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Commission file number: 001-35224
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(Exact name of Registrant as specified in its charter)

N/A
(Translation of Registrant’s name into English)
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The People’s Republic of China
(Address of principal executive offices)

Naijiang (Eric) Zhou, Chief Financial Officer
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Securities registered or to be registered pursuant to Section 12(b) of the Act.

Title of each class Name of each exchange on which registered
American depositary shares,
each representing five common shares

The NASDAQ Stock Market LLC
(The NASDAQ Global Select Market)

Common shares, par value US$0.00025
per share*
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*Not for trading, but only in connection with the listing on The NASDAQ Global Select Market of Americandepositary shares.
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Securities registered or to be registered pursuant to Section 12(g) of the Act.

NONE
(Title of Class)

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act.

NONE
(Title of Class)

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: 333,643,560 common shares (excluding 21,714,505 common shares issued to
our depositary bank for the purpose of bulk issuance and 13,519,144 common shares issued to Leading Advice
Holdings Limited, our employee share incentive platform) as of December 31, 2017.

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

Yes ¨ No x

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.

Yes ¨ No x

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.

Yes x 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).
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Yes x No ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or an emerging growth company. See definition of “accelerated filer,” “large accelerated filer,” and “emerging growth
company” in Rule 12b-2 of the Exchange Act.:

Large accelerated filer ¨ Accelerated filer x Non-accelerated filer ¨ Emerging growth company x

If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate by
check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards† provided pursuant to Section 13(a) of the Securities Act.

Yes x No ¨

†The term “new or revised financial accounting standard” refers to any update issued by the Financial AccountingStandards Board to its Accounting Standards Codification after April 5, 2012.

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

US GAAP x International Financial Reporting Standards as issued by the InternationalAccounting Standards Board ¨ Other ¨

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.

Item 17 ¨ Item 18 ¨

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).

Yes ¨ No x

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

Yes ¨ No ¨
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INTRODUCTION

In this annual report, except where the context otherwise requires and for purposes of this annual report only:

·“we,” “us,” “our company,” “our,” or “Xunlei” refers to Xunlei Limited, a Cayman Islands company, its subsidiaries, itsvariable interest entity, or VIE, and the VIE’s subsidiaries;  

·“China” or “PRC” refers to the People’s Republic of China, excluding, for the purpose of this annual report only, HongKong, Macau and Taiwan;  

· “daily active user”, refers to a user who accessed to Mobile Xunlei through a mobile device, on a given day;  

· “digital media content” refers to videos, music, games, software and documents transmitted in digital form;  

·

“monthly unique visitors,” in relation to our platform, refers to the number of different individual visitors who accessed
Xunlei products (including websites and software) on our platform from the same computer at least once within a
month; under this method, a user who accessed Xunlei products from two different computers would count as two
unique visitors;  

· “shares” or “common shares” refers to our common shares, par value US$0.00025 per share;  

·“subscriber,” refers to users who can access our premium acceleration services, including accounts temporarilysuspended, but excluding sub-accounts and accounts on a trial basis.  

·“ADSs” refers to our American depositary shares, each representing five common shares, and “ADRs” refers to anyAmerican depositary receipts that evidence our ADSs;  

· “RMB” or “Renminbi” refers to the legal currency of China; and 

· “US$,” “dollars” or “U.S. dollars” refers to the legal currency of the United States.  

We use U.S. dollar as reporting currency in our financial statements and in this annual report. Transactions in
Renminbi are recorded at the rates of exchange prevailing when the transactions occur. On December 29, 2017, the
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noon buying rate set forth in the H.10 statistical release of the Federal Reserve Board was RMB6.5063 to US$1.00.

1
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FORWARD-LOOKING INFORMATION

This annual report on Form 20-F contains forward-looking statements that reflect our current expectations and views
of future events. 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 words or phrases such as “may,” “could,”
“should,” “would,” “will,” “expect,” “anticipate,” “aim,” “estimate,” “intend,” “plan,” “believe,” “likely to,” “project,” “continue,” “potential,” or
other similar expressions. We have based these forward-looking statements largely on our current expectations and
projections about future events and financial trends that we believe may affect our financial condition, results of
operations, business strategy and financial needs. These forward-looking statements include, but are not limited to,
statements about:

·our business strategies, including the strategies to streamline our business and continue moving toward mobileinternet;  

· our future business development, results of operations and financial condition;  

· our ability to maintain and strengthen our market position in China;  

· our ability to retain subscribers for our premium acceleration and other services;  

· our ability to develop new products and services and attract, maintain and monetize user traffic;  

· trends and competition in the internet industry in China;  

· rules and regulations governing the internet industry in China;  

· our ability to handle intellectual property rights-related matters; and 

· general economic and business conditions in China.  

You should not place undue reliance on these forward-looking statements and you should read these statements in
conjunction other sections of this annual report, in particular the risk factors disclosed in “Item 3. Key Information—D.
Risk Factors.” These statements involve known and unknown risks, uncertainties and other factors that may cause our
actual results, performance or achievements to be materially different from those expressed or implied by the
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forward-looking statements. Moreover, we operate in a rapidly evolving environment. New risks emerge from time to
time and it is impossible for our management to predict all risk factors, nor can we assess the impact of all factors on
our business or the extent to which any factor, or combination of factors, may cause actual results to differ from those
contained in any forward-looking statement. The forward-looking statements made in this annual report relate only to
events or information as of the date on which the statements are made in this annual report. We do not undertake any
obligation to update or revise the forward-looking statements 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 tables present the selected consolidated financial information of our company. The selected
consolidated statements of operations data and the selected consolidated statements of cash flows data for the years
ended December 31, 2015, 2016 and 2017 and the selected consolidated balance sheets data as of December 31, 2016
and 2017 have been derived from our audited consolidated financial statements, which are included in this annual
report beginning on page F-1. The selected consolidated statements of operations data and the selected consolidated
statements of cash flows data for the years ended December 31, 2013 and 2014 and the selected consolidated balance
sheets data as of December 31, 2013, 2014 and 2015, reflect the impact of retrospective adjustments for our
divestiture of Xunlei Kankan and web game business in July 2015 and January 2018, respectively, which has been
classified as discontinued operations.

Our audited consolidated financial statements are prepared and presented in accordance with accounting principles
generally accepted in the United States, or U.S. GAAP. Our historical results do not necessarily indicate results
expected for any future period. You should read the following selected financial data in conjunction with the
consolidated financial statements and related notes and “Item 5. Operating and Financial Review and Prospects”
included elsewhere in this annual report.

3
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For the Year Ended December 31,
2013 2014 2015 2016 2017
(in thousands of US$, except for share, per share and per ADS data)

Selected Consolidated Statements of
Operations Data:
Revenues, net of rebates and discounts 107,440 117,121 104,837 140,985 201,911
Business tax and surcharges (3,447 ) (1,535 ) (316 ) (779 ) (1,328 )
Net revenues 103,993 115,586 104,521 140,206 200,583
Cost of revenues (50,235 ) (55,737 ) (59,250 ) (79,928 ) (117,876 )
Gross profit 53,758 59,849 45,271 60,278 82,707
Operating expenses(1)
Research and development expenses (20,882 ) (27,626 ) (35,762 ) (61,169 ) (66,947 )
Sales and marketing expenses (9,714 ) (12,265 ) (12,411 ) (14,601 ) (19,888 )
General and administrative expenses (18,613 ) (26,823 ) (28,619 ) (26,010 ) (36,517 )
Assets impairment loss — — — — (13,556 )
Total operating expenses (49,209 ) (66,714 ) (76,792 ) (101,780 ) (136,908 )
Operating (loss)/income 4,549 (6,865 ) (31,521 ) (41,502 ) (54,201 )
Interest income 1,189 6,733 5,833 2,158 1,967
Interest expense — (163 ) (239 ) (239 ) (239 )
Other income, net 4,680 13,966 3,627 6,503 7,880
Shares of (loss)/income from equity
investees 25 (259 ) (12 ) (195 ) (1,875 )

(Loss)/income from continuing operations
before income tax 10,443 13,412 (22,312 ) (33,275 ) (46,468 )

Income tax benefit 1,400 1,835 3,745 2,469 2,252
Net (loss)/income from continuing
operations 11,843 15,247 (18,567 ) (30,806 ) (44,216 )

Discontinued operations:
Income/(loss) from discontinued
operations (711 ) (5,010 ) 9,008 7,791 7,538

Income tax expense (753 ) (375 ) (4,907 ) (1,168 ) (1,131 )
Net income/(loss) from discontinued
operations (1,464 ) (5,385 ) 4,101 6,623 6,407

Net (loss)/income 10,379 9,862 (14,466 ) (24,183 ) (37,809 )
Less: net loss attributable to the
non-controlling interest (283 ) (950 ) (1,299 ) (72 ) 13

Net (loss)/income attributable to Xunlei
Limited 10,662 10,812 (13,167 ) (24,111 ) (37,822 )

Contingent beneficial conversion feature
of series C to a series C shareholder — (57 ) — — —

Deemed dividend to series D shareholder
from its modification — (279 ) — — —

Accretion of series D to convertible
redeemable preferred shares redemption
value

(4,300 ) (1,870 ) — — —
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Accretion of series E to convertible
redeemable preferred shares redemption
value

— (12,754 ) — — —

Amortization of beneficial conversion
feature of series E — (4,139 ) — — —

Acceleration of amortization of beneficial
conversion feature of Series E upon initial
public offering

— (49,346 ) — — —

Deemed dividend to certain shareholders
from repurchase of shares — (14,926 ) — — —

Deemed dividend to preferred
shareholders upon initial public offering — (32,807 ) — — —

Allocation of net income to participating
preferred shareholders (4,094 ) — — — —

Net (loss)/income attributable to Xunlei
Limited’s common shareholders 2,268 (105,366 ) (13,167 ) (24,111 ) (37,822 )

Weighted average number of common
shares outstanding
Basic 61,447,372 194,711,227 335,987,595 334,155,668 331,731,963
Diluted 76,065,898 194,711,227 335,987,595 334,155,668 331,731,963
Net (loss)/income per share attributable to
Xunlei Limited from continuing
operations
Basic 0.06 (0.51 ) (0.05 ) (0.09 ) (0.13 )
Diluted 0.05 (0.51 ) (0.05 ) (0.09 ) (0.13 )
Net income/(loss) per share attributable to
Xunlei Limited from discontinued
operations
Basic (0.02 ) (0.03 ) 0.01 0.02 0.02
Diluted (0.02 ) (0.03 ) 0.01 0.02 0.02
Net loss attributable to holders of
common shares of Xunlei Limited per
ADS(2)
Basic (2.70 ) (0.20 ) (0.36 ) (0.57 )
Diluted (2.70 ) (0.20 ) (0.36 ) (0.57 )

*

We sold our Xunlei Kankan business and web game business in July 2015 and January 2018, respectively. As a
result, Xunlei Kankan and web game business are accounted for as discontinued operations and our consolidated
statements of comprehensive operations data in this annual report separate the discontinued operations from our
remaining business operations for all years presented.

Notes:

(1) Share-based compensation expenses were allocated in operating expenses as follows:  
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For the Year Ended December 31,
(in thousands of US$)
2013 2014 2015 2016 2017

Research and development expenses 973 1,171 2,896 2,983 2,442
Sales and marketing expenses 43 66 131 98 88
General and administrative expenses 1,080 6,407 6,701 6,267 5,800
Total share-based compensation expenses 2,096 7,644 9,728 9,348 8,330

4

Edgar Filing: Xunlei Ltd - Form 20-F

15



(2)
Each ADS represents five common shares. Net income/(loss) attributable to holders of common shares of Xunlei
Limited per ADS is calculated based on net income/(loss) per share attributable to Xunlei Limited and multiplied
by five.  

For the Year Ended December 31,
(in thousands of US$)
2013 2014 2015 2016 2017

Selected Consolidated Balance Sheets Data:
Cash and cash equivalents 93,906 404,275 361,777 199,504 233,479
Short-term investments 40,993 29,427 70,328 181,960 138,915
Total current assets 193,806 501,953 457,669 412,305 430,783
Total assets 244,403 580,362 538,361 509,795 533,437
Accounts payable (including accounts payable of the
consolidated variable interest entities and VIE’s subsidiaries
without recourse to the Company of USD24,504, USD33,262,
USD44,162 and 68,469 as of December 31, 2014, 2015 and
2016, 2017 respectively)

39,820 14,937 21,736 33,376 49,819

Total current liabilities 105,385 103,020 76,736 93,405 141,696
Total liabilities 124,835 123,341 93,680 103,545 150,600
Mezzanine equity 40,290 — — — —
Total Xunlei Limited’s shareholders’ equity 79,194 457,891 446,749 408,238 384,997
Non-controlling interest 84 (870 ) (2,068 ) (1,988 ) (2,160 )
Total liabilities, mezzanine equity and shareholders’ equity 202,204 580,362 538,361 509,795 533,437

For the Year Ended December 31,
(in thousands of US$)
2013 2014 2015 2016 2017

Selected Consolidated Statements of Cash Flows Data:
Net cash generated from operating activities 85,533 48,202 13,764 16,970 (14,216 )
Net cash used in investing activities (78,352) (70,546 ) (54,982 ) (158,335) 35,208
Net cash generated from/(used in) financing activities 2,487 333,268 5,030 (11,041 ) 2,561
Net increase/(decrease) in cash and cash equivalents 9,668 310,924 (36,188 ) (152,406) 23,553
Effect of exchange rates on cash and cash equivalents 2,332 (555 ) (6,310 ) (9,867 ) 10,422
Cash and cash equivalents at beginning of year 81,906 93,906 404,275 361,777 199,504
Cash and cash equivalents at end of year 93,906 404,275 361,777 199,504 233,479

B. Capitalization and Indebtedness 

Not applicable.

C. Reasons for the Offer and Use of Proceeds 
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Not applicable.

D. Risk Factors 

An investment in our ADSs involves significant risks. You should carefully consider all of the information in this
annual report, including the risks and uncertainties described below, before making an investment in our ADSs. Any
of the following risks could have a material adverse effect on our business, financial condition and results of
operations. In any such case, the market price of our ADSs could decline, and you may lose all or part of your
investment.

5
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Risks related to our business

Our business model is currently undergoing significant innovation and transition, and our historical growth rate
may not be indicative of our future performance and our new business may not be successful.

We launched our then core product, Xunlei Accelerator, in 2004 and cloud acceleration subscription services in 2009
to enable users to quickly access and consume digital media content. These cloud acceleration products have
maintained nationwide popularity in the past few years. Coupled with our core products and services, we also provide
a range of internet value-added services. Our business model currently is undergoing significant innovation and
continued transition to mobile internet. We have also been putting efforts in the launch and expansion of new services
and product offerings, such as cloud computing products and products based on blockchain technology. The evolving
business model and expansion into the new services involve new risks and challenges. The profitability of our new
initiatives has yet to be proven. For example, although our mobile acceleration plug-in, has been officially adopted by
Xiaomi’s operating systems and installed on Xiaomi phones, we cannot assure you that we will be able to form
significant business partnerships with major smartphone makers other than Xiaomi so as to achieve broader
acceptance of the Xunlei mobile products. We may also not be able to maintain the rapid growth of revenues from our
mobile advertising, from which we generated revenues for the first time in the fourth quarter of 2015. As a result, our
mobile strategy may not be successful.

We are also devoting significant energy and resources to continue to develop our ongoing innovation in
crowdsourcing for idle uplink capacity and potentially storage from our users, which we refer to as Project Crystal or
our cloud computing project. Our cloud computing project targets to utilize our users’ computing power for capacity
and storage in the same way our traditional acceleration products utilize users’ idle uplink establishing and indexing
files. After years of financial and managerial investments in this project, we have seen a preliminary success on our
efforts. Revenue generated from our cloud computing business accounted for 32.6% of our total revenue in 2017.
However, substantial uncertainties on the future development of our cloud computing business still exist and we
cannot assure you as to its future prospects. For example, the technologies supporting our cloud computing business
are relatively new and are rapidly evolving. Any failure in our exploration and application of these new technologies
could lead to unsatisfactory project outcomes and could significantly and adversely impact our operating results. To
further develop our cloud computing business and at the same time explore emerging blockchain technology, we
launched OneThing Cloud, a hardware device of our cloud computing business, which can be used as remote
downloader, personal cloud storage and file management device, and LinkToken, which is renamed from OneCoin, a
type of digital tickets based on blockchain technology, in 2017. See “Item 4. Information on the Company—B. Business
Overview—Our Platform—Cloud Computing” for more information. The launch of these new products involves certain
risks and uncertainties. For example, in connection with our OneThing Cloud and LinkToken, which is renamed from
OneCoin, two putative class action lawsuits have been filed in the United States District Courts for the Southern
District of New York against the Company and certain of our current and former officers and directors, alleging that
the defendants made material misstatements omissions on the premise that they failed to disclose that OneCoin was a
disguised “initial coin offering” and “initial miner offering” and constituted “unlawful financial activity.” On April 12, 2018,
the court consolidated the actions under the caption In re Xunlei Limited Securities Litigation, No. 18-cv-467 (RJS).
See “—We may be subject to claims or lawsuits outside of China, which could increase our risk of direct or indirect
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liabilities for our existing or future service offerings” for more details. In addition, there are also certain regulatory
risks associated with our LinkToken. For more details, please see “—Our LinkToken may be subject to various regulatory
risks in China which may result in penalties that could have a material adverse effect on our business and results of
operations.” If any of the foregoing were to happen, other than administrative penalties we may be imposed, our
business operations, financial results and the price of our ADSs may be adversely affected.

In addition to uncertainties of our new initiatives, our traditional PC-based download acceleration subscriptions also
experienced declines, partly due to the ongoing and intensified government scrutiny of internet content in China.
Although we continue to enhance and update our products in order to make them attractive to our subscribers, our
efforts may not be successful. Our subscriber base decreased from 4.4 million as of December 31, 2014 to 4.3 million
as of December 31, 2017. See “—We may not be able to retain our large user base, convert our users into subscribers of
our premium services or maintain our existing subscribers.” and “—Risks Related to Doing Business in China— Regulation
and censorship of information disseminated over the internet in China have adversely affected our business and may
continue to adversely affect our business, and we may be liable for the digital media content on our platform.”

Due to the abovementioned factors, our historical growth rate may not be indicative of our future performance and our
new business initiative may not be successful, and we cannot assure you that we will grow at the same rate as we did
in the past, if at all.

6
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Our business currently focuses on the PRC market. We may face additional risks and uncertainties if we expand our
business into overseas markets in the future. As we have very limited in operating our business in overseas markets,
we may be unable to attract a sufficient number of users, fail to anticipate competitive conditions or face difficulties in
operating effectively in overseas markets. In addition, trade barriers, such as import and export restrictions, customs
duties and other taxes, competition law regimes and other trade restrictions, as well as other risks such as increased
compliance costs or political instability may also expose us to additional risks and uncertainties if we expand our
business to overseas markets.

Our LinkToken may be subject to various regulatory risks in China which may result in penalties that could have a
material adverse effect on our business and results of operations.

In connection with our new efforts in the development of cloud computing and exploration of emerging blockchain
technology, we also created LinkToken in 2017 based on blockchain technology. See “Item 4. Information on the
Company—B. Business Overview—Our Platform—Cloud Computing” for more information. The LinkToken is related to our
cloud computing services. By voluntarily participating in our OneThing reward program while using our OneThing
Cloud device, users can be rewarded with LinkToken, which can be used to redeem for our product and services.
LinkToken cannot be transferred among users in China. On September 4, 2017, six PRC regulatory agencies, namely
People’s Bank of China, the Office of the Central Leading Group for Cyberspace Affairs, MIIT, State Administration
for Industry and Commerce, China Banking Regulatory Commission, China Securities Regulatory Commission,
China Insurance Regulatory Commission, jointly promulgated the Announcement on Preventing Token Fundraising
Risks, to strengthen the administration of the initial coin offerings (“ICOs”) activities. Pursuant to the announcement,
“token fundraising” is referred to as a process where fundraisers, issue or distribute so-called “cryptocurrencies” to
investors who make financial contributions in the form of “virtual currencies” such as Bitcoin or Ether. All fundraising
activities through token issuance are prohibited. In addition, token trading platform should not engage in (i) the
exchange between any statutory currency with tokens and “virtual currencies”, (ii) trade or trade as central
counterparties the tokens or “virtual currencies”, and (iii) provide pricing, information agency or other services for
tokens or “virtual currencies.” While being rewarded with LinkToken by using our OneThing Cloud, users do not make
financial contributions in any form of cryptocurrencies. LinkToken cannot be transferred among users in China. As a
result, we do not believe our LinkToken involves fundraising activities through token issuance, nor do we believe that
we will be deemed as a token trading platform, which is operated under a completely different business model.
However, we cannot assure you that relevant PRC authorities will have the same view with us and substantial
uncertainties exist regarding the interpretation and implementation of relevant PRC laws and regulations. If relevant
PRC authorities decide that our operation of LinkToken is not in compliance with current laws and regulations,
regulatory restrictions may be imposed on us or we may even be required to discontinue relevant business. In addition,
the blockchain technology and other related technologies are evolving rapidly, new laws and regulations may be
adopted from time to time by relevant PRC authorities to impose additional restrictions or require licenses or permits
for the operation of businesses that are similar to our LinkToken. Were that to happen, we may be subject to
additional regulatory risks and business and results of operations, as well as the price of our ADSs may be adversely
affected.
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We may not be able to retain our large user base, convert our users into subscribers of our premium services or
maintain our existing subscribers.

Our platform had approximately 145 million monthly unique visitors in December 2017 according to our internal
record. If we are unable to consistently provide our users with quality services and experience, if users do not perceive
our service offerings to be of value, or if we introduce new or adjust existing features or change the mix of digital
media content in a manner that is not favorably received by our users, we may not be able to retain our existing user
base.

Our number of subscribers experienced a decline in the past partly due to the intensified scrutiny over internet content
from the Chinese government, and may experience further downward pressure in the future. With a government
campaign against inappropriate internet content launched in April 2014, we have had to increase the monitoring of
content on our platform. All the measures we adopt in response to increasing regulatory scrutiny may materially and
adversely affect user experience on our platform and make our services less attractive to our subscribers, leading to a
decline in the number of subscribers. We saw a reduction in the number of total subscribers of 4.4 million as of
December 31, 2014, and permitted temporary suspension of services by about 350,000 existing subscribers as of
December 31, 2014. Although the permitted temporary suspension of services gradually reduced to 207,000 existing
subscribers as of December 31, 2017, such favorable trends may not sustain, and any increase in the number of
subscribers may not necessarily lead to a corresponding increase in revenue. Similar government action or other forces
may make it challenging for us to retain our user base, or may contribute to a further decline in our user base, in the
future. See “—Risks Related to Doing Business in China—Regulation and censorship of information disseminated over the
internet in China have adversely affected our business and may continue to adversely affect our business, and we may
be liable for the digital media content on our platform.”
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In the long term, even without taking into account the abovementioned government restrictions, we cannot assure you
that we would be able to retain our large user or subscriber base. For example, our efforts to provide greater incentives
for our users to subscribe, including marketing activities to highlight the value of differentiated subscriber-only
services, such as Green Channel and Offline Accelerator, may not continue to succeed. Our subscribers may stop their
subscriptions or other spending on our products or services because we no longer serve their needs or if we are unable
to offer a satisfying user experience or successfully compete with current and new competitors in both retaining our
existing subscribers and attracting new subscribers, which would adversely impact our business, results of operations
and prospects.

We face and expect to continue to face copyright infringement claims and other related claims, including claims based
on content available through our services, which could be time-consuming and costly to defend and may result in
damage awards, injunctive relief and/or court orders, divert our management’s attention and financial resources and
adversely impact our business.

Our success depends, in large part, on our ability to operate our business without infringing, misappropriating or
otherwise violating third-party rights, including third-party intellectual property rights. Internet, technology and media
companies are frequently involved in litigations based on allegations of infringement of intellectual property rights,
unfair competition, invasion of privacy, defamation and other violations of other parties’ rights.

In May 2014, we entered into a content protection agreement with the Motion Picture Association of America, Inc., or
MPAA, and its members, which are six major U.S. entertainment content providers. In that agreement, we agreed to
implement a comprehensive system of measures designed to prevent unauthorized downloading of and access to such
content providers’ works. After beginning the roll-out for several months, we suspended implementation of the filter
but have identified and are in the process of implementing a new filter. Even with the implementation of a new filter,
however, our copyright protection measures would not be able to fully protect us against copyright infringement suits.
In January 2015, a number of MPAA member studios filed 28 copyright infringement lawsuits against us on 28 video
products in the Shenzhen Nanshan District Court in China. The court combined these cases into two cases for trial and
entered a judgment on both cases on August 21, 2017. The court held, among others, that we infringed the plaintiffs’
copyright on 13 of 28 video products and were required by the court to compensate the plaintiff for a total of RMB1.4
million. As of the date of this annual report, those cases are awaiting decisions of appellate court. Although we expect
that the outcome of these lawsuits would not have a material adverse effect on our financials, we cannot provide you
with any estimate as to such outcome or assure you that it would not have material adverse impact upon our business.
Even if we won the court ruling for these current proceedings or ultimately reached settlement with MPAA and the
relevant members, we cannot assure you that any of these parties would not initiate other proceedings against us. Also
see “Item 8. Financial Information—A. Consolidated Statements and Other Financial Information—Legal Proceedings.”

In the ordinary course of our business, we receive, from time to time, written notices from third parties claiming that
certain content and games in our network or on one or more of our websites infringe their copyrights or the copyrights
of third parties. These notices may threaten to take legal actions against us or request us to cease distribution,
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marketing or displaying such content or games on our network or websites. Claims alleging copyright infringement or
other claims arising from the content accessible through our distributed computing network, or on our websites or
through our other services, such as the legal proceeding initiated by MPAA members or any potential legal
proceedings that may be initiated by, for example, the Motion Picture Association of America Inc., with or without
merit, may lead to damage awards and/or court orders, diversion of our management’s attention and financial resources
and negative publicity affecting our brand and reputation, and therefore may adversely affect our results of operations
and business prospects. In addition, a significant number of these claims relate to content on Xunlei Kankan. We have
completed our sale of Xunlei Kankan to a third party buyer in July 2015. As a result, our exposure to claims in
relation to intellectual property have significantly decreased, although we still expect to face a number of copyright
infringement claims and other related claims in the future in relation to our other products and services.

8
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We were subject to a number of lawsuits in China for alleged copyright infringements over the years, a number of
which are still outstanding as of the date of this annual report. We can provide no assurance that we will be granted
the judgements or awards in favor of us. In addition, these existing and future claims may divert our management’s
attention and financial resources and adversely impact our business.

The premium acceleration services and other value-added services we provide to our subscribers may expose us to
additional copyright infringement claims, which could materially and adversely affect our existing business model.

We provide subscribers with limited space to temporarily store content downloaded on our servers for optimal
acceleration performance. Subscribers may also request our cloud servers to transmit a file on their behalf and upload
it to their properties. See “Item 4. Information on the Company—B. Business Overview—Our Platform—Subscription
services.” In addition, certain of our services allow users to upload files after they create accounts with us, converting
the files into links and sharing such links with designated persons. We may be liable for transmitting or temporarily
storing content or creating links representing content on behalf of our subscribers if such content infringes third-party
intellectual property rights, and any such potential legal liabilities could materially and adversely affect our business.

If we are unable to successfully capture and retain the growing number of mobile internet users or if we are unable to
successfully monetize our mobile products, our business, financial condition and results of operations may be
materially and adversely affected.

An increasing number of users access our products and services through mobile devices, and the transition to mobile
internet is a key part of our current business strategies. Products such as Xunlei Accelerator are now available to users
from PCs as well as mobile devices, and we intend to continue expanding the number of mobile products we offer. An
important element of our strategy to transition to mobile internet is to continue to further develop features for our
mobile products and to develop new mobile products to capture a greater share of the growing number of users that
access internet services such as ours through mobile devices. For example, we developed Mobile Xunlei, which
allows users to search, download and consume digital media content on their mobile devices in a user friendly way.
As new laptops, mobile devices and operating systems are continually being released, it is difficult to predict the
problems we may encounter in developing our products for use on these devices and operating systems, and we may
need to devote significant resources to create, support and maintain these services. Devices providing access to our
products and services are not manufactured and sold by us, and we cannot assure you that companies manufacturing
or selling these devices would always ensure that their devices perform reliably and are maximally compatible with
our systems. Any faulty connection between these devices and our products may result in user dissatisfaction with our
products, which could damage our brand and have a material and adverse effect on our financial results. In addition,
the lower resolution, functionality and memory associated with some mobile devices may make the use of our
products and services through such devices more difficult and the versions of our products and services we develop
for these devices may fail to attract users. Manufacturers or distributors may establish unique technical standards for
their devices and, as a result, our products may not work or work properly or be viewable on all devices on which they
are installed. Furthermore, new, comparable products which are specifically created to function on mobile operating
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systems, as compared to some of our products that were originally designed to be accessed from PCs, and such new
entrants may operate more effectively on mobile devices than our mobile products do.

In addition, if we are unable to attract and retain the increasing number of users who access our products through
mobile devices, or if we are slower than our competitors in developing attractive services adaptable for mobile
devices, we may fail to capture a significant share of an increasingly important portion of the market or may lose
existing users. In addition, even if we are able to retain the increasing number of users who access our services
through mobile devices, we may not be able to successfully monetize them in the future. For example, because of the
inherent limitations of mobile devices, we may not be able to provide as many kinds of products on mobile devices as
we do on PC, which may limit the monetization potential of our mobile products and services.

9
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If we fail to keep up with the technological development in the internet industry and users’ changing demand, our
business, financial condition and results of operations may be materially and adversely affected.

The internet industry is rapidly evolving and subject to continual technological changes. As the internet infrastructure
continues to develop, the internet may become more easily accessible through alternative technological innovations in
the future, which may make our existing products and services less attractive to our users, and we may lose our
existing users and fail to attract new users, which may further adversely impact our business, financial condition and
results of operations.

In addition, user demand for internet content may also shift over time. Currently, internet users appear to have
significant demand for multimedia acceleration, online games and online streaming services, and we expect such
demand to continue. However, we cannot assure you that the behavior of internet users will not change in the future. If
we fail to upgrade our services in response to changes in user demand in an effective and timely manner, the number
of our users and advertisers may decrease. Furthermore, changes in technologies and user demand may require
substantial capital expenditures in product development and infrastructure. To further expand our user base and offer
our users a wider range of access points, we are expanding our business to mobile devices in part through potentially
pre-installed acceleration products in mobile phones. In addition, we are continually developing and upgrading
products and services, including our cloud computing services, which is expected to utilize the idle capacity of our
users, and seeking strategic cooperation with hardware manufacturers such as smartphone makers, which may require
significant resources from us. However, if we are not able to perfect our new technologies or to achieve the intended
results or if our innovations cannot respond to the needs of our users or if our users are not attracted to our upgraded
or new products and services, we may not be able to maintain or expand our user base, and our business, results of
operations and prospects may be materially and adversely affected.

Our technologies, business methods and services, including those relating to our resource discovery network, may be
subject to third-party patent claims or rights, such as issued patents or pending patent applications, that limit or
prevent their use.

We cannot assure you that our technologies, business methods and services, including those relating to our resource
discovery network, will be free from claims of patent infringements, and that holders of patents would not seek to
enforce such patents against us in China, the United States or any other jurisdictions. We are currently involved in a
patent infringement case in China. We believe that we did not infringe the plaintiff’s patent and we are very likely to
win the case. As of the date of this annual report, we are still waiting for the court’s decision. Other than the case
mentioned above, based on our own analysis, we do not believe that we are currently infringing any third-party
patents of which we are aware. However, our analysis may have failed to identify all relevant patents and patent
applications. For example, there may be currently pending applications, unknown to us, that may later result in issued
patents that are infringed by our products, services or other aspects of our business. There could also be existing
patents of which we are not aware that our products may inadvertently infringe. Third parties may attempt to enforce
such patents against us. Further, the application and interpretation of China’s patent laws and the procedures and
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standards for granting patents in China are still evolving and are uncertain, and we cannot assure you that PRC courts
or regulatory authorities would agree with our analysis. Any patent infringement claims, regardless of their merits,
could be time-consuming and costly to us. If we were found to infringe third-party patents and were not able to adopt
non-infringing technologies, we may be severely limited in our ability to operate our business, and our results of
operations could be materially and adversely affected.

The intellectual property protection mechanism we have implemented may not be effective or sufficient and may
subject us to future litigation or result in our inability to continue providing certain of our existing services in
China.

We may not have obtained licenses for all digital media content available via our services and the scope of the
licenses we obtained for certain content may not be broad enough to cover all the methods we currently employ to
distribute, market or display such content. For digital media content we have lawfully obtained from an authorized
licensor, we may not be able to timely detect the expiration of the licensing period of certain of the content available
via our services and disable access to such content via our services in a timely manner. We have been involved in
litigations based on allegations from rights owners that we have infringed their copyright interests in such content.
Assisted by our intellectual property team dedicated to copyright protection, for example, we have implemented
internal procedures to meet the requirements under relevant PRC laws and regulations to monitor and review the
content we license before it is released and remove any infringing content promptly after we receive notice of
infringement from the legitimate rights holder. See also “Item 4. Information on the Company—B. Business
Overview—Intellectual Property—Digital media data monitoring and copyright protection” for more details. However, due
to the significant amount of digital media content accessible through our resource discovery network and other
services, we generally do not seek to identify infringing content absent receiving any notice of infringement. We have
successfully completed our sale of Xunlei Kankan to a third party buyer in July 2015. As a result, our exposure to
claims in relation to intellectual property has significantly decreased, and we have been adjusting our monitoring
procedures in relation to intellectual property and we expect to devote more resources to the monitoring of content
accessible via our core services. For details of our sale of Xunlei Kankan, see “Item 4. Information on the Company — A.
History and Development of the Company.”
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In addition, we organize and recommend to our users digital media content accessible through our services and
provided on certain reputable audio-visual websites that have cooperation relationships with us. As such, we may be
exposed to the risk of copyright infringement liability in the event that such content has not been duly licensed to us or
to the operators of those websites. Moreover, some rights owners may not send us a notice before bringing lawsuits
against us. Thus, our inability to identify unauthorized content hosted on our website or servers or accessible through
our network subjects us to claims of infringement of third-party intellectual property rights or other rights. In addition,
we may be subject to administrative actions brought by the National Copyright Administration of the PRC or its local
branches for alleged copyright infringement.

The validity, enforceability and scope of protection of intellectual property in internet-related industries, particularly
in China, are uncertain and still evolving. As we face increasing competition and as litigation becomes more common
in China in resolving commercial disputes, we face a higher risk of intellectual property infringement claims. The
Supreme People’s Court of China promulgated a judicial interpretation on infringement of the right of internet
dissemination in December 2012. This judicial interpretation provides that the courts will require service providers to
remove not only links or content that have been specifically mentioned in the notices of infringement from rights
holders, but also links or content they “should have known” to contain infringing content. The interpretation further
provides that where an internet service provider has directly obtained economic benefits from any content made
available by an internet user, it has a higher duty of care with respect to internet users’ infringement of third-party
copyrights. This interpretation may subject us and other internet service providers to significant administrative
burdens and litigation risks. See “Item 4. Key Information on the Company—B. Business Overview—Regulation—Regulation
on Intellectual Property Rights.” Interested parties may lobby for more robust intellectual property protection in
jurisdictions in which we conduct business or may conduct business, and intellectual property laws in China and other
such jurisdictions may become less favorable to our business. Intellectual property litigation may be expensive and
time-consuming and could divert management attention and resources. If there is a successful claim of infringement,
we may be required to discontinue the infringing activities, pay substantial fines and damages and/or seek royalty or
license agreements that may not be available on commercially acceptable terms, if at all. Our failure to obtain the
required licenses on a timely basis could harm our business. Any intellectual property litigation and/or any negative
publicity by third parties alleging our intellectual property infringement could have a material adverse effect on our
business, reputation, financial condition or results of operations. To address the risks relating to intellectual property
infringement, we may have to substantially modify, limit or, in extreme cases, terminate some of our services. Any of
such changes could materially affect our users’ experience and in turn have a material adverse impact on our business.

We may be subject to claims or lawsuits outside of China, which could increase our risk of direct or indirect liabilities
for our existing or future service offerings.

We may be subject to claims or lawsuits outside China, such as the United States, by virtue of our listing in the United
States, the ownership of our ADSs by investors, the extraterritorial application of foreign law by foreign courts or for
other reasons. We have attracted and expect to continue to attract attention from intellectual property owners outside
of China, despite our efforts to control access to our products and services by users outside China. For example, the
Recording Industry Association of America filed a letter with the Office of the United States Trade Representative in
November 2010 accusing certain of our divested or discontinued products of facilitating intellectual property
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infringement. Although we take steps to block users logging in from IP addresses that are located in certain
jurisdictions, including the United States, from accessing certain of our services, due to technological limitations, such
efforts may not be 100% successful, and any unintended access to our services may increase our risk of becoming
subject to copyright laws in such jurisdictions. Even if our efforts to block IP addresses located in the United States or
other jurisdictions are successful, the uncertainties surrounding the approach to intellectual property and online service
providers that the new U.S. administration will take may increase our risk of becoming impacted by copyright laws in
such jurisdictions. If we are ever held to be subject to United States copyright law, that could increase our risk of
direct or indirect copyright liability for our resource discovery, acceleration or other services. If a claim of
infringement brought against us in the United States or other jurisdictions is successful, we may be required to (i) pay
substantial statutory or other damages and fines, (ii) remove relevant content from our website, (iii) discontinue
products or services, (iv) disable access through our service to certain sites or content; (v) terminate users; and/or (vi)
seek royalty or license agreements that may not be available on commercially reasonable terms or at all.

11
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In addition, as a publicly listed company, we may be exposed to increased risk of litigation. For example, two putative
shareholder class action lawsuits have been filed in the United States District Courts for the Southern District of New
York against our Company and certain current and former officers and directors of our Company: Dookeran v. Xunlei
Limited, et al. (filed on January 18, 2018, Case No. 18-cv-467 (S.D.N.Y.)), and Peng Li v. Xunlei Limited, et al. (filed
on January 24, 2018, Case No. 18-cv-646 (S.D.N.Y.)). Purporting to sue on behalf of all investors who purchased or
acquired Xunlei stock from October 10, 2017, to January 11, 2018, plaintiffs allege that certain statements regarding
OneCoin, in our press releases and on a quarterly investor call were false and misleading because, among other things,
they failed to disclose that OneCoin was a disguised “initial coin offering” and “initial miner offering” and constituted
“unlawful financial activity.” Plaintiffs seek to recover under Sections 10(b) and 20(a) of the U.S. Securities Exchange
Act of 1934 and Rule 10b-5 thereunder. On April 12, 2018, the court consolidated the actions under the caption In re
Xunlei Limited Securities Litigation, No. 18-cv-467 (RJS), and appointed lead plaintiffs and lead plaintiffs’ counsel.
The proceedings are still at an early stage, and the consolidated amended complaint has not yet been filed. As a
publicly listed company, we may be involved in more class action lawsuits in the future. While we believe the claims
in this lawsuit are without merit, such kind of lawsuit could divert a significant amount of our management’s attention
and other resources from our business and operations, which could harm our results of operations and require us to
incur significant expenses to defend the lawsuits. Any such class action suit, whether or not successful, could harm
our reputation and restrict our ability to raise capital in the future. In addition, if a claim is successfully made against
us, we may be required to pay significant damages, which could have a material adverse effect on our financial
condition and results of operations.

We may not be able to prevent unauthorized use of our intellectual property or disclosure of our trade secrets and
other proprietary information, which could reduce demand for our services and have material and adverse impact on
our business, financial condition and results of operations.

Our patents, trademarks, trade secrets, copyrights and other intellectual property rights are important assets for us.
Events that are outside of our control may pose a threat to our intellectual property rights. For example, effective
intellectual property protection may not be available in China and some other jurisdictions in which our services are
distributed or made available through the internet. Also, the efforts we have made to protect our proprietary rights
may not be sufficient or effective. Any significant impairment of our intellectual property rights could harm our
business or our competitiveness. Also, protecting our intellectual property rights is costly and time consuming. Any
increase in the unauthorized use of our intellectual property could make it more expensive to conduct our business and
harm our results of operations.

We seek to obtain patent protection for our innovations. However, it is possible that patent protection may not be
available for some of these innovations. In addition, given the costs of obtaining patent protection, we may choose not
to protect certain innovations that later turn out to be important. Furthermore, there is always the possibility, despite
our efforts, that the scope of the protection gained will be insufficient or that an issued patent may be deemed invalid
or unenforceable.
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We also seek to maintain certain intellectual property as trade secrets. We require our employees, consultants,
advisors and collaborators to enter into confidentiality agreements in order to protect our trade secrets and other
proprietary information. These agreements might not effectively prevent disclosure of our trade secrets, know-how or
other proprietary information and might not provide an adequate remedy in the event of unauthorized disclosure of
such confidential information. In addition, others may independently discover our trade secrets and proprietary
information, in which case we could not assert such trade secret rights against such parties. Any unauthorized
disclosure or independent discovery of our trade secrets would deprive us of the associated competitive advantages.
Costly and time-consuming litigation could be necessary to enforce and determine the scope of our proprietary rights,
and failure to obtain or maintain trade secret protection could adversely affect our competitive position.
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The revenue model for our live video may not remain effective and we cannot guarantee that our future
monetization strategies will be successfully implemented or generate sustainable revenues and profit.

We launched our live video services in February 2016. In 2017, we adjusted our live video business and adopted a
revenue model whereby users have free access to live video of various types of content presented by broadcasters but
have the options to purchase virtual items. In 2017, revenues from live video services was US$18.0 million, which
accounted for 8.9% of our total net revenues in 2017. Almost all of our live video revenue was generated using this
revenue model and we expect to continue to generate our live video revenue using this revenue model. Our live video
business has experienced rapid growth after its launch, but we cannot assure you that we will be able to continue to
achieve a similar or higher growth rate in the future, as the user demand for this service may change, decrease
substantially or dissipate, or we may fail to anticipate and serve user demands effectively.

Although we factor in industry standards and expected user demand in determining how to optimize virtual item
merchandizing effectively, if we fail to properly manage the supply and timing of our virtual items and their
appropriate prices, our users may be less likely to purchase these virtual items from us. In addition, if users’ spending
habits change and they choose to only access our content for free without additional purchases, we may not be able to
continue to successfully implement the virtual items-based revenue model for live video, in which case we may have
to provide other value-added services or products to monetize our user base. We cannot guarantee that our attempts to
monetize our user base and products and services will continue to be successful, profitable or widely accepted, and
therefore the future revenue and income potential of our business are difficult to evaluate.

We may fail to offer attractive content for our live video services, or attract and retain talented and popular
broadcasters, which may materially adversely affect the operation of our live video services and its results of
operations.

We offer comprehensive live video content. Our content library is constantly evolving and growing to meet users’
evolving interests. We actively track viewership growth and community feedback to identify trending content and
encourage our broadcasters to create content that caters to users’ constantly changing taste. However, if we fail to
continue to expand and diversify our content offerings, identify trending and popular genres, or maintain the quality of
our content, we may experience decreased viewership and user engagement, which may materially and adversely
affect our results of operations and financial conditions.

In addition, we largely rely on our broadcasters to create high-quality and fun live video content. Popular broadcasters
are key to the success of our living streaming services. We have in place a comprehensive and effective incentive
mechanism to encourage broadcasters to supply content that are attractive to our users. We have also entered into
multi-year cooperation agreements that contain exclusivity clauses with popular broadcasters and the talent agencies
they cooperate with. However, if any of those broadcasters and/or the talent agencies decides to breach the agreement
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or chooses not to continue the cooperation with us once the term of the agreement expires, or if we fail to attract new
talented and productive broadcasters, the popularity of our platform may decline and the number of our users may
decrease, which could materially and adversely affect our results of operations and financial condition.

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

Our live video services enable users to exchange information and engage in various other online activities. Although
we require our broadcasters to register their real name, we do not require real-name registration for our users, and
hence we are unable to verify the sources of all the information posted by our users. In addition, a majority of the
communications on our platforms is conducted real-time, we are unable to timely verify the sources of all information
posted thereon or examine the content generated by users before they are posted. Therefore, it is possible that
broadcasters and/or users may engage in illegal, obscene or incendiary conversations or activities, including the
publishing of inappropriate or illegal content that may be deemed unlawful under PRC laws and regulations on our
platforms. If any content on our platforms is deemed illegal, obscene or incendiary, or if appropriate licenses and third
party consents have not been obtained, claims may be brought against us for defamation, libel, negligence, copyright,
patent or trademark infringement, other unlawful activities or other theories and claims based on the nature and
content of the information delivered on or otherwise accessed through our platforms. We also may face liability for
copyright or trademark infringement, fraud, and other claims based on the nature and content of the materials that are
delivered, shared or otherwise accessed through or published on our platforms. Defending any such actions could be
costly and involve significant time and attention of our management and other resources. In addition, PRC authorities
may impose legal sanctions on us, including, in serious cases, suspending or revoking the licenses necessary to
operate our platforms if they find that we have not adequately managed the content on our platforms. The success of
our business depends on our ability to maintain and enhance a strong brand. If we fail to sustain or improve the
strength of our brand, we may subsequently experience difficulty in maintaining market share.
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We believe that maintaining and enhancing our Xunlei brand is of significant importance to the success of our
business. A well-recognized brand is critical to increasing our user base and, in turn, enhancing our attractiveness to
advertisers, subscribers and paying users. Since the Chinese internet market is highly competitive, maintaining and
enhancing our brand depends largely on our ability to retain a significant market share in China, which may be
difficult and expensive.

We have developed our reputation and established a leading position by providing our users with a superior
acceleration and video viewing experience. We will continue to conduct various marketing and brand promotion
activities. We cannot assure you, however, that these activities will be successful and achieve the brand promotion
effects we expect. In addition, any negative publicity in relation to our services or our marketing or promotion
practices, regardless of its veracity, could harm our brand image and, in turn, result in a reduced number of users and
advertisers. Historically, there has been negative publicity about our company, our products and services and certain
key members of our management team, which has adversely affected our brand, public image and reputation. If we
fail to maintain and enhance our brand, or if we incur excessive expenses in this effort, our business, financial
condition and results of operations may be materially and adversely affected.

System failure, interruptions and downtime, including those caused by cyber-attacks or network issues, can result in
user dissatisfaction and adverse publicity, and our business, financial condition and results of operations may be
materially and adversely affected.

Our operations rely on our networks and servers, which can suffer system failures, interruptions and downtime. Our
network systems are vulnerable to damage from computer viruses, fires, floods, earthquakes, power losses,
telecommunication failures, computer hacking and similar events despite our implementation of security measures,
which may cause interruptions to the services we provide, degrade the user experience, or cause users to lose
confidence in our products. Our efforts to protect our company data or the information we receive may also be
unsuccessful due to software bugs or other technical malfunctions, employee error or malfeasance, government
surveillance, or other factors.

The satisfactory performance, stability, security and availability of our websites and our network infrastructure are
critical to our reputation and our ability to attract and retain users and advertisers. Our network contains information
regarding file index, advertising records, premium licensed digital media content and various other facets of the
business to assist management and help ensure effective communication among various departments and offices of
our company. Any failure to maintain the satisfactory performance, stability, security and availability of our network,
website or technology platform, whether such failure results from intentional cyber-attacks by hackers, from issues
with our own technology and team or from other factors beyond our control, may cause significant harm to our
reputation and impact our ability to attract and maintain users and business partners. We have put in place various
measures to prevent such incidents from happening and internal reporting procedures with respect to such incidents.
However, such prevention measures may not function in a way as we expect.
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From time to time, our users in certain locations may not be able to gain access to our network or our websites for a
period of time lasting from several minutes to several hours, due to server interruptions, power shutdowns, internet
connection problems or other reasons. Although we have not experienced extended periods of such server
interruptions, power shutdowns or internet connection problems across our entire network, we cannot assure you that
such instances will not occur in the future. Any server interruptions, break-downs or system failures, including failures
which may be attributable to events within or outside our control that could result in a sustained shutdown of all or a
material portion of our network or website, could reduce the attractiveness of our service offerings. In addition, any
substantial increase in the volume of traffic on our network or website will require us to increase our investment in
bandwidth, expand and further upgrade our technology platform. We do not maintain insurance policies covering
losses relating to our network systems. As a result, any system failure, interruptions or network downtime for an
extended period may have a material adverse impact on our revenues and results of operations.
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If we fail to retain existing advertisers or attract new advertisers, our revenues may be materially and adversely
affected.

Historically, we generate a substantial portion of our revenues from online advertising. Such revenue experienced a
decline from US$38.4 million in 2014 to US$4.8 million in 2015 due to our disposal of Xunlei Kankan in July 2015,
which historically contributed a significant portion of our advertising revenues and a majority of our advertisers. The
revenue from online advertising, however, increased to US$16.9 million in 2016 due to the rapid growth of our mobile
advertising since the fourth quarter of 2015. In 2017, the revenue from our online advertising further increased to
US$22.5 million due to a higher fee we charged to advertisers for each advertisement placed on our products and
platforms. We cannot assure you that we can continue to retain our advertising agencies and advertisers or attract new
advertising agencies and advertisers. The number of advertisers (including third party advertising platforms that we
cooperate with) that use our online advertising services decreased from 252 in 2014 to 120 in 2015 due to the disposal
of Xunlei Kankan in July 2015, and such number further decreased to 112 in 2017. If we cannot retain our existing
advertisers or develop new advertisers in the future, our revenues generated from online advertising will be materially
and negatively affected. Since our arrangements with third-party advertising agencies are typically one-year
framework agreements, such advertising arrangements may be easily amended or terminated without incurring
liabilities.

A number of our advertisers are online game operators. The online game and e-commerce industries in China are
rapidly evolving, and the growth of these industries and their demand for online advertising services is uncertain and
may be affected by factors out of our control. We also have significant brand advertising and are seeking to further
expand this portion of advertising. However, we cannot assure you that we will be able to retain existing advertising
agencies and advertisers or attract more advertising agencies and advertisers for brand advertising, and if we fail to do
so, our business, results of operations and prospects may be materially and adversely affected.

We rely on third-party platforms to distribute our mobile applications. If we are unable to maintain a good relationship
with such platform providers, if their terms and conditions or pricing were changed to our detriment, if we violate, or
if a platform provider believes that we have violated, the terms and conditions of its platform, or if any of these
platforms loses market share or falls out of favor or is unavailable for a prolonged period of time, our mobile strategy
may suffer.

We are subject to the standard policies and terms of service of third party platforms, which govern the distribution of
our mobile application on the platform.  Each platform provider has broad discretion to change and interpret its terms
of service and other policies with respect to us and other users, and those changes may be unfavorable to us.  A
platform provider may also change its fee structure, add fees associated with access to and use of its platform, alter
how we are able to advertise or distribute on the platform, or change how the personal information of its users is made
available to application developers on the platform. Such changes may decrease the visibility or availability of our
applications, limit our distribution capabilities, prevent access to our applications, reduce the amount of downloads
and revenue we may recognize from the applications, increase our costs to operate on these platforms or result in the
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exclusion or limitation of our application on such platforms.  Any such changes could adversely affect our business,
financial condition or results of operations.  

If we violate, or a platform provider believes we have violated its terms of service (or if there is any change or
deterioration in our relationship with these platform providers), that platform provider could limit or discontinue our
access to the platform.  A platform provider could also limit or discontinue our access to the platform if it establishes
more favorable relationships with one or more of our competitors or it determines that we are a competitor.  Any limit
of, or discontinuation to, our access to any platform could adversely affect our business, financial condition or results
of operations.  In September 2016, Mobile Xunlei was removed from Apple’s iOS App Store as a result of alleged
possible violations of the developer license agreement between Apple and us. We are still in the process of negotiating
with Apple. We cannot assure you that future efforts to re-launch Mobile Xunlei on the iOS App Store will be
successful. This will most likely prevent prospective users and existing users from accessing or renewing our services
through Apple devices. It is impossible for us to predict the impact in the longer run if Apple continues to deny our
mobile applications. Furthermore, other app stores also have the right to update their store policies and if we are
deemed to violate its policy and our mobile application are removed from other app stores at the same time, this may
significantly harm our mobile strategy.
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We are strictly regulated in China. Any lack of requisite licenses or permits applicable to our businesses and any
changes in government policies or regulations may have a material and adverse impact on our businesses, financial
conditions and results of operations.

Our business is subject to governmental supervision and regulations by the relevant PRC governmental authorities
including the State Council, the Ministry of Industry and Information Technology (formerly the Ministry of
Information Industry), or MIIT, the State Administration of Radio and Television, or SAPPRFT, (formerly the
General Administration of Press and Publication, Radio, Film and Television (established in March 2013 as a result of
institutional reform integrating the State Administration of Radio, Film and Television, and the General
Administration of Press and Publication), or GAPPRFT), Ministry of Culture and Tourism (established in March 2018
as a result of institutional reform integrating the Ministry of Culture, and the Ministry of Tourism), or MOCT and
other relevant government authorities. Together these government authorities promulgate and enforce regulations that
cover many aspects of operation of telecommunications and internet information services, including entry into the
telecommunications industry, the scope of permissible business activities, licenses and permits for various business
activities and foreign investment.

We are advised by our PRC legal adviser that a license for online transmission of audio-visual programs is required
for the display of video content, including live video content, on our platform. See “Item 4. Information on the
Company—B. Business Overview—Regulation—Regulation on online transmission of audio-visual programs.” We used to be
a registered owner of such license when we were operating Xunlei Kankan business. However, when we disposed of
Xunlei Kankan business to the purchaser in July 2015, the registered owner of such license was also changed to the
purchaser. Our platform and software gather internet audio-video programs and contains user generated live video
content, video clips and other media files. Our platform also offers online shows, online games and online drama
performances. The broadcasters may also upload their recorded video clips to our platform. The live video industry is
relatively new in China. Laws and regulations governing the operation of live video services are also developing and
evolving. Substantial uncertainties exist with respect to the interpretation and implementation of the applicable laws
and regulations. Relevant PRC government authorities may find that the license for online transmission of
audio-visual programs is also required for our gathering and transmission of live video content, video clips and media
files. If the relevant PRC authorities consider that we are operating relevant businesses without proper license, they
may issue warnings, order us to rectify our violating operations and impose fines on us. In case of severe
contravention as determined by relevant authorities in its discretion, they may ban the violating operations, seize our
equipment in connection with such operations and impose a penalty of one to two times of the amount of the total
investment in such operations. We are now in the process of obtaining a new license for online transmission of
audio-visual programs and expect to obtain such license in late 2018.

In addition, our cloud computing services provided to the internet users may be deemed to have included the content
distribution network (CDN) services. With MIIT’s recent promulgation of the Circular on Clearing up and Regulating
the Internet Access Service Market in January 2017, our existing value-added telecommunication services license, or
VATS License, must be updated to specifically cover the CDN services, which otherwise was not required in the past.
Shenzhen Onething Technologies Co., Ltd., or Shenzhen Onething, a subsidiary of Shenzhen Xunlei has obtained
from the relevant PRC authority an updated VATS License covering the CDN services. “Item 4. Information on the
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Company—B. Business Overview—Regulation—Regulation on telecommunications and internet information services.”

If the relevant PRC authority decides that we were operating without the proper licenses or approvals, we may be
given a warning, ordered to rectify our violations and/or fined, or required to impose restrictions or even discontinue
our relevant business. In addition to the above, if the PRC government promulgates new laws and regulations that
require additional licenses or imposes additional restrictions on the operation of any part of our business, it has the
power to, among other things, levy fines, confiscate our income, revoke our business licenses, and require us to
discontinue our business or impose restrictions on the affected portion of our business. Any of these actions by the
PRC government may have a material and adverse effect on our results of operations. In addition, the PRC
government may promulgate regulations restricting the types and content of advertisements that may be transmitted
online, which could have a direct adverse impact on our business.
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Concerns about collection and use of personal data could damage our reputation, deter current and potential users
from using our services and substantially harm our business and results of operations.

Pursuant to the applicable PRC laws and regulations concerning the collection, use and sharing of personal data, our
PRC subsidiaries, VIE and its subsidiaries are required to keep our users’ personal information confidential and are
prohibited from disclosing such information to any third parties without such users’ consent. In December 2012 and
July 2013, laws and regulations were issued by the Standing Committee of the PRC National People’s Congress and
MIIT to enhance the legal protection of information security and privacy on the internet. The laws and regulations also
require internet operators to take measures to ensure confidentiality of information of users. Concerns about our
practices with regard to the collection, use or disclosure of personal information or other privacy-related matters, even
if unfounded, could damage our reputation and operating results. In addition, in June 2016 and January 2017, the
Cyberspace Administration of China, or CAC, and the Standing Committee of the PRC National People’s Congress
issued new laws and regulations to further safeguard cyberspace security.

We apply strict management and protection to any information provided by users, and under our privacy policy,
without our users’ prior consent, we will not provide any of our users’ personal information to any unrelated third party.
While we strive to comply with our privacy guidelines as well as all applicable data protection laws and regulations,
any failure or perceived failure to comply may result in proceedings or actions against us by government entities or
others, and could damage our reputation. User and regulatory attitudes towards privacy are evolving and concerns
about the security of personal data could also lead to a decline in general usage of our products and services, which
could lead to lower user numbers. For example, if the PRC government authorities require real-name registration by
our users, our user numbers may decrease and our business, financial condition and results of operations may be
adversely affected. See “—Risks Related to Doing Business in China—We may be adversely affected by the complexity,
uncertainties and changes in PRC regulations of internet-related business and companies.” In addition, we may become
subject to the data protection or personal privacy laws of jurisdictions outside of China, where more stringent
requirements may be imposed on us and we may have to allocate more resources to comply with the legal
requirements, and our user numbers may further decrease. A significant reduction in user numbers could have a
material adverse effect on our business, financial condition and results of operations.

We may not be able to generate sufficient cash from operations or to obtain sufficient capital to meet the additional
capital requirements of our changing business.

In order to implement our development strategies, including our strategies to transition to mobile internet and
continuing efforts on our cloud computing business, we will make continual capital investments in terms of devoting
more research and development efforts into investigating user needs and develop new mobile products and update
existing ones, continue enhancing the technologies involved in our cloud computing business and provide more
frequent updates to our existing products. Thus, we will continue to incur substantial capital expenditures on an
ongoing basis, and it may become difficult for us to meet such capital requirements.
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To date, we have financed our operations primarily through cash flow from operations and, to a lesser degree,
proceeds from private placements of preferred shares and our initial public offering. If we fail to retain a sufficient
number of users and continue to convert such users into paying users or subscribers, we may not be able to generate
sufficient revenues to cover our business development strategies, including our continued transition to mobile internet
and the continued expansion of our cloud computing business, and our business may be materially and adversely
affected.

We may obtain additional financing, including from equity offerings and debt financings in capital markets, to fund
the operation and planned expansion of our business. Our ability to obtain additional financing in the future, however,
is subject to a number of uncertainties, including:

· our future business development, financial condition and results of operations;  

· general market conditions for financing activities by companies in our industry; and 

· macroeconomic, political and other conditions in China and elsewhere.  

If we cannot obtain sufficient capital to meet our capital expenditure needs, we may not be able to execute our growth
strategies and our business, results of operations and prospects may be materially and adversely affected.
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Our costs and expenses, such as research and development expenses, may increase and our results of operations may
be adversely affected.

The operation of our extensive resource discovery network and cloud computing business require significant upfront
capital expenditures as well as continual, substantial investment in content, technology and infrastructure. Since
inception, we have invested substantially in research and development to maintain our technology leadership, and in
equipment to increase our network capacity. We expect our research and development expenses to increase in the near
term as we continue to expand our research and development team to develop new products and update existing
products, particularly as we continue devoting resources in the development of our cloud computing business and the
development and updating of our mobile products. Most of our capital expenditures, such as expenditures on servers
and other equipment, are based upon our estimation of potential future demand and we are generally required to pay
the entire purchase price and license fees upfront. As a result, our cash flow may be negatively affected in the periods
in which such payments are made. We may not be able to quickly generate sufficient revenue from such expenditures,
which may negatively affect our results of operations within certain periods thereafter; and if we over-estimate future
demand for our services, we may not be able to achieve expected rates of return on our capital expenditures, or at all.

In addition, bandwidth and other costs are subject to change and are determined by market supply and demand. For
example, the market prices for professionally produced digital media content have increased significantly in China
during the past few years, and there have been increases in the relevant license fees. In addition, if bandwidth and
other providers cease their business with us or raise the prices of their products and services, we will incur additional
costs to find alternative service providers or to accept the increased costs in order to provide our services, although we
expect that crowdsourced capacity obtained through our cloud computing services may offset some of our bandwidth
costs. If we cannot pass on our costs and expenses to our users, or if our costs to deliver our services do not decline
commensurate with any future declines in the prices we charge our users, our results of operations may be adversely
affected and we may fail to achieve profitability.

If we are unable to collect accounts receivable in a timely manner or at all, our financial condition, results of
operations and prospects may be materially and adversely affected.

Certain portion of our advertising revenues is generated from a limited number of advertising agencies. We typically
enter into advertising agreements with third-party advertising agencies that represent the advertisers, and under these
agreements, the advertising fees are paid to us by the advertising agencies after we deliver our services. In
consideration for the third-party advertising agencies’ services, we pay them rebates based on the value of business
they bring to us. In addition to our online advertising services, we also generated a large portion of our revenue from
the sales of CDN to our customers in 2017. As of December 31, 2017, we have a considerable portion of accounts
receivable arising from the sales of CDN. Thus, the financial soundness of our advertisers and advertising agencies, as
well as our customers purchasing CDN from us may affect our collection of accounts receivable. We make a credit
assessment of our advertisers, advertising agencies and our CDN purchasers to evaluate the collectability of these
service fees before entering into any business contracts. However, we cannot assure you that we are or will be able to

Edgar Filing: Xunlei Ltd - Form 20-F

42



accurately assess the creditworthiness of each advertising agency, advertiser or CDN purchaser, as applicable, and any
inability of advertisers, advertising agencies or CDN purchasers, especially those that accounted for a significant
percentage of our amounts receivables in the past, to pay us in a timely manner may adversely affect our liquidity and
cash flows. In addition, the online advertising market in China is dominated by a small number of large advertising
agencies. If the large advertising agencies that we have business relationships with demand higher rebates for their
agency services, our results of operations will be materially and adversely affected.

We may not be able to successfully address the challenges and risks we face in the online games market, such as a
failure to acquire and operate popular, high-quality games or to obtain all the licenses required to operate online
games, which may subject us to penalties from relevant authorities, including the discontinuance of our online game
business.

Our online game business used to consist of web game business, mobile game business, and MMOGs. In order to
further develop our cloud computing business, we streamlined our overall business and disposed our web game
business in January 2018. After the disposal, our online game business currently only operates mobile games and
MMOGs. We have exclusive operating agreements with online game developers, under which we gain exclusive
rights to certain online games. In addition to offering these games on our own websites, we also have the option of
sub-licensing these games to other websites to diversify our game revenue stream. Exclusive arrangements of this type
require more initial capital investment in acquiring operating rights for the games, and involve more business risks,
such as risks associated with the potential failure to find appropriate sub-licensees for the games or failure to engage a
sufficient number of game players to make these games profitable for us. If we are unable to generate sufficient
revenues in these markets to obtain sufficient return for our investments, our future results of operations and financial
condition could be materially and adversely affected.
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In addition, to operate online games in China, a variety of permits and approvals are required. For example,
publication of online games, music works and other internet publishing activities are subject to the regulation of the
SAPPRFT, which requires operators of online games and other internet publishing services to obtain an internet
publication license prior to providing any such services. See “Item 4. Information on the Company—B. Business
Overview—Regulation—Regulation on internet publication.” Shenzhen Xunlei has obtained an internet publication license
for the publication of internet games. However, Shenzhen Xunlei’s internet publication license does not include the
publication of music works and other internet publishing activities. Applicable regulations also specify that each
online game must be screened and approved in advance by SAPPRFT before it is allowed to be launched online. Also,
an imported online game should be approved in advance by MOCT before its initial operation while a domestically
developed online game should be filed with MOCT within 30 days of commencing operations. See “Item 4.
Information on the Company—B. Business Overview—Regulation—Regulation on online games.” We license from online
game developers and operate massive multiplayer online games, or the MMOGs, and we share profits with these
developers. We require developers of certain online games to obtain the requisite approvals from SAPPRFT, and
make the filings with MOCT, for relevant online games. As of the date of this annual report, most of our online games
currently in operation exclusively by us have obtained SAPPRFT’s approval and completed filing with MOCT.
However, we cannot assure you that we or such online game developers can obtain SAPPRFT’s approvals or complete
the filings with MOCT for all the games in a timely manner or at all. If we or such online game developers fail to
obtain these licenses, approvals or filings in a timely manner or at all, the relevant authority may challenge the
commercial operation of our online games and determine that we are in violation of the relevant laws and regulations
regarding online games, it would have the power to, among other things, levy fines against us, confiscate our income
generated from operation of our online games and require us to discontinue our online game business.

We operate in a competitive market and may not be able to compete effectively.

We face significant competition in different areas of our business. For example, although we currently have a leading
presence in the China market for cloud acceleration products and services, we cannot guarantee that we will be able to
maintain our leading position in the future. We may face competition from leading Chinese internet companies, such
as Tencent and Baidu, if they start to allocate resources and focus on the development in this business sector. With
more entrants into the cloud acceleration business, aggressive price cutting by competitors may result in the loss of
our existing subscribers. We may have to take actions to retain our user base and attract more subscribers at
significant cost, including upgrading and developing existing and new products and services in order to meet users’
changing demand, but we cannot assure you that such efforts will succeed, especially given the tightening control over
internet content by the Chinese government. See “—If we fail to keep up with the technological development in the
internet industry and users’ changing demand, our business, financial condition and results of operations may be
materially and adversely affected.” and “—Regulation and censorship of information disseminated over the internet in
China have adversely affected our business and may continue to adversely affect our business, and we may be liable
for the digital media content on our platform.”

Some of our existing or potential competitors have a longer operating history and significantly greater financial
resources than we do, and in turn may be able to attract and retain more users and advertisers. Our competitors may
compete with us in a variety of ways, including by conducting brand promotions and other marketing activities and
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making acquisitions. If we are not able to effectively compete in any aspect of our business, which would have a
material and adverse effect on our business, financial condition and results of operations.
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Undetected programming errors or flaws or failure to maintain effective customer service could harm our reputation or
decrease market acceptance of our services, particularly our resource discovery network, which would materially and
adversely affect our results of operations.

Our programs may contain programming errors that may only become apparent after their release, especially in terms
of upgrades to, for example, Xunlei Accelerator or cloud acceleration subscription services. We receive user feedback
in connection with programming errors affecting their user experience from time to time, and such errors may also
come to our attention during our monitoring process. However, we cannot assure you that we will be able to detect
and resolve all these programming errors effectively or in a timely manner. Undetected programming errors or defects
may adversely affect user experience and cause our users to stop using our services and our advertisers to reduce their
use of our services, any of which could materially and adversely affect our business and results of operations.

Advertisements we display may subject us to penalties and other administrative actions.

Under PRC advertising laws and regulations, advertisement channels such as us are obligated to monitor the
advertising content they display to ensure that such content is true, accurate and in full compliance with applicable
laws and regulations. PRC advertising laws and regulations set forth certain content requirements for advertisements
in the PRC including, among other things, prohibitions on false or misleading content, superlative wording, socially
destabilizing content or content involving obscenities, superstition, violence, discrimination or infringement of the
public interest. In April 2015, the Standing Committee of the National People’s Congress issued the amended
Advertisement Law, which took effect on September 1, 2015, to further strengthen the supervision and management
of advertisement services. Pursuant to the Advertisement Law, any advertisement that contains false or misleading
information to deceive or mislead consumers shall be deemed false advertising. Furthermore, the Advertisement Law
explicitly stipulates detailed requirements for the content of several different kinds of advertisement, including
advertisements for medical treatment, pharmaceuticals, medical instruments, health food, alcoholic drinks, education
or training, products or services having an expected return on investment, real estate, pesticides, feed and feed
additives, and some other agriculture-related advertisement. On July 4, 2016, SAIC issued the Interim Measures for
the Administration of Internet Advertising to specifically regulate internet advertising activities. See “Item 4.
Information on the Company—B. Business Overview—Regulation—Regulation on advertising business” for details. In
providing advertising services, we are required to review the supporting documents provided to us by advertising
agencies or advertisers for the relevant advertisements and verify that the content of the advertisements complies with
applicable PRC laws and regulations. Prior to distributing advertisements that are subject to government censorship
and approval, we are obligated to verify that such censorship has been performed and approval has been obtained.
Violation of these regulations may result in penalties, including fines, confiscation of advertising income, orders to
eliminate the effect of illegal advertisement. In circumstances involving serious violations, the State Administration
for Industry and Commerce, or the SAIC, or its local branches may revoke violators’ licenses or permits for their
advertising business operations.
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To fulfill these monitoring functions specified by the PRC laws and regulations set forth above, we employ several
measures. Almost all of our advertising contracts require that advertising agencies or advertisers that contract with us:
(i) ensure the advertising content provided to us is true, accurate and in full compliance with PRC laws and
regulations; (ii) ensure such content does not infringe any third-party’s rights and interests; and (iii) indemnify us for
any liabilities arising from such advertising content. In addition, a team of our employees reviews all advertising
materials to ensure the content does not violate relevant laws and regulations before displaying such advertisements.
However, we cannot assure you that all the content contained in such advertisements is true and accurate as required
by the advertising laws and regulations, especially given the uncertainty in the application of these laws and
regulations. If we are found to be in violation of applicable PRC advertising laws and regulations in the future, we
may be subject to penalties and our reputation may be harmed, which may have a material and adverse effect on our
business, financial condition and results of operations.

We face risks relating to third parties’ billing and payment systems.

The billing and payment systems of third parties such as online third-party payment processors help us maintain
accurate records of payments of sales proceeds by certain subscribers and other paying users and collect such
payments. Our business and results of operations could be adversely affected if these third parties fail to accurately
account for or calculate the revenues generated from the sales of our products and services. Moreover, if there are
security breaches or failure or errors in the payment process of these third parties, user experience may be affected and
our business results may be negatively impacted.
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The channels for the payment of our services and products typically comprise third-party online system, fixed phone
line and mobile phone payment. A significant portion of the payments have been made through our online payment
system since 2014. Although we have been able to control our payment handling charges by encouraging our
subscribers to use the third-party online system which charges relatively lower levels of handling fees compared with
other payment channels, the subscribers may change their habits to make payments through mobile phones or other
distribution channels with higher costs. If more and more subscribers use the mobile phone as their payment channels
and the cost remains unchanged or even increases in the future, or if we fail to minimize the associated payment
handling charges, our results of operations may be adversely affected.

We also do not have control over the security measures of our third-party payment service providers, and security
breaches of the online payment systems that we use could expose us to litigation and possible liability for failing to
secure confidential customer information and could, among other things, damage our reputation and the perceived
security of all of the online payment systems we use. In addition, there may be billing software errors that would
damage customer confidence in these payment systems. If any of the above were to occur, we may lose paying users
and users may be discouraged from purchasing our products, which may have an adverse effect on our business and
results of operations.

Third-party e-commerce platform is a major way for us to sell our OneThing Cloud and collect payments.  If we fail
to maintain our relationship with third-party e-commerce platform, the sales of our OneThing Cloud and our cloud
computing business may be adversely affected.

In addition to our proprietary distribution channels, we also sell our OneThing Cloud through a major third-party
e-commerce platform in China and collect payments from such platform. We are subject to its standard terms and
conditions for selling product through its platform, which govern placing of purchase order, transportation and
delivery of products, sales returns and payment settlement. If we violate, or if the platform provider believes that we
have violated, its terms and conditions, it may discontinue or limit our access to that platform, which could harm the
sales of our OneThing Cloud and our cloud computing business. 

Disputes with the third-party platform, such as disputes relating to 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 the third-party platform terminates for any reason, we may not be able to find a replacement
in a timely manner at terms acceptable to us or at all and the sales of our OneThing Cloud may be adversely affected. 
Any failure on our part to maintain good relationships with the third-party e-commerce platform, the sales of our
OneThing Cloud could decline, which will have an adverse effect on our business, financial condition and results of
operations.
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If the e-commerce platform, through which we sell our OneThing Cloud, loses its market position or is 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 and selling our OneThing Cloud, which would consume additional resources and may not be
effective.

We do not have internal manufacturing capabilities and rely on several contract manufacturers to produce our
products. If we encounter issues with these contract manufacturers, our business, brand and results of operations could
be harmed.

We do not maintain our own manufacturing capabilities and rely on contract manufactures to produce our products.
We assign the production of OneThing Cloud to a number of manufacturers. We may experience operational
difficulties with our manufacturers, including reductions in the availability of production capacity, failures to comply
with product specifications, insufficient quality control, failures to meet production deadlines, increases in
manufacturing costs. Our manufacturers may experience disruptions in their manufacturing operations due to
equipment breakdowns, labor strikes or shortages, natural disasters, component or material shortages, cost increases or
other similar problems. In addition, we may not be able to renew contracts with our contract manufacturers or identify
alternative manufacturers in a timely manner at terms acceptable to us. If any of the above were to happen, our
manufacturing of OneThing Cloud and our cloud computing business may be adversely affected.
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We are susceptible to supply shortages, long lead time for raw materials and components, and supply changes, any of
which could disrupt our supply chain and have a material adverse impact on our results of operation because some of
the key components of our products come from a limited number or a single source of supply.

All of the components and raw materials used to produce OneThing Cloud are sourced from third-party suppliers, and
some of these components are sourced from a limited number of or a single supplier. Therefore, we are subject to risks
of shortages or discontinuation in supply, cost increases and quality control issues with the limited sources of
suppliers. We may in the future experience component shortages. In the event of a component shortage or supply
interruption from suppliers of key components, we will need to identify alternate sources of supply, which can be
time-consuming, difficult and costly. We may not be able to source these components on terms that are acceptable to
us, or at all, which may undermine our ability to meet our production requirements or to fill our orders in a timely
manner. This could cause delays in delivery of our products, harm our relationships with our customers, distributors
and users, and adversely affect our results of operations.

We have granted, and may continue to grant, share awards under our share incentive plans, which may result in
increased share-based compensation expenses.

We have granted share-based compensation awards, including share options and restricted shares, to various
employees, key personnel and other non-employees to incentivize performance and align their interests with ours. We
adopted a share incentive plan on December 30, 2010, or the 2010 Plan, a second share incentive plan on November
18, 2013, as supplemented, or the 2013 Plan, and a third share incentive plan on April 24, 2014, as supplemented, or
the 2014 plan. Under the 2010 Plan, we are authorized to issue a maximum number of 26,822,828 common shares of
our company upon exercise of the options or other types of awards (excluding an aggregate of 8,410,200 shares
already issued to the directors who are our founders upon exercise of founder options, which were not granted
pursuant to the 2010 Plan). As of March 31, 2018, options to purchase a total of 349,815 common shares of our
company were outstanding under the 2010 Plan. As of March 31, 2018, 4,830,315 restricted shares (excluding those
forfeited) have been granted to certain executive officers and other employees under the 2010 Plan. Under the 2013
Plan, we are authorized to issue a maximum number of 9,073,732 restricted shares to members of our senior
management, counsel or consultant to our company. As of March 31, 2018, 7,089,155 restricted shares (excluding
those forfeited) have been granted to certain executive officers and other employees under the 2013 Plan. Under the
2014 Plan, we are authorized to issue a maximum number of 14,195,412 restricted shares to our directors, officers,
employees and advisors or consultants to our company. As of March 31, 2018, 10,305,350 restricted shares (excluding
those forfeited) have been granted to certain executive officers and other employees under the 2014 Plan. As of March
31, 2018, our unrecognized share-based compensation expenses relating to the restricted shares granted under each of
the 2010 Plan, the 2013 Plan and the 2014 Plan amounted to US$8.0 million, US$0.9 million and US$6.4 million,
respectively. See “Item 6. Directors, Senior Management and Employees—B. Compensation—Share incentive plans” for
details.
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We will issue the equivalent number of common shares upon the vesting and exercise of these options. The amount of
these expenses is based on the fair value of the share-based compensation award we granted. The expenses associated
with share-based compensation have affected our net income and may reduce our net income in the future, and any
additional securities issued under share-based compensation schemes will dilute the ownership interests of our
shareholders, including holders of our ADSs. We believe the granting of incentive awards is of significant importance
to our ability to attract and retain key personnel and employees, and we will continue to grant stock options, restricted
shares and other share awards to employees in the future. As a result, our expenses associated with share-based
compensation may increase, which may have an adverse effect on our results of operations.

The continuing and collaborative efforts of our senior management and key employees are crucial to our success, and
our business may be harmed if we were to lose their services.

Our success depends on the continual efforts and services of our senior management team. If one or more of our
executives or other key personnel are unable or unwilling to continue to provide services to us, we may not be able to
find suitable replacements easily or at all. Competition for management and key personnel in our industry is intense
and the pool of qualified candidates is limited. We may not be able to retain the services of our executives or key
personnel, or attract and retain experienced executives or key personnel in the future. If any of our executive officers
or key employees joins a competitor or forms a competing company, we may lose advertisers, know-how and key
professionals and staff members. Each of our executive officers has entered into an employment agreement (including
a non-compete provision) with us. However, if any dispute arises between us and our executives or key employees,
these agreements may not be enforceable in China, where these executives and key employees reside, in light of
uncertainties with China’s legal system.
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In addition, while we often grant additional incentive shares to management personnel and other key employees after
their hire dates, the initial grants are usually much larger than subsequent grants. Employees may be more likely to
leave us after their initial incentive share grant fully vests, especially if the value of the incentive shares has
significantly appreciated in value relative to the exercise price. If any member of our senior management team or other
key personnel leaves our company, our ability to successfully operate our business and execute our business strategy
could be impaired.

We may not be able to effectively identify or pursue targets for acquisitions or investment, even if we complete such
transactions, we may be unable to successfully integrate the acquired businesses into, or realize anticipated benefits to,
our business, and our equity investments may suffer impairment loss as a result of unsatisfactory target company
performance, each of which may adversely affect our growth and results of operations.

We have in the past and may in the future selectively acquire or invest in other businesses, including those that
complement our existing business. We may not, however, be able to identify suitable targets for acquisitions or
investments in the future. Even if we are able to identify suitable candidates, we may be unable to complete a
transaction on terms commercially acceptable to us. If we fail to identify appropriate candidates or complete the
desired transactions, our growth may be impeded. If the target companies we invest in produce unsatisfactory results,
we may suffer impairment loss in our equity investment.

Even if we complete the desired acquisitions or investment, such acquisitions and investment may expose us to new
operational, regulatory, market and geographic risks and challenges, including:

· diversion of our management’s attention and other resources from our existing business;  

·our inability to maintain the key business relationships and the reputation of the businesses we acquire or invest in;  

· our inability to retain key personnel of the acquired or invested company;  

·uncertainty of entry into markets in which we have limited or no prior experience and in which competitors havestronger market positions;  

· failure to comply with laws and regulations as well as industry or technical standards of the markets into which weexpand;  
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· our dependence on unfamiliar affiliates and partners of the companies we acquire or invest in;  

· unsatisfactory performance of the businesses we acquire or invest in;  

·our responsibility for the liabilities associated with the businesses we acquire, including those that we may notanticipate;  

· goodwill impairment risks associated with the businesses that we acquire;  

· our inability to integrate acquired technology into our business and operations;  

·our inability to develop and maintain a successful business model and to monetize and generate revenues from thebusinesses we acquire; and 

· our inability to maintain internal standards, controls, procedures and policies.  
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Any of these events could disrupt our ability to manage our business. These risks could also result in our failure to
derive the intended benefits of the acquisitions or investments, and we may be unable to recover our investment in
such initiatives or may have to recognize impairment charges as a result.

Furthermore, the financing and payment arrangements we use in any acquisition could have a negative impact on you
as an investor, because if we issue shares in connection with an acquisition, your holdings could be diluted. Moreover,
if we take on significant debt to finance such acquisitions, we would incur additional interest expenses, which would
divert resources from our working capital and potentially have a material adverse impact on our results of operations.

Strategic alliances, investments or acquisitions may have a material and adverse effect on our business, reputation,
results of operations and financial condition.

We may enter into strategic alliances with various third parties to further our business purposes from time to time.
Strategic alliances with third parties could subject us to a number of risks, including risks associated with sharing
proprietary information, non-performance by the counterparty, and an increase in expenses incurred in establishing
new strategic alliances, any of which may materially and adversely affect our business. We may have little ability to
control or monitor their actions. To the extent the third parties suffer negative publicity or harm to their reputations
from events relating to their business, we may also suffer negative publicity or harm to our reputation by virtue of our
association with such third parties.

We have in the past invested in or acquired additional assets, technologies or businesses that are complementary to our
existing business. If we are presented with appropriate opportunities, we may continue to do so in the future.
Investments or acquisitions and the subsequent integration of new assets and businesses into our own would require
significant attention from our management and could result in a diversion of resources from our existing business,
which in turn could have an adverse effect on our business operations. The costs of identifying and consummating
investments and acquisitions may be significant. We may also incur significant expenses in obtaining necessary
approvals from relevant government authorities in China and elsewhere in the world. In addition, investments and
acquisitions could result in the use of substantial amounts of cash, potentially dilutive issuances of equity securities
and exposure to potential unknown liabilities or legal risks of the acquired business. The cost and duration of
integrating newly acquired businesses could also materially exceed our expectations. Any such negative developments
could have a material adverse effect on our business, financial condition and results of operations.

Our business, financial condition and results of operations, as well as our ability to obtain financing, may be adversely
affected by the downturn in the global or Chinese economy.
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The industries in which we operate, including the mobile internet industry, may be affected by economic downturns.
For example, a prolonged slowdown in the world economy, including in the Chinese economy, may lead to a reduced
amount of mobile internet advertising, which could materially and adversely affect our business, financial condition
and results of operations. In addition, certain of our products and services may be viewed as discretionary by our
users, who may choose to discontinue or reduce spending on such products and services during an economic
downturn. In such an event, our ability to retain existing users and increase new users will be adversely affected,
which would in turn negatively impact our business and results of operations.

Moreover, a slowdown or disruption in the global or Chinese economy may have a material and adverse impact on
financings available to us. The weakness in the economy could erode investor confidence, which constitutes the basis
of the credit market. The unstable economy affecting the financial markets and banking system may significantly
restrict our ability to obtain financing in the capital markets or from financial institutions on commercially reasonable
terms, or at all. Although we are uncertain about the extent to which the global financial and economic fluctuations
and slowdown of Chinese economy may impact our business in the short-term and long-term, there is a risk that our
business, results of operations and prospects would be materially and adversely affected by any global economic
downturn or disruption or slowdown of Chinese economy.
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Our operations depend on the performance of the internet infrastructure in China.

The successful operation of our business depends on the performance of the internet infrastructure and
telecommunications networks in China. In China, almost all access to the internet is maintained through state-owned
telecommunications operators under the administrative control and regulatory supervision of the MIIT. Moreover, we
have entered into contracts with various subsidiaries of a limited number of telecommunications service providers in
each province for network-related services. On the one hand, if the internet industry in China does not grow as quickly
as expected, our business and operations will be negatively affected. We have limited access to alternative networks or
services in the event of disruptions, failures or other problems with China’s internet infrastructure or the
telecommunications networks provided by telecommunications service providers. In addition, our network and
website regularly serve a large number of users and advertisers. With the expansion of our business, we may be
required to upgrade our technology and infrastructure to keep up with the increasing traffic on our website. However,
we have no control over the costs of the services provided by telecommunications service providers. If the prices we
pay for telecommunications and internet services rise significantly, our results of operations may be materially and
adversely affected. If internet access fees or other charges to internet users increase, our user traffic may decline and
our business may be harmed. On the other hand, if the internet industry grows faster than expected and we cannot
react to the market demand in a timely manner in terms of our research and development effort, the user experience
and the attractiveness of our services may be harmed, which will negatively impact our business and results of
operations.

If we fail to implement and maintain an effective system of internal control over financial reporting, we may be
unable to accurately report our financial results or prevent fraud or fail to meet our reporting obligations, and investor
confidence in our company and the market price of our ADSs may be adversely affected.

We are subject to reporting obligations under the U.S. securities laws. The SEC, as required under Section 404 of the
Sarbanes-Oxley Act of 2002, adopted rules requiring every public company to include a management report on such
company’s internal control over financial reporting in its annual report, which contains management’s assessment of the
effectiveness of our internal control over financial reporting. However, we were not subject to the requirement to
provide attestation by our independent registered public accounting firm on effectiveness of internal control over
financial reporting for the year ended December 31, 2017 as we qualified as an “emerging growth company,” as defined
in the JOBS Act, as of December 31, 2017. Once we cease to be an “emerging growth company,” our independent
registered public accounting firm must attest to and report on the effectiveness of our internal control over financial
reporting, unless we qualify for other exemptions.

Our management has concluded that our internal control over financial reporting was ineffective as of December 31,
2017 due to one material weakness, one significant deficiency and other control deficiencies in internal control over
financial reporting that were identified as of December 31, 2014, which were not remediated as of December 31,
2017. A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial
reporting, such that there is a reasonable possibility that a material misstatement of the company’s annual or interim
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financial statements will not be prevented or detected on a timely basis. The material weakness is related to a lack of
accounting resources in U.S. GAAP and SEC reporting requirements, and the significant deficiency identified related
to a lack of documented comprehensive U.S. GAAP accounting manuals and financial reporting procedures and the
lack of related implementation controls. See “Item 15. Controls and Procedures” for more details. Any failure to achieve
and maintain effective internal control over financial reporting could result in the loss of investor confidence in the
reliability of our consolidated financial statements, which in turn could harm our business and negatively impact the
market price of our ADSs. Furthermore, we have incurred and anticipate that we will continue to incur considerable
costs, management time and other resources in an effort to comply with Section 404 and other requirements of the
Sarbanes-Oxley Act.

We have limited business insurance coverage and any uninsured business disruption may have an adverse effect on
our results of operations and financial condition.

Insurance companies in China currently do not offer as extensive an array of insurance products as insurance
companies do in more developed economies. We have limited business liability or disruption insurance to cover our
operations. Any uninsured occurrence of business disruption may result in our incurring substantial costs and the
diversion of resources, which could have an adverse effect on our results of operations and financial condition.
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We face risks related to natural disasters such as earthquakes and health epidemics and other outbreaks, which could
significantly disrupt our operations.

Our operations may be vulnerable to interruption and damage from natural and other types of catastrophes, including
earthquakes, fire, floods, hail, windstorms, severe winter weather (including snow, freezing water, ice storms and
blizzards), environmental accidents, power loss, communications failures, explosions, man-made events such as
terrorist attacks and similar events. Due to their nature, we cannot predict the incidence, timing and severity of
catastrophes. If any such catastrophe or extraordinary event occurs in the future, our ability to operate our business
could be seriously impaired. Such events could make it difficult or impossible for us to deliver our services and
products to our users and could decrease demand for our products. As we do not carry property insurance and
significant time could be required to resume our operations, our financial position and results of operations could be
materially and adversely affected in the event of any major catastrophic event.

In addition, our business could be adversely affected by the outbreak of pandemics such as influenza A (H1N1), avian
influenza, H7N9 or severe acute respiratory syndrome (SARS). Any occurrence of these pandemic diseases or other
adverse public health developments in China or elsewhere could severely disrupt our staffing or the staffing of our
business partners, including our advertisers, and otherwise reduce the activity levels of our work force and the work
force of our business partners, causing a material and adverse effect on our business operations.

Risks related to our corporate structure

If the PRC government finds that the agreements that establish the structure for operating our businesses in China do
not comply with PRC governmental restrictions on foreign investment in internet-related business and foreign
investors’ mergers and acquisition activities in China, or if these regulations or the interpretation of existing regulations
change in the future, we could be subject to severe penalties or be forced to relinquish our interests in those
operations.

Current PRC laws and regulations place certain restrictions on foreign ownership of companies that engage in internet
businesses, including the provision of online game and online advertising services. For example, foreign investors’
equity interests in value-added telecommunication service providers may not exceed 50%. In addition, foreign
investors are prohibited from investing in or operating entities engaged in, among others, internet cultural operating
service (including online game operation services), internet news service, and online transmission of audio-visual
programs service. We are a Cayman Islands company and Giganology (Shenzhen) Ltd., or Giganology Shenzhen and
Xunlei Computer (Shenzhen) Co., Ltd., or Xunlei Computer, our PRC subsidiaries, are considered foreign-invested
enterprises. Accordingly, neither of these two PRC subsidiaries is eligible to provide value-added telecommunication
services and the aforementioned internet related services in China. As a result, we conduct our operations in China
principally through contractual arrangements among Giganology Shenzhen and Shenzhen Xunlei and its shareholders.
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Shenzhen Xunlei or its subsidiaries hold the licenses and permits necessary to conduct our resource discovery
network, online advertising, online games, cloud computing and related businesses in China, and Shenzhen Xunlei
hold various operating subsidiaries that conduct a majority of our operations in China. Our contractual arrangements
with Shenzhen Xunlei and its shareholders enable us to exercise effective control over Shenzhen Xunlei and Shenzhen
Xunlei’s operating subsidiaries and hence treat them as our consolidated entities and consolidate their results. For a
detailed discussion of these contractual arrangements, see “Item 4. Information on the Company—C. Organizational
Structure.”

We cannot assure you, however, that we will be able to enforce these contracts. Although we have been advised by
Zhong Lun Law Firm, our PRC legal counsel, that each contract under these contractual arrangements with Shenzhen
Xunlei and its shareholders is valid, binding and enforceable under current PRC laws and regulations, we cannot
assure you that the PRC government would agree that these contractual arrangements comply with PRC licensing,
registration or other regulatory requirements, with existing policies or with requirements or policies that may be
adopted in the future. PRC laws and regulations governing the validity of these contractual arrangements are uncertain
and the relevant government authorities have broad discretion in interpreting these laws and regulations. If the PRC
government determines that we do not comply with applicable laws and regulations, it could revoke our business and
operating licenses, require us to discontinue or restrict our operations, restrict our right to collect revenues, block our
website, require us to restructure our operations, impose additional conditions or requirements with which we may not
be able to comply, or take other regulatory or enforcement actions against us that could be harmful to our business.
The imposition of any of these penalties would result in a material and adverse effect on our ability to conduct our
business.
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We rely on contractual arrangements with our variable interest entity in China and its shareholders for our operations,
which may not be as effective as direct ownership in providing operational control the variable interest entity and its
subsidiaries.

Since PRC laws restrict foreign equity ownership in companies engaged in internet business in China, we rely on
contractual arrangements with Shenzhen Xunlei, our VIE, and the shareholders of Shenzhen Xunlei to operate our
business in China. If we had direct ownership of Shenzhen Xunlei, we would be able to exercise our rights as a
shareholder to effect changes in the board of directors of Shenzhen Xunlei, which in turn could effect changes at the
management level, subject to any applicable fiduciary obligations. However, under the current contractual
arrangements, we rely on Shenzhen Xunlei and its shareholders’ performance of their contractual obligations to
exercise effective control. In addition, our operating contract with Shenzhen Xunlei has a term of ten years, which is
subject to Giganology Shenzhen’s unilateral termination right and may be extended as requested by Giganology
Shenzhen. In general, none of Shenzhen Xunlei or its shareholders may terminate the contracts prior to the expiration
date. However, the shareholders of Shenzhen Xunlei may not act in the best interests of our company or may not
perform their obligations under these contracts, including the obligation to renew these contracts when their initial
contract term expires. Such risks exist throughout the period in which we intend to operate our business through the
contractual arrangements with Shenzhen Xunlei. We may replace the shareholders of Shenzhen Xunlei at any time
pursuant to our contractual arrangements with Shenzhen Xunlei and its shareholders. However, if any dispute relating
to these contracts remains unresolved, we will have to enforce our rights under these contracts through the operations
of PRC law and courts and therefore will be subject to uncertainties in the PRC legal system. See “—Any failure by
Shenzhen Xunlei or its shareholders to perform their obligations under our contractual arrangements with them may
have a material adverse effect on our business” and “Item 4. Information on the Company—C. Organizational Structure.”
Therefore, these contractual arrangements may not be as effective as direct ownership in providing us with control
over Shenzhen Xunlei.

Any failure by Shenzhen Xunlei or its shareholders to perform their obligations under our contractual arrangements
with them may have a material adverse effect on our business.

Shenzhen Xunlei or its shareholders may fail to take certain actions required for our business or follow our
instructions despite their contractual obligations to do so. If they fail to perform their obligations under their
respective agreements with us, we may have to rely on legal remedies under PRC law, including seeking specific
performance or injunctive relief, which may not be effective. As of the date of this annual report, Mr. Sean Shenglong
Zou, our co-founder and director, owned 76% of the equity interest in Shenzhen Xunlei, our variable interest entity.
Under the equity pledge agreement among Giganology Shenzhen and the shareholders of Shenzhen Xunlei, as
amended, the shareholders of Shenzhen Xunlei have pledged all of their equity interests in Shenzhen Xunlei to
Giganology Shenzhen to guarantee Shenzhen Xunlei and its shareholders’ performance of their respective obligations
under the related contractual arrangements. In addition, the shareholders of Shenzhen Xunlei have completed the
registration of equity pledge under the equity pledge agreement with the competent governmental authority. If any of
the shareholders of Shenzhen Xunlei, especially Mr. Sean Shenglong Zou due to his significant equity interest in
Shenzhen Xunlei, fails to perform his or her obligations under the contractual arrangements, we may have to enforce
these agreements to transfer his or her equity interests to another appointee of Giganology Shenzhen.
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Moreover, the exercise of call options under the equity interests disposal agreement, the intellectual properties
purchase option agreement and certain other contractual arrangements will be subject to the review and approval of
competent governmental authorities and incur additional expenses.

All of these contractual arrangements are governed by PRC law and provide for the resolution of disputes through
arbitration in the PRC. Accordingly, these contracts would be interpreted in accordance with PRC law and any
disputes would be resolved in accordance with PRC legal procedures. The legal environment in the PRC is not as
developed as in certain other jurisdictions, such as the United States. As a result, uncertainties in the PRC legal system
could limit our ability to enforce these contractual arrangements, which may make it difficult to exert effective control
over our variable interest entity and its subsidiaries, and our ability to conduct our business may be adversely affected.
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Contractual arrangements with our variable interest entity may result in adverse tax consequences to us.

Under applicable PRC tax laws and regulations, arrangements and transactions among related parties may be subject
to audit or scrutiny by the PRC tax authorities within ten years after the taxable year when the arrangements or
transactions are conducted. See “Item 4. Information on the Company—B. Business Overview—Regulation—Regulation on
tax—PRC enterprise income tax.” We could face material and adverse tax consequences if the PRC tax authorities were
to determine that the contractual arrangements among Giganology Shenzhen, our wholly-owned subsidiary in China,
and Shenzhen Xunlei, our variable interest entity in China and its shareholders, as well as the intellectual property
framework agreement between Xunlei Computer and Shenzhen Xunlei were not entered into on an arm’s-length basis
and therefore constituted unfavorable transfer pricing arrangements. Unfavorable transfer pricing arrangements could,
among other things, result in an upward adjustment on taxation, and the PRC tax authorities may impose interest on
late payments on Shenzhen Xunlei, for the adjusted but unpaid taxes. Our results of operations may be materially and
adversely affected if Shenzhen Xunlei’s tax liabilities increase significantly or if it is required to pay interest on late
payments.

The shareholders of Shenzhen Xunlei may have potential conflicts of interest with us, which may materially and
adversely affect our business.

Sean Shenglong Zou, Hao Cheng, Fang Wang, Jianming Shi and Guangzhou Shulian Information Investment Co.,
Ltd. are shareholders of Shenzhen Xunlei. We provide no incentives to the shareholders of Shenzhen Xunlei for the
purpose of encouraging them to act in our best interests in their capacity as the shareholders of Shenzhen Xunlei. We
may replace the shareholders of Shenzhen Xunlei at any time pursuant to the currently effective equity option
agreements between us and these shareholders.

As a director and/or executive officer of our company, Mr. Zou and Mr. Cheng each has a duty of loyalty and care to
us under Cayman Islands law. We are not aware that other publicly listed companies in China with a similar corporate
and ownership structure as ours have brought conflicts of interest claims against the shareholders of their respective
variable interest entities. However, we cannot assure you that when conflicts arise, the shareholders of Shenzhen
Xunlei will act in the best interests of our company or that conflicts will be resolved in our favor. If we cannot resolve
any conflicts of interest or disputes between us and the shareholders of Shenzhen Xunlei, we would have to rely on
legal proceedings, which may be expensive, time-consuming and disruptive to our operations. There is also substantial
uncertainty as to the outcome of any such legal proceedings.

We may rely principally on dividends and other distributions on equity paid by our PRC subsidiaries to fund any cash
and financing requirements we may have. Any limitation on the ability of Giganology Shenzhen and Xunlei Computer
to pay dividends to us could have a material adverse effect on our ability to conduct our business.
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We are a holding company and we may rely principally on dividends and other distributions on equity paid by our
wholly-owned PRC subsidiaries including Giganology Shenzhen and Xunlei Computer, for our cash and financing
requirements, including the funds necessary to pay dividends and other cash distributions to our shareholders and
service any debt we may incur. If Giganology Shenzhen incurs debt on its own behalf in the future, the instruments
governing the debt may restrict its ability to pay dividends or make other distributions to us. In addition, the PRC tax
authorities may require us to adjust our taxable income under the contractual arrangements Giganology Shenzhen
currently has in place with Shenzhen Xunlei, our variable interest entity, as well as the intellectual property
framework agreement between Xunlei Computer and Shenzhen Xunlei, in a manner that would materially and
adversely affect its ability to pay dividends and other distributions to us. As of December 31, 2017, we had cash or
cash equivalents of approximately RMB436.8 million (US$66.9 million) and US$2.8 million located within the PRC,
of which RMB313.9 million (US$48.0 million) is held by Shenzhen Xunlei and its subsidiaries. The transfer of all the
cash or cash equivalents is subject to PRC government’s restrictions on currency conversion.

Under PRC laws and regulations, Giganology Shenzhen and Xunlei Computer, as wholly foreign-owned enterprises in
the PRC, may pay dividends only out of its accumulated after-tax profits as determined in accordance with PRC
accounting standards and regulations. In addition, wholly foreign-owned enterprises such as Giganology Shenzhen
and Xunlei Computer are required to set aside at least 10% of their accumulated after-tax profits each year, if any, to
fund certain statutory reserve funds, until the aggregate amount of such a fund reaches 50% of their respective
registered capital. At their discretion, wholly foreign-owned enterprises may allocate a portion of their after-tax profits
based on PRC accounting standards to staff welfare and bonus funds. These reserve funds and staff welfare and bonus
funds are not distributable as cash dividends. Any limitation on the ability of Giganology Shenzhen and Xunlei
Computer to pay dividends or make other distributions to us could materially and adversely limit our ability to grow,
make investments or acquisitions that could be beneficial to our business, pay dividends, or otherwise fund and
conduct our business. See also “—Risks related to doing business in China—Our global income may be subject to PRC
taxes under the PRC EIT Law, which may have a material adverse effect on our results of operations.”
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PRC regulation of loans to, and direct investment in, PRC entities by offshore holding companies and governmental
control of currency conversion may restrict or prevent us from making loans to our PRC subsidiaries and variable
interest entity and its subsidiaries or making additional capital contributions to our PRC subsidiaries, which may
materially and adversely affect our liquidity and our ability to fund and expand our business.

We may (i) make additional capital contributions to our PRC subsidiaries, (ii) establish new PRC subsidiaries and
make capital contributions to these new PRC subsidiaries, (iii) make loans to our PRC subsidiaries or variable interest
entity and its subsidiaries, or (iv) acquire offshore entities with business operations in China in an offshore transaction.
However, most of these uses are subject to PRC regulations and approvals. For example:

·capital contributions to our PRC subsidiaries, whether existing ones or newly established ones, must complete therecord-filing procedures by the Ministry of Commerce or its local counterparts;  

·
loans by us to our PRC subsidiaries, which are foreign-invested enterprises, to finance their respective activities
cannot exceed statutory limits and must be registered with the PRC State Administration of Foreign Exchange, or
SAFE, or its local branches; and

·
loans by us to our variable interest entity, which is a domestic PRC entity, may not exceed the statutory limit, and any
medium or long-term loan we extend to our variable interest entity must be recorded and registered by the National
Development and Reform Commission and SAFE or its local branches.

On August 29, 2008, SAFE promulgated the Circular on the Relevant Operating Issues Concerning the Improvement
of the Administration of the Payment and Settlement of Foreign Currency Capital of Foreign Invested Enterprises, or
SAFE Circular No. 142, regulating the conversion by a foreign-invested enterprise of foreign currency registered
capital into Renminbi by restricting how the converted Renminbi may be used. SAFE Circular No. 142 provides that
the Renminbi capital converted from foreign currency registered capital of a foreign-invested enterprise may only be
used for purposes within the business scope approved by the applicable governmental authority and unless otherwise
provided by law, such Renminbi capital may not be used for equity investments within the PRC. SAFE also
strengthened its oversight of the flow and use of the Renminbi capital converted from foreign currency registered
capital of a foreign-invested company. The use of such Renminbi capital may not be altered without SAFE approval,
and such Renminbi capital may not in any case be used to repay Renminbi loans if the proceeds of such loans have not
been used. Violations of SAFE Circular No. 142 could result in severe monetary or other penalties. On March 30,
2015, SAFE issued SAFE Circular No. 19, which took effect and replaced SAFE Circular No. 142 as of June 1, 2015
and the Notice of the State Administration of Foreign Exchange on Reforming and Standardizing the Policy on the
Management of Foreign Exchange Settlement under Capital Account, or SAFE Circular No. 16, which became
effective on June 9, 2016. Although SAFE Circular No. 19 and SAFE Circular No. 16 allow for the use of RMB
converted from the foreign currency denominated capital for equity investments in the PRC, the restrictions will
continue to apply as to foreign-invested enterprises’ use of the converted RMB for purposes beyond the business
scope, for the loans to non-associated companies or issuing inter-company RMB loans. We expect that if we convert
the net proceeds we received from our initial public offering into Renminbi pursuant to SAFE Circular No. 16 and
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SAFE Circular No. 19, our use of Renminbi funds will be for purposes within the approved business scope of our
PRC subsidiaries. The business scopes of Giganology Shenzhen and Xunlei Computer include “technical services,”
which we believe permits Giganology Shenzhen to purchase or lease servers and other equipment for its own technical
data and research and to provide operational support to our variable interest entity and its subsidiaries.

However, we may not be able to use such Renminbi funds to make equity investments in certain entities in the PRC
through our PRC subsidiaries.
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We may lose the ability to use and enjoy assets held by our variable interest entity and its subsidiaries that are
important to the operation of our business if any of such entities goes bankrupt or becomes subject to a dissolution or
liquidation proceeding.

As part of our contractual arrangements with our variable interest entity, our variable interest entity and its
subsidiaries hold certain assets that are important to the operation of our business, including patents for the proprietary
technology and related domain names and trademarks. If any of our variable interest entity or its subsidiaries goes
bankrupt and all or part of its assets become subject to liens or rights of third-party creditors, we may be unable to
continue some or all of our business activities, which could materially and adversely affect our business, financial
condition and results of operations. Under the contractual arrangements, our variable interest entity and its subsidiaries
may not, in any manner, sell, transfer, mortgage or dispose of their assets or legal or beneficial interests in the
business without our prior consent. If our variable interest entity undergoes a voluntary or involuntary liquidation
proceeding, the unrelated third-party creditors may claim rights to some or all of these assets, thereby hindering our
ability to operate our business, which could materially and adversely affect our business, financial condition and
results of operations.

Substantial uncertainties exist with respect to the enactment timetable, interpretation and implementation of draft PRC
Foreign Investment Law and how it may impact the viability of our current corporate structure, corporate governance
and business operations.

The MOFCOM published a discussion draft of the proposed Foreign Investment Law in January 2015 aiming to, upon
its enactment, replace the trio of existing laws regulating foreign investment in China, namely, the Sino-foreign Equity
Joint Venture Enterprise Law, the Sino-foreign Cooperative Joint Venture Enterprise Law and the Wholly
Foreign-invested Enterprise Law, together with their implementation rules and ancillary regulations. The draft Foreign
Investment Law embodies an expected PRC regulatory trend to rationalize its foreign investment regulatory regime in
line with prevailing international practice and the legislative efforts to unify the corporate legal requirements for both
foreign and domestic investments. Substantial uncertainties exist with respect to its enactment timetable, interpretation
and implementation. The draft Foreign Investment Law, if enacted as proposed, may materially impact the viability of
our current corporate structure, corporate governance and business operations in many aspects.

Among other things, the draft Foreign Investment Law expands the definition of foreign investment and introduces the
principle of “actual control” in determining whether the investment in China is made by a foreign investor or a PRC
domestic investor. The draft Foreign Investment Law specifically provides that an entity established in China but
“controlled” by foreign investors will be treated as a foreign investor, whereas an entity set up in a foreign jurisdiction
would nonetheless be, upon market entry clearance by the MOFCOM or its local branches, treated as a PRC domestic
investor provided that the entity is “controlled” by PRC entities and/or citizens. In this connection, “control” is broadly
defined in the draft law to cover, among others, having the power to exert decisive influence, via contractual or trust
arrangements, over the subject entity’s operations, financial matters or other key aspects of business operations. If the
foreign investment falls within a “negative list”, to be separately issued by the State Council in the future, market entry
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clearance by the MOFCOM or its local branches would be required. Otherwise, all foreign investors may make
investments on the same terms as Chinese investors without being subject to additional approval from the government
authorities as mandated by the existing foreign investment legal regime.

The “variable interest entity” structure, or VIE structure, has been adopted by many PRC-based companies, including
us, to obtain necessary licenses and permits in the industries that are currently subject to foreign investment
restrictions in China. See “—Risks Related to Our Corporate Structure—If the PRC government finds that the agreements
that establish the structure for operating our businesses in China do not comply with PRC governmental restrictions on
foreign investment in internet-related business and foreign investors’ mergers and acquisition activities in China, or if
these regulations or the interpretation of existing regulations change in the future, we could be subject to severe
penalties or be forced to relinquish our interests in those operations,” and “Item 4. Information on the Company—C.
Organizational Structure.” Under the draft Foreign Investment Law, if a variable interest entity is ultimate controlled
by a foreign investor via contractual arrangement, it would be deemed as a foreign investment. Accordingly, for the
companies with a VIE structure in an industry category that is on the “negative list”, the VIE structure may be deemed
legitimate only if the ultimate controlling person(s) is/ are of PRC nationality (either PRC individual, or PRC
government and its branches or agencies) Conversely, if the actual controlling person(s) is/are of foreign nationalities,
then the variable interest entities will be treated as foreign invested enterprises and any operation in the industry
category on the “negative list” without market entry clearance may be considered as illegal.
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As of the date of this annual report, over 50% of the voting power of our issued and outstanding share capital is
controlled by PRC nationals. However, the draft Foreign Investment Law has not taken a position on what actions will
be taken with respect to the existing companies with a VIE structure, whether or not these companies are controlled by
Chinese parties, although a few possible options were proffered to solicit comments from the public on this point.
Under these options, a company with VIE structure that is engaged in a business set forth in a “negative list” to be
published at the time of the enactment of the new Foreign Investment Law has either the option or obligation to
disclose its corporate structure to the authorities, while the authorities, after reviewing the ultimate control structure of
the company, may either permit the company to continue its business by maintaining the VIE structure (when the
company is deemed ultimately controlled by PRC citizens), or require the company to dispose of its businesses and/or
VIE structure based on consideration of the particular circumstances involved. Moreover, it is uncertain whether the
value-added telecommunication services and other internet related services, which our VIE provides, will be subject to
the foreign investment restrictions or prohibitions set forth in the “negative list” to be issued. If the enacted version of
the Foreign Investment Law and the final “negative list” mandate further actions, such as MOFCOM market entry
clearance or certain restructuring of our corporate structure and operations, to be completed by companies with
existing VIE structure like us, we will face substantial uncertainties as to whether these actions can be timely
completed, or at all, and our business and financial condition may be materially and adversely affected.

The draft Foreign Investment Law, if enacted as proposed, may also materially impact our corporate governance
practice and increase our compliance costs. For instance, the draft Foreign Investment Law imposes stringent ad hoc
and periodic information reporting requirements on foreign investors and the applicable foreign invested entities.
Aside from investment implementation report and investment amendment report that are required at each investment
and alteration of investment specifics, an annual report is mandatory, and large foreign investors meeting certain
criteria are required to report on a quarterly basis. Any company found to be non-compliant with the information
reporting obligations may potentially be subject to fines and/or administrative or criminal liabilities, and the persons
directly responsible may be subject to criminal liabilities.

Risks related to doing business in China

Changes in China’s economic, political or social conditions or government policies could have a material adverse
effect on our business and operations.

Substantially all of our assets and operations are located in China. Accordingly, our business, financial condition,
results of operations and prospects may be influenced to a significant degree by political, economic and social
conditions in China generally and by continued economic growth in China as a whole.

The Chinese economy differs from the economies of most developed countries in many respects, including the level
of government involvement, level of development, growth rate, control of foreign exchange and allocation of
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resources. Although the Chinese government has implemented measures emphasizing the utilization of market forces
for economic reform, the reduction of state ownership of productive assets, and the establishment of improved
corporate governance in business enterprises, a substantial portion of productive assets in China is still owned by the
government. In addition, the Chinese government continues to play a significant role in regulating industry
development by imposing industrial policies. The Chinese government also exercises significant control over China’s
economic growth through allocating resources, controlling payment of foreign currency-denominated obligations,
setting monetary policy, and providing preferential treatment to particular industries or companies, such as those
qualified to operate in free trade zones designated in certain major cities in China.

While the Chinese economy has experienced significant growth over the past decades, growth has been uneven, both
geographically and among various sectors of the economy and the rate of growth has been slowing. The Chinese
government has implemented various measures to encourage economic growth and guide the allocation of resources.
Some of these measures may benefit the overall Chinese economy, but may have a negative effect on us. For example,
our financial condition and results of operations may be adversely affected by government control over capital
investments or changes in tax regulations. In addition, in the past the Chinese government has implemented certain
measures, including interest rate increases, to control the pace of economic growth.
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These measures may cause decreased economic activity in China, which may adversely affect our business and
operating results.

Regulation and censorship of information disseminated over the internet in China have adversely affected our business
and may continue to adversely affect our business, and we may be liable for the digital media content on our platform.

China has strict regulations governing telecommunication service providers, internet and wireless access and the
distribution of news and other information. Under these regulations, internet content providers, or ICPs, like us are
prohibited from posting or displaying over the internet or wireless networks content that, among other things, violates
PRC laws and regulations. If an ICP finds that prohibited content is transmitted on its website or stored in its system,
it must terminate the transmission of such information or delete such information immediately and keep records and
report to relevant authorities. Failure to comply with these requirements could lead to the revocation of the VATS
License, which is required for our ICP services and other required licenses and the closure of the offending websites,
and cloud network operators or website operators may also be held liable for prohibited content displayed on,
retrieved from or linked to such network or website. However, efforts to constantly self-monitor in order to comply
with these requirements could negatively impact user experience and lead to a decline in user numbers.

The Chinese government intensified its efforts to remove inappropriate content disseminated over the internet and
wireless networks, and our efforts to monitor content on our platform and website led to a decline in subscriber
numbers in the past few years. In April 2014, the Chinese government initiated a campaign to enhance and enforce its
scrutiny on internet content in China, particularly for pornographic content, and various websites were subject to
penalties and in some cases outright suspension of website operations. We regularly conducted internal compliance
investigation to ensure that the content transmitted by our products is in compliance with the standards set out by the
authorities. To date, we have deleted millions of cached files, blocked over one million digital files and added
thousands of key words to our automatic keyword filtration system. In addition, we permitted temporary suspension of
services by about 207,000 existing subscribers as of the end of 2017. We may experience still further decline in user
and subscriber numbers as we continue in our efforts to comply with the rules and regulations of the Chinese
government.

Uncertainties with respect to the PRC legal system could adversely affect us.

We conduct our business primarily through our PRC subsidiaries and variable interest entity and its subsidiaries in
China. Our operations in China are governed by PRC laws and regulations. Giganology Shenzhen is a
foreign-invested enterprise and is subject to laws and regulations applicable to foreign investment in China and, in
particular, laws applicable to foreign-invested enterprises. The PRC legal system is a civil law system based on
written statutes. Unlike the common law system, prior court decisions under the civil law system may be cited for
reference but have limited precedential value.
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Over the past three decades, the PRC government has enacted legislation that has significantly enhanced the
protections afforded to various forms of foreign investments in China. However, China has not developed a fully
integrated legal system, and recently enacted laws and regulations may not sufficiently cover all aspects of economic
activities in China. In particular, the interpretation and enforcement of these laws and regulations involve
uncertainties. Since PRC administrative and court authorities have significant discretion in interpreting and
implementing statutory and contractual terms, it may be difficult to evaluate the outcome of administrative and court
proceedings and the level of legal protection we enjoy. These uncertainties may affect our judgment on the relevance
of legal requirements and our ability to enforce our contractual or tort rights. In addition, the regulatory uncertainties
may be exploited through unmerited or frivolous legal actions or threats in attempts to extract payments or benefits
from us.

Furthermore, the PRC legal system is based in part on government policies and internal rules, some of which are not
published on a timely basis or at all and may have retroactive effect. As a result, we may not be aware of our violation
of any of these policies and rules until sometime after the violation. In addition, any administrative and court
proceedings in China may be protracted, resulting in substantial costs and diversion of resources and management
attention.
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We believe that our patents, trademarks, trade secrets, copyrights, and other intellectual property are important to our
business. We rely on a combination of patent, trademark, copyright and trade secret protection laws in China and other
jurisdictions, as well as confidentiality procedures and contractual provisions to protect our intellectual property and
our brand. Protection of intellectual property rights in China may not be as effective as in the United States or other
jurisdictions, and as a result, we may not be able to adequately protect our intellectual property rights, which could
adversely affect our revenues and competitive position.

We may be adversely affected by the complexity, uncertainties and changes in PRC regulations of internet-related
business and companies.

The PRC government extensively regulates the internet industry, including foreign ownership of, and the licensing
and permit requirements pertaining to, companies in the internet industry. These internet-related laws and regulations
are relatively new and evolving, and their interpretation and enforcement involve significant uncertainty. As a result,
in certain circumstances it may be difficult to determine what actions or omissions may be deemed to be in violations
of applicable laws and regulations. Issues, risks and uncertainties relating to PRC regulation of the internet business
include, but are not limited to, the following:

·

We only have contractual control over our resource discovery network and cloud computing. We do not own the
resource discovery network and cloud computing due to the restriction of foreign investment in businesses providing
value-added telecommunication services in China, including internet content provision or CDN services. This may
significantly disrupt our business, subject us to sanctions, compromise enforceability of related contractual
arrangements, or have other harmful effects on us.  

·

There are uncertainties relating to the regulation of the internet business in China, including evolving licensing
practices and the requirement for real-name registrations. This means that permits, licenses or operations at some of
our companies may be subject to challenge, or we may fail to obtain permits or licenses that may be deemed
necessary for our operations or we may not be able to obtain or renew certain permits or licenses. If we fail to
maintain any of these required licenses or approvals, we may be subject to various penalties, including fines and
discontinuation of or restriction on our operations. Any such disruption in our business operations may have a
material and adverse effect on our results of operations. For example, we are providing mobile applications to mobile
device users free of charge and we do not believe we, as an internet content provider, need to obtain a separate
operating license in addition to the VATS License, which we have already obtained. Although we believe this is in
line with the current market practice, there can be no assurance that we will not be required to apply for an operating
license for our mobile applications in the future and if so, we may not qualify or succeed in obtaining such license.  

· Intensified government regulation of the internet industry in China could restrict our ability to maintain or increase
our user base. For example, in January 2011, MIIT and seven other PRC central government authorities jointly issued
a circular entitled Implementation Scheme regarding Parental Guardianship Project for Minors Playing Online
Games, under which online game operators are required to adopt various measures to maintain a system to
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communicate with the parents or other guardians of minors playing their online games and are required to monitor
the online game activities of minors and suspend the accounts of minors if so required by their parents or guardians.
These restrictions could limit our ability to increase our online game business among minors.  

·

New laws and regulations may be promulgated that will regulate internet activities, including online video, online
games and online advertising businesses. If these new laws and regulations are promulgated, additional licenses may
be required for our operations. If our operations do not comply with these new regulations after they become
effective, or if we fail to obtain any licenses required under these new laws and regulations, we could be subject to
penalties.  

·

In June 2010, MOC promulgated the Provisional Measures on the Administration of Online Games, or the Online
Game Measures, which became effective on August 1, 2010. The Online Game Measures provide that any entity
engaging in online game operation activities should obtain an Online Culture Operating Permit and must meet certain
requirements such as a minimum amount of the registered capital. Online game developers are generally involved in
the purchase of servers and bandwidth, the control and management of game data, the maintenance of game systems
and certain other maintenance tasks in our operation of online games. There exist uncertainties on MOCT’s
interpretation and implementation of these measures. If MOCT determines in the future that such Online Culture
Operating Permit or relevant requirement apply to the online game developers for their involvement in the online
game operations, we may have to terminate our revenue sharing arrangements with certain unqualified online game
developers and may even be subject to various penalties, which may negatively impact our results of operations and
financial condition.  
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The interpretation and application of existing PRC laws, regulations and policies and possible new laws, regulations
or policies relating to the internet industry have created substantial uncertainties regarding the legality of existing and
future foreign investments in, and the businesses and activities of, internet businesses in China, including our
business. For example, in September 2009, GAPPRFT and the National Office of Combating Pornography and Illegal
Publications jointly published a notice, or Circular 13, which expressly prohibits foreign investors from participating
in online game operating business via wholly owned, equity joint venture or cooperative joint venture investments in
China, and from controlling and participating in such businesses directly or indirectly through contractual or technical
support arrangements. Other government agencies with substantial regulatory authority over online game operations
and foreign investment entities in China, such as MIIT and MOCT, did not join GAPPRFT in issuing Circular 13.
While Circular 13 is applicable to us and our online game business on an overall basis, to date, GAPPRFT or
SAPPRFT has not issued any interpretation of Circular 13 and, to our knowledge, has not taken any enforcement
action under Circular 13 against any company that relies on contractual arrangements with affiliated entities to operate
online games in China. We cannot assure you that we have obtained all the permits or licenses required for conducting
our business in China or will be able to maintain our existing licenses or obtain any new licenses required under any
new laws or regulations. There are also risks that we may be found to violate the existing or future laws and
regulations given the uncertainty and complexity of China’s regulation of internet business.

Subject to interpretation by the relevant authorities, it may not be possible for us to determine in all cases the type of
content that could result in liability for us, especially if the Chinese government continues to maintain or strengthen its
heightened scrutiny on internet content in China. We may not be able to control or restrict all of the digital media
content generated or placed on our network by our users, despite our attempt to monitor and filter such content. To the
extent that regulatory authorities find any portion of our content on our network or website objectionable or requiring
any license or permit that we have not obtained, they may require us to limit or eliminate the dissemination of such
information or otherwise curtail the nature of such content, and keep records and report to relevant authorities, which
may reduce our user traffic. In addition, we may be subject to significant penalties for violations of those regulations
arising from prohibited content displayed on, retrieved from or uploaded to our network or website, including a
suspension or shutdown of our operations. The enforcement activities may be intensified in connection with any
ongoing government campaigns. In addition, while we maintain a regular internal monitoring and compliance
protocol, we cannot ascertain that we would not fall foul of any changing or new government regulations or standards
in the future. If we receive a public warning from the relevant government authorities or our licenses for acceleration
services are revoked, our reputation would be harmed and if the operation of our acceleration services or other
products is suspended or shut down entirely or in part, our revenues and results of operation may be materially and
adversely affected. Furthermore, the internal compliance investigation and the removal of content may have a material
impact on our cloud acceleration services, which in turn may lead to a decrease in users and have an adverse effect on
our revenues and results of operations. To date, we have not been able to quantify the magnitude and extent of such
impact.

We may be sued by our game players and held liable for losses of virtual assets by such players, which may
negatively affect our reputation and business, financial condition and results of operations.
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While playing online games or participating in other online activities, players acquire and accumulate some virtual
assets, such as special equipment and other accessories. Such virtual assets may be important to online game players
and have monetary value and, in some cases, are sold for actual money. In practice, virtual assets can be lost for
various reasons, often through unauthorized use of the game account of one user by other users and occasionally
through data loss caused by a delay of network service, a network crash or hacking activities.
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Currently, there is no PRC law or regulation specifically governing virtual asset property rights. As a result, there is
uncertainty as to who the legal owner of virtual assets is, whether and how the ownership of virtual assets is protected
by law, and whether an operator of online games such as us would have any liability to game players or other
interested parties (whether in contract, tort or otherwise) for loss of such virtual assets. Based on recent PRC court
judgments, the courts have typically held online game operators liable for losses of virtual assets by game players, and
ordered online game operators to return the lost virtual items to game players or pay damages and losses. In case of a
loss of virtual assets, we may be sued by our game players or users and held liable for damages, which may negatively
affect our reputation and business, financial condition and results of operations.

Non-compliance with the laws or regulations governing virtual currency may result in penalties that could have a
material adverse effect on our online games business and results of operations.

The issuance and use of “virtual currency” in the PRC has been regulated since 2007 in response to the growth of the
online games industry in China. In January 2007, the Ministry of Public Security, MOC, MIIT and GAPPRFT jointly
issued a circular regarding online gambling which has implications for the use of virtual currency. To curtail online
games that involve online gambling, as well as address concerns that virtual currency could be used for money
laundering or illicit trade, the circular (a) prohibits online game operators from charging commissions in the form of
virtual currency in relation to winning or losing of games; (b) requires online game operators to impose limits on use
of virtual currency in guessing and betting games; (c) bans the conversion of virtual currency into real currency or
property; and (d) prohibits services that enable game players to transfer virtual currency to other players. On June 4,
2009, MOC and the Ministry of Commerce jointly issued a notice regarding strengthening the administration of online
game virtual currency, or the Virtual Currency Notice. Furthermore, MOC issued the Online Game Measures in June
2010, which provides, among other things, that virtual currency issued by online game operators may only be used to
exchange its own online game products and services and may not be used to pay for the products and services of other
entities.

We issue virtual currency to our clients for them to purchase various items to be used in online games and premium
services. Although we believe we do not offer online game virtual currency transaction services, we cannot assure you
that the PRC regulatory authorities will not take a view contrary to ours. For example, certain virtual items we issue to
users based on in-game milestones they achieve or time spent playing games are transferable and exchangeable for our
virtual currency or the other virtual items we issue to users. If the PRC regulatory authorities deem such transfer or
exchange a virtual currency transaction, then we may be deemed to be engaging in the issuance of virtual currency and
we may also be deemed to be providing transaction platform services that enable the trading of such virtual currency.
Simultaneously engaging in both of these activities is prohibited under the Virtual Currency Notice. In that event, we
may be required to cease either our virtual currency issuance activities or such deemed “transaction service” activities
and may be subject to certain penalties, including mandatory corrective measures and fines. The occurrence of any of
the foregoing could have a material adverse effect on our online games business and results of operations.
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In addition, the Virtual Currency Notice prohibits online game operators from setting game features that involve the
direct payment of cash or virtual currency by players for the chance to win virtual items or virtual currency based on
random selection through a lucky draw, wager or lottery. The notice also prohibits game operators from issuing
currency to game players through means other than purchases with legal currency. Although we believe that we are
generally in compliance with such requirements and have taken adequate measures to prevent any of the
above-mentioned prohibited activities, we cannot assure you that the PRC regulatory authorities will not take a view
contrary to ours and deem such feature as prohibited by the Virtual Currency Notice, thereby subjecting us to
penalties, including mandatory corrective measures and fines. The occurrence of any of the foregoing could materially
and adversely affect our online games business and results of operations.

Intensified government regulation of the internet industry in China could restrict our ability to maintain or increase our
user base.

The PRC government has, in recent years, intensified regulation on various aspects of the internet industry in China.
For example, in January 2011, MIIT and seven other PRC central government authorities jointly issued a circular
entitled Implementation Scheme regarding Parental Guardianship Project for Minors Playing Online Games, under
which online game operators are required to adopt various measures to maintain a system to communicate with the
parents or other guardians of minors playing their online games and are required to monitor the online game activities
of minors and suspend the accounts of minors if so required by their parents or guardians. These restrictions could
limit our ability to increase our online game business among minors. See “Item 4. Information on the Company—B.
Business Overview—Regulation—Regulation on anti-fatigue system, real-name registration system and parental
guardianship project.” Failure to implement these restrictions, if detected by the relevant government agencies, may
result in fines and other penalties for us, including the shutting down of our online games operations and license
revocation. Furthermore, if these restrictions were expanded to apply to adult game players in the future, our online
games business could be materially and adversely affected.
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Further, the PRC government has tightened its regulation of internet cafes in recent years. In particular, a large
number of unlicensed internet cafes have been closed. The PRC government has imposed higher capital and facility
requirements for the establishment of internet cafes. Furthermore, the PRC government’s policy, which encourages the
development of a limited number of national and regional internet cafe chains and discourages the establishment of
independent internet cafes, may slow down the growth of internet cafes in China. In June 2002, the Ministry of
Culture, together with other government authorities, issued a joint notice, and in February 2004, the State
Administration for Industry and Commerce issued another notice, suspending the issuance of new internet cafe
licenses. In May 2007, the State Administration for Industry and Commerce reiterated its position not to register any
new internet cafes in 2007. In 2008, 2009 and 2010, the Ministry of Culture, the State Administration for Industry and
Commerce and other relevant government authorities, individually or jointly, issued several notices that provide
various ways to strengthen the regulation of internet cafes, including investigating and punishing internet cafes that
accept minors, cracking down on internet cafes without sufficient and valid licenses, limiting the total number of
internet cafes and approving internet cafes within the planning made by relevant authorities, screening unlawful and
adverse games and websites, and improving the coordination of regulation over internet cafes and online games.
Although currently most of our users access and consume our products and services from their own devices, if internet
cafes become one of the main venues for our users to access our website or online games, any reduction in the
number, or any slowdown in the growth, of internet cafes in China could limit our ability to maintain or increase our
user base.

In addition, the Chinese government has in recent years intensified its efforts to remove inappropriate content
disseminated over the internet and wireless networks. In April 2014, the Chinese government initiated a campaign to
enhance and enforce its scrutiny over internet content in China, particularly for pornographic content, and various
websites were subject to penalties and in some cases outright suspension of website operations. In August 2017, the
CAC promulgated the Provisions on the Administration of Internet Comments Posting Services, and the Provisions on
the Administration of Internet Forum and Community Services, both of which require providers of relevant services to
establish information review and inspection mechanism. As we implemented programs to comply with these
regulations, we saw our subscriber numbers decline and may see more subscriber or user decline in the future. See
“—Regulation and censorship of information disseminated over the internet in China, recently strengthened, have
adversely affected our business and may continue to adversely affect our business, and we may be liable for the digital
media content on our platform.”

Fluctuations in exchange rates may have a material adverse effect on your investment.

Fluctuation in the value of the Renminbi may have a material adverse effect on the value of your investment. The
value of the Renminbi against the U.S. dollar and other currencies may fluctuate and is affected by, among other
things, changes in political and economic conditions. In July 2005, the PRC government changed its decade-old policy
of pegging the value of the Renminbi to the U.S. dollar, and the RMB appreciated more than 20% against the U.S.
dollar over the following three years. Between July 2008 and June 2010, this appreciation halted and the exchange
rate between the RMB and the U.S. dollar remained within a narrow band. Since June 2010, the RMB has fluctuated
against the U.S. dollar, at times significantly and unpredictably. It is difficult to predict how market forces or PRC or
U.S. government policy may impact the exchange rate between the RMB and the U.S. dollar in the future.
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Our financial statements are expressed in U.S. dollars, and most of our assets, costs and expenses are denominated in
Renminbi. Substantially all of our revenues were denominated in Renminbi. Significant revaluation of the RMB may
have a material and adverse effect on your investment. For example, to the extent that we need to convert U.S. dollars
into RMB for our operations, appreciation of the RMB against the U.S. dollar would have an adverse effect on the
RMB amount we would receive from the conversion. Conversely, if we decide to convert our RMB into U.S. dollars
for the purpose of making payments for dividends on our ordinary shares or ADSs or for other business purposes,
appreciation of the U.S. dollar against the RMB would have a negative effect on the U.S. dollar amount available to
us. In addition, appreciation or depreciation in the value of the RMB relative to U.S. dollars would affect our financial
results reported in U.S. dollar terms regardless of any underlying change in our business or results of operations.
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Very limited hedging options are available in China to reduce our exposure to exchange rate fluctuations. To date, we
have not entered into any hedging transactions in an effort to reduce our exposure to foreign currency exchange risk.
While we may decide to enter into hedging transactions in the future, the availability and effectiveness of these hedges
may be limited and we may not be able to adequately hedge our exposure or at all. In addition, our currency exchange
losses may be magnified by PRC exchange control regulations that restrict our ability to convert RMB into foreign
currency.

Governmental control of currency conversion may limit our ability to utilize our revenues effectively and affect the
value of your investment.

The PRC government imposes controls on the convertibility of the Renminbi into foreign currencies and, in certain
cases, the remittance of currency out of China. We receive substantially all of our revenues in Renminbi. Under our
current corporate structure, our Cayman Islands holding company primarily relies on dividend payments from our
wholly-owned PRC subsidiaries, to fund any cash and financing requirements we may have. Under existing PRC
foreign exchange regulations, payments of current account items, including profit distributions, interest payments and
trade and service-related foreign exchange transactions, can be made in foreign currencies without prior SAFE
approval by complying with certain procedural requirements. However, approval from or registration with appropriate
government authorities is required where the Renminbi is to be converted into foreign currency and remitted out of
China to pay capital expenses such as the repayment of loans denominated in foreign currencies. Specifically, under
the existing exchange restrictions, without prior approval of SAFE, cash generated from the operations of our PRC
subsidiaries in China may be used to pay dividends by our PRC subsidiaries to our company and pay employees of
our PRC subsidiaries who are located outside China in a currency other than the Renminbi. With prior approval from
or registration with SAFE, cash generated from the operations of our PRC subsidiaries and affiliated entity may be
used to pay off debt in a currency other than the Renminbi owed by our PRC subsidiaries and variable interest entity
and its subsidiaries to entities outside China, and make other capital expenditures outside China in a currency other
than the Renminbi. If any of our variable interest entity or its subsidiaries liquidates, the proceeds from the liquidation
of its assets may be used outside of the PRC or be given to investors who are not PRC nationals. The PRC government
may at its discretion restrict access to foreign currencies for current account transactions in the future. If the foreign
exchange control system prevents us from obtaining sufficient foreign currencies to satisfy our foreign currency
demand, we may not be able to pay dividends in foreign currencies to our shareholders, including holders of our
ADSs.

Certain regulations in the PRC may make it more difficult for us to pursue growth through acquisitions.

Among other things, the M&A Rules and certain regulations and rules concerning mergers and acquisitions
established additional procedures and requirements that could make merger and acquisition activities by foreign
investors more time-consuming and complex. For example, the M&A Rules require that the Ministry of Commerce be
notified in advance of any change-of-control transaction in which a foreign investor takes control of a PRC domestic
enterprise or a foreign company with substantial PRC operations, if certain thresholds under the Provisions on
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Thresholds for Prior Notification of Concentrations of Undertakings, issued by the State Council on August 3, 2008,
are triggered. Moreover, the Anti-Monopoly Law promulgated by the Standing Committee of the National People’s
Congress on August 30, 2007 and took effect on August 1, 2008 requires that transactions which are deemed
concentrations and involve parties with specified turnover thresholds (i.e., during the previous fiscal year, (i) the total
global turnover of all operators participating in the transaction exceeds RMB10 billion and at least two of these
operators each had a turnover of more than RMB400 million within China, or (ii) the total turnover within China of all
the operators participating in the concentration exceeded RMB2 billion, and at least two of these operators each had a
turnover of more than RMB400 million within China) must be cleared by the Ministry of Commerce before they can
be completed. In addition, according to the Implementing Rules Concerning Security Review on the Mergers and
Acquisitions by Foreign Investors of Domestic Enterprises issued by the Ministry of Commerce in August 2011,
mergers and acquisitions by foreign investors involved in an industry related to national security are subject to strict
review by the Ministry of Commerce. These rules also prohibit any transactions attempting to bypass such security
review, including by controlling entities through contractual arrangements. We believe that our business is not in an
industry related to national security. However, we cannot preclude the possibility that the Ministry of Commerce or
other government agencies may publish interpretations contrary to our understanding or broaden the scope of such
security review in the future. Although we have no current definitive plans to make any acquisitions, we may elect to
grow our business in the future in part by directly acquiring complementary businesses in China. Complying with the
requirements of these regulations to complete such transactions could be time-consuming, and any required approval
processes, including obtaining approval from the Ministry of Commerce, may delay or inhibit our ability to complete
such transactions.
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PRC regulations relating to the establishment of offshore SPVs by PRC residents may subject our PRC resident
beneficial owners or our PRC subsidiaries to liability or penalties, limit our ability to inject capital into our PRC
subsidiaries, limit our PRC subsidiaries’ ability to increase their registered capital or distribute profits to us, or may
otherwise adversely affect us.

SAFE has promulgated several regulations that require PRC residents and PRC corporate entities to register with local
branches of SAFE in connection with their direct or indirect offshore investment activities. These regulations apply to
our shareholders who are PRC residents and may apply to any offshore acquisitions that we make in the future. SAFE
promulgated the Circular on Relevant Issues Concerning Foreign Exchange Control on Domestic Residents’ Offshore
Investment and Financing and Roundtrip Investment through Special Purpose Vehicles, or SAFE No. Circular No. 37,
on July 4, 2014. SAFE Circular No. 37 requires PRC residents to register with local branches of SAFE in connection
with their direct establishment or indirect control of an offshore entity, for the purpose of overseas investment and
financing, with such PRC residents’ legally owned assets or equity interests in domestic enterprises or offshore assets
or interests, referred to in SAFE Circular No. 37 as a “special purpose vehicle.” The term “control” under SAFE Circular
No. 37 is broadly defined as the operation rights, beneficiary rights or decision-making rights acquired by the PRC
residents in the offshore special purpose vehicles or PRC companies by such means as acquisition, trust, proxy, voting
rights, repurchase, convertible bonds or other arrangements. SAFE Circular No. 37 further requires amendment to the
registration in the event of any changes with respect to the basic information of the special purpose vehicle, such as
changes in a PRC resident individual shareholder, name or operation period; or any significant changes with respect to
the special purpose vehicle, such as increase or decrease of capital contributed by PRC individuals, share transfer or
exchange, merger, division or other material event. If the shareholders of an offshore holding company who are PRC
residents do not complete their registration with the local SAFE branches, the PRC subsidiaries of the offshore
holding company may be prohibited from distributing their profits and proceeds from any reduction in capital, share
transfer or liquidation to the offshore company, and the offshore company may be restricted in its ability to contribute
additional capital to its PRC subsidiaries. Moreover, failure to comply with SAFE registration and amendment
requirements described above could result in liability under PRC law for evasion of applicable foreign exchange
restrictions. In addition, on February 13, 2015, SAFE issued SAFE Circular No. 13, which took effect on June 1,
2015. SAFE Circular No. 13 delegates to the qualified banks the authority to register all PRC residents’ investment in
“special purpose vehicle” pursuant to SAFE Circular No. 37, except that those PRC residents who have failed to comply
with SAFE Circular No. 37 will continue to fall within the jurisdiction of the relevant local SAFE branches and must
continue to make their supplementary registration applications with the such local SAFE branches.

We have requested PRC residents holding direct or indirect interest in our company to our knowledge to make the
necessary applications, filings and amendments as required under SAFE regulations. Mr. Sean Shenglong Zou, Mr.
Hao Cheng and Ms. Fang Wang have completed the registration and amendment registration with the local SAFE
branch in relation to all our previous private financings and their subsequent ownership changes as required under the
SAFE regulations and Ms. Fang Wang is in the process of applying for the relevant amendment registrations with the
local SAFE branch in relation to the ownership changes in her holding vehicle of our company. However, we may not
be informed of the identities of all the PRC residents holding direct or indirect interest in our company, and we cannot
provide any assurances that these PRC residents will comply with our request to make or obtain any applicable
registrations or comply with other requirements required by SAFE regulations. The failure or inability of our PRC
resident shareholders to make any required registrations or comply with other requirements under SAFE regulations
may subject such PRC residents or our PRC subsidiaries to fines and legal sanctions and may also limit our ability to
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raise additional financing and contribute additional capital into or provide loans to (including using the proceeds from
our initial public offering) our PRC subsidiaries, limit our PRC subsidiaries’ ability to pay dividends or otherwise
distribute profits to us, or otherwise adversely affect us.

Furthermore, because of the uncertainty over how the SAFE regulations will be interpreted and implemented, and how
SAFE will apply them to us, we cannot predict how these regulations will affect our business operations or future
strategies. For example, we may be subject to a more stringent review and approval process with respect to our foreign
exchange activities, such as remittance of dividends and foreign-currency-denominated borrowings, which may
adversely affect our financial condition and results of operations. In addition, if we decide to acquire a PRC domestic
company, we cannot assure you that we or the owners of such company, as the case may be, will be able to obtain the
necessary approvals or complete the necessary filings and registrations required by the foreign exchange regulations.
This may restrict our ability to implement our acquisition strategy and could adversely affect our business and
prospects.
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Failure to comply with PRC regulations regarding the registration requirements for employee stock ownership plans
or share option plans may subject the PRC plan participants or us to fines and other legal or administrative sanctions.

In December 2006, the People’s Bank of China promulgated the Administrative Measures of Foreign Exchange
Matters for Individuals, which set forth the respective requirements for foreign exchange transactions by individuals
(both PRC or non-PRC citizens) under either the current account or the capital account. On February 15, 2012, SAFE
promulgated the Notices on Issues Concerning the Foreign Exchange Administration for Domestic Individuals
Participating in Stock Incentive Plans of Overseas Publicly-Listed Companies, or the Stock Option Rules, which
replaced the Application Procedures of Foreign Exchange Administration for Domestic Individuals Participating in
Employee Stock Ownership Plans or Stock Option Plans of Overseas Publicly-Listed Companies issued by SAFE on
March 28, 2007. Under the Stock Option Rules and other relevant rules and regulations, PRC residents who
participate in stock incentive plan in an overseas publicly-listed company are required to register with SAFE or its
local branches and complete certain other procedures. Participants of a stock incentive plan who are PRC residents
must retain a qualified PRC agent, which could be a PRC subsidiary of such overseas publicly listed company or
another qualified institution selected by such PRC subsidiary, to conduct the SAFE registration and other procedures
with respect to the stock incentive plan on behalf of its participants. Such participants must also retain an overseas
entrusted institution to handle matters in connection with their exercise of stock options, the purchase and sale of
corresponding stocks or interests and fund transfers. In addition, the PRC agent is required to amend the SAFE
registration with respect to the stock incentive plan if there is any material change to the stock incentive plan, the PRC
agent or the overseas entrusted institution or other material changes. We and our PRC employees who have been
granted stock options are subject to these regulations. Failure of our PRC stock option holders to complete their SAFE
registrations may subject these PRC residents to fines and legal sanctions and may also limit our ability to contribute
additional capital into our PRC subsidiaries, limit our PRC subsidiaries’ ability to distribute dividends to us, or
otherwise materially adversely affect our business.

We face uncertainties with respect to indirect transfers of equity interests in PRC resident enterprises by their
non-PRC holding companies.

The State Administration of Taxation, or the SAT, has issued several rules and notices to tighten its scrutiny over
acquisition transactions in recent years, including the Notice on Strengthening Administration of Enterprise Income
Tax for Share Transfers by Non-PRC Resident Enterprises issued in December 2009, or SAT Circular 698, the Notice
on Several Issues Regarding the Income Tax of Non-PRC Resident Enterprises issued in March 2011, or SAT
Circular 24, and the Notice on Certain Corporate Income Tax Matters on Indirect Transfer of Properties by Non-PRC
Resident Enterprises issued in February 2015, or SAT Circular 7. Pursuant to these rules and notices, if a non-PRC
resident enterprise indirectly transfers PRC taxable properties, which refer to properties of an establishment or a place
in the PRC, real estate properties in the PRC or equity investments in a PRC tax resident enterprise, by disposing of
equity interest in an overseas non-public holding company without a reasonable commercial purpose and resulting in
the avoidance of PRC enterprise income tax, such indirect transfer should be deemed a direct transfer of PRC taxable
properties, and gains derived from such indirect transfer may be subject to the PRC withholding tax at a rate of up to
10%. SAT Circular 7 sets out several factors to be taken into consideration by tax authorities in determining whether
an indirect transfer has a reasonable commercial purpose. An indirect transfer satisfying all the following criteria will
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be deemed to lack reasonable commercial purpose and be taxable under PRC law: (i) 75% or more of the equity value
of the intermediary enterprise being transferred is derived directly or indirectly from the PRC taxable properties; (ii) at
any time during the one-year period before the indirect transfer, 90% or more of the asset value of the intermediary
enterprise (excluding cash) is comprised directly or indirectly of investments in the PRC, or 90% or more of its
income is derived directly or indirectly from the PRC; (iii) the functions performed and risks assumed by the
intermediary enterprise and any of its subsidiaries that directly or indirectly hold the PRC taxable properties are
limited and are insufficient to prove their economic substance; and (iv) the foreign tax payable on the gain derived
from the indirect transfer of the PRC taxable properties is lower than the potential PRC enterprise income tax on the
direct transfer of such assets. Nevertheless, the indirect transfer falling into the safe harbor available under SAT
Circular 7 may not be subject to PRC tax and the scope of the safe harbor includes qualified group restructuring,
public market trading and tax treaty exemptions. On October 17, 2017, the SAT issued the Public Notice on Issues
Concerning the Withholding of Non-resident Enterprise Income Tax at Source, or SAT Public Notice 37, which took
effect on December 1, 2017. SAT Public Notice 37 replaced a series of important circulars, including but not limited
to SAT Circular 698 and amended the rules governing the administration of withholding tax on China-source income
derived by the non-resident enterprise. SAT Public Notice 37 also introduced certain key changes to the current
withholding regime, such as (i) non-resident enterprise’s withholding obligation for dividend was changed to arise on
the date the payment is actually made as opposed to dividend declaration date; and (ii) non-resident enterprise’s
obligation to self-report tax within seven days upon withholding agent’s failure to withhold was removed.
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Under SAT Circular 7 and SAT Public Notice 37, the entities or individuals obligated to pay the transfer price to the
transferor are the withholding agents and must withhold the PRC enterprise income tax from the transfer price. If the
withholding agent fails to do so, the transferor should report to and pay the PRC enterprise income tax to the PRC tax
authorities. In the event that neither the withholding agent nor the transferor fulfills their obligations under SAT
Circular 7 and SAT Public Notice 37, apart from imposing penalties such as late payment interest on the transferor,
the tax authority may also hold the withholding agent liable and impose a penalty of 50% to 300% of the unpaid tax
on the withholding agent. The penalty imposed on the withholding agent may be reduced or waived if the withholding
agent has submitted the relevant materials in connection with the indirect transfer to the PRC tax authorities in
accordance with SAT Circular 7.

However, there is a lack of clear statutory interpretation of these rules and notices, we face uncertainties on the
reporting and consequences on future private equity financing transactions, share exchange or other transactions
involving the transfer of shares in our company by investors that are non-PRC resident enterprises, or sale or purchase
of shares in other non-PRC resident companies or other taxable assets by us. Our Cayman Islands holding company
and other non-resident enterprises in our company may be subject to filing obligations or may be taxed if our Cayman
Islands holding company and other non-resident enterprises in our company are transferors in such transactions, and
may be subject to withholding obligations if our Cayman Islands holding company and other non-resident enterprises
in our company are transferees in such transactions. For the transfer of shares in our Cayman Islands holding company
by investors that are non-PRC resident enterprises, our PRC subsidiaries may be requested to assist in the filing under
the rules and notices. As a result, we may be required to expend valuable resources to comply with these rules and
notices or to request the relevant transferors from whom we purchase taxable assets to comply, or to establish that our
Cayman Islands holding company and other non-resident enterprises in our company should not be taxed under these
rules and notices, which may have a material adverse effect on our financial condition and results of operations. There
is no assurance that the tax authorities will not apply the rules and notices to our offshore restructuring transactions
where non-PRC resident investors were involved if any of such transactions were determined by the tax authorities to
lack reasonable commercial purpose. As a result, we and our non-PRC resident investors may be at risk of being taxed
under these rules and notices and may be required to comply with or to establish that we should not be taxed under
such rules and notices, which may have a material adverse effect on our financial condition and results of operations
or such non-PRC resident investors’ investments in us. We have conducted acquisition transactions in the past and may
conduct additional acquisition transactions in the future. We cannot assure you that the PRC tax authorities will not, at
their discretion, adjust any capital gains and impose tax return filing obligations on us or require us to provide
assistance for the investigation of PRC tax authorities with respect thereto. Heightened scrutiny over acquisition
transactions by the PRC tax authorities may have a negative impact on potential acquisitions we may pursue in the
future.

Discontinuation or reduction of any of the preferential tax treatments or other government incentives available to us in
the PRC, or imposition of any additional PRC taxes could adversely affect our financial condition and results of
operations.

The Chinese government has provided various tax incentives to our subsidiaries in China. These incentives include
reduced enterprise income tax rates. For example, under the PRC Enterprise Income Tax Law which became effective
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in January 2008 and was amended in February 2017, or the EIT Law, the statutory enterprise income tax rate is 25%.
The EIT Law permits companies established before March 16, 2007 to continue to enjoy their existing tax incentives,
adjusted by certain transitional phase-out rules set forth in the Circular to Implementation of the Transitional
Preferential Policies for the Enterprise Income Tax promulgated by the State Council on December 26, 2007, and
provides tax incentives, subject to various qualification criteria. Pursuant to the circular, the income tax rates for us
and our wholly-owned subsidiary established in the Shenzhen Special Economic Zone before March 16, 2007 were
24% for 2011 and are 25% starting from 2012. The EIT Law and its implementation rules also permit qualified “high
and new technology enterprises,” or HNTEs, to enjoy a preferential enterprise income tax rate of 15% upon filing with
relevant tax authorities. The qualification as a HNTE generally has a valid term of three years and the renewal of such
qualification is subject to review by the relevant authorities in China. Shenzhen Xunlei, our variable interest entity,
Shenzhen Wangwenhua, a subsidiary of Shenzhen Xunlei, and Shenzhen Onething currently hold a HNTE certificate
and are entitled to enjoy a preferential enterprise income tax rate of 15% for the next three years ended August 2020
(for Shenzhen Xunlei and Shenzhen Wangwenhua) and October 2020 (for Shenzhen Onething). In addition, the PRC
government has provided various incentives to accredited “software enterprise” incorporated in the PRC in order to
encourage development of the software industry. In December 2013, Shenzhen Xunlei obtained the certificate of the
Key Software Enterprise for the years ended December 31, 2013 and 2014, which enabled Shenzhen Xunlei to enjoy
the preferential tax rate of 10% for the years of 2013 and 2014. In September 2014, Shenzhen Xunlei renewed the
certificate of the Hi-Tech Enterprise for the years ended December 31, 2015, 2016 and 2017, which enables Shenzhen
Xunlei to enjoy the preferential tax rate of 15% for the years of 2015, 2016 and 2017. Xunlei Computer has been
accredited as a “software enterprise” and become profitable since 2013 and thus enjoys a two-year income tax
exemption for 2013 and 2014 and a 50% income tax reduction for 2015, 2016 and 2017. Moreover, local governments
have adopted incentives to encourage the development of technology companies. Shenzhen Xunlei, Shenzhen
Onething, Shenzhen Wangwenhua and Xunlei Computer currently benefit from the tax incentives. See “Item 5.
Operating and Financial Overview and Prospects—A. Operating Results—Taxation.”
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Preferential tax treatment and other government incentives granted to Xunlei Computer and Shenzhen Xunlei by the
local governmental authorities are subject to review and may be adjusted or revoked at any time. The discontinuation
or reduction of any preferential tax treatment currently available to us and our wholly-owned PRC subsidiaries will
cause our effective tax rate to increase, which could have a material adverse effect on our financial condition and
results of operations. We cannot assure you that we will be able to maintain our current effective tax rate in the future.

Our global income may be subject to PRC taxes under the PRC EIT Law, which may have a material adverse effect
on our results of operations.

Under the EIT Law and its implementation rules, an enterprise established outside of the PRC with a “de facto
management body” within the PRC is considered a resident enterprise and will be subject to the enterprise income tax
at the rate of 25% on its global income. The implementation rules define the term “de facto management bodies” as
“establishments that carry out substantial and overall management and control over the manufacturing and business
operations, personnel, accounting, properties, etc. of an enterprise.” On April 22, 2009, the SAT issued a circular, or
SAT Circular 82, which provides certain specific criteria for determining whether the “de facto management body” of a
PRC-controlled enterprise that is incorporated offshore is located in China. See “Item 4. Information on the
Company—B. Business Overview—Regulation—Regulations on Tax—PRC enterprise income tax.” Although SAT Circular 82
applies only to offshore enterprises controlled by PRC enterprises or PRC enterprise groups and not to those
controlled by PRC individuals or foreigners, the determining criteria set forth in the SAT Circular 82 may reflect the
SAT’s general position on how the “de facto management body” test should be applied in determining the tax resident
status of all offshore enterprises.

According to SAT Circular 82, an offshore incorporated enterprise controlled by a PRC enterprise or a PRC enterprise
group will be regarded as a PRC tax resident by virtue of having its “de facto management body” in China and will be
subject to PRC enterprise income tax on its worldwide income only if all of the following conditions set forth in the
SAT Circular 82 are met: (i) the primary location of the day-to-day operational management is in the PRC; (ii)
decisions relating to the enterprise’s financial and human resource matters are made or are subject to approval by
organizations or personnel in the PRC; (iii) the enterprise’s primary assets, accounting books and records, company
seals, and board and shareholder resolutions are located or maintained in the PRC; and (iv) at least 50% of voting
board members or senior executives habitually reside in the PRC.

Xunlei Limited is not controlled by a PRC enterprise or PRC enterprise group and we do not believe that Xunlei
Limited meets all of the conditions above. Xunlei Limited is a company incorporated outside the PRC. As a holding
company, certain of Xunlei Limited’s key assets are located, and records (including the resolutions of its board of
directors and the resolutions of its shareholders) are maintained, outside the PRC. Therefore, we do not believe Xunlei
Limited should be treated as a “resident enterprise” for PRC tax purposes if the criteria for “de facto management body” as
set forth in the relevant SAT Circular 82 were deemed applicable to us. However, as the tax resident status of an
enterprise is subject to determination by the PRC tax authorities and uncertainties remain with respect to the
interpretation of the term “de facto management body” as applicable to Xunlei Limited, we may be considered a resident
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enterprise and may therefore be subject to the enterprise income tax at 25% on our global income. If we are
considered a resident enterprise and earn income other than dividends from our PRC subsidiaries, a 25% enterprise
income tax on our global income could increase our tax burden and adversely affect our cash flow and profitability. In
addition to the uncertainty regarding how the new “resident enterprise” classification may apply, it is also possible that
the rules may change in the future, possibly with retroactive effect.
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Dividends paid by us to our foreign investors and gains on the sale of our ADSs or common shares by our foreign
investors may be subject to taxes under PRC tax laws.

Under the EIT Law and its implementation regulations issued by the State Council, a 10% PRC withholding tax is
applicable to dividends paid to investors that are “non-resident enterprises,” which do not have an establishment or place
of business in the PRC or which have such establishment or place of business but the dividends are not effectively
connected with such establishment or place of business, to the extent such dividends are derived from sources within
the PRC. Any gain realized on the transfer of ADSs or common shares by such investors is subject to PRC tax, at a
rate of 10% unless otherwise reduced or exempted by relevant tax treaties, if such gain is regarded as income derived
from sources within the PRC. If we are deemed a “PRC resident enterprise,” dividends paid on our common shares or
ADSs, and any gain realized from the transfer of our common shares or ADSs, may be treated as income derived from
sources within the PRC and may as a result be subject to PRC taxation (which in the case of dividends would be
withheld at source). It is unclear whether our non-PRC individual investors would be subject to any PRC tax in the
event we are deemed a “PRC resident enterprise.” If any PRC tax were to apply to such dividends or gains of non-PRC
individual investors, it would generally apply at a rate of 20% (unless a reduced rate is available under an applicable
tax treaty). It is also unclear whether, if we are considered a PRC “resident enterprise,” holders of our ADSs or common
shares would be able to claim the benefit of income tax treaties or agreements entered into between China and other
countries or areas (and we do not expect to withhold at treaty rates if any withholding is required). If dividends
payable to our non-PRC investors, or gains from the transfer of our common shares or ADSs by such investors are
subject to PRC tax, the value of your investment in our common shares or ADSs may be adversely affected.

Increases in labor costs and enforcement of stricter labor laws and regulations in the PRC may adversely affect our
business and our profitability.

China’s overall economy and the average wage in China have increased in recent years and are expected to continue to
grow. The average wage level for our employees has also increased in recent years. We expect that our labor costs,
including wages and employee benefits, will continue to increase. Unless we are able to pass on these increased labor
costs to our users by increasing prices for our products or services, our profitability and results of operations may be
materially and adversely affected.

In addition, we have been subject to stricter regulatory requirements in terms of entering labor contracts with our
employees and paying various statutory employee benefits, including pensions, housing fund, medical insurance,
work-related injury insurance, unemployment insurance and childbearing insurance to designated government
agencies for the benefit of our employees. Pursuant to the PRC Labor Contract Law, or the Labor Contract law, that
became effective in January 2008, as amended on December 28, 2012 and effective as of July 1, 2013, and its
implementation rules that became effective in September 2008, employers are subject to stricter requirements in terms
of signing labor contracts, minimum wages, paying remuneration, determining the term of employees’ probation and
unilaterally terminating labor contracts. In the event that we decide to terminate some of our employees or otherwise
change our employment or labor practices, the Labor Contract Law and its implementation rules may limit our ability

Edgar Filing: Xunlei Ltd - Form 20-F

90



to effect those changes in a desirable or cost-effective manner, which could adversely affect our business and results
of operations. On October 28, 2010, the Standing Committee of the National People’s Congress promulgated the PRC
Social Insurance Law, or the Social Insurance Law, which became effective on July 1, 2011. According to the Social
Insurance Law, employees must participate in pension insurance, work-related injury insurance, medical insurance,
unemployment insurance and maternity insurance and the employers must, together with their employees or
separately, pay the social insurance premiums for such employees.

As the interpretation and implementation of labor-related laws and regulations are still evolving, we cannot assure you
that our employment practice do not and will not violate labor-related laws and regulations in China, which may
subject us to labor disputes or government investigations. If we are deemed to have violated relevant labor laws and
regulations, we could be required to provide additional compensation to our employees and our business, financial
condition and results of operations could be materially and adversely affected.
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The audit report included in this annual report is prepared by an auditor who is not inspected by the Public Company
Accounting Oversight Board and, as such, you are deprived of the benefits of such inspection.

Auditors of companies that are registered with the Securities and Exchange Commission, or the SEC, and traded
publicly in the United States, including our independent registered public accounting firm, must be registered with the
Public Company Accounting Oversight Board, or the PCAOB, and are required by the laws of the United States to
undergo regular inspections by PCAOB to assess their compliance with the laws of the United States and professional
standards. Because we have substantiated operations within the Peoples’ Republic of China and the PCAOB is
currently unable to conduct inspections of the work of our auditors as it relates to those operations without the
approval of the Chinese authorities, our auditor’s work related to our operations in China is not currently inspected by
the PCAOB.

This lack of PCAOB inspections of audit work performed in China prevents the PCAOB from regularly evaluating
audit work of any auditors that was performed in China including that performed by our independent registered public
accounting firm. As a result, investors may be deprived of the full benefits of PCAOB inspections.

The inability of the PCAOB to conduct inspections of audit work performed in China makes it more difficult to
evaluate the effectiveness of our auditor’s audit procedures as compared to auditors in other jurisdictions that are
subject to PCAOB inspections on all of their work. Investors may lose confidence in our reported financial
information and procedures and the quality of our financial statements.

If additional remedial measures are imposed on certain PRC-based accounting firms in administrative proceedings
brought by the SEC, we could be unable to file future financial statements on a timely basis in compliance with the
requirements of the Exchange Act.

In December 2012, the SEC instituted administrative proceedings against certain PRC-based accounting firms,
including our independent registered public accounting firm, alleging that these firms had violated U.S. securities laws
and the SEC’s rules and regulations thereunder by failing to provide to the SEC the firms’ work papers related to their
audits of certain PRC-based companies that are publicly traded in the United States. On January 22, 2014, an initial
administrative law decision was issued, sanctioning these accounting firms and suspending them from practicing
before the SEC for a period of six months. On February 12, 2014, four of these PRC-based accounting firms appealed
to the SEC against this sanction. In February 2015, each of the four PRC-based accounting firms agreed to a censure
and to pay a fine to the SEC to settle the dispute and avoid suspension of their ability to practice before the SEC. The
settlement requires the firms to follow detailed procedures to seek to provide the SEC with access to Chinese firms’
audit documents via the CSRC. If the firms do not follow these procedures or if there is a failure in the process
between the SEC and the CSRC, the SEC could impose penalties such as suspensions, or it could restart the
administrative proceedings.

Edgar Filing: Xunlei Ltd - Form 20-F

92



In the event that the SEC restarts the administrative proceedings, depending upon the final outcome, listed companies
in the United States with major PRC operations may find it difficult or impossible to retain auditors in respect of their
operations in the PRC, which could result in financial statements being determined to not be in compliance with the
requirements of the Exchange Act, including possible delisting. Moreover, any negative news about the proceedings
against these audit firms may cause investor uncertainty regarding China-based, United States-listed companies and
the market price of our ADSs may be adversely affected.

If our independent registered public accounting firm were denied, even temporarily, the ability to practice before the
SEC and we were unable to timely find another registered public accounting firm to audit and issue an opinion on our
financial statements, our financial statements could be determined to not be in compliance with the requirements for
financial statements of public companies registered under the Exchange Act, as amended, or the Exchange Act. Such a
determination could ultimately lead to the delisting of our common stock from the NASDAQ Global Select Market or
deregistration from the SEC, which would substantially reduce or effectively terminate the trading of our common
stock in the United States.

43

Edgar Filing: Xunlei Ltd - Form 20-F

93



Risks related to our ADSs

The market price for our ADSs may be volatile.

The trading prices of our ADSs are likely to be volatile and could fluctuate widely due to factors beyond our control.
This may happen because of broad market and industry factors, like the performance and fluctuation in the market
prices or the underperformance or deteriorating financial results of other similarly situated companies in China that
have listed their securities in the United States in recent years. The securities of some of these companies have
experienced significant volatility since their initial public offerings, including, in some cases, substantial price
declines in the trading prices of their securities. The trading performances of these Chinese companies’ securities after
their offerings, including companies in the internet businesses, may affect the attitudes of investors toward Chinese
companies listed in the United States, which consequently may impact the trading performance of our ADSs,
regardless of our actual operating performance. In addition, any negative news or perceptions about inadequate
corporate governance practices or fraudulent accounting or other practices at other Chinese companies may also
negatively affect the attitudes of investors towards Chinese companies in general, including us, regardless of whether
we have engaged in such practices. In addition, securities markets may from time to time experience significant price
and volume fluctuations that are not related to our operating performance, which may have a material adverse effect
on the market price of our ADSs.

The market price for our ADSs is likely to be highly volatile and subject to wide fluctuations in response to factors
including the following:

· regulatory developments affecting us, our advertisers or our industry;  

· announcements of studies and reports relating to our services or those of our competitors;  

· changes in the economic performance or market valuations of other internet companies in China;  

· actual or anticipated fluctuations in our quarterly results of operations and changes of our expected results;  

· changes in financial estimates by securities research analysts;  

· conditions in the internet or online advertising industry in China;  
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·announcements by us or our competitors of new services, acquisitions, strategic relationships, joint ventures orcapital commitments;

· additions to or departures of our senior management;  

· fluctuations of exchange rates between the Renminbi and the U.S. dollar;  

· release or expiry of lock-up or other transfer restrictions on our outstanding shares or ADSs; and 

· sales or perceived potential sales of additional shares or ADSs.  

In addition, the securities market has from time to time experienced significant price and volume fluctuations that are
not related to the operating performance of any particular companies. These market fluctuations may also have a
material adverse effect on the market price of our ADSs.

If securities or industry analysts cease to publish research or reports about our business, or if they adversely change
their recommendations regarding our ADSs, the market price for our ADSs and trading volume could decline.

The trading market for our ADSs will be influenced by research or reports that industry or securities analysts publish
about our business. If one or more analysts who cover us downgrade our ADSs, the market price for our ADSs would
likely decline. If one or more of these analysts cease to cover us or fail to regularly publish reports on us, we could
lose visibility in the financial markets, which, in turn, could cause the market price or trading volume for our ADSs to
decline.
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As we do not expect to pay dividends in the foreseeable future, you must rely on price appreciation of our ADSs for
return on your investment.

We currently intend to retain most, if not all, of our available funds and any future earnings to fund the development
and growth of our business. Subject to our ongoing financial performance, cash position, budget and business plan and
market conditions, we may consider paying special dividends. However, we do not plan to pay dividends in the
foreseeable future and you should not rely on an investment in our ADSs as a source for any future dividend income.

Our board of directors has discretion as to whether to distribute dividends, subject to applicable laws. Our
shareholders may by ordinary resolution declare dividends, but no dividend may exceed the amount recommended by
our board of directors. Under Cayman Islands law, a Cayman Islands company may pay a dividend out of either profit
or share premium account, provided that in no circumstances may a dividend be paid if this would result in the
company being unable to pay its debts as they fall due in the ordinary course of business. Even if our board of
directors decides to declare and pay dividends, the timing, amount and form of future dividends, if any, will depend
on, among other things, our future results of operations and cash flow, our capital requirements and surplus, the
amount of distributions, if any, received by us from our subsidiaries, our financial condition, contractual restrictions
and other factors deemed relevant by our board of directors. Accordingly, the return on your investment in our ADSs
will likely depend entirely upon any future price appreciation of our ADSs. There is no guarantee that our ADSs will
appreciate in value or even maintain the price at which you purchased the ADSs. You may not realize a return on your
investment in our ADSs and you may even lose your entire investment in our ADSs.

Substantial future sales or perceived potential sales of our ADSs in the public market could cause the price of our
ADSs to decline.

Sales of our ADSs in the public market, or the perception that these sales could occur, could cause the market price of
our ADSs to decline. As of March 31, 2018, we had 334,430,280 common shares outstanding, which excludes (i)
9,519,144 common shares issued to Leading Advice Holdings Limited for grants under our 2013 Plan and 2014 Plan
that remained then unexercised or unvested, and (ii) 24,927,785 common shares, consisting of shares issued to our
depositary bank for bulk issuance of ADSs reserved for future issuances upon the exercise or vesting of awards
granted under our share incentive plans and shares repurchased by the company from 2015 to 2017 but not yet
cancelled. All our outstanding common shares represented by ADSs were freely transferable by persons other than our
“affiliates” without restriction or additional registration under the Securities Act of 1933, as amended, or Securities Act.
The remaining common shares will be available for sale subject to volume and other restrictions as applicable under
Rules 144 and 701 under the Securities Act. Certain holders of our common shares have the right to cause us to
register under the Securities Act the sale of their shares. Registration of these shares under the Securities Act would
result in ADSs representing these shares becoming freely tradable without restriction under the Securities Act
immediately upon the effectiveness of the registration. Sales of these registered shares in the form of ADSs, in the
public market could cause the price of our ADSs to decline.
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Your right to participate in any future rights offerings may be limited, which may cause dilution to your holdings, and
you may not receive cash dividends if it is impractical to make them available to you.

We may from time to time distribute rights to our shareholders, including rights to acquire our securities. However,
we cannot make rights available to you in the United States unless we register both the rights and the securities to
which the rights relate under the Securities Act or an exemption from the registration requirements is available. Under
the deposit agreement, the depositary will not make rights available to you unless both the rights and the underlying
securities to be distributed to ADS holders are either registered under the Securities Act or exempt from registration
under the Securities Act. We are under no obligation to file a registration statement with respect to any such rights or
securities or to endeavor to cause such a registration statement to be declared effective and we may not be able to
establish a necessary exemption from registration under the Securities Act. Accordingly, you may be unable to
participate in our rights offerings and may experience dilution in your holdings.

The depositary of our ADSs has agreed to pay to you the cash dividends or other distributions it or the custodian
receives on our common shares or other deposited securities after deducting its fees and expenses. You will receive
these distributions in proportion to the number of common shares your ADSs represent. However, the depositary may,
at its discretion, decide that it is inequitable or impractical to make a distribution available to any holders of ADSs.
For example, the depositary may determine that it is not practicable to distribute certain property through the mail, or
that the value of certain distributions may be less than the cost of mailing them. In these cases, the depositary may
decide not to distribute such property to you.
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You may be subject to limitations on transfer of your ADSs.

Your ADSs are transferable on the books of the depositary. However, the depositary may close its transfer books at
any time or from time to time when it deems expedient in connection with the performance of its duties. In addition,
the depositary may refuse to deliver, transfer or register transfers of ADSs generally when our books or the books of
the depositary are closed, or at any time if we or the depositary deems it advisable to do so because of any requirement
of law or of any government or governmental body, or under any provision of the deposit agreement, or for any other
reason.

You may face difficulties in protecting your interests, and your ability to protect your rights through the U.S. federal
courts may be limited because we are incorporated under Cayman Islands law, we conduct substantially all of our
operations in China and substantially all of our directors and officers reside outside the United States.

We are incorporated in the Cayman Islands and conduct substantially all of our operations in China through our PRC
subsidiaries and variable interest entity and its subsidiaries. Substantially all of our directors and officers reside
outside the United States. As a result, it may be difficult or impossible for you to bring an action against us or against
these individuals in the Cayman Islands or in the United States in the event that you believe that your rights have been
infringed under the U.S. securities laws or otherwise. Even if you are successful in bringing an action of this kind, the
laws of the Cayman Islands and of China may render you unable to enforce a judgment against our assets or the assets
of our directors and officers.

There are uncertainties as to whether Cayman Islands courts would:

·recognize or enforce against us judgments of courts of the United States based on certain civil liability provisions ofU.S. securities laws; and 

· impose liabilities against us, in original actions brought in the Cayman Islands, based on certain civil liabilityprovisions of U.S. securities laws that are penal in nature.  

There is no statutory recognition in the Cayman Islands of judgments obtained in the United States, although the
courts of the Cayman Islands will in certain circumstances recognize and enforce a non-penal judgment of a foreign
court of competent jurisdiction without retrial on the merits.
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Our corporate affairs are governed by our memorandum and articles of association, as amended and restated from time
to time, and by the Companies Law (2016 Revision) and common law of the Cayman Islands. The rights of
shareholders to take legal action against us and our directors, actions by minority shareholders and the fiduciary duties
of our directors to us under Cayman Islands law are to a large extent governed by the common law of the Cayman
Islands. The common law of the Cayman Islands is derived in part from comparatively limited judicial precedent in
the Cayman Islands as well as from English common law, which provides persuasive, but not binding, authority in a
court in the Cayman Islands. The rights of our shareholders and the fiduciary duties of our directors under Cayman
Islands law are not as clearly established as they would be under statutes or judicial precedents in the United States. In
particular, the Cayman Islands has a less developed body of securities laws than the United States and provides
significantly less protection to investors. In addition, shareholders in Cayman Islands companies may not have
standing to initiate a shareholder derivative action in U.S. federal courts.

As a result, our public shareholders may have more difficulty in protecting their interests through actions against us,
our management, our directors or our controlling shareholders than would shareholders of a corporation incorporated
in a jurisdiction in the United States.

We are an emerging growth company within the meaning of the Securities Act and may take advantage of certain
reduced reporting requirements.

We are an “emerging growth company,” as defined in the JOBS Act, and we may take advantage of certain exemptions
from various requirements applicable to other public companies that are not emerging growth companies including,
most significantly, not being required to comply with the auditor attestation requirements of Section 404 for so long as
we are an emerging growth company. We have elected not to voluntarily comply with such auditor attestation
requirements. Therefore, our investors may not have access to certain information they may deem important.
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The JOBS Act also provides that an emerging growth company does not need to comply with any new or revised
financial accounting standards until such date that a private company is otherwise required to comply with such new
or revised accounting standards. However, we have elected to “opt out” of this provision and, as a result, we will comply
with new or revised accounting standards as required when they are adopted for public companies. This decision to
opt out of the extended transition period under the JOBS Act is irrevocable.

Our memorandum and articles of association contains anti-takeover provisions that could adversely affect the rights of
holders of our common shares and ADSs.

Our currently effective memorandum and articles of association contains certain provisions that could limit the ability
of others to acquire control of our company, including a provision that grants authority to our board directors to
establish from time to time one or more series of preferred shares without action by our shareholders and to determine,
with respect to any series of preferred shares, the terms and rights of that series. The provisions could have the effect
of depriving our shareholders of the opportunity to sell their shares at a premium over the prevailing market price by
discouraging third parties from seeking to obtain control of our company in a tender offer or similar transactions.

Our corporate actions are substantially controlled by our directors, executive officers and other principal shareholders,
who can exert significant influence over important corporate matters, which may reduce the price of our ADSs and
deprive you of an opportunity to receive a premium for your shares.

As of March 31, 2018, our directors, executive officers and existing principal shareholders beneficially owned
approximately 54.49% of our outstanding common shares. These shareholders, if acting together, could exert
substantial influence over matters such as electing directors and approving material mergers, acquisitions or other
business combination transactions. This concentration of ownership may also discourage, delay or prevent a change in
control of our company, which could have the dual effect of depriving our shareholders of an opportunity to receive a
premium for their shares as part of a sale of our company and reducing the price of our ADSs. These actions may be
taken even if they are opposed by our other shareholders. In addition, these persons could divert business
opportunities away from us to themselves or others.

We incur increased costs as a result of being a public company, particularly after we cease to qualify as an “emerging
growth company.”

As a public company in the United States, we incur significant accounting, legal and other expenses that we did not
incur as a private company. The Sarbanes-Oxley Act, as well as rules subsequently implemented by the Securities and
Exchange Commission and the NASDAQ Global Select Market, require significantly heightened corporate
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governance practices of public companies, including Section 404 relating to internal control over financial reporting.
We qualify as an “emerging growth company” pursuant to the JOBS Act. An emerging growth company may take
advantage of specified reduced reporting and other requirements that are otherwise applicable generally to public
companies. These provisions include exemption from the auditor attestation requirement under Section 404 of the
Sarbanes-Oxley Act of 2002 in the assessment of the emerging growth company’s internal control over financial
reporting and permission to delay adopting new or revised accounting standards until such time as those standards
apply to private companies. However, we have elected to “opt out” of this provision and, as a result, we will comply
with new or revised accounting standards as required when they are adopted for public companies. This decision to
opt out of the extended transition period under the JOBS Act is irrevocable.

We expect these and other rules and regulations applicable to public companies will increase our accounting, legal and
financial compliance costs and will make certain corporate activities more time-consuming and costly. After we are no
longer an “emerging growth company,” we expect to incur significant expenses and devote substantial management
effort toward ensuring compliance with the requirements of Section 404 of the Sarbanes-Oxley Act of 2002 and the
other rules and regulations of the SEC. Compliance with these rules and requirements may be especially difficult and
costly for us because we may have difficulty locating sufficient personnel in China with experience and expertise
relating to U.S. GAAP and U.S. public company reporting requirements, and such personnel may command high
salaries relative to similarly experienced personnel in the United States. If we cannot employ sufficient personnel to
ensure compliance with these rules and regulations, we may need to rely more on outside legal, accounting and
financial experts, which may be costly. If we fail to comply with these rules and requirements, or are perceived to
have weaknesses with respect to our compliance, we could become the subject of a governmental enforcement action
and investor confidence could be negatively impacted and the market price of our ADSs could decline. In addition, we
will incur additional costs associated with our public company reporting requirements. We are currently evaluating
and monitoring developments with respect to these rules and regulations, and we cannot predict or estimate with
reasonable certainty the amount of additional costs we may incur or the timing of such costs.
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We believe we were a passive foreign investment company for our taxable year ended December 31, 2017, which
could subject United States investors in the ADSs or common shares to significant adverse United States income tax
consequences.

Based on the market price of our ADSs and the composition of our assets (in particular the retention of a substantial
amount of cash), we believe that we were a “passive foreign investment company,” (or a “PFIC”), for United States federal
income tax purposes for our taxable year ended December 31, 2017, and we will very likely be a PFIC for our current
taxable year ending December 31, 2018 unless the market price of our ADSs increases and/or we invest a substantial
amount of the cash and other passive assets we hold in assets that produce or are held for the production of active
income. In addition, it is possible that one or more of our subsidiaries may be or become classified as a PFIC for
United States federal income tax purposes. A non-U.S. corporation will be classified as a PFIC for any taxable year if
either (1) 75% or more of its gross income consists of certain types of passive income or (2) 50% or more of the
average quarterly value of its assets (as generally determined on that basis of fair market value) during such year
produce or are held for the production of passive income.

If we are classified as a PFIC for any taxable year during which a U.S. Holder (as defined in Item 10. Additional
Information—E. Taxation—United States Federal Income Tax Considerations) holds our ADSs or common shares, such
U.S. Holder may incur significantly increased United States income tax on gain recognized on the sale or other
disposition of the ADSs or common shares and on the receipt of distributions on the ADSs or common shares to the
extent such gain or distribution is treated as an “excess distribution” under the United States federal income tax rules.
Further, if we are classified as a PFIC for any year during which a U.S. Holder holds our ADSs or common shares, we
generally will continue to be treated as a PFIC for all succeeding years during which such U.S. Holder holds our
ADSs or common shares (“PFIC Tainted Shares”) even if, we, in fact, cease to be a PFIC in subsequent taxable years.
Accordingly, a U.S. Holder of our ADSs or common shares is urged to consult its tax advisor concerning the United
States federal income tax considerations related to holding and disposing of ADSs or common shares (including, to
the extent an election is available, making a “mark-to-market” election to avoid owning PFIC-Tainted Shares and the
unavailability of an election to treat us as a qualified electing fund). For more information see the section titled “Item
10. Additional Information—E. Taxation—United States Federal Income Tax Considerations—Passive Foreign Investment
Company Considerations.”

Item 4. Information on the Company 

A. History and Development of the Company

We commenced operations in January 2003 through the establishment of Shenzhen Xunlei, which currently, together
with its various subsidiaries in the PRC, operates our Xunlei internet platform.
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In February 2005, we established Xunlei Limited as our holding company in the Cayman Islands. Xunlei Limited
directly owns Giganology Shenzhen, our wholly owned subsidiary in China established in June 2005. Giganology
Shenzhen primarily engages in the research and development of new technologies.

Giganology Shenzhen has entered into a series of contractual arrangements with Shenzhen Xunlei and its
shareholders. These contractual arrangements enable us to exercise effective control over Shenzhen Xunlei and
receive substantially all of the economic benefits of Shenzhen Xunlei. As a result, Shenzhen Xunlei is our variable
interest entity and we have consolidated the financial results of Shenzhen Xunlei and its subsidiaries in our
consolidated financial statements in accordance with U.S. GAAP. The existing principal subsidiaries of Shenzhen
Xunlei include the following:
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·
Shenzhen Xunlei Wangwenhua Co., Ltd. (formerly known as “Shenzhen Fengdong Networking Technologies Co.,
Ltd.”), or Wangwenhua, which was established in December 2005, and it primarily engages in software development,
technical consulting and other related technical services.  

·
Shenzhen Zhuolian Software Co., Ltd. (formerly known as “Xunlei Software (Shenzhen) Co., Ltd.”), which was
established in January 2010, and it primarily engages in the development of software technology and the
development of computer software.

·Xunlei Games Development (Shenzhen) Co., Ltd., or Xunlei Games, which was established in February 2010, and itprimarily engages in the development of online game and computer software and advertising services.  

·Shenzhen Onething Technologies Co., Ltd., or Shenzhen Onething, which was established in September 2013, and itprimarily engages in cloud computing technology development and related services.  

·
Beijing Xunjing Technology Co., Ltd. (formerly known as “Wangxin Century Technologies (Beijing) Co.,
Ltd.”), or Beijing Xunjing, which was established in October 2015 and currently a subsidiary of
Wangwenhua. Beijing Wangxin primarily engages in technology development and related services.  

·
Shenzhen Crystal Interactive Technologies Co., Ltd., which was established in May 2016 and currently a subsidiary
of Shenzhen Onething, and it primarily engages in development of computer software and provision of information
technology services.

·Beijing Onething Technologies Co., Ltd., which was established in January 2017, and it primarily engages indevelopment of computer software and provision of information technology service. 

In February 2011, we established a direct wholly owned subsidiary, Xunlei Network Technologies Limited, or Xunlei
Network BVI, in the British Virgin Islands. In March 2011, we established Xunlei Network Technologies Limited, or
Xunlei Network HK, in Hong Kong, which is the direct wholly owned subsidiary of Xunlei Network BVI. Xunlei
Network HK primarily engages in the development of computer software and advertising services.

In November 2011, we established Xunlei Computer in China, which is the direct wholly owned subsidiary of Xunlei
Network HK. Xunlei Computer primarily engages in the development of computer software and information
technology services.

In June 2014, we completed the initial public offering of our ADSs, which are listed on the NASDAQ Global Select
Market under the symbol “XNET.”
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In September 2014, we, through Shenzhen Xunlei Networking Technologies Co., Ltd., acquired from subsidiaries of
Kingsoft Corporation Limited Kuaipan Personal and Kansunzi, both software services in support of cloud-sourced
storage and sharing, and their related business and assets, for an aggregate cash consideration of US$33 million.
Kuaipan Personal has recently developed into a cloud-sourced content service platform.

In July 2015, we completed the sale of our entire stake in Xunlei Kankan to Beijing Nesound International Media
Corp., Ltd., an independent third party, for a consideration of RMB130 million, of which RMB26.0 million (US$4.0
million) remains unpaid and has been impaired as of the date of this annual report. This sale is part of our strategy to
streamline our business and continue our transition into mobile internet.

Our principal executive offices are located at: 7/F Block 11, Shenzhen Software Park, Ke Ji Zhong 2nd Road,
Nanshan District, Shenzhen, People’s Republic of China. Our telephone number at this address is +86 755-8633-8443.
Our registered office in the Cayman Islands is located at the offices of Maples Corporate Services Limited, PO Box
309, Ugland House, Grand Cayman, KY1-1104, Cayman Islands. Our agent for service of process in the United States
is Law Debenture Corporate Services Inc.

See “Item 5. Operating and Financial Review and Prospects—B. Liquidity and Capital Resources—Capital Expenditures” for
a discussion of our capital expenditures.
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B. Business Overview 

Overview

We are a leading cloud-based acceleration technology company in China. We operate a powerful internet platform in
China based on cloud technology to enable our users to quickly access, manage, and consume digital media content on
the internet. In recent years, we have expanded our products and services from PC-based devices to mobile devices in
part through pre-installed acceleration products in mobile phones to further enlarge our user base and offer our users a
wider range of access points. We target to deliver superior user experience in terms of ease of access, management
and consumption of digital media content anywhere, anytime, and on any device.

To address deficiencies of digital media transmission over the internet in China, such as low speed and high delivery
failure rates, we provide users with quick and easy access to online digital media content through core products and
services below:

·
Xunlei Accelerator, our most popular and free product, which enables users to accelerate digital transmission over the
internet and has approximately 145 million monthly unique visitors in December 2017, according to our internal
record; and 

·Cloud acceleration subscription services, which are delivered through products such as Green Channel and OfflineAccelerator and offer users premium services for speed and reliability.  

Benefitting from the large user base of our core product, Xunlei Accelerator, we have further developed various
value-added services or products to meet a fuller spectrum of our users’ digital media content access and consumption
needs. These value-added services and products primarily include (i) cloud computing services, (ii) live video
services, and (iii) online game services.

We are increasingly extending our services to mobile devices, as part of our cloud-based mobile strategies. Mobile
Xunlei is becoming a popular mobile application, while bigger screen phones with enhanced storage capacity have
influenced user behavior in how they access and consume digital media content on their mobile phones. This mobile
application allows users to search, download and consume digital media content on their mobile devices in a user
friendly way. Based on our own record, daily active user of this application was about 6.9 million as of the date of this
annual report. Mobile Xunlei is also one of the most downloaded applications in its category. In the fourth quarter of
2015, we started to monetize our mobile traffic through advertising sales and generated our first mobile advertising
revenues. Moreover, this mobile application supplements our existing subscriptions business, enabling us to reach a
wider set of user base and to expand our services additional devices of a user who has multiple devices.
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Our mobile initiatives also benefits from our relationship with Xiaomi, one of our strategic shareholders. Since 2014,
we have entered into a pre-installing services agreement with a Xiaomi group company which manufactures Xiaomi
phones, a well-recognized brand of smart phones in China. Pursuant to the agreement, we agree to provide our Mobile
Xunlei acceleration plug-in, and the mobile phone manufacturer agrees to install such plug-in on its phones, free of
charge. Such pre-installment arrangement provides mobile phone users with access to our acceleration services, which
we believe enhances our ability to generate more user traffic. Our mobile acceleration software has been officially
adopted by Xiaomi’s operating systems, MIUI6, MIUI7, MIUI8 and MIUI9 and the software has been installed on
Xiaomi phones, including both new phones shipments and system upgrades from existing Xiaomi phones.

An important part of our strategies is to continue our innovation in crowdsourcing for idle capacity and potentially
storage from users of our cloud computing services, which targets to utilize our users’ idle uplink capacity and storage
by using our hardware devices. We plan for crowdsourced capacity to supply an increasing percentage of the
bandwidth that we use for our own acceleration services. From the third quarter of 2015, we started to sell
crowdsourced uplink capacity we collected from users under our cloud computing services to third parties. We intend
to sell crowdsourced uplink capacity to more third party internet content providers with bandwidth demand. To further
develop our cloud computing business and at the same time explore emerging blockchain technology, we launched
our decentralized cloud computing product, OneThing Cloud, and its related LinkToken, which is renamed from
OneCoin, a type of digital tickets based on blockchain technology, in 2017. OneThing Cloud is essentially a
cloud-based storage and sharing device. It allows users to share their idle internet bandwidth and storage resources
with our content delivery networks. By voluntarily participating in our OneThing Reward Program, users can be
rewarded with LinkToken, which can be used to redeem for our products and services. The technological backbone of
our products and services is our cloud acceleration technology, comprised of a proprietary file locating system and
massive file index database. Our technology enables us to support greater user expansion with incremental increases
in server and bandwidth costs. This technology, based on distributed computing architecture, along with our indexing
technology, enables users to access content in an efficient manner.
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We generated revenues by monetizing our large user base, primarily through the following services:

·Cloud acceleration subscription services. We provide premium acceleration services to subscribers to enable faster
and more reliable access to digital media content;  

· Online advertising services (including mobile advertising). We offer advertising services by providing
marketing opportunities on our websites, mobile Xunlei application and platform to our advertisers;

·
Sales of our cloud computing devices. OneThing Cloud is a hardware device that provides our users with easy access
to our cloud computing services. We generate a portion of our revenue from selling OneThing Cloud device to our
users; and

·Other internet value-added services. We offer multiple other value-added services to our users including our cloud
computing services, live video services and online game services.  

Our revenues increased from US$104.8 million in 2015 to US$141.0 million in 2016 and further to US$201.9 million
in 2017. We had a net loss attributable to Xunlei Limited of US$13.2 million in 2015, US$24.1 million in 2016 and
US$37.8 million in 2017.

Our platform

On our platform, users can accelerate digital media transmission and play a broad range of the latest online games,
among other things.

Cloud based acceleration

We provide data transmission acceleration services based on cloud computing technology to internet users. Our cloud
computing technology utilizes a network of computers hosted on the internet to store, manage, and process data, thus
providing our users with acceleration in internet data transmission and improves their download success rates. We
provide our acceleration services to internet users with the following products and services.
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Accelerator

We launched our core product, Xunlei Accelerator, in 2004 to address deficiencies of digital media content
transmission over internet in China, such as low speed and high delivery failure rates. Xunlei Accelerator allows users
to accelerate digital transmission over the internet for free. Xunlei Accelerator also bridges users with diverse needs to
other services we offer, such as: Xunlei Media Player, which supports both online and offline video watching, and our
various online games, by recommending and providing links to these services on its user interface.

Xunlei Accelerator is designed to provide an effective digital media content transmission solution to our users. In
addition to our featured transmission acceleration function, we have integrated certain features into the interface of
Xunlei Accelerator to enhance the overall user experience while helping users transmit their desired content
efficiently. For example, Xunlei Accelerator provides a platform to integrate other third-party plug-in applications.
Users can add application tabs to create shortcuts to various services that are provided by us, third-party application
developers and application venders who have business relationships with us. Xunlei Accelerator also has a task
management console to allow users to track and manage their transmissions in progress, to manage and prioritize
cloud-based data transmission tasks, or manage and synchronize transmitted content across multiple internet-enabled
devices.
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Mobile acceleration plug-in

We offer a mobile acceleration plug-in, which provides mobile device users with benefits of download speed
acceleration and download success rate improvements similar to those offered by the PC-based Xunlei Accelerator.
Our mobile acceleration plug-in has been adopted by Xiaomi, a Chinese smartphone maker, on its operating systems,
MIUI6, MIUI7, MIUI8 and MIUI9. Xiaomi installs our mobile acceleration plug-in on all of its new phones free of
charge and adds such plug-in to the existing ones via system upgrade. Xiaomi phone users thus have access to our
acceleration services.

Subscription services

We charge monthly or annual fees for our premium cloud acceleration subscription services. The benefits and services
within the subscription package, which typically include incrementally larger bandwidth and faster acceleration speed,
are upgraded according to the VIP levels. The subscription fees generally remain unchanged for subscribers at higher
VIP levels. Our cloud acceleration subscription services are delivered through the following major premium
acceleration products:

Type of Services Description of Services

Green Channel

This product allows our subscribers to transmit digital media files from the internet, which
significantly improves speed and reliability of such transmission. This is particularly helpful when
subscribers need to transmit files that are only available from slow or unreliable data transmission
sources, or to transmit a group of files while having only limited internet connectivity time.

Offline
Accelerator

This product allows our subscribers to engage us to transmit digital media files from the internet on
their behalf.  

In addition to our major premium acceleration products, our product, Fast Bird, also accelerates our subscribers’
internet access by increasing the bandwidth of the network system provided by telecommunications service providers.

We adopted different strategies and various promotion programs for each VIP level. For example, when we
discovered that some of our users were not aware of our subscription services, we provided users with greater
exposure to our subscription services in different parts of our platform and promoted products with significant
potential interests to specific users. We use our powerful digital data analysis capabilities to explore different areas of
user needs previously unmet by existing functions and research and develop relevant functions based on such analysis.
We offer users promotional measures, such as providing some free trials of premium acceleration services, to show
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the differences in the data transmission speeds to demonstrate how our premium services tremendously enhance data
delivery speed and overall subscriber experience.

In order to promote customer loyalty, we may elevate the VIP levels of our subscribers if they actively engage in our
services, for example, frequently participating in reviewing and rating of our products. Once upgraded to certain
higher VIP levels, our subscribers may be offered additional independent accounts, internally termed as sub-accounts,
at no additional charges. Such sub-accounts also allow users to access our premium acceleration services, at no
additional charge.

We had a subscriber base of 4.3 million, 4.2 million and 4.3 million as of December 31, 2015, 2016 and 2017,
respectively. In this annual report, the number of subscribers as of a given day excludes any sub-accounts.

Mobile Xunlei

Mobile Xunlei is a mobile application that allows users to search, download and consume digital media content on
their mobile devices. The monthly average daily active user of this product was about 7.5 million in 2017. We started
to monetize our mobile traffic through advertising sales and generated our first mobile advertising revenues in late
2015. Since then, our mobile advertising business has grown rapidly. In 2017, our revenue generated from our mobile
advertising business increased by 46.7% from US$14.5 million in 2016 to US$21.2 million in 2017.
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Moreover, this mobile application also supplements our existing subscriptions business. Many of our mobile
application users also became users of our PC-based Xunlei Accelerator.

Cloud computing

We launched our cloud computing project in 2014, which crowd-sources idle uplink capacity from internet users who
have bought and connected our proprietary hardware, Zhuanqianbao, or ZQB, to their network router. Our ZQB
devices can allocate those users’ idle uplink capacity to us for our further allocation to internet content providers. We
pay users of our ZQB devices for the use of their idle uplink capacity.

To further develop our cloud computing business and at the same time explore emerging blockchain technology, we
launched our decentralized cloud computing product, OneThing Cloud, in 2017. OneThing Cloud is a cloud-based
storage and sharing device, which crowd-sources idle uplink capacity from our users who have bought and connected
their OneThing Cloud devices to their network router. Similar to ZQB, OneThing Cloud can allocate those users’ idle
computing resources to us for our further allocation to internet content providers. However, an important difference
between OneThing Cloud and ZQB is that users of OneThing Cloud can voluntarily participate in OneThing Reward
Program and be rewarded with LinkToken, which can be used to redeem for our products and services.

The crowd-sourced uplink capacities are valuable resources that we target to commercialize with potential customers
such as streaming websites and app stores. Depending on our own needs, we also utilize those crowd-sourced uplink
capacities for our business from time to time, reducing our purchase of bandwidth from traditional third party carriers.

Live video services

We launched our live video services in 2016 and adjusted our business model in 2017. Under the new business model,
while viewing live online performance given by broadcasters, users may interact on real-time basis with broadcasters,
purchase virtual items from us to reward broadcasters they like. Users can access our live video services through
Xunlei Live website and mobile app.

Xunlei Media Player
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Xunlei Media Player, which we launched in 2008, is a supplementary tool that helps to deliver a more comprehensive
viewing experience of digital media content to the users of Xunlei Accelerator. Xunlei Media Player is our proprietary
product that supports both online and offline play of digital media content as well as simultaneous play of digital
media content while it is being transmitted by Xunlei Accelerator.

Online game services

To better serve our users, we offer online games through our online game website and purchase licenses from, or enter
into revenue sharing arrangements with, game developers. Such game play platform helps raise the average spending
of our subscribers. Online game players can play the games free of charge, but are offered the opportunity to purchase
in-game virtual items for a fee to enhance their game-playing experience.

In light of the overall decline in the web game market and our intention to allocate more resources on the development
of our cloud computing business, we streamlined our online game business by disposing of our web game business in
January 2018. After the disposal, we only operate MMOGs and mobile games for our online game services.

We may also from time to time offer other ancillary services to cater to users’ needs and to supplement the major
services we provide.

Technology

We provide accelerated data transmission services, available on PC and mobile devices, based on our distributed file
locating system, designed to utilize our proprietary file indexing technology.
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Indexing technology

Key elements of our file indexing technology include:

File indexing. We have created, and continue to maintain, a proprietary file index database that stores a massive index
of unique file signatures representing all digital media content file that Xunlei Accelerator has found across the
internet. Each file signature uniquely identifies the index of a given file. We store a list of each unique file’s available
data transmission locations from across the internet, which may include both peer and server computers, along with
the estimated speed and reliability of each location.

Data mining. We also employ data mining algorithms, studying user habits in order to maximize the speed of our data
delivery by ranking the keyword indexes that users search for and placing digital media content more likely to be
searched by users in the more easily accessible locations in our network for optimal delivery speed.

Distributed internet crawling techniques. Our Xunlei Accelerator network acts as a system of distributed spiders to
crawl the internet to search for digital media content files. Whenever the user initiates data transmission by using our
Xunlei Accelerator, the URL of the data transmission location is uploaded to our server. We then use that URL to
traverse and locate any other digital media content files that may also be available from the URL’s internet page
repositories. We then update our file index according to each traversal result.

Distributed file locating system

Our distributed file locating system is based on distributed computing architecture, which consists of all Xunlei
Accelerator clients that are running and connected to the internet at a given time, along with the server addresses
stored in our file index database. When users launch Xunlei Accelerator on a network-connected device, they are
automatically connected to our distributed file locating system and contribute their bandwidth and computing power to
our distributed file locating system, which enables users to locate and connect efficiently.

Key technologies include:
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Multi-protocol file transfer technology. Our multi-protocol file transfer technology allows our product client to
transmit, in parallel, from multiple sources that may use different file transfer protocols. Our multi-protocol file
transfer technology significantly increases the number of data transmission sources available to further enhance data
transmission performance.

Distributed file locating system. Our distributed file locating system helps users discover the best data transmission
locations from across the internet, where a particular file may be transmitted or streamed for optimal performance.
When a user requests data transmission using our Xunlei Accelerator, distributed file locating system will
algorithmically prioritize and select from among the file’s available data transmission locations an optimized subset of
URLs based on their respective transmit speed and reliability, which is estimated through real-time collaborative
interactions between our file index server and our massive network of active Xunlei Accelerator clients across the
internet.
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Network transport and traversal optimization. Our proprietary software algorithms perform dynamic internet
bandwidth and throughput assessments across the Xunlei network and optimization of traffic routing to identify the
most efficient path for data transport. These algorithms are designed to maximize delivery speed, reliability and
efficiency, and support significant growth in network usage.

Cloud-based implementation

We provide cloud acceleration subscription services powered by our indexing technology and distributed file locating
system. Our platform is compatible with different operating systems and hardware devices. As part of the
infrastructure for the subscription services, except for proprietary load balancing and resource optimization
algorithms, we maintain a virtual private network consisting of 184 co-location centers and over one million third
party servers and over 10,000 servers that we own located throughout China.

We maintain proprietary load balancing and resource optimization algorithms, both of which help enhance our mass
data mining on user habits to compile and maintain information on users’ data transmission acceleration needs and
requirements. As a cloud service provider, we use data mining for user habit prediction and co-location purposes. In
user habit prediction, we analyze, sample and index user behavior data to help predict user acceleration needs and
requirements. For co-location purposes, our program finds the most efficient and stable connection in our network for
each transmission task. We also cooperate with telecom operators, maintaining logics and algorithms for our
co-location centers in each telecom operator’s network to enable real-time dynamic allocation of our servers and
bandwidth to support user acceleration requirements. Our system automatically optimizes user connections based on
key factors such as provincial network, firewall penetration and interconnection among various telecom operators.

Advertising services

We provide advertising services primarily through various forms of advertisements placed on our PC websites and
mobile platform. We had 120, 115 and 112 advertisers in 2015, 2016 and 2017, respectively, and generated mobile
advertising revenue for the first time in the fourth quarter of 2015, and it has grown rapidly since then. The above
number of advertisers include the number of third party platforms, such as Guangdiantong, we cooperate with in each
corresponding year. Our brand advertisers include international and domestic companies that operate in a variety of
industries. A significant majority of our advertisers purchase our advertising services through third-party advertising
agencies. We focus on providing advertisers with creative and cost-effective advertising solutions. We strive to
creatively utilize our integrated service interface in designing a particular advertising campaign for advertisers.

Marketing
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We built up our reputation and maintain our popularity primarily through word-of-mouth. We believe satisfied users
and customers are more likely to recommend our services to others. Thus, we continue to focus on improving our
services and enhancing our user experience. In the meanwhile, we also invest in a variety of marketing activities to
further promote our brand awareness among existing and potential users as well as other customers. For example, we
host or attend various public relations events, such as seminars, conferences and trade shows, in the advertising, online
video and online game industries to attract users and advertisers. To retain and drive the growth of our subscribers, we
market our premium paid services and place subscription advertisements at prominent locations throughout our
integrated service offerings.

Intellectual property

Protection of our intellectual property

Our patents, copyrights, trademarks, trade secrets and other intellectual property rights are critical t
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