEM 9. THE OFFER AND LISTING
A. Offering and Listing Details

See “—C. Markets” and “ltem 12. Description of Setes other than Equity Securities—D. American Dsifary Shares.” We have a
dual-class common share structure in which ClasemAmon 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'len 3. Key Information—D. Risk
Factors—Risks Related to Our ADSs—Our dual classnson share structure with different voting rightd iimit 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.

C. Markets

Our ADSs, each representing twenty Class A comrhanes, have been listed on the Nasdag Global Maitke¢ November 21, 2012 ¢
trade under the symbol “YYThe following table provides the high and low tragiprices for our ADSs on the NASDAQ Global Marf@tthe
periods indicated.

Trading Price

High Low
VES US$
Annual High and Low
Fiscal Year 2012 (from November 21, 20. 14.7¢ 11.3C
Quarterly Highs and Lows
Fourth Fiscal Quarter of 2012 (from November 2112 14.7¢ 11.3(C
First Fiscal Quarter of 201 19.9¢ 13.2¢
Second Fiscal Quarter of 2013 (until April 18, 2P 17.3¢ 15.71
Monthly Highs and Lows
November 2012 (from November 21, 20 14.15 11.31
December 201 14.7¢ 12.1¢
January 201: 14.31 13.2¢
February 201: 19.2¢ 13.4¢
March 2013 19.9¢ 15.67
April 2013 (until April 22, 2013 17.7¢ 15.71
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D. Selling Shareholders
Not applicable.

E. Dilution
Not applicable.

F. Expenses of the Issu
Not applicable.

ITEM 10. ADDITIONAL INFORMATION

A. Share Capital
Not applicable.

B. Memorandum and Articles of Association

We are a Cayman Islands company and our affairg@rerned by our memorandum and articles of assogiand the Companies Law
2012 (as amended) of the Cayman Islands, refeorad the Companies Law below. The following aremsanes of certain provisions of our
memorandum and articles of association in effecifdlse 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 Islands istedat Codan Trust Company (Cayman) Limited, Cti@guare, Hutchins Drive, P.O.
Box 2681, Grand Cayman KYI-1111, Cayman Island& memorandum of association provides, inter diit, the liability of the members of
our company is limited to the amount, if any, foe time being unpaid on the common shares. Thetshier which our company is establist
are unrestricted (including acting as an investneenipany), and we shall have and be capable otiskay all the functions of a natural per:
of full capacity irrespective of corporate benedi, provided in section 27(2) of the Companies bad in view of the fact that we are an
exempted Company, we will not trade in the Caynsatnids with any person, firm or corporation exdegtirtherance of our business carried
on outside the Cayman Islands.

Board of Directors

See “Item 6. Directors, Senior Management and Eygales—C. Board Practices—Duties of Directors” andrerms of Directors and
Officers.”

Common Shares
General.

Our common shares are divided into Class A comrhanes and Class B common shares. Holders of Classrnon shares and Clas:
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 thpadit agreement in order to exercise shareholdgtg’s in respect of the Class A common
shares. The depositary will agree, so far asgtastical, to vote or cause to be voted the amofi@lass A common shares represented by
ADSs in accordance with the non-discretionary entinstructions of the holders of such ADSs.

123



Table of Contents

All of our outstanding common shares are fully pandl non-assessable. Certificates representingomnomon 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 convened by a mamfribur board of directors or the chairman. Advanotice in writing of at least ten
clear days is required for the convening of ounahigeneral meeting and any other general meefingrashareholders. A quorum required
a meeting of shareholders consists of at leasbongore shareholders present or by proxy, or @xcthse of a shareholder being a corporation
by its duly authorized representative represemnimigess than one-third in nominal value of thalt@sued voting shares in our company
present throughout the meeting.

Notwithstanding that a meeting is called by shonttice than that mentioned above, but, subjetttedCompanies Law, it will be deenr
to have been duly called, if it is so agreed (ahacase of a meeting called as an annual gemeeting 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 $sied shares giving that right.

No business other than the appointment of a chaimmay be transacted at any general meeting unlggeram 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 shall be deemeth& purpose of our articles of association tptesent in person if represented by
duly authorized representative being the persowiapgd by resolution of the directors or other gowmeg 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 meeting of tldehoof a separate class of shares is describedhhodification of Rights” below.

Our articles of association do not allow our shaléérs to approve matters to be determined at kblters’ meetings by way of written
resolutions without a meeting.

Voting Rights

In respect of all matters requiring a shareholdeste, each Class A common share is entitled tovote and each Class B common s
is entitled to ten votes, voting together as oas<l At any shareholders’ meeting, on a show odiiagvery shareholder present in person or k
proxy (or, in the case of a shareholder being paration, by its duly authorized representativejlidmave one vote and on a poll, every
shareholder present in person or by proxy, oréncthse of a shareholder being a corporation, ljulisauthorized representative shall have
one vote for each fully paid share of which suchirsholder is the holder.

No shareholder shall, unless the Board otherwiserohines, be entitled to vote or be reckoned in@gm, in respect of any share, unl
such shareholder is duly registered as our shatehahd all calls or installments due by such dt@der to us have been paid.

If a clearing house (or its nominee(s)) or a cémtepositary entity, being a corporation, is a ehatder, 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 adishareholders, 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.
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While there is nothing under the laws of the Cayrstands which specifically prohibits or restritii® creation of cumulative voting
rights for the election of directors of our compaitys not a concept that is accepted as a conpnactice in the Cayman Islands, and our
company has made no provisions in our articlessbeiation to allow cumulative voting for such éieas.

Conversion

Each Class B common share is convertible into dassCA common share at any time by the holder tdie@ass 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 convertdd the equivalent number of Class A common shanesddition, if at any time, Messrs.
David Xueling Li, Jun Lei, Tony Bin Zhao and Jin&and their affiliates collectively beneficially ovless than 5% of the total number of the
issued and outstanding Class B common sharesjsacktd and outstanding Class B common share wdlibematically and immediately
converted into one Class A common share, and wenafilissue any Class B common shares thereaftethérmore, if at any time more than
50% of the ultimate beneficial ownership of anydeslof Class B common shares (other than our fasnoleour founders’ affiliates) changes,
each such Class B common share will be automatiaall immediately converted into one Class A comsttare.

Calls on Shares and Forfeiture of Shares

Subject to our memorandum and articles of assoaiatiur directors may from time to time make suallsaupon 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 Shareholders

The Cayman Islands courts ordinarily would be etgxbto follow English case law precedents whichrpea minority shareholder to
commence a representative action against or damévattions in the name of the company to challgay@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 bank) haiténghare capital divided into shares, the GrandrGaf the Cayman Islands may, on
the application of members holding not less thamfifth of the shares of the company in issue, agp@n inspector to examine the affairs of
the company and to report thereon in such mannéreaGrand Court of the Cayman Islands shall direct

Any of our shareholders may petition the Grand €Cofithe Cayman Islands which may make a windingrger if the Grand Court of
the Cayman Islands is of the opinion that it i prsd equitable that we should be wound up orpadtarnative to a winding up order, (a) an
order regulating the conduct of our affairs in thieire, (b) an order requiring us to refrain frooirdy or continuing an act complained of by the
shareholder petitioner or to do an act which treretmolder petitioner has complained we have omitietb, (c) an order authorizing civil
proceedings to be brought in our name and on duailbby the shareholder petitioner on such termh@ssrand Court of the Cayman Islands
may direct, or (d) an order providing for the puast of the shares of any of our shareholders k®r sthareholders or us and, in the case of a
purchase by us, a reduction of our capital accgtgin

Generally, claims against us must be based onehergl laws of contract or tort applicable in trey@an Islands or individual rights as
shareholders as established by our articles otassm.
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Pre-Emption Rights

There are no pre-emption rights applicable to $iseé of new shares of our company under either @aysfands law or our
memorandum and articles of association.

Liquidation Rights

Subject to any future shares which are issued sg#tific rights, (a) if we are wound up and theetssavailable for distribution among
our shareholders are more than sufficient to répayvhole of the capital paid up at the commencémktine winding up, the excess shall be
distributed pari passu among those shareholdgnoportion to the amount paid up at the commenceéwiethe winding up on the shares held
by them, respectively, and (b) if we are wound og the assets available for distribution amongstiereholders as such are insufficient to
repay the whole of the paid-up capital, those asstwill be distributed so that, as nearly as maghledosses shall be borne by the shareholdel
in proportion to the capital paid up at the comnegnent of the winding up on the shares held by thespectively.

If we are wound up (whether the liquidation is \dhry or by the court), the liquidator may with genction of our special resolution &
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 farelift classes of shareholders. The
liquidator may also vest the whole or any parthefse 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 sesudgion which there is a liability.

The consideration received by each holder of asfasommon share and a holder of a Class B cominare will be the same in any
liquidation event.

Variation of Rights

Alterations to our memorandum and articles of assion may only be made by special resolution, nreaa majority of not less than
two-thirds of votes cast at a shareholders’ meeting

If at any time, our share capital is divided intfiedent classes of shares, all or any of the seijhts attached to any class of shares
may, subject to the provisions of the Companies,tmwaried with the sanction of a special resoiupassed at a general meeting of the
holders of the shares of that class. Consequeh#yghts of any class of shares cannot be detimiig altered without a majority of twitrirds
of the vote of all of the shares in that class. pr@visions of our articles of association relatiogeneral meetings shall apply similarly to
every such separate general meeting, but so thafubrum for the purposes of any such separateaeaneeting or at the adjourned meeting
shall be a person or persons together holdingefmesented by proxy) on the date of the relevamtimg not less than one-third in nominal
value of the issued shares of that class, thayeéwader of shares of the class shall be entitled poll to one vote for every such share held b
such holder and that any holder of shares of thasgresent in person or by proxy may demandla pol

The rights conferred upon the holders of the shafesy class issued with special rights shall notess otherwise expressly provided by
the terms of issue of the shares of that clasdebeed to be varied by the creation or issue tidéaishares ranking pari passu with such
existing class of shares.

Alteration of Capital

We may from time to time by ordinary resolutionsiccordance with the Companies Law alter the cantitof our memorandum of
association to:

. increase our capital by such sum, to be divideal shiares of such amounts, as the resolution stestpbe;
. consolidate and divide all or any of our share tedymto shares of larger amounts than our exissimares
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. cancel any shares which at the date of the pas$itige resolution have not been taken or agreée tiaken by any person, and
diminish the amount of its share capital by the am@f the shares so cancelled subject to the giansg of the Companies La

. sub-divide our shares or any of them into sharesyaller amount than is fixed by our memorandurassbciation, 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 suébrme or other special rights
over, or may have such deferred rights or be stulbjesiny such restrictions as compared with thersthas we have power to attach
to unissued or new shares; ¢

. divide shares into several classes and withoutigieg to any special rights previously conferredtanholders of existing shares,
attach to the shares respectively any preferenlidiérred, qualified or special rights, privilegesnditions or such restrictions that
in the absence of any such determination in a géneeeting may be determined by our direct

We may, by special resolution, subject to any camdiion or consent required by the Companies Ladvice our share capital or any
capital redemption reserve in any manner authotizeldw.

Transfer of Shares

Subject to any applicable restrictions set fortloum articles of association, including, for exaephe 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 insemnof transfer in the usual or common form
or in a form prescribed by the Nasdaqg Global Madkeéh another form that our directors may approve.

Our directors may decline to register any transfeany share which is not paid up or on which weeha lien. Our directors may also
decline to register any transfer of any share gnles

. the instrument of transfer is lodged with us anddsompanied by the certificate for the sharestthwvit relates and such other
evidence as our directors may reasonably requisdaa the right of the transferor to make the tiem:

. the instrument of transfer is in respect of onlg alass of shart
. the instrument of transfer is properly stampediioumstances where stamping is required);

. fee of such maximum sum as the Nasdaqg Global Mankgtdetermine to be payable or such lesser swuradirectors may from
time to time require is paid to us in respect thér

If our directors refuse to register a transferythleall, within three months after the date on \Whtee instrument of transfer was lodged,
send to each of the transferor and the transfeygeenof such refusal.

The registration of transfers may, after compliawith any notice requirement of the Nasdaq Globatthét, be suspended and the
register closed at such times and for such peasdsur directors may from time to time determineyjed, however, that the registration of
transfers shall not be suspended nor the regiktsed for more than 30 days in any year as oucttire may determine.

Register of Members

In accordance with Section 48 of the Companies lthe/register of members is prima facie evidendhefegistered holder or member
of shares of a company. Therefore, a person becameggistered holder or member of shares of thepaomonly upon entry being made in the
register of members. Our directors will maintaire @agister of members, at the office of Codan T@mhpany (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 regtbe shares in the register of members as requir@ART Ill—Distribution of Capital an
Liability of Members of Companies and Association§the Companies Law, and will ensure that theienbn the register of members are
made without any delay.
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The depositary will be included in our registemeémbers as the only holder of the Class A commarestunderlying the ADSs. The
shares underlying the ADSs are not shares in bé&zmar but are in registered form and are “non-riedpte” or “registered” shares in which
case the shares underlying the ADSs can only bsfeered on the books of the company in accordaitteSection 166 of the Companies
Law.

In the event that we fail to update our registemeimbers, the recourse of investors is directipéodepositary 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 Repurchases

We are empowered by the Companies Law and outesrtid association to purchase our own sharesesutg certain restrictions. Our
directors may only exercise this power on our biekabject to the Companies Law, our memorandumaaticles of association and to any
applicable requirements imposed from time to timeéhe Nasdaq Global Market, the Securities and Brgh Commission, or the SEC, or by
any other recognized stock exchange on which awurgees are listed.

Dividends

Subject to the Companies Law, our company in agéngeeeting or our directors may declare divideindsny 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 dividendbthe 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 attaching to, orténims of issue of, any share otherwise provid@sal{ dividends shall be declared and |
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 onsti@re 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 dividends, whemeur financial position, in the opinion of ourettors, justifies such payment.

Our directors may deduct from any dividend or bopagable to any shareholder all sums of moneyn{f) aresently payable by such
shareholder to us on account of calls or otherwise.

No dividend or other money payable by us on oespect of any share shall bear interest against us.

In respect of any dividend proposed to be paideatated on our share capital, our directors maglvesand direct that (a) such dividend
be satisfied wholly or in part in the form of atoéihent of shares credited as fully paid up, predidghat 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 fadid 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 dividarghsh in lieu of such allotment.
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Any dividend interest or other sum payable in dasthe holder of shares may be paid by check oramaisent by mail addressed to the
holder at his registered address, or addressadttopgerson 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 after haviregeh declared may be invested or otherwise madefuseour board of directors for
the benefit of our company until claimed. Any dierdl unclaimed after a period of six years fromdage of declaration of such dividend shall
be forfeited and reverted to us.

Whenever our directors have resolved that a diddenpaid or declared, our directors may furtheoles that such dividend be satisfied
wholly or in part by the distribution of specifissets of any kind, and in particular of paid uprehadebentures or warrants to subscribe for o
securities or securities of any other company. Wiagy difficulty arises with regard to such disatibn, 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 asskstermine that cash payments shall be made tofamyr ahareholders 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 instrusmehtransfer and other documents on behalf optireons entitled to the dividend, which
appointment shall be effective and binding on dwarsholders.

Untraceable Shareholders
We are entitled to sell any shares of a shareheltieris untraceable, provided that no such salk lsbanade unless:

. all checks or warrants in respect of dividendsumfsshares, not being less than three in numbeanfipsums payable in cash to the
holder of such shares have remained un-cashedpferi@d of 12 years prior to the publication of #tvertisement and during the
three months referred to in the third bullet pdiatow;

. we have not during that time received any indicatibthe whereabouts or existence of the shareholdgerson entitled to such
shares by death, bankruptcy or operation of law;

. 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 nadiceur intention to sell these shares, and a gesfadhree months (or such shot
period as permitted under the applicable rules)etegssed since such advertisem

The net proceeds of any such sale shall belong,tand when we receive these net proceeds weldtame indebted to the former
shareholder for an amount equal to such net praceed

Inspection of Books and Records

Holders of our common shares will have no genégakunder Cayman Islands law to inspect or obtaipies of our list of shareholders
or our corporate records. However, we will provade shareholders with annual audited financiakestents. See “Where You Can Find
Additional Information.”

C. Material Contracts

We have not entered into any material contractsrdtian in the ordinary course of business andr dtfae those described elsewhere in
“Iltem 4. Information on the Company—B. Business iawn,” “Item 7. Major Shareholders and Relatedti?dransations—B. Related Party
Transactions,” or elsewhere in this annual report.
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D. Exchange Controls

See “ltem 4. Information on the Company—B. Busin@ssrview—PRC Regulation—Regulation of Foreign @aay Exchange and
Dividend Distribution.”

E. Taxation
Cayman Islands Taxation

See “ltem 5. Operating and Financial Review andpeots—A. Operating Results—Discussion of SeleStatements of Operations
Items—Taxation—Cayman Islands.

People’s Republic of China Taxation

Under the existing tax laws in the PRC, we areifjadlas a non-resident enterprise. We are a hgldompany 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 and”®C consolidated affiliated entitie
The PRC Enterprise Income Tax Law and its implesau#ori rules, both of which became effective on dayd, 2008, provide that China-
sourced income of foreign enterprises, such agléinds paid by a PRC subsidiary to its overseasiptirat 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 that YY lrauy Cayman Islands holding company, is a PRC rasieleterprise for enterprise inco
tax purposes, our world-wide income could be sulip®RC tax at a rate of 25%, which could mathri@duce our net income. In addition,
we will also be subject to PRC enterprise incomerégorting obligations. Furthermore, although dends paid by one PRC tax resident to
another PRC tax resident should qualify as “taxagpteincome” under the PRC Enterprise Income Tax,L\a& cannot 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 withholdiag on dividends, and the PRC tax authorities henteyet 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 andeéinds payable by us and gains realized on tleesadther disposition of ADSs or
common shares, if the PRC tax authorities deterithiaeour Cayman Islands holding company is a P&tlent enterprise for enterprise
income tax purposes. See “Risk Factors—Risks Relati Doing Business in China—Under the PRC eniggpncome tax law, we may be
classified as a PRC “resident enterprise,” whichl@oesult in unfavorable tax consequences to dsoan shareholders and have a material
adverse effect on our results of operations andahee of your investment.”

Material United States Federal Income Tax Considergons

The following is a summary of the material Unitadt8s federal income tax considerations relatinfpécacquisition, ownership, and
disposition of our ADSs or common shares by a Udkler (as defined below) that will acquire our AD& common shares and will hold our
ADSs or common shares as “capital assets” (gegemlbperty held for investment) under the Uniteat&s Internal Revenue Code of 1986, a:
amended (the “Code"Y.his summary is based upon existing United Stagdsrhl income tax law, which is subject to diffgrinterpretations «
change, possibly with retroactive effect. This starydoes not discuss all aspects of United Statksrél income taxation that may be
important to particular investors in light of thaidividual investment circumstances, includingestors subject to special tax rules (for
example, financial institutions, insurance compsniEoker-dealers, traders in securities that leéeeted 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 votistpck, 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. Eagh hblder is urged to consult its tax advisor rdiay the United States federal, state, local, anc
non-United States income and other tax consideraid an investment in our ADSs or common shares.
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General

For purposes of this summary, a “U.S. holder” ieaeficial owner of our ADSs or common shares ithdbr United States federal
in