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INTRODUCTION

Unless otherwise indicated and except where the context otherwise requires, references in this annual report on Form
20-F to:

“we,” “us,” “our company” and “our” refer to YY Inc., a Cayman Islands company, its subsidiaries and consolidated affiliatec
-entities (also referred to as variable interest entities) and the subsidiaries of its consolidated affiliated entities, as the
context may require;

“active user” for any period means a registered user account that has logged onto our platforms at least once during
such relevant period;

“concurrent users” for any point in time means the total number of Y'Y users that are simultaneously logged onto our
platforms at such point in time;

“paying user” for any period means a registered user account that has purchased virtual items or other products and
services on our platforms at least once during the relevant period. A paying user is not necessarily a unique user,
-however, as a unique user may set up multiple paying user accounts on our platforms; thus, the number of paying
users referred to in this annual report may be higher than the number of unique users who are purchasing virtual
items or other products and services;

“registered user account” means a user account that has downloaded, registered and logged onto our platforms at least
once since registration. We calculate registered user accounts as the cumulative number of user accounts at the end of

-the relevant period that have logged onto our platforms at least once after registration. Each individual user may have
more than one registered user account, and consequently, the number of registered user accounts we present in this
annual report may overstate the number of unique individuals who are our registered users; and

“unique visitor” to Duowan.com means a visitor to Duowan.com from a specific IP address. No subsequent visits from
the same IP address during a relevant period are added to our total unique visitors count for that period. An individual
who accesses Duowan.com from more than one IP address is counted as a unique visitor for each IP address he or she
uses.

FORWARD-LOOKING STATEMENTS
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This annual report contains forward-looking statements that involve risks and uncertainties. All statements other than
statements of historical facts are forward-looking statements. These forward-looking statements are made under the
“safe harbor” provisions of the U.S. Private Securities Litigation Reform Act of 1995. These statements involve known
and unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements to
be materially different from those expressed or implied by the forward-looking statements.

LR T3

You can identify these forward-looking statements by words or phrases such as “may,” “will,” “expect,” “is expected to,”
“anticipate,” “aim,” “estimate,” “intend,” “plan,” “believe,” “is/are likely to” or other similar expressions. We have based these
forward-looking statements largely on our current expectations and projections about future events and financial

trends that we believe may affect our financial condition, results of operations, business strategy and financial needs.

These forward-looking statements include, but are not limited to, statements about:

29 ¢

our growth strategies;

our ability to retain and increase our user base and expand our product and service offerings;

our ability to monetize our platforms;

our future business development, results of operations and financial condition;
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competition from companies in a number of industries, including internet companies that provide online voice and
video communications services, social networking services and online games;

expected changes in our revenues and certain cost or expense items;

general economic and business condition in China and elsewhere; and

assumptions underlying or related to any of the foregoing.

You should thoroughly read this annual report and the documents that we refer to herein with the understanding that
our actual future results may be materially different from and/or worse than what we expect. Other sections of this
annual report, including the Risk Factors and Operating and Financial Review and Prospects sections, discuss factors
which could adversely impact our business and financial performance. Moreover, we operate in an evolving
environment. New risk factors emerge from time to time and it is not possible for our management to predict all risk
factors, nor can we assess the impact of all factors on our business or the extent to which any factor, or combination of
factors, may cause actual results to differ materially from those contained in any forward-looking statements. We
qualify all of our forward-looking statements by these cautionary statements.

You should not rely upon forward-looking statements we make as predictions of future events. The forward-looking
statements made in this annual report relate only to events or information as of the date on which the statements are
made in this annual report. We undertake no obligation to update or revise any forward-looking statements, whether as
a result of new information, future events or otherwise, except as required by applicable law.

10
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PART I

ITEM 1.IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISORS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION

A. Selected Financial Data

The following table presents the selected consolidated financial information for our company. The selected
consolidated statements of operations data for the three years ended December 31, 2014, 2015 and 2016 and the
consolidated balance sheet data as of December 31, 2015 and 2016 have been derived from our audited consolidated
financial statements, which are included in this annual report beginning on page F-1. Our selected consolidated
statements of operation data for the years ended December 31, 2012 and 2013 and our consolidated balance sheet data
as of December 31, 2012, 2013 and 2014 have been derived from our audited consolidated financial statements not
included in this annual report. Our consolidated financial statements are prepared and presented in accordance with
accounting principles generally accepted in the United States, or U.S. GAAP. Our historical results for any period are
not necessarily indicative of results to be expected for any future period. You should read the following selected
financial information in conjunction with the consolidated financial statements and related notes and the information
under “Item 5. Operating and Financial Review and Prospects” included elsewhere in this annual report.

For the Year Ended December 31,
2012 2013 2014 2015 2016
RMB RMB RMB RMB RMB US$
(All amounts in thousands, except share, ADS, per share and per ADS data)
Selected Consolidated Statements of
Operations Data:
Net RevenueD
Live streaming 293,358 904,042 2,475,379 4,539,857 7,027,227 1,012,131

11



Online games

Membership

Others

Total net revenues

Cost of revenues @

Gross profit

Operating expenses: @

Research and development expenses
Sales and marketing expenses
General and administrative expenses
Goodwill impairment

Fair value change of contingent
consideration

Total operating expenses

Gain on deconsolidation and disposal
of subsidiaries

Operating income

Income before income tax expenses
Net income attributable to Y'Y Inc.
Decretion to convertible redeemable
preferred shares redemption value
Allocation of net income to
participating preferred shareholders
Net income attributable to common
shareholders

Edgar Filing: YY Inc. - Form 20-F

332,287 602,111 811,699
72,506 141,238 205,199
121,880 176,077 186,091
820,031 1,823,468 3,678,368
(416,133 ) (881,999 ) (1,849,149)
403,898 941,469 1,829,219
(176,725 ) (267,005 ) (431,188 )
(16,954 ) (24,955 ) (102,527 )
(109,788 ) (200,554 ) (223,019 )
(303,467 ) (492,514 ) (756,734 )
102,896 476,033 1,078,804
118,061 565,809 1,214,480
89,177 477,727 1,064,472
1,293,875 — —
(478,754 ) — —
904,298 1,064,472

771,882
291,310
294,200
5,897,249
(3,579,744)
2,317,505

(548,799
(312,870
(358,474
(310,124

292,471
(1,237,796)

~— O N

1,162,009
1,162,512
1,033,243

1,033,243

634,325
284,860
257,638
8,204,050
(5,103,430)
3,100,620

(675,230 )
(387,268 )
(482,437 )
17,665 )

(1,562,600)
103,960

1,771,484
1,783,811
1,523,918

1,523,918

91,362
41,028
37,108
1,181,629
(735,047 )
446,582

(97,253
(55,778
(69,485
(2,544

(225,060 )
14,973

255,147
256,923
219,491

219,491

12



Weighted
average number
of ADS used in
calculating net
income per ADS:
Basic

Diluted

Net income per
ADS 3

Basic

Diluted
Weighted
average number
of common
shares used in
calculating net
income per
common share:
Basic

Diluted

Net income per
common share )
Basic

Diluted

30,235,191
49,623,442

29.91
1.80

604,703,810
992,468,836

1.50
0.09
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2013
RMB

56,123,784
59,056,065

8.51
8.09

1,122,475,688
1,181,121,297

0.43
0.40

For the Year Ended December 31,
2012
RMB

2014
RMB

57,657,035
59,927,174

18.46
17.76

1,153,140,699
1,198,543,473

0.92
0.89

2015
RMB

56,259,499
57,541,558

18.37
17.96

1,125,189,978
1,150,831,163

0.92
0.90

2016
RMB

56,367,166
60,805,566

27.04
26.40

1,127,343,312
1,216,111,329

1.35
1.32

US$

56,367,166
60,805,566

3.89
3.80

1,127,343,312
1,216,111,329

0.19
0.19

For the year ended December 31, 2016, revenue presentation has been changed to live streaming, online games,
(1)membership and others. We also have retrospectively changed the revenue presentation for the year ended
December 31, 2012, 2013, 2014 and 2015.

(2) Share-based compensation was allocated in cost of revenues and operating expenses as follows:

Cost of revenues

Research and development expenses

Sales and marketing expenses

General and administrative expenses

Total

For the Year Ended December 31,

2012 2013 2014 2015

RMB RMB RMB RMB

(in thousands)
8,407 9,860 18,037 23,963
35,441 39,587 54,141 70,951
884 1,318 2,807 3,283
55,619 66,331 59,647 87,175
100,351 117,096 134,632 185,372

15,894
78,816
3,107
59,469
157,286

2016
RMB

US$
2,289

448
8,565

11,352

22,654

13
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3) Each ADS represents 20 Class A common shares.
As of December 31,
2012 2013 2014 2015 2016
RMB RMB RMB RMB RMB US$

(in thousands)
Selected Consolidated Statements of
Operations Data:

Cash and cash equivalents 504,702 729,598 475,028 928,934 1,579,743 227,530
Short-term deposits 897,698 1,432,863 4,214,576 1,894,946 3,751,519 540,331
Goodwill 1,604 1,577 300,382 151,638 14,300 2,060
Total assets* 1,696,189 2,597,947 6,820,519 7,302,754 9,785,792 1,409,447
Convertible bonds (current)** — — — — 2,768,469 398,742
Total current liabilities 366,417 701,313 1,090,558 1,384,414 4,690,448 675,565
Convertible bonds (non-current) — — 2,405,705 2,572,119 — —
Long-term payable — — 183,000 — — —

Total mezzanine equity — — — 61,833 9,272 1,335

Class A common shares (US$0.00001 par

value; 10,000,000,000 shares authorized,

179,400,000, 622,658,738, 706,173,568,

728,227,848 and 750,115,028 shares 11 38 43 43 44 6
issued and outstanding as of December

31,2012, 2013, 2014, 2015, and 2016

respectively)

14
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As of December 31,
2012 2013 2014 2015 2016
RMB RMB RMB RMB RMB US$

(in thousands)
Class B common shares (US$0.00001 par
value; 1,000,000,000 shares authorized,
907,833,224, 485,831,386,
427,352,696, 369,557,976 and 60 34 30 27 26 4
359,557,976 shares issued and outstanding
as of December 31, 2012, 2013, 2014,
2015, and 2016 respectively)
(Accumulated deficits) Retained earnings  (1,311,767) (874,697 ) 173,963 1,207,168 2,728,736 393,020
Total shareholders’ equity 1,323,285 1,887,209 3,090,164 3,246,819 5,052,555 727,719

Effectively January 2016, ASU 2015-3 issued by FASB requires entities to present the issuance costs of bonds in the

,balance sheet as a direct deduction from the related bonds rather than assets. Accordingly, we retrospectively
reclassified RMB42.3 million and RMB25.3 million of issuance cost of bonds from other non-current assets into
convertible bonds as of December 31, 2014 and December 31, 2015, respectively.

s Convertible bonds classified in current liabilities represent convertible senior notes which may be redeemed within
one year.

Exchange Rate Information

Our business is primarily conducted in China and most of our revenues are denominated in RMB. Unless otherwise
noted, all translations from RMB to U.S. dollars and from U.S. dollars to RMB in this annual report were made at a
rate of RMB6.9430 to US$1.00, the exchange rate on December 30, 2016 as set forth in the H.10 statistical release
published by the Federal Reserve Board. We make no representation that any RMB or U.S. dollar amounts could have
been, or could be, converted into U.S. dollars or RMB, as the case may be, at any particular rate or at all. The PRC
government imposes control over its foreign currency reserves in part through direct regulation of the conversion of
RMB into foreign currency and through restrictions on foreign exchange activities. On April 14, 2017, the exchange
rate, as set forth in the H.10 statistical release of the Federal Reserve Board, was RMB6.8835 to US$1.00.

The following table sets forth information concerning exchange rates between the RMB and the U.S. dollar for the
periods indicated. These rates are provided solely for your convenience and are not necessarily the exchange rates that
we used in this annual report or will use in the preparation of our other periodic reports or any other information to be
provided to you.

15
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Noon Buying Rate
Period llzjll;()d Average(l) High Low
(RMB per US$1.00)
2012 6.2301 6.2990 6.3879 6.2221
2013 6.0537 6.1412 6.2438 6.0537
2014 6.2046  6.1704 6.2591 6.0402
2015 6.4778  6.2830 6.4896 6.1870
2016 6.9430  6.6400 6.4480 6.9580
October 6.7735  6.7303 6.7819 6.6685
November 6.8837  6.8402 6.9195 6.7534
December 6.9430 69198 6.9580 6.8771
2017
January 6.8768  6.8907 6.9575 6.8360
February 6.8665  6.8694 6.8517 6.8821
March 6.8832  6.8940 6.9132 6.8687

April (through April 14,2017) 6.8835  6.8899 6.8988 6.8832

Annual averages are calculated from month-end rates. Monthly averages are calculated using the average of the
daily rates during the relevant period.

ey
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B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Proceeds

Not applicable.

D. Risk Factors

An investment in our capital stock involves a high degree of risk. You should carefully consider the risks described
below, together with all of the other information included in this annual report, before making an investment decision.
If any of the following risks actually occurs, our business, financial condition or results of operations could suffer. In
that case, the trading price of our 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 business model in a relatively new market in which user demand may
change or decrease substantially.

Many of the elements of our business are unique, evolving and relatively unproven. The markets for our technology,
especially our live streaming technology, and products and services are relatively new and rapidly developing and are
subject to significant challenges. Our business plan relies heavily upon increased revenues from our live streaming,
online games and membership services, as well as our ability to successfully monetize our user base and products and
services, and we may not succeed in any of these respects.

As the online live streaming industry in China is relatively young and untested, there are few proven methods of
projecting user demand or available industry standards on which we can rely. Further more, some of our current
monetization methods are in a relatively preliminary stage. For example, if we fail to properly manage the supply and

17
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timing of our in-game virtual items and the appropriate price points for these products and services, our users may be
less likely to purchase in-game virtual items from us. For non-game virtual items, we consider industry standards and
expected user demand in determining how to most effectively optimize virtual item merchandizing. We cannot assure
you that our attempts to monetize our user base and products and services will continue to be successful, profitable or
widely accepted, and therefore the future revenue and income potential of our business are difficult to evaluate.

If we fail to effectively manage our growth or implement our business strategies, our business and results of
operations may be materially and adversely affected.

We have experienced a period of significant rapid growth and expansion that has placed, and continues to place,
significant strain on our management and resources. We cannot assure you that this level of significant growth will be
sustainable or achieved at all in the future. We believe that our continued growth will depend on our ability to develop
new sources of revenue, increase monetization, attract new users, retain and expand paying users, encourage
additional purchases by our paying users, continue developing innovative technologies in response to user demand,
increase brand awareness through marketing and promotional activities, react to changes in user access to and use of
the internet, expand into new market segments, integrate new devices, platforms and operating systems, develop new
advertising and promotion methods, attract new advertisers and retain existing advertisers and take advantage of any
growth in the relevant markets. We cannot assure you that we will achieve any of the above.

To manage our growth and maintain profitability, we anticipate that we will need to continue to implement, from time
to time, a variety of new and upgraded operational and financial systems, procedures and controls on an as-needed
basis, including the continued improvement of our accounting and other internal management systems. We will also
need to further expand, train, manage and motivate our workforce and manage our relationships with users, third party
game developers, advertisers and other business partners. All of these endeavors involve risks and will require
substantial management efforts and skills and significant additional expenditures. We cannot assure you that we will
be able to effectively manage our growth or implement our future business strategies, and failure to do so may
materially and adversely affect our business and results of operations.

18
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We are a relatively young company, and you should consider our prospects in light of the risks and uncertainties
which early-stage companies in evolving industries in China with limited operating histories may be exposed to or
encounter, including possible volatility in the trading prices of our ADSs.

We expect that we will continue to incur significant costs and expenses in many aspects of our business, such as
research and development costs to update existing services and launch new services and rising bandwidth costs to
support our video function, grow our user base and generally expand our business operations. We have been profitable
since 2012 and achieved accumulated profitability since 2014, but we may not generate sufficient revenues to offset
such costs to achieve or sustain profitability in the future. In addition, we expect to continue to invest heavily in our
operations to maintain our current market position, support our anticipated future growth and meet our expanded
reporting and compliance obligations as a public company.

Our profitability is also affected by other factors beyond our control. The continued success of our business depends
on our ability to identify which services will appeal to our user base and to offer such services on commercially
acceptable terms. Our ability to finance our planned expansion also depends in part on our ability to convert active
users into paying users and increase the average revenue per paying user, or ARPU, and successfully compete in a
very competitive market.

We have a limited operating history. We introduced Y'Y Client in July 2008 and have experienced a high growth rate

since then. As a result of our relatively short history, our historical results of operations may not provide a meaningful
basis for evaluating our business, financial performance and future prospects. We may not be able to achieve similar
growth rates in future periods. Accordingly, you should not rely on our results of operations for any prior periods as

an indication of our future performance. We may again incur net losses in the future and you should consider our
prospects in light of the risks and uncertainties which early-stage companies in evolving industries in China with

limited operating histories such as ours may be exposed to or encounter, including risks associated with being a public
company with business operations located mainly in China. See “—Risks Related to Our ADSs—The trading prices of our
ADSs are likely to be volatile, which could result in substantial losses to investors.”

Our business is heavily dependent on revenues from live streaming services. If our live streaming revenue declines in
the future, our results of operations may be materially and adversely affected.

Historically, a majority of our revenues are from live streaming service, online games, and membership subscription
fees. In the year ended December 31, 2016, revenues from live streaming, online games and membership subscription
fees constituted 96.9% of our total net revenue, with revenues from live streaming alone accounting for 85.7% of our
total net revenue. We expect that our business will continue to be dependent on revenues from live streaming services

in the future. Any decline in live streaming revenues may materially and adversely affect our results of operations. See
“—The revenue model for each of our live streaming and our membership program may not remain effective, which may
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affect our ability to retain existing users and attract new users and materially and adversely affect our business,
financial condition and results of operations.”

We may be held liable for information or content displayed on, retrieved from or linked to our platforms, or
distributed to our users, and PRC authorities may impose legal sanctions on us, including, in serious cases,
suspending or revoking the licenses necessary to operate our platforms.

Our live stream platforms enable users to exchange information, generate content, advertise products and services,
conduct business and engage in various other online activities. However, our platforms do not require realname
registration by our users and because a majority of the communications on our platforms is conducted in real time, we
are unable to verify the sources of all information posted thereon or examine the content generated by users before
they are posted. Therefore, it is possible that users may engage in illegal, obscene or incendiary conversations or
activities, including the publishing of inappropriate or illegal content that may be deemed unlawful under PRC laws
and regulations on our platforms. These issues exist on YY Client, YY.com, Huya.com, Duowan.com, 100.com and
our other websites and mobile applications. If any content on our platforms is deemed illegal, obscene or incendiary,
or if appropriate licenses and third party consents have not been obtained, claims may be brought against us for
defamation, libel, negligence, copyright, patent or trademark infringement, other unlawful activities or other theories
and claims based on the nature and content of the information delivered on or otherwise accessed through our
platforms. For example, we have occasionally received fines for certain inappropriate materials placed by third parties
on our platforms, and may be subject to similar fines and penalties in the future. We also may face liability for
copyright or trademark infringement, fraud, and other claims based on the nature and content of the materials that are
delivered, shared or otherwise accessed through or published on our platforms. Defending any such actions could be
costly and involve significant time and attention of our management and other resources. In addition, if they find that
we have not adequately managed the content on our platforms, PRC authorities may impose legal sanctions on us,
including, in serious cases, suspending or revoking the licenses necessary to operate our platforms. See “Item 4.
Information on the Company—B. Business Overview—PRC Regulation—Information Security and Censorship” and “Item 4.
Information on the Company—B. Business Overview—PRC Regulation—Intellectual Property Rights.”
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The revenue model for each of our live streaming and our membership program may not remain effective, which may
affect our ability to retain existing users and attract new users and materially and adversely affect our business,
financial condition and results of operations.

We operate YY Live and Huya broadcasting, our live streaming platforms using a virtual items-based revenue model
whereby users can listen to music and access other forms of entertainment, participate in or watch online dating
shows, watch shows that deliver financial news and information, and get access to the live streaming of different game
plays for free, and have the option of purchasing in-channel virtual items. We have generated, and expect to continue
to generate, a substantial majority of our live streaming revenues using this revenue model. In 2016, revenues from
live streaming contributed 85.7% of our total net revenues. Our live streaming business has experienced significant
growth in recent years, but we cannot assure you that we will continue to achieve a similar growth rate in the future,
as the user demand for this service may change, decrease substantially or dissipate, or we may fail to anticipate and
serve user demands effectively.

We may not be able to continue to successfully implement the virtual items-based revenue model for live streaming,
as popular performers, channel owners, famous professional game teams and commentators may leave our platforms
and we may be unable to attract new talent that can attract users or cause such users to increase the amount of time
spent engaging and money spent on purchasing in-channel virtual items on our platforms. In addition, certain content
on our live streaming platforms, such as certain online games owned by or licensed to certain gaming companies or
publishers, may not continue to be available to our users for live streaming purposes. Failure to keep our users
engaged in the live streaming service may result in reducing ARPU and the number of paying users, which may
adversely affect our financial condition and results of operations.

Furthermore, under our current arrangements with certain popular performers, channel owners, famous professional
game teams and commentators, we share with them a portion of the revenues we derive from the sales of in-channel
virtual items on our live streaming platform. We also cooperate with popular professional game teams and
commentators to make their game play available on our platforms by paying them fixed sponsorship fees. In the
future, the amount we pay to these performers, channel owners famous professional game teams and commentators
may increase or we may fail to reach mutually acceptable terms with these parties, which may adversely affect our
revenues or cause these parties to leave our platforms. In turn, this may affect the user and revenue growth in this
business, which may materially and adversely affect our financial condition and results of operations.

In addition, we have been a pioneer in offering an online concert platform to music performers and YY users. We also
continue to focus on the development of professionally-curated user generated content, or PUGC, and professionally
generated content, or PGC, as well as introduce more sports content on our platforms. However, if our users decide to
access live streaming content provided by our current or future competitors, our business, financial condition and
results of operations could be materially and adversely affected.
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In our membership program, users pay a flat monthly subscription fee in order to become members, and in exchange,
we give them access to various privileges and enhanced features on our channels, including additional video usage,
priority entrance to certain live performances, and exclusive rights to access VIP avatars, VIP ring-tones, VIP fonts
and VIP emoticons. However, we may not be able to further build or maintain our membership base in the future for
various reasons—for example, if we fail to continue to provide innovative products and services that are attractive to
members, we may not be able to retain them and our business, financial condition and results of operations could be
adversely affected.
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The revenue model we adopt for online games may not remain effective, causing us to lose game players, which may
materially and adversely affect our business, financial condition and results of operations.

We currently operate substantially all of our online games on YY using the virtual items-based revenue model,
whereby players can play games for free, but have the option of purchasing in-game virtual items and in-game
accessories. We have generated, and expect to continue to generate, a substantial majority of our online game
revenues using this revenue model. However, we may not be able to continue successfully implementing the virtual
items-based revenue model as we may not be able to develop, obtain or maintain the rights to host online games that
attract game players or cause such game players to increase the amount of time spent playing and the amount of
money spent on purchasing in-game virtual items. The sale of virtual items requires us to closely track game players’
tastes and preferences and in-game consumption patterns. If we fail to offer popular virtual items, we may not be able
to effectively convert our game player base into paying users or encourage existing paying users to spend more on
YY.

In addition, PRC regulators have been implementing regulations designed to reduce the amount of time that youths in
China spend playing online games. See “Item 4. Information on the Company—B. Business Overview—PRC
Regulation—Anti-fatigue Compliance System and Real-name Registration System.” A revenue model that does not
charge for playing time may be viewed by the PRC regulators as inconsistent with this goal. If we were to start
charging for playing time, we may lose game players who may choose to play online games from other providers and
on other platforms or choose to engage in other alternative forms of entertainment, including traditional offline
personal computers, or PCs, or video games.

We cannot assure you that the revenue model that we have adopted for any of our online games will continue to be
suitable, or that we will not in the future need to change our revenue model or introduce a new revenue model. We
may change the revenue model for some of our online games if we believe the existing models are not generating
adequate revenues. A change in revenue model could result in various adverse consequences, including disruptions of
our online game operations, criticism from game players who have invested time and money in a game, a decrease in
the number of our game players and a decrease in the revenues we generate from our online games. Therefore, such a
change in revenue model may materially and adversely affect our business, financial condition and results of
operations.

We generate a significant portion of our revenues from a limited number of popular online games, most of which are
PC-based online games. Due to the increasing popularity of mobile online games, our online game business sector
faces a weak PC-based online game market. If we cannot continue to offer popular PC-based online games that retain
existing players or attract new players, if the PC-based online game market continues to remain weak or shrink, if we
are unable to successfully develop or source new online games, in particular mobile online games, if the terms of the
revenue-sharing or exclusive license arrangements become less favorable, or if the number of our paying users for
online games declines or ceases to grow for any reason, our revenues from online games may decrease, and our
financial condition and results of operations may be materially and adversely affected

23



Edgar Filing: YY Inc. - Form 20-F

We generate a significant portion of our revenues from a limited number of popular online games on Y'Y, primarily
through selling of game tokens to users for their purchase of in-game virtual items. In 2016, the five most popular
online games contributed approximately 37.2% of our total online game revenues, as compared to 41.0% in 2015,
representing a decrease in reliance on our top games. A majority of our popular online games are created by third
party game developers under revenue-sharing arrangements that typically last one to two years, and which typically
provide for automatic extension or renewal. A few of our online games are licensed to us by third party game
developers under exclusive license arrangements. If we fail to maintain or renew these contracts on acceptable terms
or at all, we may be unable to continue offering these popular online games, and our operating results will be
adversely affected. For online games licensed to us under exclusive license arrangements, we also have to devote
additional resources to promoting these games on our platforms or licensing such games to the appropriate third party
operators. If our users decide to access any of our online games through our competitors, or if they prefer other online
games hosted by our competitors, our operating results could be materially and adversely affected.
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Our revenues from online games accounted for 22.1%, 13.1% and 7.7% of our total net revenues in 2014, 2015 and
2016, respectively. We believe that most online games have a limited commercial lifespan. We must continually
source new online games that appeal to our game players. Hence, we must maintain good relationships with our third
party game developers to have access to new popular games with reasonable revenue-sharing or exclusive licensing
terms. Under most of our current revenue-sharing and exclusive license arrangements, we retain a majority of the
gross revenues generated from each particular game. In the future, we may not be able to achieve similarly attractive
revenue-sharing or other commercial terms, which may adversely affect our net revenues. Additionally, we depend
upon these third party game developers to provide the technical support necessary to operate their online games on our
platforms and to develop updates and expansion packs to sustain player interest in a game. Most of our third party
game developers have limited operating histories and financial resources, and the contracts we enter into with them do
not clearly provide for remedies to us in the event they fail to deliver the games or the promised updates and
expansion packs as scheduled.

If we are not successful in sourcing and providing popular new online games, our revenues from online games under
revenue-sharing and exclusive licensing arrangements and in-game virtual items may decrease. If this were to happen,
our financial condition and results of operations may be materially and adversely affected.

Our online education business is a challenging business line. If we fail to properly handle the issues we encounter in
our operation, our revenues may be adversely affected.

Competition in the education market in China is intense. Traditional offline education institutions and practitioners are
still the mainstream that appeals to most students. However, online education service providers have grown in
number, size and popularity in the recent years, and are getting accepted by more and more students. Many traditional
offline education service providers are also trying to start their online business. If we cannot provide services
differentiated from these competitors, we may not attract or retain sufficient users and our financial condition and
results of operations could be adversely affected.

We generate a portion of our revenues from online advertising and promotion. If we fail to attract more advertisers to
our platforms or if advertisers are less willing to advertise with us, our revenues may be adversely affected.

In 2014, 2015 and 2016, online advertising and promotion accounted for 4.0%, 1.1% and 0.5%, respectively, of our
total net revenues. Although we have become less dependent upon online advertising and promotion revenues due to a
shift in the majority of our revenues from online advertising and promotion to live streaming service, our revenues
still partly depend on the continual development of the online advertising industry in China and advertisers’ allocation
of budgets to internet advertising and promotion. In addition, companies that decide to advertise or promote online
may utilize more established methods or channels for online advertising and promotion, such as more established
Chinese internet portals or search engines, over advertising and promotion on our platforms. If the online advertising
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market size does not increase from current levels, or if we are unable to capture and retain a sufficient share of that
market, our ability to maintain or increase our current level of online advertising and promotion revenues and our
profitability and prospects could be adversely affected.

We offer advertising and promotion services substantially through contracts entered into with third party advertising
agencies and by way of displaying advertisement on our websites and platforms or providing promotion integrated in
the programs, shows or other content offered on our live streaming platforms. We cannot assure you that we will be
able to retain existing direct advertisers or advertising agencies or attract new direct advertisers and advertising
agencies. Since our arrangements with third party advertising agencies typically involve one-year framework
agreements, these advertising arrangements may be easily amended or terminated without incurring liabilities. If we
fail to retain existing advertisers and advertising agencies or attract new direct advertisers and direct advertising
agencies or any of our current advertising methods or promotion activities becomes less effective, our business,
financial condition and results of operations may be adversely affected.

10
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We have granted employee stock options and other share-based awards in the past and are very likely to continue to
do so in the future. We recognize share-based compensation expenses in our consolidated statements of operations in
accordance with the relevant rules under U.S. GAAP, which have had and may continue to have a material and
adverse effect on our results of operations.

We have granted share-based compensation awards, including share options, restricted shares and restricted share
units, to various employees, key personnel and other non-employees to incentivize performance and align their
interests with ours. Under our 2009 employee equity incentive scheme, or the 2009 Scheme, we are authorized to
grant options or restricted shares to purchase a maximum of 120,020,001 common shares. Under our 2011 share
incentive plan, or the 2011 Plan, we are authorized to grant options, restricted shares or restricted share units to
purchase a maximum of 43,000,000 common shares, plus an annual increase of 20,000,000 common shares on the
first day of each fiscal year, beginning from 2013, or such smaller number of Class A common shares as determined
by our board of directors. As of March 31, 2017, options to purchase 499,655 common shares, 8,370,112 restricted
shares and 33,595,279 restricted share units were outstanding under the 2009 Scheme and the 2011 Plan. As a result
of these grants and potential future grants, we had incurred in the past and expect to continue to incur significant
share-based compensation expenses in the future. The amount of these expenses is based on the fair value of the
share-based awards. We account for compensation costs for certain share-based compensation awards granted in the
past using a graded-vesting method and recognize expenses in our consolidated statements of operations in accordance
with the relevant rules under U.S. GAAP. The expenses associated with share-based compensation materially
increased our net losses or reduced our net income in the past, and may reduce our net income in the future. In
addition, any additional securities issued under share-based compensation schemes will dilute the ownership interests
of our shareholders, including holders of our ADSs. However, if we limit the scope of the share-based compensation
schemes, we may not be able to attract or retain key personnel who expect to be compensated by options, restricted
shares or restricted share units.

The number of active users we have may fluctuate and we may fail to attract more paying users, which may materially
and adversely affect our revenues growth, results of operations and financial condition.

The number of our average monthly active users increased by 23.2 million or 19.8% to 140.7 million for the three
months ended December 31, 2015. For the three months ended December 31, 2016, the number of average monthly
active users of our PC clients and our mobile clients were 96.1 million and 56.0 million, respectively. We have
experienced declines in growth rate of our average monthly active users, due to the increase in the base number of the
average monthly active users, and despite that, we continued to attract higher levels of new monthly active users
during such periods.

However, the number of our monthly active users may substantially fluctuate from time to time. If we are unable to
attract new users and retain them as active users and convert non-paying active users into paying users, our revenues
may fail to grow and our results of operations and financial condition may suffer.
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We may not be able to keep our users highly engaged, which may reduce our monetization opportunities and
materially and adversely affect our revenues, profitability and prospects.

Our success depends on our ability to maintain and grow our user base and keep our users highly engaged. In order to
attract and retain users and remain competitive, we must continue to innovate our products and services, implement
new technologies and functionalities and improve the features of our platforms in order to entice users to use our
products and services more frequently and for longer durations.

The internet industry is characterized by constant changes, including rapid technological evolution, continual shifts in
customer demands, frequent introductions of new products and services and constant emergence of new industry
standards and practices. Thus our success will depend, in part, on our ability to respond to these changes on a
cost-effective and timely basis; failure to do so may cause our user base to shrink and user engagement level to
decline and our results of operations would be materially and adversely affected. For example, our plan to more
broadly support mobile-live broadcasting across our live streaming platform and retain the ability to offer high quality
delivery of voice and video data may cause us to incur significant additional costs and may not succeed.

Due to the intensified competitions among live streaming platforms, users may leave us for competitors’ platforms
more quickly than in other online sectors. A decrease in the number of active YY users may reduce the diversity and
vibrancy of our platforms’ online ecosystem and affect our user-generated channels, which may in turn reduce our
monetization opportunities and have a material and adverse effect on our business, financial condition and results of
operations.

We cannot assure you that our platforms will continue to be sufficiently popular with our users to offset the costs
incurred to operate and expand it. User satisfaction is particularly difficult to predict as internet users in China may
not be familiar with the concept of a live streaming platform such as ours which enable users to interact in live online
group activities through voice, text and video. We have historically relied on word of mouth referrals to increase user
awareness of our products and services and to expand our user base. If we decide to engage in more conventional
advertising or marketing campaigns, our sales and marketing expenses will increase, which could have an adverse
effect on our results of operations. Failure to maintain or grow our user base in a cost-effective manner, or at all, and
keep our users highly engaged would materially and negatively affect our results of operations.
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We face competition in several major aspects of our business. If we fail to compete effectively, we may lose users and
advertisers which could materially and adversely affect our business, financial condition and results of operations.

We face competition in several major aspects of our business, particularly from companies that provide live streaming
services and online games. Some of our competitors may have longer operating histories and significantly greater
financial, technical and marketing resources than we do, and in turn may have an advantage in attracting and retaining
users and advertisers. In addition, competitors in some areas of our business may have significantly larger user bases
and more established brand names than we do and may be able to more effectively leverage their user bases and brand
names to provide live streaming, internet communication, online games and other products and services, and thereby
increase their respective market shares. We may also face potential competition from global live streaming service
providers that seek to enter the China market, whether independently or through the formation of alliances with, or
acquisition of, PRC domestic internet companies.

In relation to our live streaming business and our online advertising and promotion business, our competitors
primarily include Momo, Yingke (Ingkee), DouyuTV.com, Huajiao, Youku’s Laifeng, Yizhibo, NetEase’s Bobo and
Kuaishou. For online games, our competitors include other major internet companies that host games, such as 37.com,
4399.com, Tencent, Qihoo 360 and other private companies. We also have various competitors in the online game
media market in China. Duowan.com’s primary competitor among game media websites is 17173.com.

If we are not able to effectively compete in any of our lines of business, our overall user base and level of user
engagement may decrease, which could reduce our paying users or make us less attractive to advertisers. We may be
required to spend additional resources to further increase our brand recognition and promote our products and
services, and such additional spending could adversely affect our profitability. Furthermore, if we are involved in
disputes with any of our competitors that result in negative publicity to us, such disputes, regardless of their veracity
or outcome, may harm our reputation or brand image and in turn lead to reduced number of users and advertisers. Any
legal proceedings or measures we take in response to such disputes may be expensive, time-consuming and disruptive
to our operations and divert our management’s attention.

Our competitors may unilaterally decide to adopt a wide range of measures targeted at us, including possibly
designing their products to negatively impact our operations, such as sending virus-like programs to attack elements of
our platforms. Some competitors may also make their applications incompatible with ours, effectively requiring users
to either stop using our competitors’ products or uninstall our products, leading to a reduction in our number of users.
For example, in a widely publicized dispute between two of the largest companies providing user-end software in
China, one of the companies announced that it would disable its own software on computers that had installed its
rival’s products. As a result, a significant number of users stopped using products from either or both of these
companies. Due to the large number of internet users that were affected, the Ministry of Industry and Information
Technology of China, or the MIIT, ordered the parties to ensure the compatibility of the relevant products. Similar
events may occur in the future between our competitors and us, which may reduce our market share, negatively affect
our brand and reputation, and materially and adversely affect our business, financial condition and results of
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operations.

Spammers and malicious applications may affect user experience, which could reduce our ability to attract users and
advertisers and materially and adversely affect our business, financial condition and results of operations.

Spammers may use YY to send targeted and untargeted spam messages to users, which may affect user experience. As
a result, our users may use our products and services less or stop using them altogether. In spamming activities,
spammers typically create multiple user accounts for the purpose of sending spam messages. Although we attempt to
identify and delete accounts created for spamming purposes, we may not be able to effectively eliminate all spam
messages from our platforms in a timely fashion. Any spamming activities could have a material and adverse effect on
our business, financial condition and results of operations.
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We use third party services and technologies in connection with our business, and any disruption to the provision of
these services and technologies to us could result in adverse publicity and a slowdown in the growth of our users,
which could materially and adversely affect our business, financial condition and results of operations.

Our business depends upon services provided by, and relationships with, third parties. If we are unable to retain or
attract popular talents such as performers, channel managers, professional game players, commentators and hosts for
our live streaming platform or if these talents cannot draw fans or participants, our results of operations may be
adversely affected. Also, if channel owners are unable to reach or maintain mutually satisfactory cooperation
arrangements with the performers on their channels on our live streaming platform, we may lose popular performers
and our business and operations may be adversely affected. Furthermore, if we are unable to obtain or retain rights to
host popular online games or popular in-game virtual items, or if we are required to share a bigger portion of our
revenues with third party game developers, we could be required to devote greater resources and time to obtain
hosting rights for new games and applications from other parties, and our results of operations may be impacted. In
addition, some third party software we use in our operations are currently publicly available without charge. If the
owner of any such software decides to charge users or no longer makes the software publicly available, we may need
to incur significant cost to license the software, find replacement software or develop it on our own. If we are unable
to find or develop replacement software at a reasonable cost, or at all, our business and operations may be adversely
affected.

Some of the games offered by us run on a complex network of servers located in and maintained by third party data
centers throughout China and our overall network relies on broadband connections provided by third party operators.
We expect this dependence on third parties to continue. The networks maintained and services provided by such third
parties are vulnerable to damage or interruption, which could impact our results of operations. See “—System failure,
interruptions and downtime can result in adverse publicity for our products and result in net revenue losses, a
slowdown in the growth of our registered user accounts and a decrease in the number of our active users. If any of
these system disruptions occurs, our business, financial condition and results of operations may be materially and
adversely affected.”

Furthermore, we generate substantially all of our online advertising revenues through agreements entered into with
various third party advertising agencies that represent advertisers. We do not have long-term cooperation agreements
or exclusive arrangements with these agencies and they may elect to direct business opportunities to other advertising
service providers. If we fail to retain and enhance our business relationships with these third party advertising
agencies, we may suffer from a loss of advertisers and our business and results of operations may be materially and
adversely affected.

In addition, we sell a significant portion of our products and services through third party online payment systems. If

any of these third party online payment systems suffer from security breaches, users may lose confidence in such
payment systems and refrain from purchasing our virtual items online, in which case our results of operations would

be negatively impacted. See “—The security of operations of, and fees charged by, third party online payment platforms
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may have a material adverse effect on our business and results of operations.”

We exercise no control over the third parties with whom we have business arrangements. If such third parties increase
their prices, fail to provide their services effectively, terminate their service or agreements or discontinue their
relationships with us, we could suffer service interruptions, reduced revenues or increased costs, any of which may
have a material adverse effect on our business, financial condition and results of operations.

System failure, interruptions and downtime can result in adverse publicity for our products and result in net revenue
losses, a slowdown in the growth of our registered user accounts and a decrease in the number of our active users. If
any of these system disruptions occurs, our business, financial condition and results of operations may be materially
and adversely affected.

Although we seek to reduce the possibility of disruptions or other outages, our services may be disrupted by problems
with our own technology and system, such as malfunctions in our software or other facilities and network overload.
Our systems may be vulnerable to damage or interruption from telecommunication failures, power loss, computer
attacks or viruses, earthquakes, floods, fires, terrorist attacks and similar events. We have experienced system failures,
including a partial system outage in 2009 caused by hackers hired by a competing business intending to maliciously
overwhelm and clog our servers and our routing system. Those responsible were subsequently found guilty and
penalized by the PRC courts and we have subsequently updated our system to make it more difficult for similar
attacks to succeed in the future, but we cannot assure you that there will be no similar failures in the future. Parts of
our system are not fully redundant, and our disaster recovery planning is not sufficient for all eventualities. Despite
any precaution we may take, the occurrence of a natural disaster or other unanticipated problems at our hosting
facilities could result in lengthy interruptions in the availability of our products and services. Any interruption in the
ability of our users to use our products and services could reduce our future revenues, harm our future profits, subject
us to regulatory scrutiny and lead users to seek alternative forms of online social interactions.

13

32



Edgar Filing: YY Inc. - Form 20-F

Our servers that process user payments experience some downtime on a regular basis, which may negatively affect our
brand and user perception of the reliability of our systems. Any scheduled or unscheduled interruption in the ability of
users to use our payment systems could result in an immediate, and possibly substantial, loss of revenues.

Almost all internet access in China is maintained through state-owned telecommunication operators under the control
and supervision of the MIIT, and we use a limited number of telecommunication service providers to provide us with
data communications capacity through local telecommunications lines and internet data centers to host our servers.
Internet data centers in China are generally owned by telecommunication service providers with their own broadband
networks and are leased to various customers through third party agents. These third party agents negotiate the terms
of the leases, enter into lease agreements with end customers, handle customer interactions and manage the data
centers on behalf of the data center owners. In the past, we signed data center lease agreements with multiple third
party agents. With the expansion of our business, we may be required to purchase more bandwidth and upgrade our
technology and infrastructure to keep up with the increasing traffic on our websites and increasing user levels on our
platforms overall. We cannot assure you that the telecommunications providers whose networks we lease or the third
party agents that operate our data centers would be able to accommodate all of our requests for more bandwidth or
upgraded infrastructure or network, or that the internet infrastructure and the fixed telecommunications networks in
China will be able to support the demands associated with the continued growth in our internet usage.

Our users may use our products or services for critical transactions and communications, especially business
communications. As a result, any system failures could result in damage to such users’ businesses. These users could
seek significant compensation from us for their losses. Even if unsuccessful, this type of claim would likely be time
consuming and costly for us to address.

We have limited control over the prices of the services provided by telecommunication service providers and may
have limited access to alternative networks or services. If the prices we pay for telecommunications and internet
services rise significantly, our results of operations may be materially and adversely affected. Furthermore, if internet
access fees or other charges to internet users increase, our user traffic may decline and our business may be harmed.
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The respective number of our registered user accounts, active users, paying users and unique visitors may overstate
the number of unique individuals who register to use our products and services, log on to our platforms, purchase
virtual items or other products and services on our platforms or access Duowan.com, respectively, and may therefore
lead to an inaccurate interpretation of our average revenue per paying user metric and of our business operations by
our management and by investors, and may affect advertisers’ decisions on the amount spent on advertising with us.

We do not operate our platforms on a real-name basis and therefore we cannot and do not track the number of unique
paying users. Instead, we track the number of registered user accounts, active users, paying users and unique visitors.
We calculate certain operating metrics in the following ways: (a) the number of registered user accounts is the
cumulative number of user accounts at the end of the relevant period that have logged onto our platforms at least once
after registration, (b) the number of active users is the cumulative number of user accounts at the end of the relevant
period that have signed onto our platforms at least once during the relevant period, (c) the number of paying users is
the cumulative number of registered user accounts that have purchased virtual items or other products and services on
our platforms at least once during the relevant period, and (d) the number of unique visitors is the number of visits to
Duowan.com from specific IP addresses for the relevant period, with each IP address counting as a separate unique
visitor. The actual number of unique individual users, however, is likely to be lower than that of registered user
accounts, active users, paying users and unique visitors, potentially significantly, for three primary reasons. First, each
individual user may register more than once and therefore have more than one account, and sign onto each of these
accounts during a given period. For example, a user may (a) create separate accounts for community and personal use
and log onto each account at different times for different activities or (b) if he or she lost his or her original username
or password, he or she can simply register again and create an additional account. Second, we experience irregular
registration activities such as the creation of a significant number of improper user accounts by a limited number of
individuals, which may be in violation of our policies, including for the purpose of clogging our network or posting
spam to our channels. We believe that some of these accounts may also be created for specific purposes such as to
increase the number of votes for certain performers in various contests, but the number of registered user accounts,
paying users and active users do not exclude user accounts created for such purposes. We have limited ability to
validate or confirm the accuracy of information provided during the user registration process to ascertain whether a
new user account created was actually created by an existing user who is registering duplicative accounts. Third, each
individual user may access Duowan.com from more than one IP address; although subsequent visits from the same IP
address do not add to our total unique visitors count, each new IP address used by an individual would be counted as a
different unique visitor to Duowan.com. For example, a user would be counted as a unique visitor three times if he or
she accessed Duowan.com from the user’s home computer, office computer and mobile phone. Thus, the respective
number of our registered user accounts, active users, paying users and unique visitors may overstate the number of
unique individuals who register on our platforms, sign onto our platforms, purchase virtual items or other products and
services on our platforms and access Duowan.com, respectively which may lead to an inaccurate interpretation of our
average revenue per paying user metric.

In addition, we may be unable to track whether we are successfully converting registered users or active users into
paying users since we do not track the number of unique individuals or operate our platforms on a real-name basis. If
the growth in the number of our registered user accounts, active users, paying users or unique visitors is lower than the
actual growth in the number of unique individual registered, active or paying users or unique visitors, our user
engagement level, sales and our business may not grow as quickly as we expect, and advertisers may reduce the
amount spent on advertising with us, which may harm our business, financial condition and results of operations. In
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addition, such overstatement may cause inaccurate evaluation of our business operations by our management and by
investors, which may also materially and adversely affect our business and results of operations.

If we are unable to continue to successfully capture and retain the growing number of users that access internet
services through mobile devices or successfully monetize mobile users, our business, financial condition and results of
operations may be materially and adversely affected.

An increasing number of users are accessing our platforms through mobile devices, and we consider the rise of
mobile-based business to be a general trend. We have been taking measures to expand our success from PC-based
products and services to the mobile platform. In 2010, we introduced Mobile Y'Y, our music and entertainment mobile
application. In the second half of 2016, along with our transition into a live streaming platform, we rebrand Mobile
YY into YY Live APP, a mobile application for our YY Live platform. We also have introduced Huya APP, a mobile
application for our Huya broadcasting platform. In addition, we have launched several other mobile applications over
the years, including, among others, Xunhuan for online dating shows and Zhiniu for financial news and analysis. Our
mobile applications in aggregate, have contributed 49.6% of the total revenue generated from our live streaming
services in the fourth quarter of 2016, compared to 33.4% in the same period of 2015. The ARPU of our live
streaming mobile applications has reached RMB292.7 (US$42.2) in the fourth quarter of 2016, compared to
RMB428.6 (US$61.7), the average ARPU of our whole live streaming business. We have also developed numerous
mobile applications for other parts of our business. An important element of our strategy is to continue to develop and
enhance mobile applications to capture a greater share of the growing number of mobile users.

Nevertheless, since the user experience and user habits on mobile devices are significantly different from those on
PCs, there can be no assurance that we can succeed in adapting our products and services to the expectation of mobile
users. If we are unable to attract and retain the increasing number of mobile users, or if we are slower than our
competitors in developing attractive services adaptable for mobile devices, we may fail to capture a significant share
of an increasingly important portion of the market or may lose existing users. In addition, even if we are able to retain
the increasing number of mobile users, we may not be able to successfully monetize them in the future. For example,
because of the inherent limitations of mobile devices, such as a smaller display screen space as compared to PCs, we
may not be able to provide as many kinds of virtual items on our mobile applications as we can on YY Client, which
may limit the monetization potential of mobile users.
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Furthermore, as new mobile devices and operating systems are continually being released, it is difficult to predict the
problems we may encounter in developing and updating versions of our products and services for use on these devices
and operating systems, and we have devoted, and expect to continue to devote, significant resources to create, support
and maintain these services. Devices providing access to our products and services are not manufactured and sold by
us, and we cannot assure you that the companies manufacturing or selling these devices would always ensure that their
devices perform reliably and are maximally compatible with our systems. Any faulty connection between these
devices and our products and services may result in consumer dissatisfaction with us, which could damage our brand
and have a material and adverse effect on our financial results. In addition, the lower resolution, functionality and
memory associated with some mobile devices make the use of our products and services through such devices more
difficult and the versions of our products and services we develop for these devices may fail to attract users.
Manufacturers or distributors may establish unique technical standards for their devices and, as a result, our mobile
applications may not work or be viewable on these devices. Meanwhile, new social platforms or services may emerge
which are specifically created to function on mobile operating systems, whereas our platforms were originally
designed to be accessed from PCs. Such new entrants may operate more effectively on mobile devices than our mobile
applications do.

Due to the increasing importance of mobile-based business, any of the above may have a material adverse effect on
our business, financial condition and results of operations.

The development of mobile technology and applications as a substitute for PC-based technology and applications may
adversely affect our existing business, and in turn our revenues and financial performance.

In recent years, the development of mobile technology and application, such as increased speed and stability of mobile
network and enhancement of mobile devices, allows performers, content providers and other users to broadcast simply
with a mobile device instead of relying on PC-based or other more complicated devices. Due to the portability and
affordability of mobile devices, mobile broadcasting is more diversified and spontaneous as compared to online
broadcasting on PC-based platforms. We believe that such innovation brings opportunities as well as challenges for
our business.

We launched our mobile broadcasting application, ME Live, in February 2016, which competes with a few other
mobile broadcasting applications, such as Yingke (Ingkee) released in 2015. Although we believe that our mobile
application has some unique features and is competitive in the market, the industry is new and we expect the
competition to be intensive. Since mobile broadcasting is more diversified and spontaneous, our experience in content
organization and interaction on PC platforms may not satisfy the mobile users, we may hence fail to attract or retain
such mobile users. There can be no assurance that we will be able to gain as significant a market share as we do on
PC-based platform. Meanwhile, since the way to monetize mobile users is different from the way to monetize PC
users, even if we are able to attract and retain a considerable number of mobile users, we may not generate as much
revenue as we do on PCs.
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Although we believe that users, including performers, are unlikely to entirely migrate to mobile applications and cease
to use YY through PCs and that most of our mobile users also access our platforms through PCs, we cannot assure
you that the increasing usage of mobile application will not cause our users to cease accessing our platforms from
PCs. If a significant number of users migrate to mobile applications as a substitute for accessing our platforms through
PCs, or even turn to use mobile applications developed by our competitors, our business, results of operations and
financial condition would be negatively affected.
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Concerns about collection and use of personal data could damage our reputation and deter current and potential users
from using our products and services, which could lead to lower revenues.

Concerns about our practices with regard to the collection, use or disclosure of personal information or other
privacy-related matters, even if unfounded, could damage our reputation and operating results. We apply strict
management and protection for any information provided by users and, under our privacy policy, without our users’
prior consent, we will not provide any of our users’ personal information to any unrelated third party. While we strive
to comply with our privacy guidelines as well as all applicable data protection laws and regulations, any failure or
perceived failure to comply may result in proceedings or actions against us by government entities or others, and
could damage our reputation. User and regulatory attitudes towards privacy are evolving, and future regulatory or user
concerns about the extent to which personal information is used or shared with advertisers or others may adversely
affect our ability to share certain data with advertisers, which may limit certain methods of targeted advertising.
Concerns about the security of personal data could also lead to a decline in general internet usage, which could lead to
lower registered, active or paying user numbers on our platforms. For example, if the PRC government authorities
require real-name registration for YY Client users or users of our mobile applications, the growth of our user numbers
may slow and our business, financial condition and results of operations may be adversely affected. See “—Risks Related
to Our Corporate Structure and Our Industry—We may be adversely affected by the complexity, uncertainties and
changes in PRC regulation of internet business and companies.” A significant reduction in registered, active or paying
user numbers could lead to lower revenues, which could have a material and adverse effect on our business, financial
condition and results of operations.
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