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INTRODUCTION

This annual report on Form 20-F includes our audited consolidated financial statements as of December 31, 2018 and 2019 and for
the years ended December 31, 2017, 2018 and 2019. Translations in this annual report of amounts from RMB into U.S. dollars for the
convenience of the reader were calculated at the noon buying rate of US$1.00: RMB6.9618 on the last trading day of 2019 (December 31,
2019) as set forth in the H.10 statistical release of the U.S. Federal Reserve Board. References to “China” and “PRC” are to the People’s
Republic of China, excluding, for the purposes of this annual report only, Hong Kong, Macau and Taiwan.

Forward-Looking Information
This annual report on Form 20-F contains statements of a forward-looking nature. These statements are made under the “safe

harbor” provisions of the U.S. Private Securities Litigation Reform Act of 1995. You can identify these forward-looking statements by
terminology such as “will,” “expects,” ” plans,” “believes,” “estimates” and similar statements. The

” 2 <

anticipates,” “future,” “intends,
accuracy of these statements may be impacted by a number of business risks and uncertainties that could cause actual results to differ
materially from those projected or anticipated, including risks related to:
e the risk that the online game market, including mobile games and PC games, will not continue to grow or that we will not be
able to maintain our leading position in that market, which could occur if, for example, our new online games or expansion
packs and other improvements to such existing games do not become as popular as management anticipates;

e the risk that we will not be successful in our product diversification efforts, including our focus on mobile games, entry into
strategic licensing arrangements, and expansion of our streaming music and video offerings;

e the risk of changes in Chinese government regulation of the online game, online education, online music or e-commerce
markets that limit future growth of our revenues or cause our revenues to decline;

e the risk that we may not be able to continuously develop new and creative online services or that we will not be able to set, or
follow in a timely manner, trends in the market;

e the risk that we will not be able to control our expenses in future periods;

e governmental uncertainties (including possible changes in the effective tax rates applicable to us and our subsidiaries and
affiliates and our ability to receive and maintain approvals of the preferential tax treatments), general competition and price
pressures in the marketplace;

e the direct and indirect impact of COVID-19 on our business;

e the risk that fluctuations in the value of the Renminbi with respect to other currencies could adversely affect our business and
financial results; and

e other risks outlined in our filings with the Securities and Exchange Commission, or the SEC.
We do not undertake any obligation to update this forward-looking information, except as required under applicable law.
PART 1
Item 1 Identity of Directors, Senior Management and Advisors
Not applicable.
Item 2 Offer Statistics and Expected Timetable

Not applicable.
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Item 3 Key Information
A. Selected Financial Data

The following table presents the selected consolidated financial information for our business. You should read the following
information in conjunction with Item 5 “Operating and Financial Review and Prospects” below.

In September 2019, we sold our Kaola e-commerce business to Alibaba Group Holding Limited, or Alibaba. As a result, Kaola has
been deconsolidated and Kaola’s historical financial results are reflected in our audited consolidated financial statements as discontinued
operations accordingly. Our financial information included in this annual report refers to our continuing operations, unless otherwise
specifically stated.

The following data for the years ended December 31, 2017, 2018 and 2019 and as of December 31, 2018 and 2019 have been
derived from our audited consolidated financial statements, which were prepared in accordance with accounting principles generally
accepted in the United States, or U.S. GAAP, and should be read in conjunction with those statements, which are included in this annual
report beginning on page F-1. The following data for the years ended December 31, 2015 and 2016 and as of December 31, 2015, 2016
and 2017 have been derived from our consolidated financial statements as adjusted to reflect the effects of the discontinued operations as
noted above, which were prepared in accordance with U.S. GAAP and are not included in this annual report.
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Starting from January 1, 2018, we adopted Accounting Standards Codification 606, Revenue from Contracts with Customers, or
ASC 606, using the modified retrospective method. The consolidated statements of operations and comprehensive income data for the years
ended December 31, 2018 and 2019 presented below have been prepared in accordance with ASC 606, while the comparative information
for the years ended December 31, 2015, 2016 and 2017 presented below have not been restated and continue to be reported under the
accounting standards in effect for those periods. Starting from January 1, 2019, we adopted ASC 842, Leases, using the modified
retrospective method. The consolidated balance sheet data as of December 31, 2019 presented below has been prepared in accordance with
ASC 842, while the comparative information for those periods prior to January 1, 2019, presented below have not been restated and
continue to be reported under the accounting standards in effect for those periods. The impact of adopting the new standards were not
material to the consolidated financial statement. Our historical results are not necessarily indicative of results expected for future periods.
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Statement of Operations and Comprehensive Income Data:
Total net revenues

Cost of revenues

Gross profit

Operating expenses:

Selling and marketing expenses
General and administrative expenses
Research and development expenses
Total operating expenses

Operating profit

Other income/(expenses)
Investment income
Interest income
Exchange (losses)/gains
Other, net

Income before tax
Income tax

Net income from continuing operations
Net (loss)/income from discontinued operations
Net income

Add: Accretion and deemed dividends in connection with repurchase of redeemable
noncontrolling interests

Net income attributable to g interests and
Net income attributable to NetEase, Inc.’s shareholders

interests

Including:
Net income from continuing operations attributable to NetEase, Inc.'s shareholders
Net (loss)/income from discontinued operations attributable to NetEase, Inc.'s shareholders

Net income/ (loss) per share, basic

-Continuing operations

-Discontinued operations

Net income/ (loss) per ADS, basic

-Continuing operations

-Discontinued operations

Net income/ (loss) per share, diluted

-Continuing operations

-Discontinued operations

Net income/ (loss) per ADS, diluted

-Continuing operations

-Discontinued operations

Weighted average number of ordinary shares outstanding, basic
Weighted average number of ADS outstanding, basic
Weighted average number of ordinary shares outstanding, diluted
Weighted average number of ADS outstanding, diluted

Share-based compensation cost included in:
Cost of revenues

Selling and marketing expenses

General and administrative expenses
Research and development expenses

Other Financial Data:

Capital expenditures

Net cash provided by/(used in):
Operating activities

-Continuing operating activities
-Discontinued operating activities.
Investing activities

-Continuing investing activities
-Discontinued investing activities
Financing activities

For the year ended December 31,

2015 2016 2017 2018 2019 2019
RMB RMB RMB RMB RMB Uss
(in thousands, except per share/ADS data)
21,687,368 33,994,398 44,437,355 51,178,575 59,241,145 8,509,458
(8,348,519) (12,834,252) (19,394,314) (23,832,426) (27,685.,845) (3,976,823)
13,338,849 21,160,146 25,043,041 27,346,149 31,555,300 4,532,635
(2,741,547) (3,773,593) (5,504,613) (6,911,710) (6,221,127) (893,609)
(1,006,265) (1,493,736) (2,381,842) (3,078,635) (3,130,298) (449,639)
(2,121,904) (2,920,182) (4,161,673) (7,378.,460) (8,413,224) (1,208,484)
(5,869.,716) (8,187.511) (12,048,128) (17,368,805) (17,764,649) (2,551,732)
7,469,133 12,972,635 12,994,913 9,977,344 13,790,651 1,980,903
62,341 200,334 362,113 (22,383) 1,306,320 187,641
596,492 540,165 666,616 586,671 821,774 118,040
132,769 157,589 (455,948) (51,799) 25,166 3,615
45,565 366,927 271,885 586,916 439,422 63,119
8,306,300 14,237,650 13,839,579 11,076,749 16,383,333 2,353.318
(1,260,903) (2,102,278) (2,155,988) (2,460,650) (2,914,726) (418,674)
7,045,397 12,135,372 11,683,591 8,616,099 13,468,607 1,934,644
(208,497) (342,509) (834,454) (2,138,682) 7,962,519 1,143,744
6,836,900 11,792,863 10,849,137 6,477,417 21,431,126 3,078,388
— — — (248,098) (271,543) (39.005)
(101,792) (188,343) (141,198) (76,912) 77,933 11,194
6,735,108 11,604,520 10,707,939 6,152,407 21,237,516 3,050,577
6,943,605 11,947.029 11,542,393 8.291.089 13,274,997 1,906.833
(208.497) (342,509) (834,454) (2,138,682) 7,962,519 1,143,744
2.05 3.54 3.25 1.90 6.59 0.95
211 3.64 351 2.56 4.12 0.59
0.06, 0.10 0.26. 0.66. 2.47 0.36
51.27 88.40 81.36 47.54 164.86 23.68
52.85 91.01 87.70 64.07 103.05 14.80
(1.58) .61) (6.34) (16.53) 61.81 8.88
2.04 351 3.23 1.89 6.53 0.94
2.10 3.61 348 2.55 4.08 0.59
(0.06) (0.10) (0.25) (0.66) 245 0.35
50.94 87.72 80.74 47.26 163.37 23.47
52.52 90.31 87.03 63.69 102.12 14.67
(1.58) (2.59) (6.29) (16.43) 61.25 8.80
3,284,382 3,281,729 3,290,312 3,235,324 3,220,473 3,220,473
131,375 131,269 131,612 129,413 128,819 128,819
3,305,213 3,307,109 3,315,478 3,254,689 3,249,972 3,249,972
132,209 132,284 132,619 130,188 129,999 129,999
327,778 443,530 818,101 757,341 758,810 108,996
35,392 51,220 90,271 102,638 84,920 12,198
119,015 236,361 576,629 787,200 797,120 114,499
195,578 251,608 499.850 824,552 763.239 109.633
677,763 982,719 1,984,851 2,471,731 2,404,089 345,326
775,187 1,102,502 1,654,486 2,169.404 1,209.477 173,731
8,076,920 15,488,266 11,889,238 13,415,877 17,216,458 2,472,990
9,015,539 15,933,083 14,864,452 14,659,843 16,910,971 2,429,110
(938.,619) (444.817) (2,975,214) (1,243,966) 305,487 43,880
(2,536,524) (11,861,393) (12,855,270) (13,569,515) (22,136,741) (3,179,743)
(3.761,517) (12,193,440) (15,956,509) (14,999,696) (21,304,489) (3.060,197)
1,224,993 332,047 3,101,239 1,430,181 (832,252) (119,546)
(1,632,736) (2,250,507) (1,302,728) 1,587,419 1,082,525 155,494
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As of December 31,

2015 2016 2017 2018 2019 2019
RMB RMB RMB RMB RMB US$
(in thousands)

Balance Sheet Data:
Cash and cash equivalents 5,742,880 5,222,871 2,467,467 4,977,432 3,246,373 466,312
Time deposits-current 14,553,291 19,361,098 30,603,369 32,900,287 53,487,075 7,682,937
Property, equipment and software, net 2,001,027 2,299,553 3,490,130 4,672,079 4,621,712 663,867
Total assets 41,157,430 58,031,860 71,031,415 86,967,928 112,124,371 16,105,658
Short-term loan 2,272,760 3,815,691 6,623,502 13,658,554 16,828,226 2,417,223
Total liabilities 11,833,831 19,568,919 23,981,579 35,556,347 39,082,916 5,613,909
Redeemable noncontrolling interests — — 614,696 5,385,736 10,448,600 1,500,847
Total shareholders’ equity 29,323,599 38,462,941 46,435,140 46,025,845 62,592,855 8,990,902
B. Capitalization and Indebtedness
Not applicable.
C. Reasons for the Offer and Use of Proceeds
Not applicable.
D. Risk Factors

RISKS RELATED TO OUR COMPANY AND OUR INDUSTRY

Risks Related to Our Online Games Business

If we fail to develop and introduce popular, high-quality online games in a timely and successful manner, we will not be able to
compete effectively and our ability to generate revenues will suffer.

We operate in a highly competitive, quickly changing environment, and player preferences for online games are difficult to

predict. Our future success depends not only on the popularity of our existing online games but also on our ability to develop new high-
quality online games and expand our game portfolio with games in a variety of genres that are in line with market trends and to
successfully monetize such games. The development of successful new online games can be challenging and requires high levels of
innovation, a deep understanding of the online game industry in China and the other markets where our games are published (including
with respect to evolving business models), and an ability to anticipate and effectively respond to changing interests and preferences of
game players in a timely manner. Moreover, each of our new games requires long periods of time for research and development and
testing and also typically experiences a long ramp-up period as players become familiar with the game. If we are unsuccessful at
developing and introducing new online games that are appealing to players with acceptable pricing and terms, our business, financial
condition and results of operations will be negatively impacted because we would not be able to compete effectively and our ability to
generate revenues would suffer.
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In addition, new technologies in online game programming or operations could render our current online titles or games in
development obsolete or unattractive to our players, thereby limiting our ability to recover development costs and potentially adversely
affecting our future revenues and profitability. For example, the online game industry in China has been transitioning to mobile games,
which have become increasingly popular as internet users in China rely more and more on mobile devices, such as smart phones and
tablets, to access the internet. In response to this trend, we devote significant resources to developing games that can be operated on
mobile devices. We have commercially launched over 100 in-house developed and licensed mobile games as of December 31, 2019
including the Fantasy Westward Journey mobile game, Westward Journey Online mobile game, Onmyoji, the mobile version of New
Ghost, Invincible, Knives Out, All About Jianghu, Identity V, Ancient Nocturne, Xuan Yuan Sword: Dragon Upon the Cloud and Fantasy
Westward Journey 3D. As the market for mobile games is rapidly evolving, with games in an expanding range of genres being introduced
by us and our competitors, we cannot guarantee that we will be able to effectively compete in the mobile game market. We will also need
to continue investing in the development of new technologies and bring new features and functionalities to our games, as well as enhance
the user experience on our various platforms.

We are not able to predict if or when we will commercially launch additional new games and the pace at which our new games
will penetrate the online game market in China or elsewhere, if at all. A number of factors, including technical difficulties, lack of
sufficient game development capabilities, personnel and other resources and failure to obtain or delays in obtaining relevant governmental
authorities’ approvals could result in delayed launching of our new games or the cancellation of the development of our pipeline games.
Any delays in product releases or problems arising following the commercial release of one or more new online games such as
programming errors, or “bugs”, could negatively impact our business and reputation and could cause our results of operations to be
materially different from expectations. We believe that expectations of players regarding the quality, performance and integrity of our
online games and services are high, and if any of these issues occurs, players may stop playing our online games and may be less likely to
return to such games as often in the future, which may negatively impact our business.

If we are unable to continue to extend the life of existing online games that will encourage continued engagement with the games
through the addition of new features or functionalities, our business may be negatively impacted.

To prolong the lifespan of our online games, we need to continually improve and update them on a timely basis with new features
and functionalities that appeal to existing game players, attract new game players and improve overall player loyalty to such games. As a
result, we have devoted, and expect to continue to devote, significant resources to maintain and raise the popularity of our online games
through the release of new versions and/or expansion packs on a periodic basis. Developing successful updates and expansion packs for
our existing games depends on our ability to anticipate market trends in the online game industry. We must also collect and analyze player
behavior data and feedback from our online community in a timely manner and utilize this information to effectively incorporate features
into our updates and expansion packs to improve the variety and attractiveness of our gameplay and any virtual items sold within the
games.

In the course of operating online games, including the release of updates and expansion packs to existing games, certain game
features may periodically be introduced, changed or removed. We cannot assure you that the introduction, change or removal of any game
feature will be well received by our game players, who may decide to reduce or eliminate their playing time in response to any such
introduction, change or removal. As a result, any introduction, change or removal of game features may adversely impact our business,
financial condition and results of operations.

We are unable to predict whether these activities will be successful or adversely affect our profitability given the significant
resources required. Moreover, because of the rapidly evolving nature of the online games market in China and elsewhere, we cannot
estimate the total life cycle of any of our games, particularly our more recently launched mobile or PC games, and changes in players’
tastes or in the overall market for online games in China and elsewhere could alter the life cycle of each version or upgrade or even cause
our players to stop playing our games altogether.
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Any difficulties or delays in receiving approval from the relevant government authorities for the games operated by us or any
expansion packs for, or material changes to, such games could adversely affect such games’ popularity and profitability.

All games we release in China require government approvals. Moreover, even after certain games have received government
approvals, any expansion packs for or material changes to the content of those games may require further government approvals. We
cannot be certain of the duration of any necessary approval processes, and any delay in receiving such government approvals may
adversely affect the profitability and popularity of such games. In particular, game approvals in 2018 experienced certain delays, although
the approvals resumed starting from the end of 2018. Since then, China’s game regulatory authority has officially published several lists of
newly approved game titles, including a number of our online games, and the approval processes for game titles appears to have returned
to normal in 2019. There was, however, a decline in the number of games which received approvals in 2019 compared to previous years.
We are not certain of the cause of the delays in 2018 or reduced number of approvals in 2019. In addition, no laws, regulations or official
clarifications had been promulgated or published in relation to such delay and resumption of the assessment and pre-approval procedures,
and it is unclear whether there will be any similar delays in the future. Although our operations were not materially affected by such
delays, we cannot predict the effect any future delay in approvals may have on our results of operations.

According to several news reports in December 2018, PRC regulators established the Online Games Ethics Committee for the
purpose of reviewing online games, and based on the assessment conducted by the Online Games Ethics Committee, PRC regulators
reviewed and rejected nine of an initial batch of 20 games. As of the date of the filing of this annual report, no official laws and regulations
had been promulgated or published in relation to the assessment criteria and procedures of the Online Games Ethics Committee. However,
the formation of the Online Games Ethics Committee and its assessment criteria and procedures could impact our ability to launch and
publish new games going forward, and require us to spend more time and costs in preparing and receiving the approvals necessary to
launch our games. In addition, our games that have already received the relevant pre-approval may also be subject to further review by the
Online Games Ethics Committee, and we may be required to modify the content of our games, which will further add to our regulatory
compliance costs and expenses.

Reports of violence and crimes related to online games or any claims of our gaming contents to be, among others, obscene,
superstitious, fraudulent, defamatory or impairing public interest, may result in negative publicity or a governmental response that
could have a material and adverse impact on our business.

The media in China has reported incidents of violent crimes allegedly inspired by online games and theft of virtual items between
users in online games. While we believe that such events were not related to our online games, it is possible that our reputation, as one of
the leading online game providers in China, could be adversely affected by such behavior. In response to the media reports, in August
2005 the Chinese government enacted regulations to prohibit all minors under the age of 18 from playing online games in which players
are allowed to kill other players, an activity that has been termed Player Kills, or PK. The Chinese government has also taken steps to limit
online game playing time for all minors under the age of 18. See below “—Risks Related to Doing Business in China—The Chinese
government has taken steps to limit online game playing time for all minors and to otherwise control the content and operation of online
games. These and any other new restrictions on online games may materially and adversely impact our business and results of
operations.” If the Chinese government determines that online games have a negative impact on society, it may impose certain additional
restrictions on the online game industry, which could in turn have a material and adverse effect on our business and results of operations.

In addition, the Chinese government and regulatory authorities prohibit any internet content that, among other things, violates PRC
laws and regulations, endangers the national security of China, or is obscene, superstitious, fraudulent, violent or defamatory. When
internet content providers and internet publishers, including online game operators, find that information falling within the above-
mentioned scope is transmitted on their websites or is stored in their electronic bulletin service systems, they are required to terminate the
transmission of such information or delete such information immediately, keep records, and report to relevant authorities. Failure to
comply with these requirements could result in the revocation of our internet content provider, or ICP, license and other required licenses
to operate our business. Internet content providers like us may also be held liable for prohibited information displayed on, retrieved from
or linked to their websites. In addition, any claim of us failing to comply with these prohibitions may result in negative publicity and
government actions, which in turn could have a material and adverse impact on our business.
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Because our long-term growth strategy involves further expansion of our online game services to players outside of China, our
business will be susceptible to risks associated with international operations.

An important component of our growth strategy involves the further expansion of our online game services and game player base
internationally. In particular, we have launched our popular games Knives Out and Identity V in Japan, North America and other markets
across the globe, and MARVEL Super War in several Southeast Asia markets. In the future, we may launch our online games in other
international markets. The expansion of our online game services to markets outside of China will involve a variety of risks, including:

e difficulties in anticipating the preferences of game players in markets outside of China;

e challenges in formulating effective local sales and marketing strategies targeting users from various jurisdictions and cultures;

e challenges in identifying appropriate local business partners, including local game operators, and establishing and maintaining
good working relationships with them;

e changes in a specific country’s or region’s political or economic conditions;
e unexpected changes in regulatory requirements, taxes or trade laws;

e difficulties in managing a business in new markets with diverse cultures, languages, customs, legal systems, alternative
dispute systems and regulatory systems;

e more stringent regulations relating to data security and the unauthorized use of, or access to, commercial and personal
information;

e currency exchange rate fluctuations and the resulting effect on our revenue and expenses, and the cost and risk of entering into
hedging transactions if we choose to do so in the future;

e laws and business practices favoring local competitors or general preferences for local vendors;
e limited or insufficient intellectual property protection; and
e adverse tax burdens and foreign exchange controls that could make it difficult to repatriate earnings and cash.

Our limited experience in operating our business outside of China increases the risk that any potential future expansion efforts that
we may undertake will not be successful. If we invest substantial time and resources to expand our international operations and are unable
to do so successfully and in a timely manner, our business and operating results will suffer.

We rely on third-party platforms to distribute our mobile games and collect payments. If we fail to maintain our relationships with
these platforms, or if our revenue-sharing arrangements with these platforms change to our detriment, our mobile games business
may be adversely affected.

In addition to our proprietary distribution channels, we publish our mobile games through the Apple iOS app store and other
mobile application stores or platforms owned and operated by third parties. We rely on these third parties to promote and distribute our
mobile games, record gross billings, maintain the security of their platforms to prevent fraudulent activities, provide certain user services
and, in some instances, process payments from users. Further, we believe that our games benefit from the strong brand recognition, large
user base and the stickiness of these mobile platforms.
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We are subject to these third parties’ standard terms and conditions for application developers, which govern the promotion,
distribution and operation of games and other applications on their platforms. If we violate, or if a platform provider believes that we have
violated, its terms and conditions, the particular platform provider may discontinue or limit our access to that platform, which could harm
our business. Our business could also be harmed if these platforms decline in popularity with users or modify their discovery mechanisms
for games, the communication channels available to developers, their terms of service or other policies such as distribution fees, how they
label free-to-play games or payment methods for in-app purchases. These platforms’ operators could also develop their own competitive
offerings that could compete with our mobile games.

Furthermore, a few of these third-party platforms dominate the mobile application distribution channels. Any changes in the
revenue-sharing arrangements that we have with any of the major third-party application distribution platforms may materially impact our
revenue and profitability. In addition, changes in the credit period or the settlement cycle terms of these third-party platforms may
materially and adversely affect our cash flow. Disputes with third-party platforms, such as disputes relating to intellectual property rights,
distribution fee arrangements and billing issues, may also arise from time to time and we cannot assure you that we will be able to resolve
such disputes in a timely manner or at all. If our collaboration with a major third-party platform terminates for any reason, we may not be
able to find a replacement in a timely manner or at all and the distribution of our games may be adversely affected. Any failure on our part
to maintain good relationships with a sufficient number of popular platforms for the distribution of our games could cause the number of
our game downloads and activations to decrease, which will have a material adverse effect on our business, financial condition and results
of operations.

Our business, financial condition and results of operations depend in part on the overall growth of the online game industry in
China and the other markets where our games are operated, the growth of which is subject to a number of factors that are beyond
our control.

Our business, financial condition and results of operations depend in part on continued growth of the online game industry in
China and other markets where our games are published, particularly the Asia-Pacific region and North America. The online game

industry is affected by a number of factors that are beyond our control, including:

e general economic conditions and the level of discretionary spending devoted by players to non-essentials such as acquiring in-
game virtual items;

e the availability and popularity of other forms of interactive entertainment, particularly games on console systems which are
more popular in North America, Europe and Japan, and other leisure activities;

e the availability of reliable telecommunication and internet infrastructure and sufficient server bandwidth in the markets where
we operate;

e cvolving PC, smartphone and tablet technologies;

e changes in game player demographics and public tastes and preferences;

e any government restrictions on the playing of online games; and

e the availability and popularity of alternative gameplay models such as cloud-gaming services.

There is no assurance that the online game industry will continue to grow in future periods at any particular rate or at all.
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We may not be successful in making our mobile games profitable, and our profits from mobile games may be relatively lower than
the profits we have enjoyed historically for PC games.

We generate a large portion of revenue in our online games segment from our mobile games. 70.8%, 71.0% and 71.4% of our
total net game revenues were generated from mobile games for the years ended December 31, 2017, 2018 and 2019, respectively. Our
profits from our mobile games, even if the games are successful, are generally lower than our profits generated from PC games, because, in
order to gain access to our games on mobile application stores, which are the primary distribution channel for our mobile games, we must
enter into revenue-sharing arrangements that result in lower profit margins compared with those of our PC games. In addition, our mobile
games tend to cover a wider variety of genres, some of which have historically had relatively lower profitability than that of our PC
games. Furthermore, we are releasing more of our mobile games overseas, which may involve additional marketing and distribution costs
and further impact the profitability of our mobile games.

We have devoted and expect to continue to devote a significant amount of resources to the development of our mobile games, but
the relatively lower profit margins and other uncertainties make it difficult to predict whether we will continue to succeed in making our
mobile game operations profitable. If we do not succeed in doing so, our business, financial condition and results of operations will be
adversely affected.

A significant portion of our revenue from online game services is generated from the sale of virtual items within the games, and if
we do not develop desirable virtual items and properly price them or if this revenue model ceases to be successful, our business,
financial condition and results of operations may be materially and adversely affected.

All of our mobile games and many of our PC games currently utilize the item-based revenue model. Under this revenue model,
our game players are able to play the games for free, but are charged for the purchase of virtual items in the games. We believe that this
attracts a wider audience of players and increases the number of potential paying users. However, the success of this business model
largely depends on whether we can attract game players to play our games and whether we can successfully encourage more players to
purchase virtual items. Game players will only pay for virtual items if they are perceived to provide value and enhance their playing
experience, and we must closely monitor and analyze in-game consumption patterns and player preferences to understand what items will
be appealing and the appropriate price for them. Moreover, we must offer sufficient in-game purchasing opportunities to make our games
profitable, while ensuring that the games are fun to play including for players who purchase no virtual items. We might fail to accurately
identify and introduce new and popular virtual items or price them properly or may not be able to market our virtual items eftectively. In
addition, the item-based revenue model may not continue to be commercially successful and in the future we may need to change our
revenue model to a time-based or other revenue model. Any change in revenue model could result in disruption of our game operations and
a decrease in the number of our game players and thereby materially and adversely affect our business, financial condition and results of
operations.

Providing a high level of customer service for our players is crucial to maintaining and growing the popularity of our online games,
and any failure to do so could harm our reputation and our business.

We devote significant resources to provide high quality customer services to our game players 24 hours a day, seven days a week,
through telephone and online support. We also maintain a team of highly trained “Game Masters” which supervise the activities within
our games to provide assistance to players as needed and stop any cheating or unfair behavior to ensure the game has an atmosphere of fun
and fair play. These activities are crucial to retaining our existing game players and attracting new players who expect a high quality
playing experience from our online games. In addition, our license agreements with third party developers may also require us to provide
specified minimum levels of customer support, and any breach of such obligations could result in the developer terminating our license
agreement with them and other damages.

We have recently experienced increased complaints with regards to server capacity due to the larger than average number of game
players during the COVID-19 outbreak in China. If we fail to maintain effective player support which meets the expectations of players, it
could harm our reputation and the popularity of our online games, which may materially and adversely affect our business, financial
condition and results of operations.
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We may not be able to maintain stable relationships with our existing game licensors, and we may experience difficulties in the
operation of the online games licensed from them.

In addition to our internally-developed games, we also offer several mobile and PC games licensed from third-party developers,
which accounted for 8.8%, 7.5% and 7.5% of our total net revenues in 2017, 2018 and 2019, respectively. For example, starting in August
2008, Blizzard Entertainment, Inc. (together with its affiliated companies, referred to as Blizzard in this annual report) agreed to license
certain online games developed by it to Shanghai EaseNet Network Technology Co., Ltd., or Shanghai EaseNet, for operation in the PRC.
Shanghai EaseNet is a PRC company owned by William Lei Ding, our Chief Executive Officer, director and major shareholder, and has
contractual arrangements with us and with the joint venture established between Blizzard and us. In January 2019, Shanghai EaseNet and
Blizzard extended the term of the existing game licenses by Blizzard to Shanghai EaseNet to January 2023. These games include World of
Warcraft®, StarCmft® 11, Diablo® III, Hearthstone®, Heroes of the Storm® and Overwatch®, all of which have been commercially
launched. We are also currently co-developing Diablo Immortal™, a mobile massively multiplayer online action role-playing games, or
MMO action-RPG, with Blizzard. In addition to our relationship with Blizzard, in May 2016, we entered into a five-year exclusive
agreement with Mojang AB, a subsidiary of Microsoft, pursuant to which Microsoft and Mojang agreed to license the operation of
Minecraft in the PRC to us until 2022. In May 2019, we extended the term of the Minecraft license for an additional year to August 2023. If
we are unable to maintain stable relationships with our existing game licensors, or if any of our licensors establishes similar or more
favorable relationships with our competitors in violation of its contractual arrangements with us or otherwise, we may not be able to ensure
the smooth operation of these licensed online games, and our licensors could terminate or fail to renew the license agreements with us,
which could harm our operating results and business.

Moreover, the success of our arrangements with our game licensors depends on the popularity of the games licensed to us by them
in the Chinese market, which is affected by, among other things, the frequency and success of updates and expansion packs to those games
developed by them over which we have no control. Any failure of such licensors to provide game updates, enhancements and new
versions in a timely manner and that are appealing to game players, provide assistance that enables us to effectively promote the games, or
otherwise fulfill their obligations under our license agreements could adversely affect the game-playing experience of our game players,
damage our reputation, or shorten the life-spans of those games, any of which could result in the loss of game players, acceleration of our
amortization of the license fees we have paid for those games, or a decrease in or elimination of our revenues from those games.

In addition, certain events may limit our licensors’ ability to develop or license online games, such as claims by third parties that
their online games infringe such third parties’ intellectual property rights or their inability to acquire or maintain licenses to use another
party’s intellectual property in their online games. In the case of such events, our licensors may be unable to continue licensing online
games to us or to continue participating in any joint venture with us, regardless of the stability of our relationship with them.

We also cannot be certain that these licensed online games will be viewed by the regulatory authorities as complying with content
restrictions, will be attractive to users or will be able to compete with games operated by our competitors. We may not be able to fully
recover the costs associated with licensing these online games if the games are not popular among users in the PRC, and any difficulties in
the operation of these licensed games could harm our business, financial condition and results of operations.

We receive relatively lower profits from the operation of online games that we license from third-party developers, and we are
subject to certain financial obligations in connection with such licenses.

Our revenue sharing arrangements for games that we license from third-party developers provide us with relatively less profit than
games that we develop in-house. Moreover, to secure the rights to games from such developers, we are required, as licensee of the games,
to pay them royalties for the games over the terms of the licenses, to make minimum marketing expenditure commitments, or to provide
funds for hardware to operate the games. See Item 4.B. “Business Overview—Our Services—Online Game Services—Our Games—Our
Game Library—Licensed Games.” for details about these arrangements. In some cases, we may not be able to recoup our investments in
such games. We often must make such commitments and investments without knowing whether the games we are licensing will be
successful and generate sufficient revenues to enable us to recoup our costs or for the games to be profitable.
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In addition, while we believe that our current cash and cash equivalents and cash flow from operations will be sufficient to meet
such financial obligations, it is possible that we may seek to sell equity or debt securities or to obtain a credit facility if our obligations
exceed our cash resources. The sale of equity or convertible debt securities could result in dilution to shareholders. The incurrence of
indebtedness would result in increased debt service obligations and could result in operating and financial covenants that would restrict
operations. Financing may not be available in amounts or on terms acceptable to us, if at all.

Future alliances may expose us to potential risks.

Strategic alliances with key players in the online game industry and other related industry sectors form part of our strategy to
expand our portfolio of online games. In some cases, such alliances may involve our investment into strategic partners, as we have done
with a number of game development studios in various countries. However, our ability to grow through future alliances, including through
joint ventures and direct investments, will depend on the availability of suitable partners at reasonable terms, our ability to compete
effectively to attract these partners, the availability of financing to complete larger joint ventures and investments, and our ability to obtain
any required governmental approvals. Further, the benefits of an alliance may take considerable time to develop, and we cannot be certain
that any particular alliance will produce its intended benefits.

Future alliances could also expose us to potential risks, including risks associated with the assimilation of new operation
technologies and personnel, unforeseen or hidden liabilities, the inability to generate sufficient revenue to offset the costs and expenses of
alliances and potential loss of, or harm to, our relationships with employees, customers, licensors and other suppliers as a result of
integration of new businesses. Further, we may not be able to maintain a satisfactory relationship with our partners, which could adversely
affect our business and results of operations. We have relatively limited experience in identifying, financing or completing strategic
alliances compared with some of our competitors. Such transactions and the subsequent integration process would require significant
attention from our management. The diversion of our management’s attention and any difficulties encountered with respect to the
alliances or in the process of integration could have an adverse effect on our ability to manage our business.

Termination of our material intellectual property licenses could have a material adverse effect on our business.

Certain of our online games rely on intellectual property license agreements which give us the right to use certain names,
characters, logos or storylines in connection with online games developed by us. For example, we have a partnership with Marvel
Entertainment to create mobile games based on Marvel characters and storylines. If we were to breach any material term of these license
agreements, the licensor could terminate the agreement. If the licensor were to terminate our rights to use any such intellectual property for
this reason or any other reason, or if a licensor decided not to renew a license agreement upon the expiration of the license term, the loss of
such rights could have a material adverse effect on our business. In addition, it can be difficult to identify a suitable intellectual property
that can be adapted for use in online games and is recognizable to players in China and elsewhere, and we face significant competition for
the rights to such intellectual property from other online game companies. Obtaining license rights, and particularly exclusive license
rights, to use third-party intellectual property for use in online games can involve significant expense. In addition, we have previously
obtained, and intend to continue to seek to obtain, license rights for works from certain intellectual property owners based outside of
China, and our ability to utilize their intellectual property in China may be adversely affected by the scrutiny of such arrangements by the
relevant Chinese authorities.

Even if we obtain license rights for such intellectual property, we cannot assure you that games that we develop utilizing it will be
popular and commercial successes and that we will be able to recoup the amounts we pay for the license rights. Moreover, after the
expiration of the terms of our license agreements with the relevant copyright holders, we may not be able to renew the agreements with
commercial terms that are favorable to us, if at all. Our inability to renew such agreements could force us to discontinue the related online
games and have a significant adverse impact on our online game operations and revenues.

12
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Our new games may attract game players away from our existing games, which may have a material adverse effect on our business,
financial condition and results of operations.

Our new online games, including mobile games and PC games, may attract game players away from our existing games and shrink
the player base of our existing online games, which could in turn make those existing games less attractive to other game players, resulting
in decreased revenues from our existing games. Players of our existing games may also spend less money to purchase time or virtual items
in our new games than they would have spent if they had continued playing our existing games. In addition, our game players may migrate
from our existing games with a higher profit margin to new games with a lower profit margin. The occurrence of any of the foregoing
could have a material and adverse effect on our business, financial condition and results of operations.

Illegal game servers and acts of cheating by players of online games could harm our business and reputation and materially and
adversely affect our results of operations.

Several of our competitors have reported in past years that certain third parties have misappropriated the source codes of their
games and set up illegal game servers and let their customers play such games on illegal servers without paying for the game playing time.
While we already have in place numerous internal control measures to protect the source codes of our games from being stolen and to
address illegal server usage and, to date, our games have not to our knowledge experienced such usage, our preventive measures may not
be effective. The misappropriation of our game server installation software and installation of illegal game servers could harm our
business and reputation and materially and adversely affect our results of operations.

In addition, acts of cheating by players of online games could lessen the popularity of our online games and adversely affect our
reputation and our results of operations. There have been a number of incidents in previous years where users, through a variety of
methods, were able to modify the rules of our online games. Although these users did not gain unauthorized access to our systems, they
were able to modify the rules of our online games during gameplay in a manner that allowed them to cheat and disadvantage our other
online game users, which often has the effect of causing players to stop using the game and shortening the game’s lifecycle. While we
have taken a number of steps to deter our users from engaging in cheating when playing our online games, we cannot assure you that we or
the third parties from whom we license some of our online games will be successful or timely in taking corrective steps necessary to
prevent users from modifying the rules of our online games.

If we suspect a player of installing cheating programs on our online games, or of engaging in other types of unauthorized activities,
we may freeze that player’s game account or even ban the player from logging on to our games and other media. Such activities to
regulate the behavior of our users are essential to maintain a fair playing environment for our users. However, if any of our regulatory
activities are found to be wrongly implemented, our users may institute legal proceedings against us for damages or claims. Our business,
financial condition and results of operations may be materially and adversely affected as a result.

Our online games will be less likely to be successful if we cannot adopt and implement innovative and effective marketing strategies
to attract attention to our games from game players in our targeted demographic groups.

A relatively large number of mobile and PC games are typically available at any given time in the markets in which we launch and
operate our online games, and such games compete for attention from the same game player population that we target. Our ability to
successfully promote and monetize our online games will depend on our ability to adopt and effectively implement innovative marketing
strategies, and particularly marketing through online media such as our 163.com website, social media sites, game live streaming sites and
other online game forums, and our ability to cross-market new games to players of our current online games. We also engage in a wide
range of other promotional activities such as hosting game tournaments and a forum that provides an online community for elite game
players, key opinion leaders and masters of the online game industry to interact. If we fail to adopt and implement such marketing and
cross-marketing strategies, or if the marketing strategies of our competitors are more innovative and effective than ours, our online games
will be less likely to be successful and as a result we may not be able to achieve an acceptable level of revenue from those games.
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Some of our players make sales and purchases of our game accounts and virtual items through third-party auction websites, which
may have a negative effect on our net revenues.

Some of our players make sales and purchases of our game accounts and virtual items through unauthorized third-party auction
websites in exchange for real money, which we do not and are unable to track or monitor. We do not generate any net revenues from these
transactions. Accordingly, purchases and sales of our game accounts or virtual items on third-party websites could lead to decreased sales
by us and also put downward pressure on the prices that we charge players for our virtual items and services, all of which could result in
lower revenues generated for us by our games. New players may decide not to play our games as a result of any rule changes we might
implement to restrict the players’ ability to trade in game accounts or virtual items, which could materially adversely affect our business,
financial condition and results of operations.

In addition, such trading activities could run afoul of PRC regulations on virtual currency and subject traders and us to potential
liability. See “—Risks Related to Doing Business in China—Restrictions on virtual currency may adversely affect our online game

revenues.”

Risks Related to Our Other Businesses

The success and future growth of our Youdao business will be affected by the user acceptance and market trend of integration of
technology and learning.

We offer online courses and a number of other learning products and services via our majority-controlled subsidiary, Youdao, Inc.,
or Youdao. Youdao operates in the intelligent learning industry, and its business model features integrating technology closely with
learning to provide a more efficient and engaging learning experience. Intelligent learning remains a relatively new concept in China, and
there are limited proven methods to project user demand or preference or available industry standards. For example, even with the
proliferation of internet and mobile devices in China, we believe that some of Youdao’s target students may still be inclined to choose
traditional face-to-face courses over online courses as they find the former more intimate and reliable. We cannot assure you that Youdao’s
products and services will continue to be attractive to its users in the future. If Youdao’s offering of learning products and services become
less appealing to its users, the financial condition and results of operations of our Youdao business could be materially and adversely
affected.

If we fail to develop and apply our technologies to support and expand Youdao’s product and service offerings or if we fail to
timely respond to the rapid changes in industry trends and user preferences, our Youdao business may be materially and adversely
affected.

Over the years, we have developed a number of core technologies to support Youdao’s comprehensive suite of products and
services. We also rely on technologies to build and maintain Youdao’s information technology infrastructure. The intelligent learning
industry is subject to rapid technological changes and innovations and is affected by unpredictable product lifecycles and user preferences.
Our technologies may become obsolete or insufficient, and we may have difficulties in following and adapting to technological changes in
the intelligent learning industry in a timely and cost-effective manner. New technologies and solutions developed and introduced by
Youdao’s competitors could render its offerings less attractive or obsolete thus materially affecting Youdao’s business and prospects. In
addition, our substantial investments in Youdao’s technology may not produce expected results. If we fail to continue to develop, innovate
and utilize our technologies to support and expand Youdao’s product and service offerings or if our competitors develop or apply more
advanced technologies, the financial condition and results of operations of our Youdao business could be materially and adversely affected.

Our intelligent learning, music streaming, e-commerce and other innovative businesses are subject to a broad range of laws and
regulations. Any lack of requisite approvals, licenses or permits applicable to these businesses or any failure to comply with
applicable laws or regulations may have a material and adverse impact on our business, financial condition and results of
operations.

Our intelligent learning, music streaming, e-commerce and other innovative businesses are subject to a broad range of laws and
regulations, and future laws and regulations may impose additional requirements and other obligations.
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For example, the private education industry in the PRC is subject to various regulations, and certain aspects of Youdao’s business
operations may be deemed not to be in full compliance with them. Among other things, a “private school” is required to obtain approval or
a permit from the relevant government authorities in China. Although we are of the view that Youdao, as an online education service
provider, is different from traditional offline education service providers, it remains unclear in practice as to whether and how an online
education service provider needs to comply with the operating permit requirement under applicable PRC law. It is also unclear whether
PRC legal restrictions which prohibit after-school training institutions from providing training services to primary and secondary students
in the form of consulting would be applicable to NetEase Youdao Computer System Co., Ltd., or Youdao Computer, the variable interest
entity, or VIE, through which Youdao provides online education services, as its permitted scope of business includes educational
consulting but does not explicitly cover training services to primary and secondary students. In addition, various PRC regulations require
that Youdao make certain filings with the relevant provincial regulatory authorities for education and to comply with certain regulatory
requirements for its intelligent learning busines. Certain aspects of our Youdao’s business may be deemed to not be in full compliance with
such applicable regulatory requirements, with which we have been and are taking measures to comply. As of the date of filing this annual
report, we have not received any written notice of warning from, or been subject to penalties imposed by the relevant authorities for alleged
failure by Youdao to comply with any applicable regulations and have completed or submitted applications for the filings required by such
applicable regulations for most of the mobile apps Youdao operates. We are also preparing the required filings for Youdao’s newly
launched and other learning apps. We cannot assure you, however, that we will complete all such filings and comply with other regulatory
requirements in a timely manner, or at all.

Our e-commerce business is also subject to numerous PRC laws and regulations that regulate retailers generally or govern online
retailers specifically. See below “—Risks Related to Doing Business in China—We are subject to consumer protection laws that could
require us to modify our current business practices and incur increased costs.” We may also be required to obtain licenses and permits
from different regulatory authorities in order to sell certain categories of products on our e-commerce platform. In addition, the online
activities of all of these businesses are subject to PRC regulations governing foreign ownership of companies in the internet industry and
the licensing requirements pertaining to them, as well as internet access and the distribution of online content including music, music
videos, online educational content and other forms of content over the internet. See below “—Risks Related to Our Corporate Structure”
and “—Risks Related to Doing Business in China.”

If the PRC governmental authorities determine that we are not in compliance with all the requirements under applicable laws and
regulations, we may be subject to fines and/or other sanctions, and our operations could be disrupted. As these industries are evolving
rapidly in China, it is also uncertain whether and how the PRC government would promulgate additional laws and regulations regarding
our intelligent learning, music streaming, e-commerce and other innovative businesses. If the PRC government requires additional licenses
or permits or provides more strict supervision requirements in the future in order for us to conduct these businesses, there is no guarantee
that we would be able to obtain such licenses or permits or meet all the supervision requirements in a timely manner, or at all. Failure to
maintain or regain compliance may materially and adversely affect our business, financial condition and results of operations.

Our controlling interest in Youdao may be diluted if Youdao raises additional capital with the issuance and sale of additional equity
in the future.

Youdao, our majority-controlled subsidiary listed on the New York Stock Exchange, may need additional capital in the future to
fund its continued operations and support its business growth. As Youdao will continue to invest heavily in sales, marketing and branding
efforts and in improving technologies, hiring qualified faculty and research and development, or R&D, personnel and offering additional
products, services and content, Youdao may not generate sufficient revenue to offset such expenses. In the future, should Youdao require
additional liquidity and capital resources to fund its business and operations, Youdao may need to obtain additional financing, including
issuing and selling additional equity or equity-linked securities, or issuing additional equity awards to incentivize its employees, which
would dilute our interest in Youdao.
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We may be unable to obtain licenses to the music content necessary to provide our music streaming services or to obtain such
licenses at an economically viable cost.

Our ability to offer online music streaming services through our music streaming platform, NetEase Cloud Music, depends upon
maintaining commercially viable licenses or arrangements with copyright owners for music content which is popular in China. The
majority of our agreements with copyright owners are usually non-exclusive, while some of our competitors have been entering into
exclusive arrangements for music distribution rights in China. Therefore, our competitors offer certain music content that we do not have
and we may lose users if those music content caters to their preferences. The competition in China for exclusive or non-exclusive licenses
to distribute music content is fierce. As a result, certain owners of music content or exclusive rights to distribute music content have
increased the fees they charge us for their content or distribution rights. This trend could increase our costs and operating expenses and
could adversely affect our ability to obtain music content at an economically viable cost.

Furthermore, there is no guarantee that the licenses or arrangements we have now will be renewed in the future. If we are unable
to secure and maintain the licenses or similar arrangements that we desire, the size and quality of our music catalog offered by our music
streaming platform and the financial condition and results of operations of this business may be materially and adversely affected, which in
turn could negatively impact the attractiveness of our brand name and online services in general to our users.

If we fail to anticipate user preferences to provide online music streaming content catering to user demands, or maintain the
activeness of our user community, our ability to attract and retain users may be materially and adversely affected.

The success of our music streaming business relies on our ability to anticipate changes in user preferences and industry dynamics,
and respond to such changes in a timely, appropriate and cost-effective manner. Music that was once popular with our users may become
less attractive if user preferences evolve. If we fail to cater to the tastes and preferences of our users, or fail to deliver superior user
experiences, we may suffer from reduced user traffic and engagement, and the financial condition and results of operations of this business
may be materially and adversely affected.

We expect that a portion of our future revenues will continue to come from our advertising services, but we may not be able to
compete effectively in this market because it is evolving and intensely competitive, in which case our ability to generate and
maintain advertising revenue in the future could be adversely affected.

Although we anticipate that the revenues generated by our online games will continue to constitute the major portion of our future
revenues, we believe that we will continue to rely on advertising as an important source of revenue for the foreseeable future. The
popularity of online advertising in China has been growing quickly in recent years, and many of our current and potential advertisers have
gained experience with using the internet as an advertising medium. Our ability to generate and maintain significant advertising revenue
will depend on a number of factors, many of which are beyond our control, including:

e macroeconomic conditions and the general level of advertiser spending;

e the development of a large base of users possessing demographic characteristics attractive to advertisers;

e competition with other major and emerging online advertising platforms;

e the development of software that blocks internet advertisements before they appear on a user’s screen;

e downward pressure on online advertising prices; and

e the effectiveness of our advertising delivery and tracking system.

Changes in government policy could also restrict or curtail our online advertising services.
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Our e-commerce business is subject to challenges and risks, which may lower our profit margin.

We established our e-commerce platform, Yanxuan, in April 2016. Yanxuan primarily sells our private label products, including
electronic products, food, apparel, homeware, kitchenware and other general merchandise which we primarily source directly from original
design manufacturers in China. This business exposes us to challenges and risks that could lower our profit margin. We have incurred
significant expenses on a variety of different marketing and brand promotion efforts designed to enhance the recognition of our Yanxuan
platform and increase sales of our products on such platform. However, our brand promotion and marketing activities may not be well
received by our customers and may not result in the levels of product sales that we anticipate.

We face intense competition from other e-commerce players, private label manufacturers and retailers. The e-commerce industry
in China is subject to rapid market change, the introduction of new business models, and the entry of new and well-funded competitors. If
we are unable to compete effectively, our e-commerce business’s financial condition and results of operations would be materially and
adversely affected. To effectively compete with our competitors in the e-commerce industry, we are also required to adjust and refine our
marketing approaches or to introduce new marketing approaches because the marketing approaches and tools in the consumer products
market in China are constantly evolving. If we are unable to design marketing activities that will appeal to the Chinese consumers or
market in a cost-effective manner, revenues from our e-commerce business will be adversely affected. In addition, our e-commerce
business requires us to manage a large volume of inventory effectively and requires a large amount of working capital. If we fail to
manage our inventory effectively, we may be subject to a heightened risk of inventory obsolescence, a decline in inventory values, and
significant inventory write-downs or write-offs, which may materially and adversely affect our e-commerce business and financial position.

Moreover, the future growth of our e-commerce business depends on our ability to continue to attract new customers as well as
new purchases from existing customers. Constantly changing consumer preferences have affected and will continue to affect the online
retail industry. We must stay abreast of emerging consumer preferences and anticipate product trends that will appeal to existing and
potential customers. If we are unable to offer products that attract new customers and new purchases from existing customers, our
e-commerce business may be materially and adversely affected.

Furthermore, our profit margin from the e-commerce business, even if the business is successful, is likely to be relatively lower
than our profit margin from certain of our other businesses, such as our online game business and advertising business. If we cannot
successfully address challenges specific to the e-commerce business and compete effectively, we may not be able to recover the costs of
our investments, and our future results of operations and growth prospects may be materially and adversely affected.

Risks Related to Our Operations Overall

We may be unable to compete successfully against new entrants and established industry competitors.

The Chinese market for internet content and services is intensely competitive and rapidly changing. Our competition primarily
comes from global online game developers and operators, such as Tencent, established online and offline education service providers in
China, as well as leading digital media and entertainment providers. Some of our current and potential competitors are much larger than we
are, and currently offer, and could further develop or acquire, content and services that compete with us. We mainly compete to:

e  attract, engage and retain users based on the design, quality, popularity and efficacy of our content offerings, the overall user
experience of our products and services, as well as the effectiveness of our marketing activities;

e  attract and retain motivated and capable talent, including engineers, game designers, product developers and creative
professionals to build compelling content, tools and functions; and

e win collaboration relationships with game studios and content owners based on our level of expertise in systematically

developing original games, delivering a compelling user experience through operational know-how and customizing
established game titles for rapid expansion into overseas markets.
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Our ability to compete depends on a number of other factors as well, some of which may be beyond our control, including
alliances, acquisitions or consolidations within our industries that may result in stronger competitors, and changes in the regulatory
environment in the markets we operate. Existing and new competitors may leverage their established platforms or market positions, or
introduce innovative business models, to launch highly-engaging content, products or services that may attract a large user base and achieve
rapid growth, which may materially and adversely affect our business expansion and results of operations. We increasingly face
competition from domestic and international players operating in our markets. Because many of our existing competitors as well as a
number of potential competitors have longer operating histories in the internet market, greater name and brand recognition, better
connections with the Chinese government, larger customer bases and databases and significantly greater financial, technical and marketing
resources than we have, we cannot assure you that we will be able to compete successfully against our current or future competitors or that
competition will not have a material and adverse effect on our business, financial condition and results of operations.

If we fail to keep up with rapid changes in technologies and user behavior, our future success may be adversely affected.

Our future success will depend on our ability to respond to rapidly changing technologies, adapt our products and services to
evolving industry standards and improve the performance and reliability of our products and services. Our failure to adapt to such changes
could harm our business. In addition, changes in user behavior resulting from technological developments may also adversely affect us.
For example, the number of people accessing the internet through mobile devices, including mobile phones, tablets and other hand-held
devices, has increased in recent years, and we expect this trend to continue while 4G, 5G and more advanced mobile communications
technologies are broadly implemented. If we fail to develop products and technologies that are compatible with all mobile devices, or if
the products and services we develop are not widely accepted and used by users of various mobile devices, we may not be able to penetrate
the mobile markets. In addition, the widespread adoption of new internet, networking or telecommunications technologies or other
technological changes could require substantial expenditures to modify or integrate our products, services or infrastructure. If we fail to
keep up with rapid technological changes to remain competitive, our future success may be adversely affected.

‘We cannot guarantee that our efforts to innovate and explore new areas of operations would be successful or bring positive
financial impact to us.

In addition to our existing businesses, we continue to invest significant resources in innovation and exploring new products,
services and technologies to cater to the rapidly changing customer demands and trends in the internet industry. However, the success of
new products and services depends on a number of factors including the quality of our products or services, the acceptance by the targeted
customers and our assessment of market demands and trends.

Furthermore, our competitors are constantly developing innovations, on both mobile devices and personal computers, to enhance
users’ online experience in areas that we currently operate or areas that we wish to expand our operations into. As a result, our efforts to
continuously innovate and explore new growth strategies and introduce new products and services to attract more customers of our
services, may not be successful, and we cannot guarantee that our innovation efforts could bring positive financial impact to us.

Our gross profit margin and profitability may be affected by changes in our mix of revenues.

Our gross profit may fluctuate from period to period due to a shifting mix of services and products we sell due to changes in the
relative demand for them in the marketplace. Shifts in the mix of our revenue contributed by our different business lines (or by shifts in
the sales of individual services or products within such businesses) can impact our gross profit because they generally produces a different
level of gross margin. For example, in general our Youdao and innovative businesses and others segments have had lower gross profit
margins compared to our online game services segment. These individual gross margins in turn can be impacted in any given period by
factors such as competition, the implementation of new regulatory requirements and other factors. If the mix of services and products sold
shifts from higher margin business lines to lower margin lines as a result of differing growth rates among such lines (or to lower margin
services and products within business lines), our overall gross profit margin and profitability may be adversely affected.
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A prolonged slowdown in the PRC or global economy may materially and adversely affect our results of operations, financial
condition, prospects and future expansion plans.

We derive a substantial portion of our revenue from China. As a result, our revenue and net income are impacted to a significant
extent by economic conditions in China and globally, as well as economic conditions specific to online and mobile internet usage and
advertising. The global economy, markets and levels of consumer spending are influenced by many factors beyond our control, including
consumer perception of current and future economic conditions, political uncertainty, levels of employment, inflation or deflation, real
disposable income, interest rates, taxation and currency exchange rates.

The rate of economic growth in the PRC has been experiencing a slowdown, and China’s gross domestic product decreased by
6.8% in the first quarter of 2020 compared to the same period in 2019, primarily as a result of the COVID-19 pandemic. In addition, any
future escalation of the ongoing trade war between the United States and China or ongoing impact of the coronavirus may negatively
impact the growth in both the Chinese economy and the global economy as a whole. Although the PRC government has implemented a
number of measures to address the slowdown, we cannot be certain that these measures will be successful. Any continuing or worsening
slowdown could significantly reduce domestic commerce in China, including through the internet generally and within our ecosystem. An
economic downturn, whether actual or perceived, a further decrease in economic growth rates or an otherwise uncertain economic outlook
in China or any other market in which we may operate could have a material adverse effect on our business, financial condition and results
of operations.

We are subject to a variety of laws and other obligations regarding data protection, and our failure to comply with any of them
could result in proceedings against us by governmental entities or others and harm our public image and reputation, which could
have a material adverse effect on our business, results of operations and financial condition.

We are subject to laws in China relating to the collection, use, sharing, retention, security and transfer of confidential and private
information, such as personal information and other data. These laws apply not only to third-party transactions, but also to transfers of
information between our company and our subsidiaries and VIEs and among our company, our subsidiaries, VIEs and other parties with
which we have commercial relations. These laws are continuing to develop, and the PRC government may adopt other rules and
restrictions in the future. According to the Cyber Security Law of the People’s Republic of China, or Cyber Security Law, which was
promulgated by the National People’s Congress Standing Committee on November 7, 2016, and took effect on June 1, 2017, we, as a
network operator, are obligated to provide technical assistance and support to public security and national security authorities in order to
protect national security or assist with criminal investigations. In addition, the Cyber Security Law provides that personal information and
important data collected and generated by an operator of critical information infrastructure in the course of its operations in the PRC must
be stored in the PRC. We have undertaken significant measures in an effort to ensure compliance with the Cyber Security Law.

In addition, the General Administration of Quality Supervision, Inspection and Quarantine and Standardization Administration
issued the Standard of Information Security Technology—Personal Information Security Specification (2017 edition), which took effect in
May 2018. and the Standard of Information Security Technology—Personal Information Security Specification (2020 edition), which will
take effect on October 2020. Pursuant to these standards, any entity or person who has the authority or right to determine the purposes for
and methods of using or processing personal information are seen as a personal data controller. Such personal data controller is required to
collect information in accordance with applicable laws, and prior to collecting such data, the information provider’s consent is required.
Furthermore, the Cyberspace Administration of China, or CAC, issued the Provisions on the Cyber Protection of Children’s Personal
Information, or the Children’s Provisions, which took effect on October 1, 2019. According to the Children’s Provisions, no organization
or individual is allowed to produce, release or disseminate information that infringes upon the personal information security of children
under 14. Network operators collecting, storing, using, transferring or disclosing children’s personal information are required to enact
special protections for such information. We generally comply with industry standards and have established privacy policies to ensure such
compliance. However, compliance with any additional laws could be expensive, and may place restrictions on the conduct of our business
and the manner in which we interact with our customers. Any failure to comply with applicable regulations could also result in regulatory
enforcement actions against us.
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Recently, there has been an increased focus on ensuring that mobile apps comply with privacy regulations. The Announcement of
Launching Special Crackdown Against Illegal Collection and Use of Personal Information by Apps was issued with effect on January 23,
2019 and commenced a coordinated effort among the CAC, the Ministry of Industry and Information Technology, or MIIT (formerly
known as the PRC Ministry of Information Industry, or the MII), the Ministry of Public Security and the State Administration for Market
Regulation to combat the illegal collection and use of personal information by mobile apps throughout the PRC. On October 31, 2019, the
MIIT issued the Notice on the Special Rectification of Apps Infringing Users’ Rights and Interests, pursuant to which app providers were
required to promptly rectify issues the MIIT designated as infringing app users’ rights such as collecting personal information in violation
of PRC regulations and setting obstacles for user account deactivation. If any of our mobile apps are not in compliance with these
regulations, we could be subject to potentially serious penalties, including revocation of our business licenses and permits.

Furthermore, we may be subject to similar data protection laws and other obligations in jurisdictions outside of China where we
operate, including the European Union General Data Protection Regulation, or GDPR. Complying with emerging and changing
requirements may cause us to incur substantial costs or require us to change our business practices. Non-compliance could result in
penalties or significant legal liability, including for example, penalties calculated as a percentage of global revenue under the GDPR.

Our privacy policies and practices concerning the use and disclosure of data are posted on the NetEase websites and other online
and mobile platforms. Any failure by us, our business partners or other parties with whom we do business to comply with its posted privacy
policies or with other applicable privacy-related or data protection laws and regulations could result in proceedings against us by
governmental entities or others, which could have a material adverse effect on our business, financial condition and results of operations.

In addition, any negative publicity on our website or platform’s safety or privacy protection mechanism and policy could harm our public
image and reputation and have a material and adverse effect on our business, results of operations and financial condition.

We may be subject to breaches of our information technology systems, including security breaches and improper access to or
disclosure of our data or user data, which could materially adversely affect our reputation and our results of operations and
financial position and expose us to liability claims.

Any compromise of the security of our information technology systems could materially adversely affect the operations of
NetEase’s websites and other online and mobile platforms, and result in improper disclosure of personal information and other data. We
transmit and store over our systems confidential and private information of our users, such as personal information, including names, user
IDs and passwords, and payment or transaction related information. For example, we rely on our information technology systems to record
and monitor the purchase and consumption of virtual items by our game players, which constitute a significant portion of the revenue
generated from our online games. In addition, in relation to our e-commerce business, almost all of the orders and some of the payments
for products we offer are made through our websites and our mobile applications, and some online payments for our products are settled
through third-party online payment services. We also share certain personal information about our customers with contracted third-party
couriers, such as their names, addresses, phone numbers and transaction records. Moreover, we have accumulated a large volume of data,
which covers customer’s browsing and consumption behavior information, product manufacturing and sales information, warehousing and
distribution information and customer service information, among others.

Hackers develop and deploy viruses, worms, and other malicious software programs to attack websites or other online and mobile
platforms and gain access to networks and data centers, and there have been a number of well-publicized malicious attacks against a
variety of companies worldwide to gain access to non-public information. Hackers may also act in a coordinated manner to launch
distributed denial of service attacks, or other coordinated attacks, that may cause service outages or other interruptions. In addition, we
distribute our contents to users based on user interest levels indicated by their past viewing behavior. As a result, our content distribution
platforms and the results of our user behavior analysis are subject to attempts of improper access or creating false or undesirable user
accounts for purposes of spreading misinformation.

Although we believe that we have not experienced any hacking activity or security breach that allowed unauthorized access to any
information stored on our information technology systems or caused any loss or corruption of personal information and other data,
software or other computer equipment, we have been subject to denial of service attacks that have caused portions of our network to be
inaccessible for limited periods of time. Although these are industry wide problems that affect many companies worldwide, we anticipate
that we may be subject to additional attacks in the future because of the high profile of our company in the Chinese internet industry.

20




Table of Contents

We take a number of measures to ensure that our information technology systems are secure, including ensuring that our servers
are hosted at physically secure sites and limiting access to server ports. We also use encryption and authentication technologies to secure
the transmission and storage of data. These security measures may be compromised as a result of third-party security breaches, employee
error, malfeasance, faulty password management, or other irregularities. Third parties may also attempt to fraudulently induce employees
or customers into disclosing user names, passwords or other sensitive information, which may in turn be used to access our information
technology systems. We expect that we will be required to continue to expend significant resources to system security, data encryption,
and other security measures to protect our systems and data, but these security measures cannot provide absolute security.

In the case of a breach of our systems, our data on the purchase and consumption of virtual items by our game players and other
personal information of our users such as users of our intelligent education and e-commerce products may be compromised. As a result,
our ability to accurately recognize revenues from certain of our online games and the playing experience of our game players could be
materially and adversely affected. Moreover, if a computer security breach allows unauthorized access to or release of personal
information and other data of our users, our reputation and brand could be materially damaged and use of the NetEase websites and other
online and mobile platforms could decrease. We could also be exposed to a risk of loss or litigation and possible liability, which could
result in a material adverse effect on our business, results of operations and financial condition.

The success of our business is dependent on our ability to retain our existing key employees and to add and retain senior officers to
our management.

We depend on the services of our existing key employees. Our success will largely depend on our ability to retain these key
employees and to attract and retain qualified senior and middle level managers to our management team. Future changes in management
could cause material disruptions to our business. We also depend on our ability to attract and retain in the future highly skilled technical,
editorial, marketing and customer service personnel, especially experienced online game software developers. We cannot assure you that
we will be able to attract or retain such personnel or that any personnel we hire in the future will successfully integrate into our
organization or ultimately contribute positively to our business. In particular, the market for experienced online game software
programmers is intensely competitive in China. While we believe we offer compensation packages that are consistent with market
practice, we cannot be certain that we will be able to hire and retain sufficient experienced programmers to support our online games
business. We may also be unsuccessful in training and retaining less-experienced programmers on a cost-effective basis. The loss of any
of our key employees would significantly harm our business. We do not maintain key person life insurance on any of our employees.

Unexpected network interruption caused by system failures may reduce visitor traffic and harm our reputation.

Both the continual accessibility of the NetEase websites and other online and mobile platforms and the performance and reliability
of our technical infrastructure are critical to our reputation and the ability of the NetEase websites and other online and mobile platforms to
attract and retain users and advertisers. Any system failure or performance inadequacy that causes interruptions in the availability of our
services or increases the response time of our services could reduce user satisfaction and traffic, which would reduce the NetEase websites
and other online and mobile platforms’ appeal to users and advertisers. As the number of NetEase websites, mobile applications and traffic
increase, we cannot assure you that we will be able to scale our systems proportionately. Any system failures and electrical outages could
materially and adversely impact our business.

Our operations are vulnerable to natural disasters, widespread public health problems and other events.

We have limited backup systems and have experienced system failures and electrical outages from time to time in the past, which
have disrupted our operations. Most of our servers and routers are currently located at several different locations in China. Our disaster
recovery plan may not fully ensure safety in the event of damage from fire, floods, typhoons, earthquakes, power loss, telecommunications
failures, break-ins and similar events. If any of the foregoing occurs, we may experience a system shutdown. We do not carry any
business interruption insurance. To improve performance and to prevent disruption of our services, we may have to make substantial
investments to deploy additional servers. We carry property insurance with low coverage limits that may not be adequate to compensate us
for all losses, particularly with respect to loss of business and reputation that may occur.
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Our business could be adversely affected by widespread public health or other outbreaks and epidemics.

COVID-19, a novel strain of coronavirus, has spread worldwide. This outbreak has caused, and may continue to cause us and
certain of our business partners, including game licensors, suppliers, customers, advertisers and manufacturers, to implement temporary
adjustments of work schemes allowing employees to work from home. We have taken measures to reduce the impact of this outbreak,
including monitoring our employees’ health and optimizing our technology system to support potential growth in game player traffic.
However, we and certain of our business partners might still experience lower work efficiency and productivity, which may adversely
affect our service quality. This outbreak has also caused restrictions on our employees’ and our business partners’ ability to travel. In
addition, the deterioration in economic conditions in connection with the outbreak globally has caused, and may continue to cause,
decreases or delays in advertising and marketing service spending and budgets of customers across our platforms. As a result of any of the
above developments, our business, financial condition and results of operations could be materially and adversely affected.

The extent to which COVID-19 impacts our results will depend on future developments, which are highly uncertain and cannot be
predicted, including new information which may emerge concerning the severity of COVID-19 and the actions to contain the coronavirus
or treat its impact, among others. There have also been other outbreaks of epidemics in China and globally in recent years. Our operations
could be disrupted if any future outbreak occurs in China, where substantially all of our revenue is derived, or in Beijing, Shanghai,
Guangzhou and Hangzhou, where most of our employees are located. Our operations may be impacted due to closures of our offices or the
sickness or death of our key officers and employees. Our operations could also be severely disrupted if such health problems or outbreak
lead to a general slowdown in the Chinese economy or if our suppliers, customers or business partners were affected by such natural
disasters, outbreaks or health epidemics.

From time to time we may evaluate and consummate strategic investments or acquisitions, which could require significant
management attention, disrupt our business and adversely affect our financial results.

We from time to time evaluate and enter into discussions regarding a wide array of potential long-term investments, merger or
acquisition transactions. Any transactions that we enter into could be material to our financial condition and results of operations. The
process of integrating with another company or integrating an acquired company, business, asset or technology may create unforeseen
operating difficulties and expenditures. The areas where we face risks include:

e significant costs of identifying and consummating acquisitions;

e diversion of management time and focus from operating our business to acquisition integration challenges;

e difficulties in integrating the management, technologies and employees of the acquired businesses;

e implementation or remediation of controls, procedures and policies at the acquired company;

e coordination of products and services, engineering and sales and marketing functions;

e retention of employees from the businesses we acquire;

e liability for activities of the acquired company before the acquisition;

e potential significant impairment losses related to goodwill and other intangible assets acquired or investments in other
businesses;

e litigation or other claims in connection with the acquired company;
e significant expenses in obtaining approvals for the transaction from shareholders and relevant government authorities in

China;
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e in the case of overseas acquisitions, the need to integrate operations across different cultures and languages and to address the
particular economic, currency, political and regulatory risks associated with specific countries; and

e failure to achieve the intended objectives, benefits or revenue-enhancing opportunities.

Our failure to address these risks or other problems encountered in connection with our future acquisitions and investments could
cause us to fail to realize the anticipated benefits of such acquisitions or investments, incur unanticipated liabilities and expenses and harm
our business generally. If we use our equity securities to pay for acquisitions, we may dilute the value of your American depositary shares,
or ADSs, and the underlying ordinary shares. If we borrow funds to finance acquisitions, such debt instruments may contain restrictive
covenants that could, among other things, restrict us from distributing dividends. Such acquisitions and investments may also lead to
significant amortization expenses related to intangible assets, impairment charges or write-offs.

If our server and bandwidth service providers fail to provide these services, our business could be materially curtailed.

We rely on affiliates of China Telecom, China Unicom, and China Mobile to provide us with server and bandwidth service for
internet users to access the NetEase websites and other online and mobile platforms. If China Telecom, China Unicom, and China Mobile
or their affiliates fail to provide such services or raise prices for their services, we may not be able to find a reliable and cost-effective
substitute provider on a timely basis or at all. If this happens, our business could be materially curtailed.

We also rely on cloud servers maintained by third-party cloud service providers particularly for our overseas games. We do not
control the operation of these providers or their facilities, and the facilities are vulnerable to damage, interruption or misconduct.
Unanticipated problems at these facilities could result in lengthy interruptions in our services. Problems with our cloud service providers or
the telecommunications network providers with whom they contract could adversely affect the experience of our users. Any change in
service levels at our cloud servers or any errors, defects, disruptions, or other performance problems with our platform could harm our
business or reputation or we could be required to retain the services of replacement providers, which could increase our operating costs.

‘We may be held liable for information or content displayed on, retrieved from or linked to the NetEase websites and other
NetEase’s online and mobile platforms.

We may face liability for defamation, negligence, copyright, patent or trademark infringement and other claims based on the
nature and content of the materials that are published on the NetEase websites and other online and mobile platforms. We are involved in
intellectual property infringement claims or actions from time to time and are occasionally subject to defamation claims or infringement
claims related to individual’s publicity rights. We believe that the amounts claimed in these actions, in the aggregate, are not material to
our business. However, these amounts may be increased for a variety of reasons as the claims progress, and we and our affiliates could be
subject to additional defamation or infringement claims which, singly or in the aggregate, could have a material adverse effect on our
business and results of operations, if successful. We also could be subject to copyright, defamation and other claims based upon user-
generated content that is accessible on the NetEase websites or other online and mobile platforms such as content and materials posted or
uploaded by users on message boards, online communities, social media platforms, voting systems, e-mail, chat rooms or our other online
and mobile platforms including NetEase Cloud Music, NetEase CC live streaming platform and the NetEase News App. By providing
technology for hypertext links to third-party websites, we may be held liable for copyright or trademark violations by those third-party
sites. Third parties could assert claims against us for losses incurred in reliance on any erroneous information distributed by us. Moreover,
users of the NetEase web-based e-mail services could seek damages from us for:

e unsolicited e-mails;

e Jlost or misplaced messages;

e illegal or fraudulent use of e-mail; or

e interruptions or delays in e-mail service.

We may incur significant costs in investigating and defending these claims, even if they do not result in liability.
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Divestitures of businesses and assets may have a material and adverse effect on our business and financial condition.

We have undertaken, and may undertake in the future, divestitures or other disposal transactions in connection with certain of our
businesses and assets, particularly ones that are not closely related to our core focus areas or might require excessive resources or financial
capital, to help our company meet its objectives. For example, in September 2019, we sold our e-commerce platform Kaola. These
decisions are largely based on our management’s assessment of the business models and likelihood of success of these businesses.
However, our judgment could be inaccurate, and we may not achieve the desired strategic and financial benefits from these transactions.
Our financial results could be adversely affected by the impact from the loss of earnings and corporate overhead contribution/allocation
associated with divested businesses. These factors may make it difficult for investors and analysts to predict our future earnings potential
based on our historical financial performance.

Dispositions may also involve continued financial involvement in the divested business, such as through guarantees, indemnities
or other financial obligations. Under these arrangements, performance by the divested businesses or other conditions outside of our control
could affect our future financial results. We may also be exposed to negative publicity as a result of the potential misconception that the
divested business is still part of our consolidated group. On the other hand, we cannot assure you that the divesting business would not
pursue opportunities to provide services to our competitors or other opportunities that would conflict with our interests. If any conflicts of
interest that may arise between the divesting business and us cannot be resolved in our favor, our business, financial condition, results of
operations could be materially and adversely affected.

Furthermore, reducing or eliminating our ownership interests in these businesses might negatively affect our operations, prospects,
or long-term value. We may lose access to resources or know-how that would have been useful in the development of our own business.
Our ability to diversify or expand our existing businesses or to move into new areas of business may be reduced, and we may have to
modify our business strategy to focus more exclusively on areas of business where we already possess the necessary expertise. We may sell
our interests too early, and thus forego gains that we otherwise would have received had we not sold. Selecting businesses to dispose of,
finding buyers for them and negotiating prices for what may be relatively illiquid ownership interests with no easily ascertainable fair
market value will also require significant attention from our management and may divert resources from our existing business, which in
turn could have an adverse effect on our business operations.

RISKS RELATED TO OUR CORPORATE STRUCTURE

If the PRC government finds that the contractual arrangements with our VIEs do not comply with applicable PRC laws and
regulations, or if these regulations or their interpretations change in the future, we may be subject to penalties or be forced to
relinquish our interests in those operations.

Due to legal restrictions on foreign investment in Chinese companies providing value-added telecommunications services and
holding ICP licenses and other regulated licenses, we operate our three business segments through contractual arrangements with the VIEs
and their equity holders. The contractual arrangements enable us to (i) hold effective control over the VIEs; (ii) receive the substantially
all of the economic benefits of our VIEs; and (iii) have an exclusive option to purchase all or part of the equity interests in the VIEs when
and to the extent permitted by PRC law or request any existing shareholders of the VIEs to transfer any or part of the equity interest in the
relevant VIE to another PRC person or entity designated by us at any time at our discretion. Because of the contractual arrangements, we
are the primary beneficiary of the VIEs and their respective subsidiaries and consolidate the results of operations of the VIEs into ours. Our
VIEs and their respective subsidiaries hold the licenses, approvals and key assets that are essential for our business operations.

If the PRC government finds that our contractual arrangements do not comply with the existing or future restrictions on foreign
investment, or if the PRC government otherwise finds that we, the VIEs or any of their subsidiaries are in violation of the existing or future
PRC laws or regulations or lack the necessary permits or licenses to operate our business, the relevant PRC regulatory authorities would
have broad discretion in dealing with such violations or failures, including, without limitation:

e revoking our business and operating licenses;

e discontinuing or restricting our operations;

e imposing fines or confiscating any of our income that they deem to have been obtained through illegal operations;
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e imposing conditions or requirements with which we may not be able to comply;

e requiring us to restructure the relevant ownership structure or operations;

e restricting our financing activities to finance the business and operations of our VIEs; or
e taking other regulatory or enforcement actions that could be harmful to our business.

Any of these actions could cause significant disruption to our business operations, and may materially and adversely affect our
business, financial condition and results of operations. In addition, it is unclear what impact the PRC government actions would have on us
and on our ability to consolidate the financial results of any of the VIEs in our consolidated financial statements, if the PRC governmental
authorities find our legal structure and contractual arrangements to be in violation of PRC laws, rules and regulations. If any of these
penalties results in our inability to direct the activities of VIEs that most significantly impact their economic performance and/or our failure
to receive the economic benefits from the VIEs, we may not be able to consolidate the VIEs and their respective subsidiaries into our
consolidated financial statements. Please also see the below risk factors “— Substantial uncertainties exist with respect to how the 2019
Foreign Investment Law may impact the viability of our current corporate structure, corporate governance and business operations.” and
“— Risks Related to Doing Business in China—The Chinese government restricts the ability for foreign investors to invest in and operate
in certain types of telecommunications and internet businesses.”

Substantial uncertainties exist with respect to how the 2019 Foreign Investment Law may impact the viability of our current
corporate structure, corporate governance and business operations.

On March 15, 2019, the Standing Committee of National People’s Congress promulgated the Law of Foreign Investment, or the
2019 Foreign Investment Law, which became effective on January 1, 2020. The 2019 Foreign Investment Law replaces the trio of existing
laws regulating foreign investment in China, namely, the Sino-Foreign Equity Joint Venture Enterprise Law, the Sino-Foreign Cooperative
Joint Venture Enterprise Law and the Wholly Foreign-Owned Enterprise Law, together with their implementation rules and ancillary
regulations, and embodies an expected PRC regulatory trend to rationalize its foreign investment regulatory regime in line with prevailing
international practice and the legislative efforts to unify the corporate legal requirements for both foreign and domestic investments.
However, uncertainties still exist in relation to interpretation and implementation of the 2019 Law of Foreign Investment, especially in
regard to, including, among other things, the nature of VIE structure, the promulgation schedule of both the “negative list” under the 2019
Foreign Investment Law and specific rules regulating the organization form of foreign-invested enterprises within the five-year transition
period.

The “variable interest entity” structure, or VIE structure, has been adopted by many PRC-based companies, including us, to obtain
necessary licenses and permits in the industries that are currently subject to foreign investment restrictions in China. See Item 4.B.
“Business Overview—Our Organizational Structure.” While the 2019 Foreign Investment Law and its implementation regulations which
took effect on January 1, 2020 do not define contractual arrangements as a form of foreign investment explicitly, we cannot assure you that
future laws and regulations will not provide for contractual arrangements as a form of foreign investment. Therefore, there can be no
assurance that our control over our VIEs through contractual arrangements will not be deemed as foreign investment in the future.

In the event that any possible future laws, administrative regulations or provisions deem contractual arrangements as a way of
foreign investment, or if any of our operations through contractual arrangements is classified in the “restricted” or “prohibited” industry in
the future “negative list” under the 2019 Foreign Investment Law, our contractual arrangements may be deemed as invalid and illegal, and
we may be required to unwind the VIE contractual arrangements and/or dispose of any affected business. Also, if future laws,
administrative regulations or provisions mandate further actions to be taken with respect to existing contractual arrangements, we may face
substantial uncertainties as to whether we can complete such actions in a timely manner, or at all. In addition, the 2019 Foreign Investment
Law provides that foreign invested enterprises established according to the existing laws regulating foreign investment may maintain their
structure and corporate governance within a five-year transition period, which means that we may be required to adjust the structure and
corporate governance of certain of our PRC subsidiaries after such transition period. Failure to take timely and appropriate measures to
cope with any of these or similar regulatory compliance challenges could materially and adversely affect our current corporate structure,
corporate governance and business operations.
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Our contractual arrangements with our VIEs may not be as effective in providing operational control as direct ownership. If our
VIEs or their ultimate shareholders violate our contractual arrangements with them, our business could be disrupted, our
reputation may be harmed and we may have to resort to litigation to enforce our rights, which may be time consuming and
expensive.

Our VIEs are owned by shareholders whose interests may differ from ours and those of our shareholders because they own a larger
percentage of such companies than of our company. These affiliated companies or their ultimate shareholders could violate our
arrangements with them by, among other things, failing to operate and maintain the NetEase websites and other online and mobile
platforms, or their various businesses in an acceptable manner, failing to remit revenue to us on a timely basis or at all or diverting
customers or business opportunities from our company. In addition, the operation of the online games licensed from Blizzard is dependent
on Shanghai EaseNet, which is owned by William Lei Ding, our Chief Executive Officer, director and major shareholder, and has
contractual arrangements with us and with the joint venture established between Blizzard and us. The interests of Mr. Ding and the joint
venture may differ from ours and those of our shareholders. A violation of the foregoing agreements could disrupt our business and
adversely affect our reputation in the market. If these companies or their ultimate shareholders violate our agreements with them, we may
have to incur substantial costs and expend significant resources to enforce those arrangements and rely on legal remedies under the PRC
laws. Many PRC laws, rules and regulations are relatively new, and because of the limited volume of published decisions and their non-
binding nature, the interpretation and enforcement of these laws, rules and regulations involve substantial uncertainties. These
uncertainties may impede our ability to enforce these agreements, or cause us to suffer significant delay or other obstacles in the process of
enforcing these agreements, and may materially and adversely affect our results of operations and financial position.

Because our contractual arrangements with certain of our affiliated entities and their ultimate shareholders do not detail the
parties’ rights and obligations, our remedies for a breach of these arrangements are limited.

Our current relationship with certain affiliated entities, including Guangzhou NetEase Computer System Co., Ltd., or Guangzhou
NetEase, Hangzhou NetEase Leihuo Technology Co.,Ltd. (formerly known as Hangzhou NetEase Leihuo Network Co., Ltd.), or
Hangzhou Leihuo, Youdao Computer, Shanghai EaseNet, and their ultimate shareholders is based on a number of contracts, and these
affiliated companies are considered our VIEs for accounting purposes. The terms of these agreements are often statements of general
intent and do not detail the rights and obligations of the parties. Some of these contracts provide that the parties will enter into further
agreements on the details of the services to be provided. Others contain price and payment terms that are subject to monthly adjustment.
These provisions may be subject to differing interpretations, particularly on the details of the services to be provided and on price and
payment terms. It may be difficult for us to obtain remedies or damages from these affiliated entities or their ultimate shareholders for
breaching our agreements. Because we rely significantly on these companies for our business, the realization of any of these risks may
disrupt our operations or cause degradation in the quality and service provided on, or a temporary or permanent shutdown of, the NetEase
websites or other online and mobile platforms.

One of our shareholders has significant influence over our company.

Our founder, Chief Executive Officer and director, William Lei Ding, beneficially owned, as of December 31, 2019,
approximately 45.1% of our outstanding ordinary shares and is our largest shareholder. Accordingly, Mr. Ding has significant influence in
determining the outcome of any corporate transaction or other matter submitted to the shareholders for approval, including mergers,
consolidations, the sale of all or substantially all of our assets, election of directors and other significant corporate actions. He also has
significant influence in preventing or causing a change in control. In addition, without the consent of this shareholder, we may be
prevented from entering into transactions that could be beneficial to us. The interests of Mr. Ding may differ from the interests of our
other shareholders
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A majority of the share capital of certain of our affiliated entities are held by our major shareholder, who may cause these
agreements to be amended in a manner that is adverse to us.

Our major shareholder, William Lei Ding, directly or indirectly holds the majority interest in certain of our VIEs. As a result, Mr.
Ding may be able to cause the agreements related to those companies to be amended in a manner that will be adverse to our company, or
may be able to cause these agreements not to be renewed, even if their renewal would be beneficial for us. Although we have entered into
an agreement that prevents the amendment of these agreements without the approval of the members of our board of directors other than
Mr. Ding, we can provide no assurances that these agreements will not be amended in the future to contain terms that might differ from the
terms that are currently in place. These differences may be adverse to our interests. In addition, William Lei Ding also holds the entire
share capital of Shanghai EaseNet, and we can provide no assurance that Mr. Ding will not cause the agreements related to Shanghai
EaseNet to be amended in the future in a manner that will be adverse to us or to contain terms that might differ from the terms that are
currently in place. These differences may be adverse to our interests.

We may not be able to conduct our operations without the services provided by certain of our affiliated entities.

Our operations are currently dependent upon our commercial relationships with our VIEs, and we derive most of our revenues
from these companies. If these companies are unwilling or unable to perform the agreements which we have entered into with them, we
may not be able to conduct our operations in the manner in which we currently do. In addition, our VIEs may seek to renew these
agreements on terms that are disadvantageous to us. Although we have entered into a series of agreements that provide us with substantial
ability to control these companies, we may not succeed in enforcing our rights under them. If we are unable to renew these agreements on
favorable terms, or to enter into similar agreements with other parties, our business may not expand, and our operating expenses may
increase.

Our corporate structure may restrict our ability to receive dividends from, and transfer funds to, our PRC subsidiaries and VIEs,
which could restrict our ability to act in response to changing market conditions and reallocate funds internally in a timely manner.

NetEase, Inc. is a holding company with no significant assets other than cash on hand and its equity interests in its directly and
indirectly-owned subsidiaries, including those set forth in the organizational diagram appearing in Item 4.B. “Business Overview—Our
Organizational Structure.” As a result, our primary internal source of funds for our cash and financing requirements is dividend payments
and other distributions on equity from our subsidiaries. If these subsidiaries incur debt on their own behalf in the future, the instruments
governing the debt may restrict their ability to pay dividends or make other distributions to us, which in turn would limit our ability to pay
dividends on our ADSs and service any debt we may incur. PRC tax authorities may also require us to amend our contractual
arrangements with our VIEs and their respective shareholders in a manner that would materially and adversely affect the ability of our
subsidiaries to pay dividends and other distributions to us. In addition, Chinese legal restrictions permit payment of dividends only out of
net income as determined in accordance with Chinese accounting standards and regulations. Under Chinese law, our PRC subsidiaries and
VIEs are also required to set aside a portion of their net income each year to fund certain reserve funds, except in cases where a company’s
cumulative appropriations have already reached the statutory limit of 50% of that company’s registered capital. These reserves are not
distributable as cash dividends. Also see “—Risks Related to Doing Business in China—We may be treated as a resident enterprise for
PRC tax purposes under the Enterprise Income Tax Law, which may subject us to PRC income tax for our global income and result in
dividends payable by us to our foreign investors, and gains on the sales of our ordinary shares or ADSs, becoming subject to taxes under
PRC tax laws, which may materially reduce the value of your investment.” for further details. Any limitation on the ability of our PRC
subsidiaries and VIEs to transfer funds to us in the form of dividends or other distributions could materially and adversely limit our ability
to grow, make investments or acquisitions that could be beneficial to our businesses, pay debt or dividends, and otherwise fund and
conduct our business.

In addition, any transfer of funds from us to any of our PRC subsidiaries or VIEs, either as a shareholder loan or as an increase in
registered capital, is subject to certain statutory limit requirements and registration or approval of the relevant PRC governmental
authorities, including the relevant administration of foreign exchange and/or the relevant examining and approval authority.

Therefore, it is difficult to change our capital expenditure plans once the relevant funds have been remitted from our company to

our PRC subsidiaries or VIEs. These limitations on the free flow of funds between us and our PRC subsidiaries and VIEs could restrict our
ability to act in response to changing market conditions and reallocate funds internally in a timely manner.
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Our arrangements with certain of our affiliated entities and their respective shareholders may cause a transfer pricing adjustment
and may be subject to scrutiny by the PRC tax authorities.

We could face material and adverse tax consequences if the PRC tax authorities determine that our contracts with our VIEs and
their respective shareholders were not entered into based on arm’s-length negotiations. Although our contractual arrangements are similar
to those of other companies conducting similar operations in China, if the PRC tax authorities determine that these contracts were not
entered into on an arm’s-length basis, they may adjust our income and expenses for PRC tax purposes in the form of a transfer pricing
adjustment which may result in an increase in our taxes. In addition, the PRC tax authorities may also impose late payment interest.

A transfer of shares of certain of our affiliated entities may trigger tax liability.

If we need to cause the transfer of shareholdings of our VIEs from their current respective shareholders to any other individual, we
may be required to pay individual income tax in the PRC on behalf of the transferring shareholder. Such individual income tax would be
based on any gain deemed to have been realized by such shareholder on such transfer, and may be calculated based on a tax rate of 20%
applied to the transferring shareholder’s interest in net book value of the entity whose shares are being transferred minus the original
investment cost. A significant tax obligation arising from any such transfer of shares could materially adversely affect our business and
results of operations.

We may lose the ability to use and enjoy assets held by any of our principal VIEs that are important to the operation of our
business if such VIE declares bankruptcy or becomes subject to a dissolution or liquidation proceeding.

Our principal VIEs hold assets that are material to our business operations, such as our certain intellectual property and core
licenses and permits. Although the VIE contracts between our subsidiaries and VIEs and the shareholders of our VIEs contain terms that
prohibit the shareholders of our VIEs from adversely affecting the existence of the VIEs, in the event the shareholders breach this
obligation and voluntarily liquidate our VIEs, or if any of our VIEs declare bankruptcy and all or part of its assets become subject to liens
or rights of third-party creditors, we might be unable to continue some or all of our business operations. Furthermore, if any of our VIEs
were to undergo a voluntary or involuntary liquidation proceeding, its shareholders or unrelated third-party creditors might claim rights to
some or all of such VIE’s assets and their rights could be senior to our rights under the VIE contracts, thereby hindering our ability to
operate our business.

RISKS RELATED TO DOING BUSINESS IN CHINA

Changes in government regulation of the telecommunications and internet industries in China may result in uncertainties in
interpretation and/or the Chinese government requiring us to obtain additional licenses or other governmental approvals to
conduct our business, both of which may restrict our operations.

The telecommunications and internet industry, including ICP services and online games, is highly regulated by the Chinese
government. In addition, the telecommunication and internet-related laws and regulations are relatively new and constantly evolving, and
their interpretation and enforcement involve significant uncertainties. As a result, in certain circumstances, it may be difficult to determine
what actions or omissions may be deemed to be in violation of applicable laws and regulations in this area.

Currently, to operate our business in compliance with all the relevant ICP-related Chinese regulations, we have control over our
websites and other online and mobile platforms through contractual arrangements. For example, we rely mainly on contractual
arrangements with Guangzhou NetEase and Hangzhou Leihuo and their approvals to operate as ICPs as a result of restrictions on foreign
investment for businesses providing value-added telecommunications services in China, including internet information services. In
addition, Shanghai EaseNet holds the Value-Added Telecommunications Business Operating License issued by the Shanghai Provincial
Telecommunications Bureau and the Internet Culture Operating License from the Ministry of Culture, or the MOC (later superseded by the
Ministry of Culture and Tourism, or the MOCT), and we rely on contractual arrangements with Shanghai EaseNet for our operations of
online games licensed from Blizzard.
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The evolving PRC regulatory system for the telecommunications and internet industries may lead to the establishment of new
regulatory agencies. For example, in May 2011, the State Council, in collaboration with the State Council Information Office, the MIIT
and the Ministry of Public Security, announced the establishment of the CAC, whose primary role is to facilitate the policy-making and
legislative development in the telecommunications and internet industries by coordinating with other relevant governmental agencies in
connection with online content administration and handling cross-ministry regulatory matters in relation to such industries.

In addition, we are uncertain as to whether the Chinese government will reclassify our business as a media or retail company, due
to our acceptance of fees for internet advertising, online games, e-commerce, and other innovative services as sources of revenues, or as a
result of our current corporate structure. Such reclassification could subject us to penalties, fines or significant restrictions on our
business. Moreover, NetEase, Inc. may have difficulties enforcing its rights under the agreements with our VIEs if any of these parties
breaches any of the agreements with them because NetEase, Inc. does not have approval from appropriate Chinese authorities to provide
internet content services, internet advertising services, e-commerce services or other innovative services. Future changes in Chinese
government policies affecting the provision of information services, including the provision of online services, internet access, e-commerce
services, online advertising and online gaming may impose additional regulatory requirements on us or our service providers or otherwise
harm our business.

The Chinese government restricts the ability for foreign investors to invest in and operate in certain types of telecommunications
and internet businesses.

Foreign ownership of certain types of telecommunications and internet businesses which we operate, including value-added
telecommunications services, internet cultural services and internet publication services, is subject to restrictions under applicable PRC
laws. For example, on September 28, 2009, General Administration of Press and Publication, or GAPP, together with the National
Copyright Administration and National Office of Combating Pornography and Illegal Publications issued a Notice on Further
Strengthening Pre-examination and Pre-approval of Online Games and Administration of Imported Online Games Approval, or Circular
13. According to Circular 13, foreign investors are not permitted to invest in online game operating businesses in China via wholly-
owned, equity joint venture or cooperative joint venture investments and expressly prohibits foreign investors from gaining control over or
participating in domestic online game operators through indirect ways such as establishing other joint venture companies, or contractual or
technical arrangements. In addition, the Administration of Online Publishing Service jointly issued by the State Administration of Press,
Publication, Radio, Film and Television, or the SAPPRFT (later superseded by the National Radio and Television Administration, or
NRTA) and MII (later superseded by the MIIT), effective on March 10, 2016, forbids foreign investments in the online publishing business.

With respect to our internet media business, the CAC’s Provisions for the Administration of Internet News Information Services,
which became effective from June 1, 2017, expressly prohibit any Sino-foreign equity joint venture or cooperative joint venture or any
foreign-funded enterprise to conduct internet-based news information services. We believe we are in compliance with such requirement
because our internet media business is conducted through our contractually controlled VIEs that are PRC entities. Additionally, in
accordance with the Several Opinions on the Introduction of Foreign Capital to the Culture Sector (Wen Ban Fa [2005] No. 19) issued by
the MOC (later superseded by the MOCT) on July 6, 2005, foreign investors (excluding Hong Kong and Macau) are prohibited from
establishing or operating internet-based cultural institutions. It is unclear what activities count as “operating internet-based cultural
institutions,” however certain services we provide in our innovative businesses and others segment are likely to be deemed as such. We
believe we are also in compliance with this requirement because we operate our other innovative businesses and other services through our
contractually controlled VIEs.

It is unclear whether the authorities will deem our VIE structure as a kind of such “indirect ways” by foreign investors to gain
control over or participate in domestic online game operators, internet-based news information services or internet-based cultural
institutions. If our VIE structure is deemed as one such “indirect way,” our VIE structure may be challenged by the authorities and the
authorities may require us to restructure our VIE structure and take action to prohibit or restrict our business operations. In such case, we
may not be able to operate or control business in the same manner as we currently do and may not be able to consolidate the VIEs. Please
also see “Risks Related to Our Corporate Structure” above for a discussion of the risks associated with our VIE structure.
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In recent years, the PRC government has been promoting foreign investment reform in some sectors and purported to loosen the
foreign investment restrictions in those sectors. For example, the Notice of the Ministry of Industry and Information Technology on
Removing the Restrictions on Foreign Equity Ratios in Online Data Processing and Transaction Processing (Operating E-commerce)
Business promulgated by the MIIT on June 19, 2015, allows foreign investors hold up to 100% of the equity interests in an online data
processing and transaction processing business (operational e-commerce) in China. In addition, the National Development and Reform
Commission and the Ministry of Commerce jointly published the 2019 edition of the Special Administrative Measures for Access of
Foreign Investments, which came into effect on July 30, 2019. The measures remove some of the previous restrictions on value-added
telecommunications providers by allowing foreign investors to hold up to 100% of the equity interests in e-commerce, domestic multi-
party communication, e-storage and forwarding and call center businesses in China. It is unclear how these new policies will be
implemented. More generally, the authorities in China have broad discretion in the determination and interpretation of the rules and
regulations regarding foreign investment in the telecommunications and internet business, which may adversely impact our financial
statements, operations and cash flows.

The Chinese government has taken steps to limit online game playing time for all minors and to otherwise control the content and
operation of online games. These and any other new restrictions on online games may materially and adversely impact our
business and results of operations.

As part of its anti-addiction online game policy, the Chinese government has taken several steps to discourage minors under the
age of 18 from continuously playing online games once they exceed a set number of hours of continuous play. For example, in July 2005,
the MOC (later superseded by the MOCT) and the MII (later superseded by the MIIT) jointly issued an opinion which requires online
game operators to develop systems and software for identity certification, to implement anti-addiction modifications to game rules and to
restrict players under 18 years of age from playing certain games. Subsequently, in August 2005, GAPP (later superseded by the NRTA)
proposed an online game anti-addiction system that would have reduced and eliminated experience points that a user can accumulate after
three and five hours of consecutive playing, respectively. In March 2006, GAPP amended its proposal to require players to register with
their real names and identity card numbers and to apply the anti-addiction system only to players under 18 years of age. In April 2007,
GAPP and several other government authorities jointly promulgated the Notice Concerning the Protection of Minors’ Physical and Mental
Well-being and Implementation of Anti-addiction System on Online Games, or the Anti-Addiction Notice, which confirmed the real-name
verification proposal and required online game operators to develop and test their anti-addiction systems from April 2007 to July 2007,
after which no online games can be registered or operated without an anti-addiction system in accordance with the Anti-Addiction Notice.
Accordingly, we implemented our anti-addiction system to comply with the Anti-Addiction Notice. Since its implementation, we have not
experienced a significant negative impact on our business as a result of the Anti-Addiction Notice.

To identify that a game player is a minor and is thus subject to the online game anti-addiction system, a real-name registration
system must be adopted to require players to register their real identity information before playing online games. Pursuant to the Notice
Regarding the Initiation of Work on the Online Games Real-Name Verification System to Prevent Online Gaming Addiction, or the
Commencement of Real-Name Authentication Notice, issued by eight government authorities on July 1, 2011, online game (excluding
mobile game) operators must submit the identity information of game players which needs to be further verified to the National Citizen
Identity Information Center, a subordinate public institution of the Ministry of Public Security, for verification since October 1, 2011, in an
effort to prevent minors from using an adult’s ID to play online games. Violation of the Anti-addiction Notice and the Commencement of
Real-name Authentication Notice could result in the termination of the operation of online games. On August 30, 2018, the
Implementation Scheme on Comprehensive Prevention and Control of Adolescent Myopia, or the Implementation Scheme, was issued
jointly by eight PRC regulatory authorities at the national level, including the GAPP and the SART (later superseded by the NRTA). The
Implementation Scheme provides that as a part of the plan to prevent myopia among children, the GAPP will control the number of new
online games and take steps to restrict the amount of time children spend on playing online games. On October 25, 2019, the State
Administration of Press and Publication promulgated the Notice on Preventing Minors from Indulging in Online Games, according to
which the length of minors’ use of online games should be strictly controlled. It requires all online game users to register their
identification information. The total length of time for minors to access online games must be limited on a daily basis. Every day from
22:00 to 8:00 the next day, online game companies are not permitted to provide game services to minors in any form. Game services
provided to minors must not exceed 3 hours per day on public holidays and 1.5 hours on other days. In addition, online transactions are
capped monthly at RMB200 or RMB400, depending on a minor's age. We have updated our anti-addiction systems accordingly to comply
with the above-mentioned requirements. We do not believe that the Implementation Scheme has any material impact on our gaming
operations, but we cannot assure you that any future regulations or restrictive rules will not adversely affect our operations.
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On July 10, 2019, the MOC (later superseded by the MOCT) announced the abolishment of the Interim Measures on
Administration of Online Games, or the Online Games Measures, which had previously regulated activities related to the online game
industry, including requirements that game operators follow new registration procedures, publicize information about the content and
suitability of their games, prevent access by minors to inappropriate games, avoid certain types of content in games targeted to minors,
avoid game content that compels players to kill other players, manage virtual currency in certain ways and register users with their real
identities. As of the date of the filing of this annual report, no laws and regulations had been promulgated or published to replace the
Online Games Measures. We cannot be sure if or when any future regulations or restrictive rules in this regard will be promulgated and
whether they would negatively impact our operations, including by increasing our compliance costs and negatively impacting our ability to
launch and operate new games.

The Chinese government has not enacted any laws regarding virtual asset property rights and, accordingly, it is not clear what
liabilities, if any, online game providers may have for virtual assets.

One of the features of our PC and mobile massively multiplayer online role-playing game, or MMORPG, which helps to build a
large user base and maintain loyalty is that users can accumulate virtual tools, powers and rankings as they play the games. We believe
that these virtual assets are highly valued by our users, particularly long-term users, and are traded among users. However, on occasion,
such assets can be lost if, for example, a user’s identity is stolen by another user or we experience a system error or crash. Other than the
General Rules on the Civil Law of the People’s Republic of China, which was passed by the National People’s Representative Meeting on
March 15, 2017 and took effect on October 1, 2017, which prescribes that network virtual property will be protected according to the laws
and regulations stipulating the protection of such property, the Chinese government has not yet enacted any specific laws regarding virtual
property rights. Accordingly, we have no basis to determine what are the legal rights, if any, associated with virtual assets and what
liabilities we could be exposed to for the loss or destruction of virtual assets. We could therefore potentially be held liable for the way in
which we handle and protect virtual assets.

Restrictions on virtual currency may adversely affect our online game revenues.

A large part of our online game revenues are collected through the sale of prepaid poi