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Preface

In 1997, Ch i nstafles competent departmengithorized China Internet Network
Information Center (CNNIC)o organize relevant Internet entities to jointly carry out an Internet
development survey. Ever since then, CNNIC has published 34 statistical reports on Internet
development in China, and this report is th& 8&port. Internet has become a key sectat th
affects the development of our society and economy and changes people's lifestyle. All the
reports of CNNI'C have witnessed the whole devel
industry. With precise and objective data, the reports provide sigriifigsis for government
departments and companies to understand the development of Internet in China and make
relevant decisions. Therefore, they have attracted much attention from all circles and have been
cited widely both at home and abroad.

Since 1998 CNNIC has been issuing the Statistical Report on Internet Development in
China every January and July by convention. Based on continued resedrakiaesources,
the scale of Internet userstructuralfeatures accessnodesand network applicationhé 3%
report introduces new research on Ogfllinevideo, online game and some other hot topics.

Data collection in thiseport also received great support from the government, enterprises
and all walks of life. All surveys went on smoothly and datdectibn of basicresources was
completed in time in close cooperation with other Internet organizations, Suppgriwebsites
and media. We hereby express our sincere gratitude to all of them. Meanwhile, we would like to
extend our sincere thanks todmet users who have participated in ouf 8&tistical survey.

China Internet Network Information Center
January 2015
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Abstract

[EEY

. Basic Information

N As of the end of 2014 China had 649 million Internet users, with an increase of 31.17 million.
The Internet penetration rate rbad 47.9%, up 2.1% year on year.

N As of the end of 2014 thsize ofmobile Internet users in China reached 557 million, an
annual increase of 56.72 millioMobile Internet usersccounted for 85.8% of the total
netizen population, while this percentage @a<?6 in 2013.

N  As of the end of 2014, rural netizens accounted for 27.5% of the total, reaching 178 million,
up by 1.88 million annually.

N In December 2014 the proportion of Chinese netizens using desktops or laptops to access the
Internet was 70.8% and3.2% respectively. The utilization ratio of mobile phones as a
means to access the Internet was 4.8 percentage points motbahatthe end of 2013,
reaching 85.8%, and this percentage was 34.8% for tablet PC and 15.6% for TV.

N  According to a survegonducted in December 2014, the proportion of Chinese netizens who
believed that the countryds network environmen
information, who took a positive attitude toward Internet sharing, who liked posting
comments onthe Internet, or who depended or heavily dependedhe Internet was
respectively 48.6%, 54.5%, 60.0%, 43.8% and 53.1%.

N As of the end of 2014 China had a total of 20.6 million domain names, 53.8% or 11.09
million of whi ch wer e hene dvera3.3% millidn wdbsit€sNad , up 2.
annual increase of 4.6%; and the internation&triret gateway bandwidth was143,
663Mbps, up 20.9% annually.

N  The proportion of Chinese enterprises using computers or the Internet to handle office affairs
was respetively 90.4% and 78.7% as of the end of December 2014, with a utilization ratio
of fixed broadband reaching 77.4%. Meanwhile, the enterprises carrying out online sales and
online procurement accounted for 24.7% and 22.8% respectively, and 24.2% of the
enerprises carried out marketing and promotion via the Internet.

2. Trends and Features

Chinese netizens scale growtht a lower rate, andthe netizens transformation becomes
more difficult

In the year of 2014 China had 31.17 million new netizens, obyidess than previous years.
Nonrneti zensd willingness to use the s¢$hawstbat net cont
they would use the Internet in the future, compared with 16.3% in 2011. Such a trend is expected
to continue in the coming year81.3% of the nometizens attributed their unwillingness to use
the Internet to their ignorance of computer/network knowlddgelack of computer/network
knowledge and application skills is the main cause of the big gap between netizens and
nonnetizens

Internet penetration among regionsdiffers greatly , and rural areas in urgent need of
attention

- . ) =
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Although China has made significant progress in Internet development, witiprioténcial
gap in Internet penetration ratearrowing to 0.24 in 2014 from.37 in 1997, an obvious
difference still exists between developed and underdeveloped provimesset development in
underdeveloped provinces will need letegm arduous efforts. At the same time, runddan gap
in this regard has a tendency of brodadgndespite a continuous increase in rural netizen
population and Internet penetration. éfsthe end of 2014, Internet penetration rate between the
rural and theurban areadglifferences amounted t84 percentage point®artly because the
urbanization proesscoveredsome of the achievemera$ Internetprovementn rural areas but
the unbalanced economic developmemibngs regions was the root caudew to narrow such a
digital gap needs further research and exploration

Tabl et PC b e c a mlaterneteaccess denviceandmaetwork TV provided a
new mode of home entertainment

Entertainingand conveniece tablet PC became an important entertainment device. By the
end of 2014, tablet PQitilization ratio had reached 34.8%, with higher ratios seen in
well-educated (university or above) groups and Higiome (RMB 5000 or above per month)
groups, 51.0% and 43.0% respectively. Thanks to the development of network and broadband
technologies, network TV as a combination of th&ernetand traditional TV ks gradually
become an emerging mode of home entertainment with the advantages of being shareable,
controllable andntelligent By the end of 2014 its utdation ratio had risen to 15.6%

The foundation status of instant messaging was further consolidad

As the biggest Internet application, instant messaging was used by more and more netizens,
enjoying a utilization ratio of 90.6%. The usage of mobile instant messaging maintained a steady
growth in 2014 theutilization ratio was 91.2%, up by 5.1 pertage points over the end of 2013.
Mobile instant messaging not only can be used at any time at almost any place but also possesses
social communication and positioning functions.Therefore, it has evolved from a mere
communication tool into a usaccesdo payment, gamglaying, 020, etc. With an increasingly
hugeuser scalemobile instant messaging will be of great commercial value for other-adhed
services

Mobile travel booking entered into a period of explosive growth

Mobile commercial applicatiansaw explosive growth in 2014, mobile shopping, mobile
payment and mobile bankingsersincreasing by 63.5%, 73.2% and 69.2% respectively, far
exceeding the growth rate of users of other mobile applications. Mobile travel booking had not
been very hotluring the pastyears, jumped by 194.6% in 2014, the fastest growth among all
mobile commercial applicatiorss the formation otitizenleisure system, mobile travel booking
has entered a new development stage

Internet wealth management was less hot but diée in scale

By the end of 2014, 78.49 million netizelnas beempurchasednternet wealth management
products up 14.65 million over the end of June 2014. The utilization ratitntefrnetvealth
management was 12.1%, increasing by 2 percentage poitis gate period. Due to declining
yields plus a rebound of the Chinese stock market that attracted a considerable amount of
investment, the user populationlofernetwealth management turned from explosive growth into

11t refers to the coefficient of intgarovincial variaion in penetration rate, i.e., the ratio of standard deviation to
the mean value, reflecting the degree of difference. The bigger and coefficient, the larger-irevinieral
difference in Internet penetration rate.

The 3%" Statistical Report on Internet Development in China
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moderate growth, and the speed of fmraduct launch also showed a decline

Internet penetration reached a high level in enterprises andhe network application
levelwill make a breakthroughdue tothe Internet commercial modeinnovation

The Internet infrastructure has been donenterpriges.The proportion of computasing in
office basically maintains at 90%, with an Internet penetration of around &F%all the
enterprises that irg the Internetdealingwith daily work, fixed broadband access rate has been
above 95% for many consecwgiyearsBut there is still a big improvemefdr practical Internet
use.On the one hand, not so many enterprises were willing to use the Internet to enhance internal
operation efficiency; on the other hand, not so many enterprises were ready to nteriieé for
marketingpromotion, Ecommerce or other external operation purposes. In addition, traditional
operation ideas and methods contsie strong influence on these enterprises. With the
development of various Internet commercial modes, the Intevilecombine with economic
activities more closely, produce bigger influence on traditional commercial modes, blur the
boundary between traditional enterprises and Internet companies, and become an absolutely
necessary tool in the daily operation of ateeprise

020 is shifting from incremental development to qualitative development in firstier
cities, and nationwide market demand for medical and homeervice O20 needs to be
released

020 enterprises made their first deployment in-fiest cities, wiere they attracted a large
number of users, especially heavilgpendent users with strong consumption power and Internet
application skills, by catering for their needs. In these cities, moderatalyheavilydependent
users accounted for 39.2% of titat, whose O20 consumption was shifting from incremental to
qualitative growth. O20 services were being deployed in seeontithirdtier cities, where huge
potential consumption will boost the incremental development of the 020 market. 020 catering
and leisure services, which started earlier together with group buying, are turning mature and
being refined. Meanwhile, medical and hoesmvice 020 is just starting and will see big
development due to strong market demand.

Surpassing PC, mobile phones becamntée first terminal for watching network video
programs

In 2014 the overall scale of network video users continued to grow but the utilization ratio
declined slightly. Both the scale of mobile video users and the utilization ratio kept increasing but
the gowth rate began to decline. The network video industry entered a steady development period.
In the past two years the proportion of -B@l video watchers kept shrinking while that of
mobile-end watchers kept growing. As of the end of 2014 the proporfionobile-end video
watchers was 71.9% and the utilization ratio of desktops/laptops for video watching was 71.2%.
Therefore, mobile phones became the first terminal for watching network video programs. Both
tablet PC and traditional TV enjoyed a utilizaticatio of around 23%, being important devices
for watching network video programs.

PC-end online games continued to be the mainstay of market, the share of mokdied
online games further expanded, and TV games became a new hot spot of market

From the pespective of user base, online time and game proceedsné®®©nline games
attracted most valuable heavilgpendent users and remained the mainstay of market. But its
growth rate was on the decline because the entire netizen population almost stoppsthi@ncre
the percentage of young netizens was shrinking due to changes in demographic structure, and avid

- o =
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PCG-end game players were less and less as with the increase in age. On the other hand, however,
new commercial modes were being explored for-eR@ onlhe games. For instance, a
combination of online activities with offline activities or even with TV programs, or an
integration of competitive games with competitive sports, were gradually becoming a promising
commercial mode and development direction ofdP@ online games. Mob#end online games
experienced an explosive growth in the first half of 2014 and entered into the period of steady
growth in the second half of the year. This trend is expected to continue in 2015 and the market
share of mobileendonline games will continue to expand. The ban on game consoles was lifted

in 2014, making TV games a new market focus. Judging from the present situation of the TV
game market, what will swiftly seize the market in the coming year is not game consoles but
Internet TV/box. In terms of user base, user base growth rate and market promotion, Internet
TV/box developed faster than game consoles. Faced with various factors such as costs, channels
and policies, console makers remained cautious and took -angkte attitude instead of being

eager to advance. It is expected that Internet TV/box will be the foremost booster of the 2015 TV
game market and game consoles will have a long way to go.

The 3%" Statistical Report on Internet Development in China
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Chapter N Introduction

|. Survey Methodology

(1) Survey on Individual Internet Users
1.1 Survey Population

Permanent residents at the age of 6 or above who havdifiegelephones (including home
phones, PHS and dormitory telephones) or mobile phones

N Sample sie

There were 76,000 survey samples in total, including 38,000 for-likedelephones and
the other 38,000 for mobile phones, covering 31 provinces, autonomous regions and
municipalities directly under the Central Government in Mainland China.

N  Division of survey population

The survey population can be divided into three categories:

Subpopulation A: Survey subpopulation using fitieé telephones (including residents with
home phones, PHS users, students with dormitory telephones, and other usetsrmitory
telephones);

Subpopulation B: Survey subpopulation with mobile phones;

Subpopulation C: Survey subpopulation with both fikied telephones and mobile phones
(there is overlap between subpopulation A and subpopulation B, the overlappeds part i
subpopul ation C), C=AZB.

1.2 SamplingM ethod

CNNIC surveys subpopulation A, B and C. Double sampling is adopted for the survey so as
to cover more Internet users. The first sampling frame is subpopulation A, the people with
fixed-line telephones. The sawd sampling frame is subpopulation B, the people with mobile

- . . >,
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phones.

For the survey population with fixdohe telephones, stratified twstage sampling is
adopted. To ensure the sufficient representativeness of samples, the whole country is divided into
31 tiers according to the province, autonomous region and municipality directly under the central
government and the sampling is made independently at each tier.

The selfweighted sampling method is adopted for each province. The sample sizes are
allocatd for each district, city and prefecture (including the governed districts and counties) in
accordance with the proportion of the people at the age of 6 or above in the city covered by
fixed-line telephones in the total population covered in the wholérpre.

Sampling in subpopulation B is similar to that in subpopulation A. The whole country is
divided into 31 tiers according to the provinces, autonomous regions and municipalities directly
under the central government, and sampling is made indepsnderghch tier. Samples are
allocated in accordance with the proportion of the residents in each district or city to make the
sample allocation in each province conform to theweifjhting method.

To ensure that the probability for residential fidete telephones to be taken as samples is
basically the same for all districts, cities and prefectures, that is, bureau numbers covering more
residential telephones are more likely to be sampled, and to ensure the operability of investigation
work, sampling 6 residential telephones in each district, city and prefecture is conducted by
following the procedures below:

For mobile phone user groups, all mobile bureau numbers in each district, city and prefecture
are sampled; a certain quantity eflijit randomnumbers are generated according to the effective
sample size randomly in combination with the valid sample size in each district, city or prefecture,
and then combined with the mobile phone numbers in each district, city or prefecture to form a
number libary (local number + the randomddgit number); randomly order the number library;
dial and visit the randomly ordered number library. Survey of the subpopulation witHifired
telephones is similar to that of the subpopulation with mobile phones: amandmber is
generated to form a telephone number with the local number, and then these numbers are dialed
and visited. To avoid repeated sampling, only the people with-fimedelephones are visited.

1.3 Survey Methodology
The computeassisted telepme interviewing (CATI) system is adopted for the survey.
1.4 DifferencesbetweenSurvey Population and Targeted Population

A study for the population who are not covered by telephones in 2005 by CNNIC shows that
Internet users are very few in this subpagan. Currently, the subpopulation is downsizing
gradually with the development of our telecom industry. In this survey, there is an assumption, i.e.

Internet users who are not covered by fiXed telephones and mobile phones are
negligible.

(I1) Enterprise Survey

The 3% Statistical Report on Internet Development in China
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2.1 SurveyTarget

The overall targets of the telephone survey are those enterprises which have registered with
industry and commerce administration authorities at all levels, and obtained the License of
Business Corporation and the corperaspacity in accordance with Administrative Regulations
of The People's Republic of China Governing the Registration of Legal Corporations and
Regulations of the People's Republic of China on Administration of Registration of Companies.

2.2 SamplingM ethod

This survey adopts the approach of stratified random sampling.

Thirty-one provinces, municipalities directly under the Central Government and autonomous
regions are divided into Eastern China, Central China, West China and Northeast China based on
their economic development according to relevant standards issued by National Bureau of
Statistics of the PRC:

1 East China consists of 10 provincaad municipalities directly under the Central
Government, namely Beijing, Tianjin, Hebei, Shanghai, Jiangsujiadige Fujian,
Shandong, Guangdong and Hainan.

1 Central China consists of 6 provinces, namely Shanxi, Anhui, Jiangxi, Henan, Hubei
and Hunan.

T West China consists of 12 provincasad municipalities directly under the Central
Government: Inner Mongolia, Gagxi, Chongging, Sichuan, Guizhou, Yunnan, Tibet,
Shaanxi, Gansu, Qinghai, Ningxia and Xinjiang.

1 Northeast China consists of 3 provinces: Liaoning, Jilin and Heilongjiang.

Business entities are divided into eighteen major industry categories accordthg to
statistical standard issued by National Bureau of Statistics of the PRC. Based on the similarity and
differences in the use of Internet by industries, CNNIC combines the eighteen major industry
categories into nine industrial categories:

Q)
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No. Industry name
Agriculture, forestry, animal husbandry, and fishir
1 Mining
Production and supply industries for electric pow
fuel gas and water
2 Manufacturing
Construction
3 Transportation, storage and postal industries
Information tranmission, computer service and
software
4 Finance
Leasing and commercial service
5 Wholesale and retail
Accommodation and catering
° Resident service and other services
7 Real estate
Scientific research, technical service and geologi
survey
8 Water conservancy, environment and public facil
management
Education
9 Health, social security and social welfare
Culture, sports and entertainment

Cross stratification is conducted by two indicators: region and combined industries, with a
totd of 4*9=36 layers. Samples are equally distributed at each layer according to the distribution
of business entities by province, city and industry in the second economic census in 2008.
Business entities are randomly sampled from each layer for investigaind the ultimate
effective samples cover a total of 3000 enterprises.

2.3 Implementation M ethod of theSurvey

This project adopts the approach of Computer Assisted Telephone Interview).(CATI
Randomness and accuracy of the survey are controlleli@s<:

1) Calls are made from 9 am to 6 pm on working days.

2) After the survey is accomplished, the telephone investigation company is asked to provide
the detailed dialing information of all the phones for random checks.

3) To avoid the randomnessithg influenced by the ptthrough rate, numbers that cannot be
connected will be dialed for at least three times.

The 3% Statistical Report on Internet Development in China
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4) To avoid the influence of investigator 6s p
stated that items that are not needed to beaatadannot be given any prompt and the questions
should be asked properly.

5) After telephone survey, the data are-precessed to check the logical relation between
the value of a variable and the variable itself. Unqualified samplings shall becadiciel

(n ) Online Survey

Online survey focuses on the use of typical Internet applications. CNNIC conducted online
survey from December 1 to December 31, 2014. The questionnaire is on the CNNIC website, and
the links are available on major websites of China. matieusers voluntarily participated in and
filled out the questionnaire.

(N ) Automatic Online Search and Data Report

Automatic online search is used to conduct technical statistics about quantity of domain
names and websites, and their geographical disipitn. Statistical data for reporting mainly
includes the number of IP addresses and international Ingatetaybandwidth.

4.1. TotalNumber of IP Addresses

The data of IP addresses counted by provinces come from the IP address databases of
Asia-Pacific Network Information Center (APNIC) and CNNIC. Registered data that can clearly
distinguish the provinces of the addresses in each database can be added respectively by
provinces to generate data of each province. As address allocation is a dynamis, fiheces
statistical data are only for reference. The Ministry of Industry and Information Technology, as
the national competent department for IP addresses, will require our IP address allocation
organizations to report the IP addresses they own bianntiallgnsure accuracy of IP data,
CNNIC will compare and verify APNIC statistical data and the reported data to confirm the final
quantity of IP addresses.

4.2. TotalNumber of Domain Names andWebsites in China

Total number of domain names and websitgShima can be derived from:

Number of domain names: The number of domain names with .CN[and comes from
CNNIC database; and the number of gTLDs comes from the data released by WebHosting.Info, a
domain name statistical agency.

Number of websites: It imorked out by CNNIC according to the list of domain names. The
list of domain names with .CN an@ . comes from the CNNIC database, while the list of
gTLDs comes from relevant international domain name registries.

4.3. International Internet Gateway Bandwidth

Through a reporting system, the Ministry of Industry and Information Technology can obtain
on a regular basis the number of total bandwidth of Internet connecting Chinese carriers with

- . . o,
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other countries and regions. The reported data are included Btatigtical Report on Internet
Development in China.

lI. Definitions of Terms in the Report

N Internet users. Chinese residents at the age of six or above who have used Internet in
the past 6 months.

N  Mobile Internet users: Internet users who have used rif@iphones to access and surf
Internet in the past 6 months, but not limited to those surfing Internet via mobile phones only.

N Computer Internet users Internet users who have used computer to access and surf
Internet in the past 6 months, but not limitedhose surfing Internet via computers only.

N Rural Internet users: Internet users who have been living in rural areas of China in the
past 6 months.

N  Urban Internet users: Internet users who have been living in urban areas of China in
the past 6 months.

N IPaddress as the basic resource in Internet, the IP address functions to indentify online
computers, servers and other devices on Internet. Connection with the Internet can be realized
only when an IP address (in any form) is acquired.

N Domain name Domainname in the Report only refers to the English domain name,
which is a string comprised of numbers, letters, and hypheasd separated by dots (). It is a
hierarchical structural Internet address identifier corresponding to the IP address. The common
domain names are divided into two categories: country codeevepdomain (ccTLD), such as
the domain names ended with @A. CNoleveWdomairh r epr es e

(gTLD), such as the domain names ended with #@A.CO
N Webste:l't refers to the web sites with domain n
as the web address, including the web sites under otr toop e | domain name #@A. CNO
The registrant of the website is within the territory of P.R.C. For example: fdothain hame of
fcnnic.cno, it has only one website and t he C
Awww. cnnic. cno. Ot her web addresses l i ke Awhoi s

domain name as the suffix are regarded as different channbks wébsite.

N Brand penetration: the proportion of netizens who have used a certain brand in the
latest 6 months in all the netizens who have used the corresponding Internet application in the
same period

N  Scope of surveyUnless otherwise expressly indiaatelata in this Report only refer to
mainland China, excluding Hong Kong, Macao and Taiwan.

N Deadline of survey data:The deadline of the statistical survey data is 31 December
2014.
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Chapter n! Basiclnternet

Resources

N . Overview ofBasiclnternetResources

China had 332 million IPv4 addresses and 18797blocks/32 of IPv6 addresses at the end of

December 2014.
Ther e

in China.

There were altogether 3.38illion websites, an annual increase4d®%, among which 1.58
websites
International Internegatewaybandwidth reached,118,663Mbpswith an annulagrowth

mil lion

rate 0f20.9%

wer e

wer e fi.

totally

CNO

20. 6 mil

i on

domai
annually increased by 2.4% to 11.09 milliordaccounted for 53.8% of the total domain names

n

Table 1ComparisorBasic Internet Resourcas ChinafromDecember 2018 December 2014

Annual
December Annual
December 2014 ) growth
2013 increment
rate
IPv4 330,308,096 331,988,224 1,680,128 0.5%
IPv6 (blocks/32) 16,670 18,797 2,127 12.8%
Domain names 18,440,611 20,600,526 2,159,915 11.7%
Il ncluding A.CN 10,829,480 11,089,231 259,751 2.4%
Website 3,201,625 3,348,926 147,301 4.6%
Il ncluding A.CN 1,311,227 1,582,870 271,643 20.7%
International  htemet  gateway| 4 446 894 4,118,663 711,839 20.9%
bandwidth (Mbps)

n . IP Address

names

By the end of December 2014, the number of IPv6 addresses in China had reached 18,797/32,
a yearon-year increase of 12.8%.

S
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Block/32 Number of IPv6 addresses in China
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Figure 1 Number of IPv6 addresses in China
All IPv4 addresses had been assigned by February 2011 and since then the total number of
IPv4 addresses in China had been basically stable, being 331.99 million at the end of 2014.

Number of IPv4 addresses in China and its growth rate
10 thousand
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Figure 2 Number of IPv4 addresses in China and its growth rate

'n . DomainName

By the end of 2014, the total number of domain names of China had increased to 20.6
million, up 11.7% annually.

The 3% Statistical Report on Inteet Development in China & 13



CIIC_CNNIC

Table 2 Number of Domain Names in each Category

Number Proportion in total domain name
CN 11,089,231 53.8%
COM 7,949,939 38.6%
NET 910,031 4.4%
T 285,395 1.4%
ORG 232,614 1.1%
BIZ 85,483 0.4%
INFO 47,624 0.2%
Others 209 0.0%
Total 20,600,526 100.0%

As of the end of 2014, the number of Ai. CNo d
increasing by 2.4% year on year and accounting for 53.8%llalomain names of China;
i. COMO domain names were 7.DP50mddmaiom,ndm&ks nge nue

000.
Table 3 Number of fi.CNO domain names in
Number Proportion in total CN domain name

cn 8,732,073 78.7%
com.cn 1,355743 12.2%

adm 645,225 5.8%

net.cn 167,621 1.5%
org.cn 79,757 0.7%
gov.cn 57,024 0.5%

ac.cn 46,695 0.4%
edu.cn 5,023 0.0%
mil.cn 70 0.0%

Total 11,089,231 100.0%

N . Websites

As of the end of 2014 China had 3.35 million web3itesepresenting a yey increase of
4.6%.

2 gTLDs come from the data releasgdWebHosting.Info (a statistical organ) on December 29.
3 |t refers to those websites whose domain name registrants are in China

14
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10 thousand Number of Websites in China
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Figure 3 Number of Websites in China
Not e: Websites ended with #fA. EDU. CNO are excluded

n . WebPages

As of the end of 2014 China had 189.9 billion web pagegearly increase of 26.6%.

Number of web pages in China and its growth rate

100million 161.0% 180%

2400 150%
120%

89.5%

1600 90%

60%
800

30%
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336
s “m B
o I 1 - 1 1 1 O%

2007 2008 2009 2010 2011 2012 2013 2014

=== Number of web pages —— Growth rate
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Figure 4 Number of web pages in China asdyiowth rate

There were 112.7 billion static webpages and 77.2 billion dynamic webpages, accounting for
59.36% and 40.64% of total webpages, respectively.

“Data source: Baidu Online Network Technology (Beijing) Co., Ltd.
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Table4 Number of Webpages in China

) Growth
Unit 2013 2014
rate
Total webpages Page 150,040762,685 189,918,649,089 26.6%
Page 89,696,746,139 112,744,752,741 25.7%
Static webpage Proportion in total
59.78% 59.36% -0.7%
webpages
60,344,016,546 77,173,896,344 27.9%
Dynamic webpage Proportion in total
40.22% 40.64% 1.0%
webpages
Welpage length (total KB )
. 7,479,873,203,60 9,310,312,446,461 24.5%
number of byt€s
Average number of Page
) 46,864 56,710 21.0%
webpages per website
Average number of bytes KB
50 49 -2.0%
per page

O . International Internet Gateway Bandwidth

As of the end of 2014 China had 4,118,663 Mbps of international Internet gateway

bandwidth, up 20.9% annually.

International Internet gateway bandwidth in China and its growth

Mbps
P rate 4,118,663 100%
4200000 3,776,909
000 3,406,824 80%
2800000 60%
2100000 1,809,702 2210
548,811 40%
389,529
1400000 1,098,95?-182'26%
20%

700000

0|—

2010.12 2011.6 2011.12 2012.6 2012.12 2013.6 2013.12 2014.6 2014.12
=== |nternationallnternet gateway bandwidth

—»— Growth rate

Source CINNIC

StatisticalReport on Internet Development in China

2014.12

Figure 5 International Internet gateway bandwidth in China and its growth rate
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Table5International Internet Gateway Bandwidths of Backbone Networks

International Internegatewaybandwidtts (Mbps)

China Telecom 2,569,519
China Unicom 1,037,023
China Mobile 390,263
China Education and Research Network 66,560
China Science and Technology Network 55,296
China International Economy and Trade Maitk 2
Total 4,118,663
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Chaptern! Internet Access
Enviroment

~7

N . Internet Access Equipment

In the year of 2014 the utilization ratio of conventioiakernet accesslevices such as
desktops and laptops remained basically stable, while that of nhotgiteet accesslevices was
on the increase. A certain growth was seen in the usage of network TV as a new means of home
entertainment.

The utilization ratios of tablet PCs and laptops as a means to access the Internet were 70.8%
and 43.2%, basically the saras in 2013. The utilization ratio of mobile phones as a means to
access the Internet was 4.8 percentage points mordhaaatthe end of 2013. Enjoyable and
convenient to use, tablet PC became an important entertainment device. By the end of 2014, its
utilization ratio had reached 34.8%, with higher ratios seen inegeitated (university or above)
groups and higincome (RMB 5000 or above per month) groups, 51.0% and 43.0% respectively.
Thanks to the development of network and broadband technologie®rk TV as a combination
of the network and traditional TV has gradually become an emerging mode of home
entertainment with the advantages of being shareable, controllable and smart. By the end of 2014
its utilization ratio had risen to 15.6%.

Usage of Internet access equipment

1008 85.8%
80% 60.7970.8% 81.0%
60%
S 44.1% 43.2% 28.30/34'8%
20% I I I. 15.6%
0% .
desktop laptop mobile phone  Tablet PC TV
= 2013.12 = 2014.12
Sourcg  CINWIIC statisticaReport on Internet Development in China 2014.12

Figure6 Usage ofinternet access equipment

N . Internet Access Places

In 2014 the proportions of netizens who accessed the Internet from home, the Internet bar or
the office were basically the same as in the previous year, but a bigger proportion of people used
the Internet from school. An increase of 3.4 percentage points was seen in the proportion of
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people who accessed the Internet from public places such as airports, cafés and restaurants where
a Wi-Fi environment was provided for people to handle businesawer fun.

Locations where Internet users use computers for Internet

access
0,
100% 89.8% 90.7%
80%
60%
40% 2.5%
() 325 031.1%
18.7% 18.0%
20% 18.1% I I 11.3%14.2%  14.6%
N 1 mm BN
Home Internet bar ~ Workplace School Public places
= 2013.12 = 2014.12
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Figure 7 Locations where Internet users use computers for Internet access

n . Home WiFi Availability in UrbanAreas

Home WiFi was available for as many as 81.1% of urban netizens who used PC to access
the Internet at homdvailability of home WiFi encouraged older members of the family to use
the Internet, which effectivelydmosted Internet penetration in urban areas.

Home Wi-Fi availability in urban areas

Unavailable, Unkown, 1.9%

17.1%

LN

Available, 81.1%

Sourcg CINWIIC StatisticaReport on Internet Development in China 2014.12
Figure 8 Home Wi availability in urban areas
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Chapter D' Internet Security
Enviroment

N7

N . Occurrence of Intern&ecurity Events

46.3% of netizens had the experience of being troubled with Internet secobtgms in
2014, indicating that Chinaés I nternet security
26.7% were viral or Trojan attacks against PC or mobile phones, 25.9% were stealing of accounts
or passwords, and 12.6% were frauds related wilmershopping. Safeguarding network
security requires the government, enterprises and netizens to make concerted efforts. Therefore,
all Internet users should enhance their security awarenespraeittion skills, and the ability of
identifying and reisting harmful network information so as to maintain a safe network
environment.

Occurrence of Internet security events

0% 10% 20% 30%

PC or mobile phone is virus o

Trojan infected 26.7%

Account or password stole 25.9%

Online consumption frau 12.6%

Sourcg CNIIC StatisticaReport on Internet Development in China 2014.12

Figure 9 Occurrence of Internet security events

n . InternetSecurity Perception of Internet Users

According t o t he survey this ti metwork48. 6% of
environment safe or very safe, and 49. 0% regarde
perception of network security was seriously affected by reports of various security events, such
as accounts or passwords being stolen, consumidaed frauds, information leakage, etc.

Today, network security has become an integral part of public security. Therefore, everyone
should enhance the sense of and do their bit to maintain network security; the network security
management mechanism and melttstould be innovated in accordance with the law; related
problems should be tackled by eliminating the root cause; and joint efforts should be made to
create and maintain a safe, stable, reliable and orderly network environment.

21
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Internet security perception of Internetusers
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Figure 10 Internet sedtyperception of Internaisers
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Chapter nj Sizeand structun-al
Featuresof Internet Users

N . Size of Internet Users

(I) Overall Size of Internet Users

In December 2014 China had 649 million Internet users, up 31.17 million over the previous
year. The Internet penetration rate was 47.9%, up 2ckEip&ge points.

Size of Chinese Internet users and Internet penetration rate

10 thousand
0,
100000 45.8% ETERe 50%
42.1%
38.3%
75000 86
61758 64875
30%
50000
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25000 8.5%
10%
0 0%
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== Size of Internet users —*— Internet penetration rate
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Figure 11Size of Chinese Internet users and Internet penetration rate

Macroscopically, the 3 main factors driving netizen population growth in 2014 are as
follows:

The first is the government. To strengthen network security and Intgowetnance, the
central government established the Office of the Central Leading Group for Cyberspace Affairs in
February 2014. Th&uiding Opinions on Promoting Integration of Traditional Media and New
Media was adopted at the4meeting of the Central dading Group for Comprehensively
Deepening Reforms held in August, with the aim of boosting the development of the Internet and
other new media, creating a modern communication system, and enhancing the influence of the
Internetonnom et i zens.balmhde GhBirmad2014 Speci al Actionbo
gave further impetus to Internet broadband construction and application.

The second factor is operators. The process of 4G commercialization was initiated in an
all-round way in 2014. According to th@peration Situation of the Communications Industry

released by the Ministry of Industry and I nfor ma
users had increased to 97.284 million despite a decelerated growth in the overall netizen
population. Operatorg i gor ously promoted thei-ineBroadbadndct s i n t
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Communicationdo and attracted more users
by combining Internet OTT services with traditional telecom services on a preferesisaMyih

the participation of virtual operators whose service package was more flexible and attractive than

that of basic operators, the telecom market was more dynamic and competitive in 2014.

The third factor is enterprises. In the year of 2014 SinadWitog, Jingdong, Alibaba and
otherwelk nown | nternet companies were |isted in t
Chinese society. Internet applicatiomas promoted and innovated; Bitcoinnternet wealth
managemenbonline shopping, and O20 vechot topics of conversation; and numerous reports in
this regard deepened nonet i zensd® cognition and wunderstandi
their willingness to try using the Internet.

According to the survey, 64.1% of new netizens in 2014 usedlenoliones as the main
device to access the Internet, lower than the percentage of 73.3% in 2013, due to the fact that the
role of mobile phones in driving netizen population growth was weakening. Students accounted
for 38.8% of new netizens in 2014, whilee proportion of students in old netizens was much
lower, only 22.7%. Most students used the Internet at school or at home, and the proportion of
new netizens who used desktops to access the Internet was 51.6%, much higher than in 2013

Internet access equipment used by new netizens

73.3%

64.1%

Desktop Laptop Mobile phone
= 2013 =2014

Sourcgg  CINNJIC StatisticaReport on Internet Development in China

Figure 124ntemet access equipmamsed by new netizens

2014.12

According to statistics, 61.3% of noetizens attributed the cause of not using the Internet
to a lack of computer/network knowledge, and 28.5% to age (too young/too old), both
percentges being higher than in 281So, the lack of computer/network knowledge and
application skills remained the main cause of the big digital gap between netizens and
nonnetizens. In addition, 10.7% of nomtizens said they had no computers or other
Internetaccess devices, which wasother unneglectable cause of the digital gap.
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Reasons for nonanetizens not to use the Interne
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Figure 1Reasons for nenetizens not to use the Internet

Nonneti zensd willingness to use the Internet C
proportion of those saying they would or might use therivdt in the future fell from 16.3% in
2011 to 11.1% in 2014. So, it will be more difficult for Roetizens to convert into netizens and
netizen population growth will continue to decelerate.
Nonneti zensd® intention to use
90%
68% 4 71.3% 74.5% '
69.5% 970 72.7%
45%
23% K35 13.4% 13:7% L6-2%
: -
0% 14.3%  9.3% : 11.9% . 11.1%
2011 2012 2013 2014
—&— Definitely will/probably will —=— Not necessarily/not sure-+— Definitely will not/probably will no
Sourcgg  CINWIIC StatisticalReport on Internet Development in China 2014.12
Figure 1MNonnet i zensd® intenti ofuturet o use the I nter

By comparing potential netizens (who definitely will/probably will use the Internet in the
future) with nonpotential netizens (who definitely will not/probably will not/ will not
necessarily/are uncertain to use the Internet in the future¥oiinsl that 59.2%, 43.3% and 36.7%
of nonpotential netizens are, respectively, people below the college education level, farmers, and
seniors aged 60 or above. The findings correspond to the reasons-fugtizens not to use the
Internet: lack of computtnetwork knowledge (64.1%); too old/too young (30.6%). And 30.2% of
potential netizens say they do not surf the Internet mainly because they have no time. These
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potential netizens have the necessary equipment and application skills for Internet at¢beys, so
are more likely to convert into real netizenssome day in the future.

(1 ) Size of Mobile Internet Users

As of the end of 201the size ofmobile Internet users in China had reached 557 million, an
annual increase of 56.72 millioMobile Internet uses accounted for 85.8% of the total netizen
population, while this percentage was®a.in 2013.

Size of mobile Internet users in China and its proportion in
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Figure 15 Size of mobile Internet users in China and its proportion in Internet users

The population omobile Internet usersaw a moderate increase od% in the first half of
2014 and 5.6% in the second half, entering into a period of steady growth. This was mainly
because of two reasons. First, mobile phone penetration rate had almost reached the peak.
According to theMain Performance Indicators of éhTelecommunications Industrgleased by
MI T T, from the beginning to the end of 2014 Chi
from 90.8% to 94.5%, leaving less and less space for further growth. Second, telecom operators
were included intothescep of fArepl acing -bddédesaxdbaaswof hJune
year, which I ed to major changes in the terminal
phoneso, a policy that was once a bihgAtthencenti ve
same timethe SASAC requirg operators to cut 20% of the marketing costs in three y&hes
changes constituted a severe impact on the promotion channels of smart mobile phones and
reduced the impetus of mobile netizen population growth.

(Il1) Province®Scaleof Internet Users

In December 2014, of all the 31 provinces, municipalities directly under the Central
Government and autonomous regidnghe Chinese Mainland, 25 had more than ten million
Internet users, and 12 had an Internet penetraate higher than the national average level. Eight
out of the ten provinces in East China, one out of the six provinces in Central China, two out of
the twelve provinces in West China, and one out of the three provinces in Northeast China had an
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Interret penetration rat@above the national average. So, regional differences in this regard were
obvious.

Table1Netizen population and Internet penetration rate in different provinces (municipalities
directly under the central government and autonomous regions) of Mainland China in the period
of 20132014

. . Netizen .
. Netizen population . ! Ranking of
Province Penetration rate | population growth .
(10,000 persas) . penetration rate
rate

e T

Fujian 2471 65.5% 2.9%

————

Jiangsu 4274 53.8% 4.4%

____

Hebei 3603 49.1% 6.3%

————

Inner

1148 45.7% 4.5%
Mongolia
____
Hubei 2625 45.3% 5.4%

____

____

Tibet 39.4% 6.9%

————

Hunan 2579 38.6% 7.0%
————
____

Gansu 36.8% 6.4%

=
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. . Netizen .
. Netizen population . ! Ranking of
Province Penetration rate | population growth .
(20,000 persas) ate penetration rate

Yunnan

The whole
country

As shown by variation coefficients C h i ntegpddncial differences in Internet

penetration were on steady decline: 0.24 in December 2014, a drop of 0.01 from the end of 2013.

Although China has made remarkable progress in the promotion of Internet since it was
introduced from abroad, intg@rovincial differences still exist in Internet penetraticate so
Internet development will be a losigrm task in backward provinces.

Inter -provincial differences (coefficients of variation) in
Internet penetration rate
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Figure 16 Inteiprovincial differences (coefficients of variation) in Internet penetratita

(IV) Size of Rural Intenet Users

As of the end of 2014, rural netizens accounted for 27.5% of the total, reaching 178 million,
up by 1.88 million annually. Urban netizens increased by 29.29 million from the end of 2013,
much more significantly than rural netizens. Under th&dpaaind of reduced annual growth rate
of the entire netizen population and accelerated pace of urbanization, it is more difficult for rural
nonnetizens to convert into netizens. Policy and market incentives are needed to promote the
growth of rural netize population.

Coefficient of wvari at i standarddeviativreto its méan \@lueg refleciing the degrge o f
of variation of the group of data. The bigger and coefficient, the larger thegnotgncial difference in Internet
penetration rate.
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Urban-rural structure of Internet users
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Figure 17 Urbasural structure of Internet users

Despite continuous increase in rural netizen population and Internet penetaddiotie
urbanrural gap was still widening: 34 percentage points in 2014. This was partly because the
urbanization process overshadowed some of the achievements in rural Internet development, but
the root cause was unbalanced regional economic development. How to narrow such a digital gap
needs further research and exploration.

Internet penetration rates in rural and urban areas

80%
62.8%
57.4% 60.3%
60%
40%
20%
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Figure 18 Internet penetratigates in rural and urban areas

n . Structure of Internet Users

(I) Gender Structure

In December 2014, the male/female ratio of Internet users was 56.4uh8B, was stable
in the latest years
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Gender structure of Chinese Internet users
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Figure 19 Gender structure of Chinese Internet users

(1) Age Structure

In December 2014, an overwhelming majority (78.1%) of Chinese netizens were afd 10
The age group of 2R9, in particular, accounted for 31.5% of the national total. Compared with
the statisticat the end of 2013, the proportion of izens aged 40 or above increased slightly and
that of youngsters aged 19 or below declined slightly. This is mainly due to two reasons. First,
with the improvement of network access environment and media promotion, the Internet is more
accessible for peoplof an older age. The second reason is population aging. The two reasons
interwoven together led to the above changes in the age structure of netizens.

Age structure of Chinese Internet users

40%
31.2%31.5%

30%

20%
12.19%
12 3%
10% 5.1%
19%17% n °19%24%
0%
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Figure 20Age structure of Chinese Internesers

(1I1) Education Structure

In December 2014, mostketizens of China were those with a secondary education level:
junior high school students constituted 36.8% of the Chinese netizen population, and this
percentage was 30.6% for senior high school/vocational school/technical school students. The
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education sucture of netizens was similar to that of the end of 2013.

Education structure of Chinese Internet users
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Figure 21Educationstructure of Chinese Internasers

(IV) Occupational Structure

In December of the year, 23.8% of Chinese netizens were middle school students; 22.3%

were sefemployed pesons / freelancers; and 17.0% were enterprise managers /ordinary staff
members.
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Occupational structure of Internet users
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Figure 220ccupationaftructure of Internet users

(V) Income Structure

In December 2014 the proportions of netizens with a monthly inft@h&00%:3000 and
30015000 were repectively 18.8% and 20.2%, the highest among all income groups. Compared
with the statistics of 2013, the income level of netizens was improved to some extent. This was
also due to two reasons. First, the growth rate of urban netizen population waghzghaat of
rural netizen population; and second, rapid social and economic development led to continued
increase in peoplebds income.

bgpecifically, the income of students includes living akimwes provided by families, salary
earned from worstudy programs, scholarships and others. The income of peasants includes the
living allowances provided by children, income of agricultural production, and government
subsidy. The income of those who gobless, laid off or unemployed includes the living
allowances provided by children, government relief and subsidy, pension, and subsistence
allowances. The income of retirees includes the living allowances provided by children and
pension.

a The 3% Statistical Report on Internet Development in China
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Structure of monthly income of Chinese Internet users
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Figure 235tructure ofmonthlyincome of Chinese Internasers
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Chapter O Personal linternet
Applications

N . Online Duration

I n 2014 the online duration of Chinads Interne
increase of 1.1 hours over the previous year. The increase in online duration continued with the
deepening anddroadening of Internet use by Chinese netizens.

Weekly average online duration of Internet users

Hour
30
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20.5
20 18.3 18.7
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Figure 24Neeklyaverageonline duration of Internetisers

n . N e tAittiude nosvard the Internet

(N) OnlineTrust

Trustworthiness is one of the most important comprehensive strengths of a society. Onlin
trust is not only an integral part of social trust but also an important social foundation for the
development of highdevel network applications such as-commerce and Internet

bankingThere was 54.5% of netizens who trusted the Intemnsignificamn increase over 35.1%
in 2007.

37
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Percentage of netizens who trusted the Internet
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Figure 25 Percentage of netizens who trusted the Internet
With rapid progress in urbanization, t he Chine
acquaintances0 into fAa soci et gatiowofor secialntreshiger sd wh

shaken and a sound modern social trust system has not been formed yet, so the degree of social
trust has been reduced to some extent. A trust mechanism formed based on the development of
cyberspace has notmutual trugt inithe pittual $pack by aso prbdecédsa

positive influence on peopleds interaction and t
certain degree for the lack of mutual trust in real society. Although network security incidents
occurf requent | vy, netizensd overall l evel of online

(" ) OnlineSharing

The Internet has not only reduced the cost of communication and transactialsdut
created a cyberspace for sharing and mutual benefits as welkdikardo the survey, 60.0% of
netizens in 2014 took a positive attitude toward
positiveo atti%are tclomdea itbakiedg 18 .Mr el atively po:
47.0%. Online sharing of irdrmation and other resources has reduced transaction cost and more
importantly, has created new value.
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Figure 26 Netizensdé willingness to sha

Compared with digital immigrants, digital natives are more willing to share online.
According to the grvey, compared with other age groups, young people age® Hde more
fond of online sharing. In particular, as many as 65.9% adolescents a@8dsaQ they are fond
of or extremely fond of online sharing. When this age group grows older into the baabo
society, the role of Internet will be much more significant in mutually beneficial cooperation,
sharing and innovation.

Proportions of different age groups of netizens who like
online sharing
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Figure 27 Proportions of different age groups of netizens who like online sharing

(n ) OnlineComments

ADecentralizationo is one of the basic attribu
all netizens may express their opinions on an equal basis. As revealed by the survey, the
proportion of netizens who like to post comments onlthernet is 43.8%, to which 84 is
contributed by those who are very fond of posting online comments arfid By.those who are
relatively fond of doing so. It is obvious that cyberspace has become an important place for
peopleto express their opinions.
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As a new public arena, cyberspace has become
and therefore, promoting social harmony. In recent years the Chinese government has been calling
for netizens to participate in and discuss state affairs dingao®mments and suggestions online.
So, the Internet has become an important means to promote socialist democracy.

Netizensdé willingness to po

Hard to say6.0%__——— \ .
Very willing to
post comments

onling 6.7%
Very willing to
post comments
onling 7.8%
Not quite willing _~" Willing, 37.1%
42.4%
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Figure 28 Netizensé willingness to post

As many as 50.2% of youngsters agedl@re enthusiastic about posting nalcomments,
the highest percentage in all age groups, followed by 46.6% of the age grou2%f tung
people of the above two age groups are in a period of ideological development and maturation,
being active in voicing opinions. The Internet providespace for them to freely express
themselves and helps to cultivate their independent personality. At the same time, it should also be
noted that cyberspace is a mixture of virtuality and reality, where polarization of speech may

produce some negativeeft t s on young peoplebds social cognitio

Proportions of different age groups of netizens who like to
post comments online

§p%% 50.2%
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Figure 29 Proportions of different age groups of netizens who like to post comments online

(N ) NetworkReliance

With the rapid development of Internet applications, people are more and more reliant on the

40 a The 3%" Statistical Report on Internet Development in China
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Internet in their daily work, life and learning. According to the survey, 53.1% of netiaiks
they are reliant on the Internet, of whom #sgowhothink are very reliant constitute 12%6and
those whahink are relatively reliant account for 40%

Neti zensod reliance on the

Hard to say1.4% )
Very reliant

sl —  125%
Very nonreliant

5.8%
Not quite relian,v/
0
39.7% Reliant 40.6%
Sourcgy  CINNIIC StatisticaReport on Internet Development in China 2014.12

Figure 30 Netizensdé reliance on the |

The higher the education level, the more reliant on the Internet netizens are. 44.9% of
netizens wth a primary education level or below are reliant or very reliant on the Internet, but this
percentage is up to 63.9% for netizens with a college degree or above. This indicates that the
I nternet has become a fibasi cmentlofesoialrliecéandthe t he wor
white-collar class.

Proportions of Internet-reliant netizens with different
education levels
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60% 0 270
44.9% ASW
40%
20%
O% L 1 1 1 1 )
Primary or below Junior high Senior Junior college  College and
school high/vocationa/ above
technical school
Sourcgg  CINNIC SstatisticaReport on Internet Development in China 2014.12

Figure 31 Proportions of Internegliant netizens with different education levels

With the improvement of Internet infrastructure in rural areas, the Internet is playing a more
and more significant rolén rural netizen$ production, life and entertainment. 47.9% of rural
netizens say they are reliant or heavily reliant on it. But this percentage is 7.2 percentage points
lower than that of urban netizens: 55.1%. This fact shows that the Internet hashedtfrom a
pure entertainment tool into a platform to serve the work and life of rural citizens. In the next few
years, continued efforts should be made to narrow the-udvah digital gap, and more
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importance should be attached to developing Intexpglications in rural areas.

Proportions of Internet-reliant netizens in urban and rural

areas
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Figure 32 Proportions of Internegliant netizens in urban and rural areas

n . Promotion of Personal Internet Applications

Driven by the development of mobile Internet, personal Internet applications were on the rise
in 2014. As netizensod first maj or I nternet
momentum based on aralreadyhigh utilization ratioMicroblog, email and other
communicatiorrelated applications continued to decline. With regard to blogging, its
communication functions weakened, its media functions were more prominent and its utilization
ratio reboundedE-commerce related applications maintained a rapid development pace, and
mobile travel booking was a hot spot.

The status of instant messaging as the foundation was further consolidated

As the biggest Internet application, instant messaging was used byanmimore netizens,
enjoying a utilization ratio of 90.6%. The usage of mobile instant messaging maintained a steady
growth in 2014 By the end of 20143 utilization ratio was 91.2%, up by 5.1 percentage points
over the end of 2013. Mobile instant magisg not only can be used at any time at almost any
place but also possesses social communication and user positioning functions. Therefore, it has
evolved from a mere communication tool into a user interface for payment;gaynmey, 020,
etc. With an mcreasingly hugeiser scalemobile instant messaging will be of great commercial
value for other valuadded services.

Mobile travel booking entered into a period of explosive growth

Mobile commercial applications saw explosive growth in 2014, with usérmobile
shopping, mobile payment and mobile banking services increasing by 63.5%, 73.2% and 69.2%
respectively, far exceeding the growth rate of users of other mobile applications. Mobile travel
booking, an application that had not been very hot in tegiqus years, jumped by 194.6% in
2014, the fastest growth among all mobile commercial applications. With the formation of a
national leisure system, mobile travel booking has entered a new development stage.

Internet wealth managementwas less hot but stble in scale

As of the end of 2014nternet wealth managememtoducts had been purchased by 78.49

The 3%" Statistical Report on Internet Development in China
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million netizens, up 14.65 million over the end of June 2014. The utilization raticteshet

wealth managememtas 12.1%, increasing by 2 percentagenfsamompared withpastsix month

Due to declining yields plus a rebound of the Chinese stock market that attracted a considerable
amount of investment, the user populatiorindérnet wealth managemetotrned from explosive

growth into moderate growth, dithe speed of newroduct launch also showed a decline.

Table 7 Utilization ratio of Internet applications by Chinese netizens in 2013 and 2014

I R N R
Number of Utilizalltion Number of UtiIiza-ltion Annual
users (10,000) ratio users (10,000) ratio growth rate
58776 90.6% 53215 86.2% 10.4%
52223 80.5% 48966 79.3% 6.7%
51894 80.0% 49132 79.6% 5.6%
47807 73.7% 45312 73.4% 5.5%
43298 66.7% 42820 69.3% 1.1%
36585 56.4% 33803 54.7% 8.2%
36142 55.7% 30189 48.9% 19.7%
30431 46.9% 26020 42.1% 17.0%
29385 45.3% 27441 44.4% 7.1%
28214 43.5% 25006 40.5% 12.8%
25178 38.8% 25921 42.0% -2.9%
24884 38.4% 28078 45.5% -11.4%
22173 34.2% 18077 29.3% 22.7%
17267 26.6% 14067 22.8% 22.7%
12908 19.9% 12046 19.5% 7.2%
10896 16.8% 8770 14.2% 24.2%
management

Table 8 Utilization ratio of mobile Internet applications by Chinese netizens in 2013 and 2014

- Number of Utilization Number of Utilization Annual

Applications . .

users (10,000) ratio users (10,000) ratio growth rate
Mobile instant
. 50762 91.2% 43079 86.1% 17.8%
messaging

Mobile search 42914 77.1% 36503 73.0% 17.6%
Mobile Netnews 41539 74.6% 36651 73.3% 13.3%
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Mobile online
. 36642 65.8% 29104 58.2% 25.9%
music
Mobile online video 31280 56.2% 24669 49.3% 26.8%
Mobile online game 24823 44.6% 21535 43.1% 15.3%
Mobile online
. 23609 42.4% 14440 28.9% 63.5%
shopping
Mobile online
. 22626 40.6% 20228 40.5% 11.9%
EE W
Mobile online
21739 39.0% 12548 25.1% 73.2%
payment
Mobile online
. 19813 35.6% 11713 23.4% 69.2%
banking
Mobil e Microblog 17083 30.7% 19645 39.3% -13.0%
Mobile malil 14040 25.2% 12714 25.4% 10.4%
Mobile travel
. 13422 24.1% 4557 9.1% 194.6%
booking
Mobile group
11872 21.3% 8146 16.3% 45.7%
purchase
Mobile forum /bbs 7571 13.6% 5535 11.1% 36.8%

(N ) Developmenbf InformationAcquisitionApplications
1.1 SearchEngine

In December 2014 China had 522 million search engine users, representing an annual
increase of 32.57 million or 6.7%, with a utilization ratio of 80.5%; it also had 429 million mobile
search users, &grly increment of 64.11 million or 17.6%, with a utilization ratio of 77.1%.

Search engines are the second most frequently used Internet application following instant
messaging, and mobile search is also the second biggest mobile application in teilimatifru
ratio. The size of users of search engines as a basic application continued to grow with the
expansion of netizen population. At the same time, diversification of search engine products and
services attracted more and more netizens into usiaghkt search.

In 2014 the development of search engine applications was characterized by further
diversification of search services and products, and an obvious connection of online search with
offline consumption. The presentation form of search sesviges transformed from mere test
links into a variety of combinations of texts, tables, images and applications, and from mere key
word search into natural language search, image search and entity search. In addition, through
optimization of algorithms and nt egr at i on of userso sear ch
geographical location and other information, personalized search has become the main service of
search engines. With the development of the O20 business mode, the role of search engines has

44 a The 3% Statistical Report on Internet Development in China
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also clanged significantly, no longer a mere traffic entrance. Through upgrade of old products,
development of new products, procurement and deployment of other services, etc, search engines
have become a comprehensive service provider for enterprises as avplaiferm that provides
onestop life service for users. In addition to connecting user traffic with Internet services as usual,
search engines have paid more attention to connecting online search with offline business so as to
create a closed O20 loophigh is an important path for search engines to improve both traffic
and income.

Scale of search/mobile search users and correspongding
utilization ratio in 2013-2014

10,000 people
60000 100%
52223
4896679.3% 80.5%
ke 42914 80%
40000
60%
30000
40%
20000
10000 20%
0 0%

2013 2014
===m Scale of search users
m=mm Scale of mobile search users
Utilization ratio of search (proportion in total netizens)
== Utilization ratio of mobile search (proportion in total mobile Internet users)
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Figure 33Scaleof search/mobile search users aodrespongdingutilization ratio in 20132014

The Chinese search engine market pattern remained basically stabletin2the second
half of 2014, Baidu was used by 92.1% of search engine users. The second most frequently used
search engine was Soso/Sogou, with a penetration rate of 45.8%, and the next was 360, with a
penetration ratexf 38.6%. The penetration rate$ $henma and Eascare much lowerboth
dedicated to mobile search, were 3.5% and 1.9% respectively. Similar brand performance was
also seen on the mobiend comprehensive search engine market, where Baidu as the biggest
brand enjoyed a utilization rataf 90.3%, followed by Soso/Sogou and 360 search engines, 29.7%
and 21.9% respectively.
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Penetration rates of different comprehensive search engine
brands in 2014
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Figure 34 Penetration rates of different comprehensive search engine brands in 2014

1.2 Blogs

By the end of December 201the size oblog users had reached 109 milligepresenting
an annual increase of 21.26 million, or 24.2%. The utilization ratio by Internet users was 16.8%,
up by 2.6 percentage points over the end of 2013.

Starting from 2002, blogs have developed for 13 years in China. As a content release
platform bl ogs originated -éxpressionSeen frdmehi perspeetiwvedof f or
social communication, it is a social grassroots medium by which netizens are not only information
recipients but also information releasers and commentators. Eagly idal the attributes of both
selfmedia and interactive media, serving as an important platform for information exchange and
selfexpression. With the rise of social media and social networks, the interactive attributes of
blogs have been weakening gratlualoday, most bloggers are social elites, the contents are
more and more professional, and blogs have become a source of information for readers.

a The 3% Statistical Report on Internet Development in China
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Scale of blog users and utilization ratio in 2013 and 2014
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Figure 35Scaleof blog users and utilization ratio in 2013 and 2014

(" ) Development oBusinesslransactiorApplications
2.1 Online Shopping

In December 2014 China had a total of 361 million online shoppers, an annual increment of
59.53 million or 19.7%, and the utilization ratio was 55.7%, up from the figure of 4i8.8%¢
previous year

Scale of online shoppers/maobile online shoppers and
utilization ratio in 2013 and 2014
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Figure 36Scaleof online shoppers/mobile online shoppers and utilization ratio in 2013 and 2014
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Chinads online shopping market was more popul a

span of mainstream online shoppers become wider alimeshopping was being accepted by
more and more people. According to CNNIC statistics, the most mainstream online shoppers
(aged 2€r9) increased by 23.7%; those agee200by 10.4%; and those aged 50 and above by
33.2%.

The start of crosborderB2Chsi ness represented a trend of
retail industry. With the increasing domestic demand for -higdlity foreign products, the
growing overseas demand for Chimade products, and the improvement of ciumsler
payment experiere, crossorder B2C business was put online in 2014 through major network
retail platforms including Tmall, Jingdong and Suning. On November 11, the Singles Day, the
Alibaba platform was used for online shopping by people in 217 countries and regi@ssthero
world, according to Alibaba statistics. Today, crbesder Ecommerce in China has come into a
period of globalized consumption.

Mobile online shopping stimulated consumption in a mobile environment, leading the
development of Internet shopping. 2014 mobile shopping market witnessed a rapid growth.
According to CNNIC statistics, China had 236 million mobile online shoppers in 2014,
representing an annual growth rate of 63.5%, 3.2 times higher than that of the entire online
shopper population; anthe utilization ratio of mobile shopping increased to 42.4%, 13.5
percentage points more than the figure of the previous year. As a CNNIC study shows, mobile
shopping is not a substitute for f&@d online shopping; rather, it generates incremental
consunption in a mobile environment, reshapes the form of offline commerce, p®mote
transactions, and makes online shopping more mobile.

With Jingdong, JMEI and Alibaba being listed, the pattern of online retail market became
more stable. The brand penetratiates of Taobao, Tmall and Jingdong were in the Top three,

8 7 %, 69. 7% and 45. 3% respectively, wel | ahead
Vipshop as a late comer succeeded many online shopping platforms to rank the fourth with a
brand penettion rate of 18.8%. Successfully transformed from a group purchase website, JMEI
ranked theninth place with a penetration rate of 11.7%.
Brand penetration rates of main online shopping platforms
in 2014
0% 20% 40% 60% 80% 100%

Taobao.com e 87 0%
Tmall.com [ 69.7%
Jingdong.com messsssss——— 45 3%
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Figure 37 Brand penetration rates of main online shopping platforms in 2014
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2.2 Group Purpchase

In December 2014 Chirtaad 173 million onlinggrouppurchaseusers, an annual increment
of 32 million or 22.7%. The utilization ratio giroup purchasecreased from 22.8% in 2013 to
26.6% in 2014Compared tathe same periodf 2013 mobileend group purchasegrew fast,
leadirg the development of group purchase. At the end of 2014 China had 119 million mobile
grouppurchaseusers, an annual increase of 45.7%, and the utilization ratio increased from 16.3%
to 21.3%.

Scale of grouppurchase/mobile grouppurchase users and
utilization ratio in 2013 and 2014

10,000 people
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o 17267 26.6% 2
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Figure 38Scaleof grouppurchasAmobilegrouppurchaseisersand utilization ratio in 2013 and

2014
After four years of rapid developmemgrouppurchasewebsites formed a basically stable
mar ket pattern in 2014, where Meituan was the

56.6%. Ranking second to fifthere Juhuasuan, Dianping, Nuomi andcb& with a penetration
rate of 33.4%, 30.1%, 25.9%, and 17.3% respectively.
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Penetration rates of main grouppurchase brands in 2014
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Figure 39 Penetration rates of mgimouppurchasdérands in 2014

In the early days of development, group purchase websites only @lagé of information
intermediaries and attracted users with low prices. But such a mode has inherent structural defects
and therefore, cannot maintain a lelegmn customer base. Faced with a sluggish capital market
for the group purchase industry in 20and 2013,grouppurchasewebsites were seeking
transformation.

In the year of 2014, Meituan became an industry leader by deep development in such market
segments as movie ticket, hotel and KTV booking; Nuomi, with obvious geographical and user
advantageswas acquired by Baidu; and Dianping, by laterally penetrating into such fields as
online booking, meal ordering and wedding services, received a huge investment from Tencent. In
the year of 2015grouppurchasewebsites will continue their transformatidoward 020 and
expand the scope of local life services by combining mobile terminals with LBS.

2.3 Online Payment

In December 2014 China had 304 million online payment users, an annual increment of
44.11 million or 17.0%. The utilization ratio of online payrm@ncreased from 42.1% in 2013 to
46.9% in 2014. At the same time, China had 217 million mobile online payment users, an annual
growth of 73.2%, and the utilization ratio increased from 25.1% to 39.0%.
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Scale of online payment/mobile online payment users and
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Figure 40Scaleof online payment/mobile online paient users and utilization ratio in 2013 and

2014

In 2014, the flexibility and creativeness of thpdrty online payment services forced
traditional banks to reform and in the meantime, the supervision sydtédmnking industry
constrained thirgbarty online payment services to ensure financial security. Operated by Internet
companies like Alibaba, Baidu, Tencent, dtw third-party payment has been able to provide
multiple financial services (consumer loans, stbaliness loans, smallealth managaent
instruments), constituting a certain impact on traditional banking.

The year of 2014 witnessed a heated competition betweenrptrityl online payment and
bank card payment in the mobile Internet field, and a pattern-ekistence of multiple marke
players has formed. During the Spring Festival period, renowned Internet companies rapidly
mobil e payment mar kédtaibby nigaumsehivhg e
Immediately after that, all major banks launched mobile bankingicesr and vigorously
promoted, in conjunction with China UnionPay and telecom operators, NFC mobile payment
services based on the UnionPay mobile payment platform.

In the year, the Central Bank emergently suspended the virtual credit card products and
i pay and Tencent. Later, ABaitiaod &
introduced as an alternative fartual credit card product§he Central Bank aimed to ensure the

occupied

sevices of

security

t he
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U s eparty Onlinke payndeat waseashii d ree d htia dr es ol v e

by offering petty consumer credit. In the meantime chmssler consumption was promoted via
third-party online payment based on cooperation between Alipay and Gibbed, which
constituted a competitive pressure ondlierseas tax rebate services of banks. It is predicted that
the competition between thighrty online payment and bank services will be more heated in

2015.

In 2014 Alipay enjoyed a brand penetration rate of 88.2% in the online payment market, in
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an abstutely leading position, followed successively by UnionPay (41.9%), W&@ké21.5%),
TencentPay (19.6%) and Quickmoneypay (13.2%).

Brand penetration rates on the 2014 online payment market
0% 20% 40% 60% 80% 100%
Alipay I 88.29%
UnionPay [N 41.9%
WeChatPay N 21.5%
Tenpay [N 19.6%
9obill [N 13.2%
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Figure 41 Brand penetration rates on the 2014 online payment market

2.4 InternetWealthManagement

As of the end of 2014nternet wealth managememtoducts had been purchased by 78.49
million netizens, up 14.65 million over the end of June 2014. The utilization raticteshet
wealth managememias 12.1%, increasing by 2 percentage points in the same period.

Explosive gravth of Internet wealth managemaigers was no longer seen in the second half
of 2014 but turned into moderate growth. At the same time, the speed-pfoduct launch was
also on the decline. The reasons are as follows: First, a lot of potential useterrgt wealth
managemenproducts had been converted due to the purchase convenience, high liquidity and
initial high return of the products. Second, the attractivenedstefnet wealth management
productsrelying on money fundvas weakened due to domued ample supply of funds and
reduced rate of return. Third, the Chinese stock market rebounded sedbedhalf of 2014,
which attracted some of the funds originally intendedrftarnet wealth management
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Scale of Internet wealth management users and utilization
ratio in the period from June to December 2014
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Figure 42Scaleof Internet wealth manageentuses and utilizatiomatio in the period from June
to December 2014

2.5 TravelBooking

The number of netizens that had booked air tickets, hotel rooms, train ticketacaticon
tour on the Internet had reached 222 million by the end of December 2pidserting a growth
of 40.96 million, or 22.7%ver the end of 2013with the utilization ratio increased from 29.3%
to 34.2%. The Internet users who booked train tickets, air tickets, hotelseaiibn touronline
accounted for 26.6%, 13.5%, 13% and’d .&spectively. In the same period, the number of users
who had booked air tickets, hotel rooms, train tickets \awhtion touron the mobile Internet
using cell phones had reached 134 million, an annual increment of 88.65 million or 194.6%, with
utilization ratio increased from 9.1% to 24.1%. Noteworthily, molaitdine travel booking
experienced the fastest growth among all mobile commercial applications; and mobile train ticket
booking was the biggest contributor to therease immobile onlinetravelbooking
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Scale of users of online travel booking/mobile online travel
booking and utilization ratio in 2013 and 2014
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Figure 43Scaleof users of online travel booking/mobile online travel booking and utilization
ratio in 2013 and 2014

In 2014 the potential market demand for online travel booking was further released.
Although it was more difficult for entenges to make profits, the market prospect was good. The
visafree and visa validity extension policies of some countries encouraged more Chinese tourists
to travel abroad.

In the face of huge market demand, the competition between enterprises camé smtimdul
Firstly, price wars were still playing an important role in market competition, such as the scenic
spot ticket price war betwedtrp.comand LY.com t he #fAOne Yuan Twoomr 6 | aunch
etc. Secondly, enterprises countered their competiigrpermeation and fusion of different
business models. For instan€rp.commade full use of its platform; @ar.comintroduced the
idea of OTA, and budget hotels built their own OTA to regain the initiative. Thirdly, enterprises
established strategalliances to collectively participate aompetition. For example, Qunar.com
and Ivyou.baidu.corare affiliated to Baidu; Alitripcom Qyercom zls365.comand Meituarcom
are under Alibaba; ¥ong.com LY.comand GO.QQ belong to Tencer@trp.cominvestedin
Toursforfuncom LY.comand Tuniucom and acquired some offline tourism companies. Finally,
enterprises tried their best to seize market segments by expanding services. The visa price war
betweerCtrp.comand Baichengom the public relation and adiesement war between Ldbm
and Tuniucom etc, greatly boosted the rapid growth of the outbound travel market.

Faced with fierce competition, online travel booking companies had to adopt a strategy of
Asacrificing profit Mmancial statemdnts of 3014 were vesy likelgte ul t , t h
show losses. To avoid further losses and earn some profits, the competition in the online travel
booking industry will become rational in 2015.

8 OTA: Online Travel Agent.
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Utilization ratios of travel booking services of Chinese
netizens in 2013 and 2014
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Figure 44Jtilization ratios oftravelbookingservices of Chiesenetizens in 2013 and 2014

On the online travel booking market of 2014, the official website of Sinorail Customer

Service Center (fil23060 Train Ticket Owofl
50.2%, followed successively by Qumam (24.8%), Ctrp.com(24.1%), Alitrip.com (17.2%),

ne

LY.com(14.7%) and ¥Wong.com(11.2%). The penetration rates of other brands were all below

10%.

Penetration rates of different brands on the 2014 online
travel booking market
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Figure 45 Penetration rates of different brands on the 2014 online travel booking market
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(111) Developmentof Communicatiompplications
3.1 InstantMessaging

The size ofinstant messaging users in China had reached 588 million by the end of
December 2014, representing an annual growth of 55.61 million, or 10.4%. The utilization ratio
of instant messaging was 90.6%p by 4.4 percentage points over the end of 2013 and ranking
the first.

As one of the most basic Internet applications, medrlg instant messaging kept a steady
increase with the popularization of smart phofids size ofusers of mobile instant meggng
had reached 508 million by the end of December 2014, representing an annual increi®&& of 7
million, or 17.8%. The utilization ratio of mobile instant messaging was 91.2%, up by 5.1
percentage points over the end of 2013.

Scale of users and utilization ratio of instant

messaging/mobile instant messaging in 2013 and 2014
10,000 people
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Figure 46Scaleof uses andutilization ratioof instant messaging/mobile instant messaging in
2013 and 2014

Mobile instant messaging not only can be used at any time at almost any place but also
possesses social communication and user positioning functions. Thereforegviblvasl from a
mere communication tool into a user interface for payment, gdaying, O20, etc. With an
increasingly hugeser scalemobile instant messaging will be of great commercial value for other
valueadded services. In the future, differentatiand uniqueness in market positioning will be a
new development direction of instant messaging.

3.2 Microblog

In December 2014 China had 249 million microblog users, 31.94 million lesattienend
of 2013, and the utilization ratio was 38.4%, down Hypércentage points. Among them, mobile
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microblog users were 171 million, an annual decrement of 25.62 million, and the utilization ratio
was 30.7%.

In the year, Internet companies including Tencent, NetEase and Sohu reduced their
investment in microbloggnd competition between microblog service providers cooled down. As
a result, more and more microbloggers were attracted to Sina, making Sina the biggest microblog
service provider in China.

Social media and communicatioelated applications showed diféat attributes. In the
iMal aysia Airlines incidento in the first half o
half, the fast propagation speed, wide propagation scope and positive social influence of Sina
microblogs were displayed prominently

User scale and utilization ratio of microblogs/mobile
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Figure 47 Usescaleand utilization ratio of microblogs/mobile microblogs in 2013 and 2014

(IV) Development oNetwork Entertainmenfpplications
4.1 OnlineGames

In December 2014 China had a total of 366 million online game users, an annual intrease o
27.82 million, and the utilization ratio was 56.4% compared with 54.7% a year bHiersize of
mobile online gamers was 248 million, an annual increment of 32.88 million, and the utilization
ratio was 44.6% in comparison with 43.1% of the previous, yepresenting a trend that more
and more PClientonline gamers were becoming mobile online gamers.

PC dient online games have long been holding a dominant position on the Chinese game
market and their development has also paved a huge user baseefotypes of games. Seen
from a market perspective, the Chinese game industry is entering a period -@fudligh
diversified development. First, deregulatioriented policies are more favorable for game
development. The recent launch of such game cessd Xbox One and PS4 provides users with
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more options. Second, improvement of networks, diversification of network access equipment,
popularization of 4G networks, and upgrade of smart phone hardware promoted the development
of high-quality largetraffic mobile games. Third, as part of the cultural industry, games combine
and interact with films and literature more and more closely, which has boosted the development
of not only the online game industry itself but also the related industries.

Scale of users and utilization ratio of online games/mobile
online games in 2013 and 2014
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Figure 48Scaleof users and utilization ratio of online games/mobile online games in 2013 and
2014

4.2 OnlineLiterature

The size obnline literature users in China had reached 294 million by the end of December
2014, representing a growth of 19.44 million or 7.1%grahe end of 2013. The utilization ratio
of online literature was 45.3%, up by 0.9 percentage point annually.

Since coming into being, online literature which is low in threshold and unconventional in
content has attracted a large number of netizens.yTadpite mature industrial chain has been
formed. Popular online literature cultivates some readers at first, and then, by word of mouth, is
known by more and more readers. After that, it is adapted into a series of derivative products such
as movies, TVshows, games and paper books, thus realizing a merge or fusion of literature,
games, movies, TV shows and cartoons and creating much more value than the original online
works of literature. Thanks to the rapid popularization of smart phones and thevieepdent
of 3G and 4G networks, online literature can be read by netizens on their mobile devices at any
time in any place, making fragmented reading possible and bringing a great impact on the
traditional reading habit.
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Scale of users and utilization ratio of online literature in 2013

and 2014
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Figure 49Scaleof users and uikation ratio of online literature in 2013 and 2014
4.3 OnlineVideo

As of the end of 2014nline video users had reached 433 milliorChing more thar.78
million compared wittheendof last year The utilization ratio was 66.7%, slightly lower than
that of the previous year, and the role of online video in cultivating new netizens was reduced.
Among all online video users, mobile video users were 313 million, an annual increase of 66.11
million or 26.8%. The utilization ratio of mobile video was 56,2% by 6.9 percentage points
over the end of 2013. The overall scale of network video users continued to grow but the
utilization ratio declined slightly. Both the scale of mobile video users and the utilization ratio
kept increasing but the growth rategan to decline. The network video industry entered a steady
development period.

Significant changes took place in the Chinese video industry in 2014. At the strategic level,
capital allying and cooperation continued. Alibaioanbecame a share holder ocdokucomand
Tudoucom tv.sohucom acquired 56.com; Xiaomi and Shunwei Capital invested in i@bfh
and Youkucom to realize a powerful alliance, improve the product line and seize the traffic
entrance. At the hardware level, the Internet industry whlijppea wave of smart hardware at the
end of 2013. Since then video websites have been hand in hand with traditional enterprises in
launching new types of products such as Internet TVs, Internet boxes and video phones, in an
effort to build a full industryc hai n o f Aplatform + content + ter|
content level, major video websites began to vigorously produce their own video dramas in 2014.
Although some of these dramas enjoyed a relatively high popularity, most of them were not so
popuar and the advertising value was not high enough to bring sufficient profits. Therefore, video
websites turned their eye to the upstream film makers andomiént makers and bought their
copyrights so as to br eak -qialty centest.tAt thenlevél oft i g ht co
crossindustry cooperation, the video industry began to cooperate withntnerce and online
payment industries, trying to combine video watching with online shopping and create a powerful
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synergy of culture, entertainment, cmerce and payment.

In next few years, the online video industry will develop toward the direction of multi
screens and integration. PC, mobile phone, PAD, and TV will see coordinated development and
video websites will continue to shift their focus ontmtent production and hardware equipment
so as to build a fullength industrial chain.

Scale of users and utilization ratio of online video/mobile
online video in 2013 and 2014
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Figure 50Scaleof users and utilization ratio of online video/mobile online video in 2013 and
2014

The Chinese online video industry pattern was basically siab@®014. Of those who
watched online video in the second half of the year, 63% used Yauwkuindicating that
Youku.com was the most frequently used video website. The second and third were
Qiyi/iQiyi .com and v.qg.com both enjoying a brand penetratiorteraf 55%. The fourth was
videabaiducom with a penetration rate of 48.8% thanks to its platform advantages,usege
scale close cooperation with multiple copyright owners, and its status as the traffic entrance to a
number of video websites. With thewn uniqueness, Tudawom and tv.sohucom each had a
brand penetration rate of at least 40%, ranking the fifth.

In the recent couplof years, more and more B@line video users turned into mobilsers,
making mobile video the key area of competit@mong video websites. In the year of 2014,
brand penetration rates of main video websites were different in the area of mobile video. With a
brand penetration rate of 48.3%, Youwamranked the first in terms of mobile video, followed
by v.qg.com tv.sohucom and PPT\Weom whose performance was above the average of the
industry.
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Brand penetration rates of main video websites in 2014
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Figure 51 Brand penetration rates of main video websites in 2014
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Chapter 6!! Internet Application
Development Status of Enterprises

|. ComputerUsage

The enterprises that used comptitets handle office affairs accounted for 90.4% of
Chinese enterprises in December 2014.

In terms of enterprise scale, no more than 90% of corapdniing 19 or less employees
used computers for office work, and this percentage was only 81.5% for micro businesses with 7

or less employees.

Proportion of enterprises using computers (By enterprise
size)

100% g5y,  91.6% 93.8%  95.2%  93.8%

80% 8Lt erall 90.4%
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and below people people people and above

Sourcg CNIC cnnic Surveyon Internet Application in Chinese Enterprises 2014.12

Figure 52Proportion é enterprises using computersy(Bnterprise scale)

Geographically, in Eastern Chitlae proportion of enterprises using computers was 93.2%,
the highest nationwide, while this percentage was only 83.3% for enterprises in Central China, the
lowest.

9 Computers refer to desktop computers or notebook computers, excluding those devices with certain embedded
computing function, such as cellular mobile phones, PersonaaDigsistant (PDA) or TV sets.
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Proportion of enterprises using computers (By enterprise
location)

Overall 90.4%
84.9%

83.3%
80% | ‘
60% | |
40% | |
20% | |

0%
East China Central China West China Northeast China

100% 93.2% 90.4%

Sourcg CMNIC cnnie Surveyon Internet Application in Chinese Enterprises 2014.12

Figure 53roportion & enterprises using computersy(Bgion)

lI. InternetUsage

The enterprises that used the IntefAdb handle office work accounted for 78.7% of

Chinese enterprises in December 2014.
In terms of enterprise scale, only 66.4% of micro businesses with 7 or less employees used

the Internet in daily operation, while thisngentage was higher than 80% for companies with 50
or more employees.

Proportion of enterprises using the Internet (By enterprise
scale)
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Figure 54Proportion of aterprises using the InternetyBnterprise scale)

10 It means that the Internet is directly used in all activities of the enterprises. Some enterprises use the Internet
for advertisements/promotion, but do not directly use it for work, and therefore are not includedviédisd

(more than just computers) equipped with the Internet access function may be used as the tools to access the
Internet. These include mobile telephones, PDAs, game machines and digital televisions which may be used on

the fixed or mobile network.
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Geographically, in Eastern China the proportion of enterprises using the Internet was 85.1%,
the highestationwide; and this percentage was only 67.0% and 56.6% in Central China and
Northeastern China respectively, much lower. In recent years the economic development in
Western China has been the fastest, where significant progress has been achieveden anchpu
Internet utilization. The present survey did not cover enough teitidugtry enterprises in
northeastern region, so the computer and Internet utilization ratios were obviously lower there.

Proportion of enterprises using the Internet (By region)
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85.1% .
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O% L 1 1 1 ]
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Sourcg CMNIC connic Surveyon Internet Application in Chinese Enterprises 2014.12

Figure 5%Proportion of enterprises using the Interfiat region)

I1l. Internet Access

Fixed broadband had a utilization ratio of 77*4%mong Chinese enterprises in December
2014, and was the most important way for enterprises to access the InWithetthe
popularization of 4G and the development okentiselevel mobile Internet applications such as
OA, mobile ERP and mobile CRM, mobile broadband will become an important way for
enterprises to access the Internet.

Ways of Internet access for enterprises

0% 20% 40% 60%  80%  100%

Fixed broadband (LAN broadband, ADS
optical access, WLAN, eft.

Mobile broadband (3G and 4G Intern

77.4%

access
Narrowband (dialip, ISDN, GPRS, eft. 14.7%
Sourcg CNIC cnnie Surveyon Internet Application in Chinese Enterprises 2014.12

Figure56Ways of Internet access fonterprises

11 The utilization ratios of the Internet access ways released in this survey refer to the proportion of enterprises
which access the Internet in various ways among all the interviewed enterprises.
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IV. Enterprises' popularization bfternet Application

This part of survey was conducted mainly based onI@® Core Indicatorsof the
International Telecommunications Union (ITU), with some of the indicators omitted and some
new ones added according to the real condition of Internétaippns by Chinese enterprises.

In this report e nt er padasssiegiatd the followeng fowe typea ppl i cat i
according to their characteristics.

1a Communicatiororiented application: Universal Internet application where
communication igarried out by means of the Internet, such as receiving or sending
Emalil, etc;

2a Informationoriented application: Using the Internet to acquire, release or exchange

information, such as instant messages, commodity or service information,
government informatn, etc;

3a Business service related application: Using the Internet to facilitate business
activities of enterprises, such as online banking, providing customer services, etc;
4a Internal support related application: Using the Internet to assist enterprises to

improve internal management, work efficiency, interaction with the goverftnent
online recruitment, online training, and online application systems designed to help
with business operation.

As shown by the present survey, a rich variety of Internetegijgns were seen in Chinese
enterprises, covering almosall aspects of business operation. As the most basic
communicatiororiented application of the Internet, email had a penetration rate of 83.0%, the
highest in the first type of application. In thecend type, each application enjoyed a penetration
rate of more than 50%. In the third and fourth types of applications, however, quite a lot had a
penetration rate of less than 50% except online banking, interaction with the goverameent
online recruitnent. In particular, the penetration rate of online training and online application
systems had been at a low level for some years. A majority of Chinese enterprises have not started
all-round indepth Internet construction yet, and their Internet apjdicatare still at a basic
level.

Table 9 Penetration rates of main Internet applications in entetprises

Type Application Penetration rate
Communicatio o _ .
. Receiving and sending email 83.0%
n-oriented
Releasing information or instant sgages 60.9%
Informatiortor Searching for commodity or servic
. ) ) 67.3%
iented information
Getting information from governmer 51.1%

12 Interaction with government agencies, including downloadisigng for forms, online completingffilling out

forms, online payment, online purchase from or sales to the government, and online declaration of dutiable goods

or services, excluding acquisition of information from general government agencies

BThe mMnet epenetration rateo mentioned in this section re
particular Internet activity.
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agencies
Business Online banking 75.9%
service related  providing customer services 46.5%
Interacting with governmeragencies 70.6%
Online recruitment 53.8%
Internal
support relateq  Online training of employees 26.7%
Using online application systems to he
, . , , 20.5%
enterprises with business operation

V. E-commercdJsage

The enterprises that carried out online ddlescounted for 24.7%fdhe national total in
December 20140nline sales were conducted by 38.4% of enterprises in the manufacturing
industry, 36.5% in thénformation transmission, computer services and software industry, and
34.9% in the retail and wholesale industry. Bldgwa utilization ratio was seen in the construction,
transportation, warehousing, postal, real estate, leasing, business service, life service and other
service industries. The Internet O20 business model achieved rapid development in 2014. By this
model, aterprises especially local life service and business service compargeslosely
combined with the Internet, and offline enterprises have become an important link in online
consumption. Influenced by this trend, more and more traditional enterprisearwi out online
sales in the future.

14 The online sales surveyed in this report refer to the behavior of receiving orders via Internet, such as via
websites oemails.

- . . o,
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Proportion of enterprises carrying out online sales in key
industries
0%  10% 20%  30%  40%  50%

Manufacturing 38.4%
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I nformation tra u36.594 é

Wholesale and retail 34.9%
Real estate 15.9%
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Resident service and other servic
Overall 24.7%
Sourcgy  CINWNIIC  CNNIC Surveyon Internet Application in Chinese Enterprises 2014.12

Figure 57Proportion of enterprises carrying out online sales in key industries

The enterprises that carried out online procurethestcounted for 22.8% of Chinese
enterprises in December 20138imilar to the guation of online sales, online procurement was
conducted by 34.3% of enterprises in the manufacturing industry, 36.5% in the Information
transmission, computer services and software industry, and 33.8% in the retail and wholesale
industry, and the utilizeon ratio in the leasing and business service industries was higher than the
national average.

Proportion of enterprises carrying out online procurement in
key industries
0% 10% 20% 30% 40%

Manufacturing 34.3%

Construction

Transportation, storage and postal industri
Information transmission, computer servi

and software — — - — 36.5%
Wholesale and retai 33.8%
Real estate 8.4%
Leasing and commercial servi 24.2%
Resident service and other servic
Overall 22.8%
Sourcgg  CINWIIC  CNNIC Surveyon Internet Application in Chinese Enterprises 2014.12

Figure 58roportion of enterprises carrying out online procurement in key industries

15The online procurement surveyed in this report refers to the behavior of sending orders via Internet, such as via
websites or emails.
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VI. InternetMarketing

The enterprises that utilized the Internet taycaut marketingf accounted for 24.2% of the
national total in December 201%he enterprises that carried doternet marketingiccounted for
35.9% of the national total in the information transmission, computer service and software
industry. Noteworthi}, the utilization ratio ofinternet marketingn the wholesale/retail, real
estate, leasing, business service, life service and other service industries was not high, basically
the same as or lower than in the manufacturing and construction industries.

Proportion of enterprises carrying out Internet marketing in
key industries
0% 10% 20% 30% 40%

Manufacturing 28.7%

Construction 23.1%
Transportation, storage and postal industr

Information tra B%9%
Wholesale and retail

Real estate 23.2%

Leasing and commercial servic 25.4%
Resident service and other servic
Overall 24.2%
Sourcgg  CINWIIC  CNNIC Surveyon Internet Application in Chinese Enterprises 2014.12

Figure 5%roportion of enterprises carrying out Internet marketing in key industries

As shown by the survey, instant messaging tools are the most frequently used by those
interviewed enterprises which have utilized Internet to carry out marketing astiwtth a
utilization ratio of up to 62.7%. Search engine marketing andnamerce platform promotion
also have high utilization ratios, 53.7% and 45.5% respectively. As the Intserstdeeper and
greater influences on netizens, the way enterpriseg oat Internet marketinglso varies. New
terms such as marketing mix, weséimouth marketing, viral marketing, etc, spring up one after
another. Enterprisesd dependence on the traditio
demand for mobile ntketing becomes greater and greater.

16 |t refers to using the internet to carry out marketing and/or promotion activities sadweaisements puatr
promotions carried out by enterprises themselves or via their agents/ advertisement companies, including paid
promotions and free promotions.
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Utilization ratios of various Internet marketing modes

0% 20% 40% 60% 80%

Marketing via instant messaging too H 62.7%
Marketing via search engine 53.7%
Marketing via e-commerce platform 45.5%
Email marketing 40.1%
Mar keting via mes 80.2%n g and soft

Demonstrative advertisement on websi 29.3%
Marketing via Microblog 26.9%
Network alliance advertiseme 21.6%
Marketing via group purchase websit 19.0%

Pl acement ads in t6olwr se of net wor k

Others 3.2%

Sourcg CNIIC cnNie Surveyon Internet Application in Chinese Enterprises 2014.12

Figure 6QUJtilization ratios of various Internet marketing modes

VIl. Features and Trends of Internet Applicatioh
Enterprises

Availability of IT infrastructure has reached a relatively high level but the applicaion
is yet to be deepened.

In recent years computers have been available in about 90% offices and the Internet in
approximately 80% offices. Of all the enterprises using the Internet, more than 95% have fixed
broadband access. The work of Internet proomoth enterprises has been basically completed,
but there is still big room for improvement in actual Internet application.

On the one hand, a lot of enterprises are unwilling to use the Internet to enhance internal
operation efficiency. The first reasos that theirconsciousnes®f Internet application is
insufficient; the second is that internal IT transformation does not well fit the traditional business
process, making Internet application difficult; and the third is the high cost of related software,
hardware and technical labor, making Internet applicatimaffordablefor most small and micro
businesses. On the other handt so many enterprises are ready to use the Internet for marketing,
promotion, Ecommerce or other external operation purposed,traditional operation ideas and
methods still exert a strong influence on these enterprises.

Faced with such a situation, the government, traditional enterprises and Internet service
companies must work together to carry out market education, redectahnicaeconomic
threshold of Internet application in enterprises, and realize deep integration of the Internet with
traditional enterprises.

With the rise of the 020 business model, it will be an inevitable trend for traditional
enterprises to embrae the Internet.

The Internet O20 business model experienced fast growth in 2014. As direct suppliers of
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offline products and services, traditional enterprises played a key role in this model. On the one
hand, these enterprises were more active in usiniptbmet to carry out commercial activities.

On the other hand, large Internet companies played a guiding role in helping traditional
enterprises to expand business scope and enhance 020 capabilities. Under this background, more
and more traditional entgrises will deeply integrate themselves with the Internet in the areas of
internal management, market promotion, service and product sales, etc. Currently, the Internet
020 bhusiness model is still in its infancy, and so far there has been no successfidr3Rion

case for traditional enterprises. Today, the model is mainly adopted by wholesale/retail, hotel,
catering, and life service enterprises, having not benefited medium, small and micro enterprises in
other industries yet. As the Internet penefrdtéo more and more economic activities, it will
produce a bigger influence on and urge the reform of traditional commercial modes, blur the
boundary between traditional enterprises and Internet companies, and become an absolutely
necessary tool in the iflaoperation of an enterprise.
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Chapter VIlII Market
Developmentof O20

N . 020 MarketAssessmentlodel

As an abbreviation of fonline to offlined and
offline products and services with online operatidnsgenerating orders online and delivering
products or services offline.

The statistical indicators of the 020 market assessment model include three dimensions:
environmental factors, application level, and development potential, all of which existhtbubug

the entire process of 020 development. The envi
economic, social, technological and infrastructural development level that support 020
devel opment . I n particul ar, t0ORO degelopner,hanelg r efl ec

the basic conditions for individuals and enterprises to use the Internet to combine offline products

and services with online operations, generate orders online, and deliver products and services
offline, including utilization ofthe Internet and fpayment, the efficiency of courier services, the

security and integrity level of O20, etc. The O20 application level mainly reflects the scale,
broadness and depth of O20 consumption, such as the user scale, user coverage, business
cove age, and wutilization degree of 020. The 020
020 development prospect and market opportunity seen from the perspective of potential
consumptionsuch as O20 consumption capacity, O20 consumption desire, etc.

Level-two indicators

Environmental factors .Network development level
«Driving strength of demand
«Industrial support capability

020 market
assessment

L.evel-two indicators
Level-two

model indicators
* 020 user scale Application Development } ,
* 020 application broadnes level potential .%:é‘ascui?ylpuon
+ 020 application depth 'ggr::rt:l '

Figure 61 020 market assessment model

Weight setting of the assessment indicator system is based on the analytic hierarchy process
(AHP) and equalveight distribution. Data sources for the assessment are mainly the CNRIC 35
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China Internet network developmtestatistical investigations, online monitoring data of China
Network Information Data Platformwiyw.cnidp.cr), National Postal Industry Development
Statistical Bulletin, provincial statistical information published,d anther secontiand
information.

n . 020 Market Development Level Assessment

With the involvement of capital investors, Internet giants and real business entities, the 020
industry mushroomed everywhere across the country in recent years. To better mine market
opportunities and investmepotential, CNNIC carried out a comprehensive 020 assessment and
comparison in first second and thirdtier cities, the three major economic rims and key cities
using the 020 market assessment model. The survey was based on the 020 application behavior
of netizens nationwide.

(N ) City Development Level Assessment at All Levels

In terms of comprehensive strength, the score of-tiegstcities was 44.6, the highest,
followed by secondier cities, 34.3, both being above the national average (30.7) -{lénircities
had a scorefd0, obviously lower than the figures of firsind secondier cities.

In terms of 020 environmental factors, the score of-fiestcities was 67.8, obviously the
highest; that of secoriikr cities was 49.6; and that of thitiér cities was 43.4, ightly lower
than the national average. This reason is simplesti@stities are well above secetidr ones in
terms of network development level, information demand and industrial support.

From the perspective of 020 application level, first cities had the highest score of 40,
followed by secondier ones, 27.8. The score of thiidr ones was 23.8, equal to the national
average. This is due to the fact that the three tiers of cities vary greatly in O20 penetration rate,
with the first tier havig the highest score, far ahead of the second and third tiers. But the three
tiers of cities do not differ so significantly in terms of O20 application level and O20 application
depth, all being in the development stage. From the perspective of applidatiensions,
first-tier cities had an O20 user penetration rate of 28.5%réamp purchasef food and 25% for
leisure services, both percentages being at least 5 percentage points higher thates extioesl
In secondier cities, the O20 user peration rate was 23% for grouppurchasenf food, 17.5%
for online booking of restaurant seats, and 15.6% for onlindaiting, all being above the
national average by about 2 percentage points.

In terms of the level of O20 potential, the scores of-fiestd secondier cities were
respectively 25.8 and 25.5, not very different. Thied cities scored 22.7, slightly lower than the
national average (24.3). The reasons are as follows: Irtiérstities non O20 users have a
higher consumption desire,pegially in the catering and medical service fields where 31% and
25.7% of non O20 users intend to buy O20 catering and medical services in the future; in
seconetier cities 29.6% and 16.2% of non O20 users intend to buy O20 leisure and home
services in th future; in thirdtier cities, the percentage is 1.6 points lower than the national
average.

o - . .
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Comprehensive assessment and comparison of 020
development level of first, second, and third-tier cities
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Sourcgg CINNIC StatisticaReport on Internet Development in China 2014.12

Figure 62 Comprehensive assessment and comparison of 020 development level of first
second, and thirdtier cities

In summary, firstier cities had the higist comprehensive 020 market strength, with
environmental factors, application level and development potential being all above those of
second and thirdtier cities. Firsttier cities have a better 020 development environment where
netizens have greateemiand for O20 information, leading to a rapid increase in QsXD scale
But nowadays, the rapid increase is turning into a slow increase and the difficulty for non 020
users to convert into O20 users in fitist cities is about the same as that in sde@nd
third-tier cities. Therefore, the 020 industry channels are extending into thesetitwaties.

020 market opportunities in firsier cities will enhance the application depth and frequency of
020 users, especially in the fields of catering@dQRisure O20 and tourism O20.

With comprehensive market strength 3.6 points higher than the national averagetisecond
cities are still of some investment value and development potential. In si@monoidies, 020
network environmental basisisnats i d enough and netizens6 demand f
big enough either, where most of the 020 users are moderate and light users. It is, therefore,
imperative to promote O20 products and services, improve user experience about O20 websites
and appltations, and turn the potential commercial and entertainment demand of-8econd
cities into actual 020 demand. O20 users in setiendtities have a stronger desire for social
and interactive sharingnd thussomething can be done to promote and ta@ @arket demand.

There are also plenty of market opportunities for catering O20 a#ithitizng O20 in seconder
cities, and the potential market for leisure O20 and home service 020 is waiting to be tapped.

The comprehensive 020 market strength ofdttigr cities is slightly weaker than the
national average, but their 020 network development environment and industry support are fairly
good, showing a certain potential value for market development. In these cities, the probability for
020 users to ussocial networking platforms, log in video websites and play online games is the
highest, where social networking anetwork entertainmermlay a positive role in promoting the
conversion of 020 demand. The proportion of mobile payment users is quitentagmg
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mobile terminals the main carrier for cultivating O20 habit. In the catering O20 and leisure 020
fields of thirdtier cities, the probability for non O20 users to convert into O20 users is high.

(1 ) Development_evelAssessment dtachEconomicCircle

In terms of comprehensive O20 market strength, the three major economic circles are well
above the national average by at least 8.5 points. The Bohai Economic Circle (BEC) scores 43
points in this regard, the highest, followed by the Yangtze RiveaBeibnomic Circle (YRDEC)
with a score of 41.2, and next by the Pearl River Delta Economic Circle (PRDEC) scoring 39.5.

In terms of O20 environmental factors, the three major economic circles show no significant
difference. In the regard, PRDEC scores 4th2 highest; the second is BEC, 47.2; and the third
is YRDEC, 44.3, basically the same as the national average. PRDEC has the highest network
development level that scores 75.6, a high utilization ratio of mobile Internet, a broasedG
scale and strag network security awareness, all of which are big contributors to its advantages in
environmental factors. In terms of 020 information demand, BEC is well ahead of the other two
economic circles. In comparison, YRDEC has obvious advantages in indusipabrt
capabilities, courier business volume, and income level.

With respect to O20 application level, BEC scores 46, well above the national average
(23.8), followed by YRDEC, 37.3, and next by PRDEC, 34. BEC has the highest 020 user
penetration and pacularly, the situation in Beijing is obviously better than in Shanghai and
Guangzhou. In BEC, the proportion of O20 users who book train tickets online is 32.9%,
respectively 1.5 and 7.4 percentage points more than in YRDEC and PRDEC. In BEC, the 020
userpenetration rate is 20.6% for online <t&iling and 13.6% for online medical services, both
1.4 percentage points higher than in YRDEC, and respectively 8 and 1.2 percentage points higher
than in PRDEC. From the perspective of O20 application scope,cagerage and business
coverage, the three major economic circles are basically at the same level. But in terms of 020
application depth, i.e., the distribution level of moderate and heavy users of 020, the situation in
YRDEC and PRDEC is much better thanBEC. The proportion of moderate and heavy 020
users put together is 38.2% and 26.9% in YRDEC and PRDEC, respectively 30.4 and 19.2
percentage points higher than in BEC.

With regard to O20 development potential, YRDEC has the highest score of 42uetbllo
by BEC, 35.8, and next by PRDEC, 35.1. All the three economic circles are above the national
average (24.3). YRDEC has the biggest 020 development potential, where the consumption
capacity of residents is relatively high and the proportions of non @2@& who intend to use
020 applications in the future for the purpose of onjrmup-purchasef restaurant food, online
carhailing and online buying of home services is 31.6%, 23.7% and 17.4% respectively,
representing a stronger consumption intentBBEC and PRDEGave basically the same 020
development potential. Compared with non O20 users in PRDEC, those in BEC have a stronger
willingness to use O20 catering, leisure, home service, and medical service. In particular, the
proportions of non 020 usein BEC who intend to try using O20 catering, leisure, home service,
and medical service in the future are respectively 31.4%, 29.4%, 15.2% and 26.2%.

o - . .
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Comprehensive comparison of O20 development levels of
China's three major economic circles
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Figure 63 Comprehensive comparison of 020 development levels of China's three major
economic circles

According to the above mentioned, all the three major economic circles have a big
investment value and development potential. In terms of environmental advantages, PRDEC has a
higher network development level and YRDEC boasts a stronger industrial scagpeeity, both
possessing superior conditions for O20 industry deployment. In tefn320 application
advantages, BEC has a bigger O2¢gr scaldut a relatively shallow application depth, where
market opportunities lie in deepening the applicationthabhD20 users. YRDEC and PRDEC
have more moderate and heavy 020 users, where the focus of development lies in expanding the
020 user market scale. In terms of potential advantages, markets that are relatively easy to
expand in the three major economicclas are catering O20 and leisure 0O20; and it is of a
higher probability for non 020 users to convert into 020 usetigeifields ofnome service and
medical service.

(n ) Development_evelAssessment dfey Cities

According to a CNNIC study, 020 developmi level is closely related with economic
development level, and all the 25 cities with the highest comprehensive level of 020
development are located in or near the three major economic circles. The Pan Bohai 020
Economic Belt is composed of firger dties Beijing and Tianjin, provincial capital cities
Shenyang, Shijiazhuang and Jinan, and other cities Dalian and Qingdao. Among them, Shenyang
and Dalian constitute an O20 city cluster in Liaoning Province, while Qingdao and Jinan form
another in ShandonProvince. The Pan Yangtze Delta O20 Economic Belt consists efidirst
city Shanghai, provincial capital cities Wuhan, Nanjing, Changsha, Hefei, Nanchang and
Hangzhou, and other cities Suzhou and Ningbo. Among them, Suzhou, Hangzhou and Ningbo
form an O20 city cluster. The Pan Pearl River Delta O20 Economic Belt comprisetefirst
cities Guangzhou and Shenzhen, provincial capital city Fuzhou, and other cities Foshan and
Xiamen. Among them, Guangzhou, Shenzhen and Foshan make up an O20 city cluster in
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