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Indicate the number of outstanding shares of each of the issuer�s classes of capital or common stock as of the close of the period covered by the
annual report:

3,286,932,181 ordinary shares, par value US$0.0001 per share.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

x Yes   o No

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or (15)
(d) of the Securities Exchange Act of 1934.

o Yes   x No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.

x Yes   o No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).

x Yes   o No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer x Accelerated filer o Non-accelerated filer o

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included in this filing:

U.S. GAAP x International Financial Reporting Standards as issued
by the International Accounting Standards Board o

Other o

If �Other� has been checked in response to the previous question, indicate by check mark which financial statement item the registrant has elected
to follow:

o Item 17   o Item 18
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If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

o Yes   x No

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

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12, 13 or 15(d) of the
Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court.

o Yes   o No
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INTRODUCTION

This annual report on Form 20-F includes our audited consolidated financial statements as of December 31, 2014 and 2015 and for the years
ended December 31, 2013, 2014 and 2015.

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,� �anticipates,� �future,� �intends,� �plans,� �believes,� �estimates� and similar statements. The 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:

•  the risk that the online game market 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 our existing games do not become as popular as management anticipates;

•  the risk that we will not be successful in our product diversification efforts, including our focus on
item- and fee-based games and mobile games, entry into strategic licensing arrangements, and expansion of our
mobile Internet and e-commerce offerings;

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

•  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;

•  the risk that the Internet advertising market in China will not continue to grow and will remain subject
to intense competition and the risk that investments by us in our content and services may not increase the appeal of
our websites among Internet users or result in increased advertising revenues;
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•  the risk that we will not be able to control our expenses in future periods;

•  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;

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

•  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.

2
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PART I

Item  1.  Identity of Directors, Senior Management and Advisers

Not applicable.

Item  2.  Offer Statistics and Expected Timetable

Not applicable.

Item  3.  Key Information

A.  Selected Financial Data

The following table presents the selected consolidated financial information for our business. You should read the following information in
conjunction with Item 5 �Operating and Financial Review and Prospects� below. The following data for the years ended December 31, 2013,
2014 and 2015 and as of December 31, 2014 and 2015 have been derived from our audited consolidated financial
statements for those years, 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, 2011 and 2012 and as of
December 31, 2011, 2012 and 2013 have been derived from our audited consolidated financial statements for those
years, which were prepared in accordance with U.S. GAAP and are not included in this annual report.

For the year ended December 31,
2011 2012 2013 2014 2015 2015
RMB RMB RMB RMB RMB US$ (Note 1)

(in thousands, except per share/ADS data)
Statement of Operations and
Comprehensive Income
Data:
Net revenues:
Online game services 6,448,607 7,200,585 7,864,464 9,266,158 17,314,148 2,672,844
Advertising services (Note 2) 720,073 767,477 987,467 1,344,829 1,789,377 276,232
E-mail, e-commerce and
others (Note 2) 121,972 232,894 344,244 1,101,847 3,699,370 571,084
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Total net revenues 7,290,652 8,200,956 9,196,175 11,712,834 22,802,895 3,520,160

Cost of revenues (Note 2) (2,372,288) (2,578,067) (2,478,516) (3,261,544) (9,399,260) (1,450,996)
Gross profit 4,918,364 5,622,889 6,717,659 8,451,290 13,403,635 2,069,164

Operating expenses:
Selling and marketing
expenses (849,205) (906,707) (1,093,612) (1,894,998) (2,958,229) (456,672)
General and administrative
expenses (280,227) (286,223) (349,832) (467,669) (1,014,395) (156,596)
Research and development
expenses (465,490) (718,315) (921,618) (1,323,498) (2,158,888) (333,275)
Total operating expenses (1,594,922) (1,911,245) (2,365,062) (3,686,165) (6,131,512) (946,543)

Operating profit 3,323,442 3,711,644 4,352,597 4,765,125 7,272,123 1,122,621
Other income (expenses):
Investment income 14,128 43,770 37,255 27,373 62,341 9,624
Interest income 258,053 423,634 506,181 601,502 596,930 92,150
Exchange (losses)/gains (79,058) (554) (15,348) (17,998) 133,776 20,651
Other, net 99,164 99,718 95,136 82,438 45,138 6,968
Income before tax 3,615,729 4,278,212 4,975,821 5,458,440 8,110,308 1,252,014
Income tax (392,756) (691,642) (530,603) (662,735) (1,273,408) (196,579)

Net income 3,222,973 3,586,570 4,445,218 4,795,705 6,836,900 1,055,435

3
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Add: Net loss (income) attributable to
noncontrolling interests and
mezzanine classified noncontrolling
interests 11,291 50,882 (1,308) (39,082) (101,792) (15,714)
Net income attributable to
NetEase, Inc.�s shareholders 3,234,264 3,637,452 4,443,910 4,756,623 6,735,108 1,039,721

Net income 3,222,973 3,586,570 4,445,218 4,795,705 6,836,900 1,055,435
Other comprehensive income:
Unrealized gains on available-for-sale
securities, net of tax � � � � 27,452 4,238
Total comprehensive income 3,222,973 3,586,570 4,445,218 4,795,705 6,864,352 1,059,673
Add: Comprehensive loss (income)
attributable to noncontrolling interests
and mezzanine classified
noncontrolling interests 11,291 50,882 (1,308) (39,082) (101,792) (15,714)
Comprehensive income attributable to
NetEase, Inc.�s shareholders 3,234,264 3,637,452 4,443,910 4,756,623 6,762,560 1,043,959
Cash dividend per share � 0.25 � � � �

Net income attributable to
NetEase, Inc.�s shareholders per share,
basic 0.99 1.11 1.37 1.46 2.05 0.32
Net income attributable to
NetEase, Inc.�s shareholders per share,
diluted 0.99 1.11 1.36 1.45 2.04 0.31
Net income attributable to
NetEase, Inc.�s shareholders per ADS,
basic 24.76 27.70 34.21 36.43 51.27 7.91
Net income attributable to
NetEase, Inc.�s shareholders per ADS,
diluted 24.68 27.65 34.12 36.29 50.94 7.86
Weighted average number of ordinary
shares outstanding, basic 3,265,550 3,282,663 3,247,874 3,264,450 3,284,382 3,284,382
Weighted average number of ADS
outstanding, basic 130,622 131,307 129,915 130,578 131,375 131,375
Weighted average number of ordinary
shares outstanding, diluted 3,276,704 3,288,330 3,256,297 3,277,049 3,305,213 3,305,213
Weighted average number of ADS
outstanding, diluted 131,068 131,533 130,252 131,082 132,209 132,209
Share-based compensation cost
included in:
Cost of revenues 57,318 100,540 165,708 169,621 328,480 50,709
Selling and marketing expenses 11,357 13,368 17,967 23,253 36,023 5,561
General and administrative expenses 17,897 33,374 48,350 51,475 120,925 18,668
Research and development expenses 35,460 55,736 74,283 104,928 199,039 30,726

122,032 203,018 306,308 349,277 684,467 105,664

Other Financial Data:
Capital expenditures 410,120 178,654 218,936 537,376 866,314 133,736
Net cash provided by/(used in):
Operating activities 4,072,948 4,224,290 5,235,890 5,873,023 8,076,920 1,246,863
Investing activities (3,208,233) (4,454,038) (5,453,279) (4,520,166) (2,536,524) (391,573)
Financing activities 73,544 (390,230) 86,848 (778,442) (1,632,736) (252,052)
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As of December 31,
2011 2012 2013 2014 2015 2015
RMB RMB RMB RMB RMB US$

(in thousands)
Balance Sheet Data:
Cash and cash equivalents 2,214,618 1,590,769 1,458,298 2,021,453 6,071,487 937,276
Time deposits 9,704,777 13,098,661 16,625,468 18,496,574 14,593,291 2,252,816
Property, equipment and
software, net 848,469 815,026 872,113 1,281,225 2,092,046 322,956
Total assets 15,444,931 19,277,956 24,546,330 30,354,671 41,157,430 6,353,612
Total current liabilities 2,282,577 3,576,502 4,233,184 6,756,447 11,667,423 1,801,139
Total long-term liabilities 63,890 99,968 144,883 106,430 166,408 25,689
Working capital (Note 3) 12,191,609 14,292,171 18,564,579 20,976,075 22,741,501 3,510,683
Mezzanine classified
noncontrolling interests � � � 133,634 � �
Total shareholders� equity 13,098,464 15,601,486 20,168,263 23,358,160 29,323,599 4,526,784

Note 1:  See the section titled �Exchange Rate Information� below.

Note 2:  Beginning from January 1, 2015, we made a reclassification of certain revenue and cost
of revenue items from our advertising services segment to our e-mail, e-commerce and others segment. The
reclassification of these segments reflects changes in the way we evaluate business performance and manage
operations. Accordingly, reclassifications have been made in the consolidated statements of operations and segment
information for the year ended December 31, 2014 as set out below in order to conform to the presentation for the year
ended December 31, 2015. There are no changes from the reclassification to our consolidated balance sheets,
consolidated statements of shareholders� equity and consolidated statements of cash flows.

Before After
Change Reclassification Change
RMB RMB RMB

(in thousands)
For the year ended December 31, 2014
Net revenues:
Advertising service 1,397,069 (52,240) 1,344,829
E-mail, e-commerce and others 1,049,607 52,240 1,101,847
Cost of revenues:
Advertising service (528,665) 9,974 (518,691)
E-mail, e-commerce and others (621,178) (9,974) (631,152)

1,296,833 � 1,296,833

Note 3:  Working capital represents total current assets less total current liabilities.

Exchange Rate Information
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We have published our financial statements in Renminbi, or RMB. Our business is currently conducted in and from China in Renminbi. In this
annual report, all references to Renminbi and RMB are to the legal currency of China and all references to U.S. dollars, dollars, $ and US$ are to
the legal currency of the United States. 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: RMB6.4778 on the last trading day of 2015 (December 31, 2015) as set forth
in the H.10 statistical release of the U.S. Federal Reserve Board. The prevailing rate on April 15, 2016 was US$1.00:
RMB6.4730. We make no representation that any Renminbi or U.S. dollar amounts could have been, or could be,
converted into U.S. dollars or Renminbi, as the case may be, at any particular rate, the rates stated above, or at all, on
December 31, 2015 or on any other date. The Chinese government imposes control over its foreign currency reserves
in part through direct regulation of the conversion of Renminbi into foreign exchange and through restrictions on
foreign trade.

The following table sets forth the average buying rate for Renminbi expressed as per one U.S. dollar for the years 2011, 2012, 2013, 2014
and 2015.

Year Renminbi Average(1)
2011 6.4475
2012 6.2990
2013 6.1412
2014 6.1704
2015 6.2869

(1)  Determined by averaging the rates on the last business day of each month during the relevant period.

5

Edgar Filing: NetEase, Inc. - Form 20-F

13



Table of Contents

The following table sets forth the high and low exchange rates for Renminbi expressed as per one U.S. dollar during the past six months.

Month Ended High Low
October 31, 2015 6.3180 6.3591
November 30, 2015 6.3180 6.3945
December 31, 2015 6.3883 6.4896
January 31, 2016 6.5219 6.5932
February 28, 2016 6.5154 6.5795
March 31, 2016 6.4480 6.5500

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

Our business depends to a significant extent on certain online games, which accounted for 77.5%, 72.3% and 69.2% of our total
net revenues in 2013, 2014 and 2015, respectively. We may not be able to maintain the popularity of these
games for a variety of reasons.

Certain of our internally developed massively multi-player online role-playing PC-client games, known as PC-client MMORPGs,
including New Westward Journey Online II, Fantasy Westward Journey II, Tianxia III, New Ghost (a new version of
Ghost II), Revelation, Heroes of Tang Dynasty Zero, and certain of our mobile games, including the Fantasy
Westward Journey and Westward Journey Online mobile games and Battle to the West, as well as games such as
World of Warcraft®, Hearthstone®: Heroes of Warcraft� and Diablo III® licensed from Blizzard Entertainment, Inc.
(together with its affiliated companies, referred to as Blizzard in this annual report), contributed 77.5%, 72.3% and
69.2% of our total net revenues in 2013, 2014 and 2015, respectively. We expect that we will need to continually
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introduce new versions or substantive upgrades of these and our other online games on a frequent basis to maintain
their popularity, although changes in users� tastes or in the overall market for online games in China could alter the
anticipated life cycle of each version or upgrade or even cause our users to stop playing our games altogether. Because
of the limited history of the online games market in China, we cannot at this time estimate the total life cycle of any of
our games, particularly our more recently launched PC or mobile games. If we are unable to maintain the popularity of
our existing online games or are unable to introduce new online games which are popular with online game users in
China (as discussed in the next risk factor), our business and results of operations could be materially and adversely
affected. In particular, 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 and
various promotional activities such as media advertising and game tournaments. For example, in 2015, we released
New Ghost, a new version of Ghost II, and introduced new expansion packs for Fantasy Westward Journey II, New
Westward Journey Online II, Tianxia III and Heroes of Tang Dynasty Zero, as well as the Fantasy Westward Journey
mobile game and the Westward Journey Online mobile game.

If we fail to develop and introduce new online games timely and successfully, 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 our future success depends not only on the popularity of our existing
online games but also on our ability to develop and introduce new games that our customers and users choose to buy. If we are unsuccessful at
developing and introducing new online games that are appealing to users with acceptable prices and terms, our business and operating results
will be negatively impacted because we would not be able to compete effectively and our ability to generate revenues would suffer. The
development of new games can be very difficult and requires high levels of innovation.

New technologies in online game programming or operations could render our current online titles or other online games that we develop in the
future obsolete or unattractive to our subscribers, 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 is 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 have started to develop games that can be
operated on mobile devices. We have commercially launched over 80 self-developed and licensed mobile games as of
December 31, 2015, including the Fantasy Westward Journey and Westward Journey Online mobile games. Each of
our new games has required long periods of time for research and development and testing and also typically
experience long ramp-up periods as players become familiar with the games. In particular, we are relatively new to the
development of mobile games, and we cannot guarantee that we will be able to develop successful mobile games that
appeal to players. We are not able to predict if or when we will commercially launch additional new games and
whether any of our new games will gain popularity in the Chinese online game market.

6
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In addition, we are required to devote significant resources to the ongoing operations of our online games, such as staff costs related to our �Game
Masters� which supervise the activities within our games and development costs for expansion packs of existing online games. If
we fail to anticipate our users� needs and technological trends accurately or are otherwise unable to complete the
development of games in a timely fashion, we will be unable to introduce new games into the market to successfully
compete.

The demand for new games is difficult to forecast, in part due to the relative immaturity of the market and relatively short life cycles of online
games. As we introduce and support additional games and as competition in the market for our games intensify, we expect that it will become
more difficult to forecast demand. In particular, competition in the online game market is growing as more and more online games are
introduced by existing and new market participants.

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-client MMORPGs.

Our profits from our mobile games, even if the games are successful, are likely to be relatively lower than our profits generated from PC-client
MMORPGs, because, in order to gain access for our games on mobile app 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-client MMORPGs and other online games.

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

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 the platforms lose popularity among users, 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 app stores
or platforms owned and operated by third parties. We rely on these third parties to promote and publish 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.

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
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mobile games.

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.

We rely on the continued operation of third-party platforms. We distribute our games through China�s major mobile platforms, including major
app stores and social networking platforms. Our games benefit from the strong brand recognition, large user base and the stickiness of these
mobile platforms. If any of these mobile platforms lose their market positions or are no longer popular with users, our ability to reach more users
will be limited. In addition, we would need to identify alternative channels for marketing, promoting and distributing our games, which would
consume substantial resources and may not be effective.
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We may not be able to maintain a stable relationship with Blizzard, and we may experience difficulties in the operation of the online
games licensed from it or its affiliates.

In August 2008 and April 2009, Blizzard agreed to license certain online games developed by it to Shanghai EaseNet Network Technology
Co., Ltd., or Shanghai EaseNet, for operation in the PRC, including StarCraft® II: Wings of Liberty® and World of Warcraft.
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 addition, Blizzard agreed to license StarCraft® II: Heart of Swarm®, Heroes of the Storm� (previously named
Blizzard All-Stars), Hearthstone: Heroes of Warcraft, Diablo III, StarCraft® II: Legacy of the Void� and OverWatch� to
Shanghai EaseNet for operation in the PRC in July 2011, November 2012, July 2013, June 2014, January 2015 and
May 2015, respectively. Shanghai EaseNet commercially launched World of Warcraft in 2009, StarCraft II: Wings of
Liberty in 2011, StarCraft II: Heart of Swarm in 2013, Hearthstone: Heroes of Warcraft in 2014, Diablo III and
Heroes of the Storm in 2015 after receiving the relevant government authorities� approvals. For further details, see
Item 4.B. �Business Overview � Our Services � Game Licensing and Joint Venture with Blizzard.� If we are unable to
maintain a stable relationship with Blizzard, or if Blizzard 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 Blizzard could terminate or fail to renew the license and joint venture
agreements with us, which in either case could harm our operating results and business. Moreover, the success of our
arrangements with Blizzard depends on the popularity of the games licensed to us by it 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 Blizzard over which we have no control. In addition, certain events may limit Blizzard�s ability to
develop or license online games, such as claims by third parties that Blizzard�s online games infringe such third parties�
intellectual property rights or Blizzard�s inability to acquire or maintain licenses to use another party�s intellectual
property in its online games. In the case of such events, Blizzard 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 Blizzard.

The licenses between Shanghai EaseNet and Blizzard have terms of up to three year and require Shanghai EaseNet, as licensee of the games, to
pay to Blizzard license fees, royalties and consultancy fees for the games over the terms of the licenses (except
Hearthstone: Heroes of the Warcraft, Heroes of the Storm and Diablo III, for which no license and consultancy fees
are required to be paid), and also have minimum marketing expenditure commitments and require Shanghai EaseNet
to provide funds for hardware to operate the games. We have guaranteed the payment of the foregoing amounts if and
to the extent Shanghai EaseNet has insufficient funds to make such payments. We will be entitled to reimbursement of
any amounts paid under the guarantee for marketing the licensed games and for hardware support to operate the games
from any net profits subsequently generated by Shanghai EaseNet, after the deduction of, among others, various fees
and expenses payable to Blizzard, us and our joint venture with Blizzard which will provide technical services to
Shanghai EaseNet. See Item 4.B. �Business Overview � Our Services � Game Licensing and Joint Venture with Blizzard.�
for details about these arrangements.

We believe that our current cash and cash equivalents and cash flow from operations will be sufficient to meet our foregoing obligations. To the
extent our obligations exceed our cash resources, we may seek to sell additional equity or debt securities or to obtain a credit facility. The sale of
additional equity or convertible debt securities could result in additional 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
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available in amounts or on terms acceptable to us, if at all. If we are unable to meet our foregoing obligations, our licensed games operation and
financial condition could be adversely affected and our licenses with Blizzard could be terminated.

In addition, we 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 results of operations and financial condition.

Any difficulties or delays in receiving approval from the relevant government authorities for the operation of games we license from
game developers outside of China or any expansion packs for or material changes to such games could adversely affect such games�
popularity and profitability.

Games we license from game developers outside of China require government approvals before operation of such games within China.
Moreover, even after licensed games have received government approvals, any expansion packs for or material changes of content to 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 licensed games.

8

Edgar Filing: NetEase, Inc. - Form 20-F

19



Table of Contents

Future alliances may have an adverse effect on our business.

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. For example, starting in August 2008, Blizzard agreed to license certain online games developed by it
to Shanghai EaseNet for operation in the PRC. We have also formed a joint venture with Blizzard to provide technical
services to Shanghai EaseNet. However, our ability to grow through future alliances, including through joint ventures,
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 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 limited experience in identifying, financing or completing strategic alliances. 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.

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 PC-client games and mobile 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.

New or changed game features in our online games may not be well received by our game players.

In the course of launching and 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.

Edgar Filing: NetEase, Inc. - Form 20-F

20



A prolonged slowdown in the PRC economy may materially and adversely affect our results of operations, financial condition, prospects
and future expansion plans.

We derive substantially all 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 significant slowdown. Although the PRC government has implemented a
number of measures to address the slowdown, these measures may not 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.

9
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Reports of violence and theft related to online games 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 new 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
the Telecommunications and Internet Industries in China�The Chinese government has taken steps to limit online game
playing time for all minors. These and any other new restrictions may materially and adversely impact our business
and results of operations.� If the Chinese government should determine 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.

Acts of cheating by users of online games could lessen the popularity of our online games 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
game-play 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. Although 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 operation, business and financial performance may be materially and adversely affected as a
result.

Illegal game servers could harm our business and reputation and materially and adversely affect our results of operations.

Several of our competitors have reported that some Internet cafés have installed illegal copies of such competitors� games on the cafés� 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
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results of operations.

We expect that a portion of our future revenues will continue to come from our advertising services, which represented approximately
7.8% of our total net revenues for 2015, but we may not be able to compete effectively in this market because it is relatively new 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 revenues as one of our primary revenue sources 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 in experience with using the Internet as an advertising medium. Many advertisers, however,
still do not devote a significant portion of their advertising expenditures to Internet-based advertising. Some
advertisers may also not find the Internet to be effective for promoting their products and services relative to
traditional print and broadcast media. Our ability to generate and maintain significant advertising revenue will depend
on a number of factors, many of which are beyond our control, including:

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

•  the development of software that blocks Internet advertisements before they appear on a user�s screen;

•  downward pressure on online advertising prices; and

•  the effectiveness of our advertising delivery and tracking system.

10
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Changes in government policy could also restrict or curtail our online advertising services. Moreover, the acceptance of the Internet as a medium
for advertising depends on the development of a measurement standard. No standards have been widely accepted for the measurement of the
effectiveness of online advertising. Industry-wide standards may not develop sufficiently to support the Internet as an effective
advertising medium. If these standards do not develop, advertisers may choose not to advertise on the Internet in
general or through our media or search engines.

In addition, competition in the online advertising industry in China is intense with numerous competitors such as Baidu, Inc., or Baidu, Sina
Corporation, or Sina, Sohu.com Inc., or Sohu, Tencent Holdings Limited, or Tencent, Alibaba Group Holding Limited, or Alibaba, Youku
Tudou Inc., or Youku, and other new entrants such as Qihoo 360 Technology Co. Ltd., or Qihoo, Phoenix New Media
Limited, or iFeng.com, TouTiao.com, as well as virtual media such as SouFun Holdings Ltd. and Autohome Inc. The
entry of additional, highly competitive Internet companies, whether domestic or international, into the Chinese market
has and may continue to further heighten competition for advertising spending in China.

As competition intensified for advertising services, we launched new marketing strategies to grow our advertising business and to cater to
changes in the needs of our advertising services customers. In particular, we increased our sales staff to support more direct contacts with
advertisers. In addition, to increase traffic on the NetEase websites and our mobile news application, NetEase News App, and
enhance their appeal to advertisers, we have been focusing on high profile events, such as the NetEase Annual
Economist Conference. We believe that these efforts, together with other factors, contributed to the growth of our net
revenues from advertising services in recent years. We cannot assure you, however, that any of these efforts will
continue to be successful in improving the financial results of our advertising business.

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 3G, 4G 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.

Our joint venture to operate a social instant messaging application may not succeed.

We established a new joint venture in 2013 with China Telecom Corporation Limited, or China Telecom, to develop
and operate YiChat, a new proprietary social instant messaging application for smartphones. As our social instant
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messaging application business has a limited operating history, there is limited information upon which you can
evaluate its prospects and we may not be able to successfully develop it into one of our primary businesses or to
successfully compete against more established social instant messaging applications in China such as Tencent�s
WeChat. Furthermore, as part of this new business venture, we need to incur costs to continue to develop and improve
our technology, human resources, financial and management controls and our reporting systems and procedures. We
cannot assure you that we will be able to efficiently or effectively manage or grow this new business, and any failure
to do so may materially and adversely affect our business, financial condition and results of operations.

Our e-commerce business may expose us to new challenges and risks and may lower our profit margin.

We established our cross-border e-commerce platform, Kaola.com, or Kaola, in January 2015, which sells imported maternity and baby
products, skincare and cosmetics and other general merchandise through an online platform. Our cross-border e-commerce business exposes us
to new challenges and risks associated with, for example, managing a global logistical network, operating directly in foreign jurisdictions and
handling more complex supply and product return issues. Furthermore, our cross-border e-commerce business has required us to make
significant investments in building a global supply and logistics infrastructure. The PRC regulatory framework, as well as the implementation
policies of local authorities, in respect of overseas direct purchase and sale of merchandise, including beauty products, are still evolving. New
laws and regulations and new interpretations of existing laws and regulations may be adopted from time to time to regulate our e-commerce
business, and additional licenses and permits may be required.  For example, in March 2016, relevant PRC regulatory authorities introduced new
rules, which took effect on April 8, 2016, governing taxation of cross-border e-commerce retail imports that caps the value of goods that may be
imported at a reduced tax rate, which may adversely impact transaction volumes on e-commerce platforms like Kaola.  For more information on
this and other regulations affecting our e-commerce business, see �Government Regulations � Cross-border E-commerce.� As a result, substantial
uncertainties exist regarding the evolution of the regulatory system and the interpretation and implementation of current and future PRC laws
and regulations applicable to our cross-border e-commerce business.

11
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We have limited experience and operating history in the cross-border e-commerce business, which makes predicting our future results of
operations difficult. Therefore, our past results of operations should not be taken as indicative of our future performance. In addition, our profit
margin from the cross-border e-commerce business, even if the business is successful, is likely to be relatively lower than our profit margin from
our online game business and advertising business. If we cannot successfully address new challenges 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.

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.

The future growth of our cross-border 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. We are relatively new to this business and our lack
of relevant customer data may make it more difficult for us to keep pace with evolving customer demands and
preferences. Our e-commerce website makes recommendations to customers based on their past purchases or on
products that they viewed but did not purchase, and we also send e-mails to our customers with product
recommendations tailored to their purchase profile. Our ability to make individually tailored recommendations is
dependent on our business intelligence system, which tracks, collects and analyzes our users� browsing and purchasing
behavior. Our customers choose to purchase products on our website due in part to our ability to offer attractive
prices, and they may choose to shop elsewhere if we cannot match the prices offered by other websites or by physical
stores. If our customers cannot find their desired products on our website at attractive prices, they may lose interest in
us and visit our website less frequently or even stop visiting our website altogether, which in turn may materially and
adversely affect our e-commerce business.

If we fail to manage our inventory effectively, our e-commerce business may be materially and adversely affected.

Our cross-border e-commerce business requires us to manage a large volume of inventory effectively. We depend on our
demand forecasts for various kinds of products to make purchase decisions and to manage our inventory. Demand for
products, however, can change significantly between the time inventory is ordered and the date by which we hope to
sell it, especially for direct sales for cross-border goods. Demand may be affected by seasonality, new product
launches, changes in product cycles and pricing, product defects, changes in consumer spending patterns, changes in
consumer tastes with respect to our products and other factors, and our customers may not order products in the
quantities that we expect. In addition, when we begin selling a new product, it may be difficult to establish supplier
relationships, determine appropriate product selection, and accurately forecast demand. The acquisition of certain
types of inventory may require significant lead time and prepayment and they may not be returnable. For those
products we sell directly, we normally do not have the right to return unsold items to our suppliers.

Our net inventories have increased significantly in 2015, from RMB28.3 million as of December 31, 2014 to RMB817.8 million
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(US$126.2 million) as of December 31, 2015. As we plan to continue expanding our product offerings, we expect to
include more products in our inventory, which will make it more challenging for us to manage our inventory
effectively and will put more pressure on our warehousing system.

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. In addition, we may be required to lower sale prices in order to reduce inventory level,
which may lead to lower gross margins. High inventory levels may also require us to commit substantial capital resources, preventing us from
using that capital for other important purposes. Any of the above may materially and adversely affect our results of operations and financial
condition.

On the other hand, if we underestimate demand for our products, or if our suppliers fail to supply quality products in a timely manner, we may
experience inventory shortages, which might result in missed sales, diminished brand loyalty and lost revenues, any of which could harm our
e-commerce business and reputation.

12
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We experienced a decline in the rate of growth of our online games which appears to be a result of the outbreak of severe acute
respiratory syndrome, or SARS, in 2003. Any recurrence of SARS or another widespread public health problem could adversely affect
our business and results of operations.

During April and May 2003, we experienced a decline in the rate of growth of our online game services which we believe resulted from the
closure of Internet cafés in Beijing and elsewhere to prevent the spread of SARS. Many users of our online game services can only access those
services at Internet cafés.

There have been confirmed human cases of the H5N1 strain of influenza virus, commonly referred to as �bird flu� or �avian influenza,� in the PRC,
Vietnam, Iraq, Thailand, Indonesia, Turkey, Cambodia and other countries, which have proven fatal in some instances. In addition, in
April 2009, H1N1, a new strain of the influenza virus commonly referred to as �swine flu,� was first discovered in North America and quickly
spread to other parts of the world, including China. There have also been recent reports of outbreaks of an avian flu caused by the H7N9 virus,
or H7N9, including confirmed human cases, in China.

A renewed outbreak of SARS, the spread of H5N1, H1N1 or H7N9, or another widespread public health problem in China, where virtually all of
our revenue is derived, or in Beijing, Shanghai, Guangzhou or Hangzhou, where most of our employees are located, could have a negative effect
on our business and operations.

Our operations may be impacted by a number of health-related factors, including, among other things:

•  quarantines or closures of some of our offices which would severely disrupt our operations;

•  the sickness or death of our key officers and employees;

•  closure of Internet cafés and other public areas where people access the Internet; and

•  a general slowdown in the Chinese economy.

Any of the foregoing events or other unforeseen consequences of public health problems could adversely affect our business and results of
operations.
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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.

Our revenues fluctuate significantly and may adversely impact the trading price of our American Depositary Shares, or ADSs, or any
other securities which become publicly traded.

Our revenues and results of operations have varied significantly in the past and may continue to fluctuate in the future. Many of the factors that
cause such fluctuation are outside our control. Steady revenues and results of operations will depend largely on our ability to:

•  attract and retain users to our websites and online games in the increasingly competitive Internet market
in China;

•  successfully implement our business strategies as planned; and

•  update and develop our Internet applications, services, technologies and infrastructure.

Historically, revenues from advertising and e-mail services have followed the same general seasonal trend throughout each year with the first
quarter of the year being the weakest quarter due to the Chinese New Year holiday and the traditional close of customers� annual budgets and the
fourth quarter being the strongest. Usage of our e-commerce services and online games has generally increased around the Chinese New Year
holiday and other Chinese holidays, in particular winter and summer school holidays during which school-aged users have more time to use such
services and play games. Accordingly, you should not rely on quarter-to-quarter comparisons of our results of operations as an indication of our
future performance. It is possible that future fluctuations may cause our results of operations to be below the expectations of market analysts and
investors. This could cause the trading price of our ADSs or any other securities of ours which may become publicly traded to decline.
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If we fail to establish and maintain relationships with content providers, we may not be able to attract traffic to the NetEase websites
and mobile apps.

We rely on a number of third-party relationships to attract traffic and provide content in order to make the NetEase websites
and mobile apps more attractive to users and advertisers. Most of our arrangements with content providers are
short-term and may be terminated at the convenience of the other party. Some content providers have increased the
fees they charge us for their content. This trend could increase our costs and operating expenses and could adversely
affect our ability to obtain content at an economically acceptable cost. Moreover, our agreements with content
providers are usually non-exclusive, although some of our competitors have been entering into exclusive arrangements
for certain content, particularly online video content. If we are not able to renew our agreements with content
providers or our competitors obtain exclusive rights to content which we wish to offer on the NetEase websites and
mobile apps, the attractiveness of our portal and other media to users will be severely impaired. Also, if other Internet
companies present the same or similar content in a superior manner, it would adversely affect our visitor traffic.

We do not own Guangzhou NetEase Computer System Co., Ltd., or Guangzhou NetEase, and certain other
affiliated entities, and if they 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.

Certain of our affiliated companies 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. In particular, the business and operations of Guangzhou NetEase, the operator
of the NetEase websites and a provider of online games, e-mail, e-commerce and other fee-based premium services, Wangyibao
Co., Ltd., or Wangyibao, the operator of our Wangyibao online payment platform and a wholly-owned subsidiary of
Guangzhou NetEase, Beijing NetEase Youdao Computer System Co., Ltd., or Youdao Computer, a search-related
business operator and a majority-owned subsidiary of Guangzhou NetEase, Beijing NetEase Media Co., Ltd.
(previously named Beijing Guangyitong Advertising Co., Ltd.), or NetEase Advertising, an advertising firm, and
Hangzhou NetEase Leihuo Network Co., Ltd., or Hangzhou Leihuo, a provider of mobile games, and certain other
affiliated companies, are subject to Chinese laws and regulations that differ from the laws and regulations that govern
the business and operations of NetEase. For example, Chinese laws and regulations require us to verify the content of
third-party advertising we place on the NetEase websites, and we are partly dependent upon the conduct of NetEase
Advertising, which is not directly subject to those laws and regulations, in order to ensure that we remain compliant
with those laws and regulations. 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 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. The PRC
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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 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 Guangzhou NetEase and certain other 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 Guangzhou NetEase and certain other affiliated entities and their ultimate shareholders is based on a number of
contracts, and these affiliated companies are considered our �variable interest entities,� or 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 Guangzhou NetEase and certain other
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.
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A majority of the share capital of Guangzhou NetEase, NetEase Advertising, Wangyibao and Youdao Computer and the
entire share capital of Shanghai EaseNet is 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 Guangzhou NetEase, NetEase Advertising,
Wangyibao and Youdao Computer. 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 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 Guangzhou NetEase, NetEase Advertising,
Hangzhou Leihuo, Shanghai EaseNet and certain other affiliated entities.

Our operations are currently dependent upon our commercial relationships with Guangzhou NetEase, NetEase Advertising, Hangzhou
Leihuo, Shanghai EaseNet and certain other affiliated entities, 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, Guangzhou
NetEase, NetEase Advertising, Hangzhou Leihuo, Shanghai EaseNet and certain other affiliated entities 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.

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, 2015, approximately 44.3% 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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Our corporate structure may restrict our ability to receive dividends from, and transfer funds to, our PRC subsidiaries and variable
interest entities, 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 Guangzhou NetEase, NetEase Advertising,
Hangzhou Leihuo, Shanghai EaseNet and certain other affiliated entities 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 variable
interest entities 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 ��We may be treated as a
resident enterprise for PRC tax purposes following the promulgation of the Enterprise Income Tax Law on January 1,
2008, 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.� below for further details. Any limitation on the
ability of our PRC subsidiaries and variable interest entities 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.
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In addition, any transfer of funds from us to any of our PRC subsidiaries or variable interest entities, 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. Our PRC subsidiaries and variable interest entities are
not permitted under PRC law to directly lend money to one another. 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 variable
interest entities. These limitations on the free flow of funds between us and our PRC subsidiaries and variable interest
entities could restrict our ability to act in response to changing market conditions and reallocate funds internally in a
timely manner.

Our arrangements with Guangzhou NetEase, NetEase Advertising, Hangzhou Leihuo, Shanghai EaseNet and certain
other 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 Guangzhou NetEase,
NetEase Advertising, Hangzhou Leihuo, Shanghai EaseNet and certain other affiliated entities 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.

A transfer of shares of Guangzhou NetEase, NetEase Advertising, Hangzhou Leihuo, Shanghai EaseNet or certain
other affiliated entities may trigger tax liability.

If we need to cause the transfer of shareholdings of Guangzhou NetEase, NetEase Advertising, Hangzhou Leihuo, Shanghai
EaseNet or certain other affiliated entities 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.

Our business benefits from certain PRC government incentives. Expiration of, or changes to, these incentives and PRC tax laws could
have a material adverse effect on our operating results.
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Effective as of January 1, 2008, the Chinese government adopted the Enterprise Income Tax Law, as further clarified by subsequent tax
regulations implementing the new income tax law, which unified the enterprise income tax rates payable by domestic and foreign-invested
enterprises at 25.0%. Preferential tax treatments continue to be granted to entities that conduct business in encouraged sectors and to entities that
are classified as �High and New Technology Enterprises�, or HNTEs, or �Software Enterprises� or �Key Software Enterprises�, whether such
entities are foreign invested enterprises or domestic companies.

A number of our subsidiaries enjoy preferential tax rates by being recognized as a HNTE and/or a �Key Software Enterprise.� For example, in
2013, NetEase Beijing, Boguan and NetEase (Hangzhou) Network Co., Ltd., or NetEase Hangzhou, were approved as
�Key Software Enterprises� and enjoyed preferential tax rates of 10.0% from 2011 to 2014. These three entities were
also qualified as HNTEs in 2014 and enjoyed a preferential tax rate of 15% from 2015 to 2016. In addition, NetEase
Media Technology (Beijing) Co., Ltd., or Media Beijing, was qualified as a HNTE in 2014 and enjoyed a preferential
tax rate of 15% from 2014 to 2016. See Item 5.A. �Operating Results � Income Taxes.�

Although we will attempt to obtain or maintain similar preferential tax statuses for our subsidiaries in the future, we cannot assure you that we
will obtain or maintain any particular preferential tax status, and typically the relevant government agencies do not confirm that we have
obtained or maintained a particular tax status until late in a given tax year or the following tax year. The qualifications for HNTE or �Software
Enterprise� status are subject to an annual assessment by the relevant government authorities in China. Without any preferential tax status, the
standard EIT rate is 25.0%. Moreover, if there are further changes to the relevant income tax laws and their implementation, our subsidiaries and
variable interest entities may need to pay additional taxes, which could have a material adverse effect on our results of operations.
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We may be treated as a resident enterprise for PRC tax purposes following the promulgation of the Enterprise Income Tax Law on
January 1, 2008, 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.

Under the Enterprise Income Tax Law, enterprises established outside of the PRC whose �de facto management bodies� are located in the PRC are
considered �resident enterprises,� and will generally be subject to the uniform 25.0% enterprise income tax rate for their global income. Under the
implementation rules of the Enterprise Income Tax Law, �de facto management body� is defined as the body that has material and overall
management control over the business, personnel, accounts and properties of the enterprise. In April 2009, the PRC tax authority promulgated a
circular to clarify the criteria for determining whether the �de facto management bodies� are located within the PRC for enterprises established
outside of the PRC that are controlled by entities established within the PRC. However the relevant laws and regulations remain unclear
regarding treatment of an enterprise established outside the PRC that is not controlled by entities established within the PRC.

Some of our management is currently located in the PRC. Accordingly, we may be considered a �resident enterprise� and may therefore be subject
to the EIT rate of 25.0% of our global income, and as a result, the amount of dividends we can pay to our shareholders could be reduced. We
cannot confirm whether we will be considered a �resident enterprise� because the implementation rules are unclear at this time.

Under the implementation rules of the Enterprise Income Tax Law, dividends paid to �non-resident enterprises� by �resident enterprises� on profits
earned after January 1, 2008 are regarded as income from �sources within the PRC� and therefore subject to a 10.0% withholding income tax,
while dividends on profits earned before January 1, 2008 are not subject to the withholding income tax. Similarly, gains realized on the transfer
of ordinary shares or ADSs by �non-resident enterprises� are also subject to a 10.0% PRC enterprise income tax if such gains are regarded as
income derived from sources within the PRC. A lower withholding income tax rate of 5.0% is applied if the �non-resident enterprises� are
registered in Hong Kong or other jurisdictions that have a favorable tax treaty arrangement with China. Nevertheless, the PRC State
Administration of Taxation promulgated a tax notice on October 27, 2009, or Circular 601, which provides that tax treaty benefits will be denied
to �conduit� or shell companies without business substance, and a beneficial ownership analysis will be used based on a �substance-over-form�
principle to determine whether or not to grant tax treaty benefits. It is unclear at this stage whether Circular 601 applies to dividends from our
PRC subsidiaries paid to us through our Hong Kong subsidiaries. It is possible that under Circular 601 our Hong Kong subsidiaries would not be
considered to be the beneficial owners of any such dividends, and that, if such dividends are subject to withholding, such withholding rate would
be 10% rather than the favorable 5% rate generally applicable under the tax treaty between mainland China and Hong Kong.

Because we may be treated as a �resident enterprise,� any dividends paid to the corporate shareholders or shareholders appearing as corporate
entities on the share registers of NetEase, Inc. which are considered �non-resident enterprises� may be subject to withholding income tax, and
gains realized on the transfer of our ordinary shares or ADSs by such shareholders may be subject to PRC income tax, which may adversely and
materially affect the value of the investment in our shares or ADSs.

If we fail to maintain an effective system of internal control over financial reporting, we may lose investor confidence in the reliability of
our financial statements which in turn could negatively impact the trading price of our ADSs or otherwise harm our
reputation.

The SEC, as required under Section 404 of the Sarbanes-Oxley Act of 2002, has adopted rules requiring public companies to include a report of
management on the effectiveness of such companies� internal control over financial reporting in their respective annual reports. In addition, an
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independent registered public accounting firm for a public company may be required to issue an attestation report on the effectiveness of such
company�s internal control over financial reporting.

Our management conducted an evaluation of the effectiveness of our internal control over financial reporting and concluded that our internal
control over financial reporting was effective as of December 31, 2015. Our independent registered public accounting firm has
also, in its audit report, concluded that our internal control over financial reporting was effective in all material aspects
as of December 31, 2015. Please refer to Item 15 �Controls and Procedures� Management�s Annual Report on Internal
Control over Financial Reporting and Attestation Report of the Registered Public Accounting Firm.� However, if we
fail to maintain effective internal control over financial reporting in the future, our management and our independent
registered public accounting firm may not be able to conclude that we have effective internal control over financial
reporting in accordance with the Sarbanes-Oxley Act of 2002. Moreover, effective internal control over financial
reporting is necessary for us to produce reliable financial reports. As a result, any failure to maintain effective internal
control over financial reporting could result in the loss of investor confidence in the reliability of our financial
statements, which in turn could negatively impact the trading price of our ADSs or otherwise harm our reputation.
Furthermore, we may need to incur additional costs and use additional management and other resources in an effort to
comply with Section 404 of the Sarbanes-Oxley Act of 2002 and other requirements going forward.
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Unexpected network interruption caused by system failures may reduce visitor traffic and harm our reputation.

Both the continual accessibility of the NetEase websites and the performance and reliability of our technical infrastructure are critical to our
reputation and the ability of the NetEase websites 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� appeal to users and advertisers. As the number
of NetEase Web pages and traffic increase, we cannot assure you that we will be able to scale our systems
proportionately. In addition, any system failures and electrical outages could materially and adversely impact our
business.

Our operations are vulnerable to natural disasters 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 cannot
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.

In addition, fire, floods, droughts, typhoons, earthquakes and other natural disasters could result in material disruptions of our operations and
adversely affect our revenues and profit. For example, the PRC government declared April 21, 2010 as a national mourning day for the April 14,
2010 earthquake centered in Qinghai Province. As required by the PRC government, we and the other major online game operators in China
suspended our game operations during this national mourning day.

We may be subject to breaches of our information technology systems, 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,
online games and other services 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.
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Hackers develop and deploy viruses, worms, and other malicious software programs to attack websites 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. Although we
believe that we have not experienced any hacking activity 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.

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. We
may experience a breach of our systems and may be unable to protect sensitive data. For example, if our data on the
purchase and consumption of virtual items by our game players is compromised, 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 affects our systems or results in the unauthorized 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 our services 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.
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We are subject to a variety of laws and other obligations regarding data protection in China.

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. Complying with
emerging and changing requirements may cause us to incur substantial costs or require us to change our business practices. Noncompliance
could result in penalties or significant legal liability, including fines and public announcements of misconduct by the relevant telecommunication
regulatory authorities.

Our privacy policies and practices concerning the use and disclosure of data are posted on the NetEase websites. 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, results of operations and financial condition. In addition, any negative publicity on our website�s safety or privacy
protection mechanism and policy could have a material and adverse effect on our business, results of operations and financial condition, public
image and reputation.

Merger, acquisitions and investments could result in operating difficulties, dilution and other harmful consequences.

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:

•  significant costs of identifying and consummating acquisitions;

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

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

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

•  coordination of products and services, engineering and sales and marketing functions;
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•  retention of employees from the businesses we acquire;

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

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

•  litigation or other claims in connection with the acquired company;

•  significant expenses in obtaining approvals for the transaction from shareholders and relevant government
authorities in China;

•  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

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

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 third-party auction websites in exchange for real
money. 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, results of operations and financial conditions.

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

We rely on affiliates of China Unicom, China Telecom and CERNET to provide us with bandwidth and server custody service for Internet users
to access the NetEase websites and online games. If China Unicom, China Telecom, CERNET 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 may be held liable for information displayed on, retrieved from or linked to the NetEase websites.

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. We are involved in several intellectual property infringement claims or actions and
are occasionally subject to defamation claims. 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 claims based upon content that is accessible on the NetEase websites such as content and
materials posted by users on message boards, online communities, voting systems, e-mail or chat rooms that are offered on the NetEase
websites. 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:
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•  unsolicited e-mails;

•  lost or misplaced messages;

•  illegal or fraudulent use of e-mail; or

•  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.

Information displayed on, retrieved from or linked to the NetEase websites may subject us to claims of violating Chinese laws.

Violations or perceived violations of Chinese laws arising from information displayed on, retrieved from or linked to the NetEase websites could
result in significant penalties, including a temporary or complete cessation of our business. China has enacted regulations governing Internet
access and the distribution of news and other information. Furthermore, the Propaganda Department of the Chinese Communist Party has been
given the responsibility to censor news published in China to ensure, supervise and control a particular political ideology. In addition, the PRC
Ministry of Industries and Information Technology, or MII (prior to the PRC government restructuring in March 2008, its predecessor, the
Ministry of Information Industry), has published implementing regulations that subject online information providers to potential liability for
content included in their media and the actions of subscribers and others using their systems, including liability for
violation of PRC laws prohibiting the distribution of content deemed to be socially destabilizing.

20

Edgar Filing: NetEase, Inc. - Form 20-F

43



Table of Contents

In addition, the Ministry of Public Security has from time to time prohibited the distribution over the Internet of information which it believes to
be socially destabilizing. The Ministry of Public Security also has the authority to require any local Internet service provider to block any
website maintained outside China at its sole discretion.

The State Secrecy Bureau, which is directly responsible for the protection of state secrets of all PRC government and Chinese Communist Party
organizations, is authorized to block any website it deems to be leaking state secrets or failing to meet the relevant regulations relating to the
protection of state secrets in the distribution of online information. The term �state secrets� has been broadly interpreted by Chinese governmental
authorities in the past. We may be liable under these pronouncements for content and materials posted or transmitted by users on message
boards, virtual communities, chat rooms or e-mails. Furthermore, where the transmitted content clearly violates the laws of the PRC,
we will be required to delete it. Moreover, if we consider transmitted content suspicious, we are required to report
such content. We must also undergo computer security inspections, and if we fail to implement the relevant safeguards
against security breaches, we may be shut down. In addition, under the relevant regulations, Internet companies which
provide bulletin board systems, chat rooms or similar services, such as our company, must apply for the approval of
the State Secrecy Bureau. As the implementing rules of these new regulations have not been issued, we do not know
how or when we will be expected to comply, or how our business will be affected by the application of these
regulations.

If the Chinese government takes any action to limit or eliminate the distribution of information through the NetEase websites, or to limit or
regulate any current or future community functions available to users or otherwise block the NetEase websites, our business would be
significantly harmed.

We may not be able to adequately protect our intellectual property, and we may be exposed to infringement claims by third parties.

We rely on a combination of copyright, trademark and trade secrecy laws and contractual restrictions on disclosure to protect our intellectual
property rights. Our efforts to protect our proprietary rights may not be effective in preventing unauthorized parties from copying or othe
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