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INTRODUCTION

Unless otherwise indicated or the context otherwise requires, references in this annual report to:

“active buyers” in a given period are to user accounts that placed one or more orders (i) on our Pinduoduo mobile
app or (ii) through social networks or access points in that period, regardless of whether the products and services
are actually sold, delivered or returned;

“active merchants” in a given period are to merchant accounts that had one or more orders shipped to a buyer on
our Pinduoduo mobile platform in that period, regardless of whether the buyer returns the merchandise or the
merchant refunds the purchase price;

“ADRs” are to the American depositary receipts that evidence our ADSs;

“ADSs” are to our American depositary shares, each of which represents four Class A ordinary shares, par value
US$0.000005 each;

“annual spending per active buyer” in a given year are to the quotient of total GMV in that year divided by the
number of active buyers in the same year;

“China” or the “PRC” are to the People’s Republic of China, excluding, for the purposes of this annual report
only, Hong Kong, Macau and Taiwan;

“GMV” are to the total value of all orders for products and services placed on our Pinduoduo mobile platform,
regardless of whether the products and services are actually sold, delivered or returned. Buyers on our platform
are not charged for shipping fees in addition to the listed price of merchandise. Hence, merchants may embed the
shipping fees in the listed price. If embedded, then the shipping fees are included in our GMV. As a prudential
matter aimed at eliminating any influence on our GMV of irregular transactions, we exclude from our calculation
of GMV transactions in certain product categories over certain amounts and transactions by buyers in certain
product categories over a certain amount per day;

“monthly active users” are to the number of user accounts that visited our Pinduoduo mobile app during a given
month, which does not include those that accessed our platform through social networks and access points;

“our platform” or “Pinduoduo mobile platform” are to our Pinduoduo mobile app and a variety of related
features, functionalities, tools and services that we provide to buyers and merchants via Pinduoduo mobile app
and through social networks and access points;

2 » «

“Pinduoduo,” “we,
affiliated entities;

us

2
>

our company” and “our” are to Pinduoduo Inc., its subsidiaries and its consolidated

“RMB” and “Renminbi” are to the legal currency of China;

“shares” or “ordinary shares” refers to our Class A and Class B ordinary shares, par value US$0.000005 per
share;

“total orders” are to the total number of orders for products and services placed on our Pinduoduo mobile
platform, regardless of whether the products and services are actually sold, delivered or returned; and

“USS$,” “U.S. dollars,” “$,” and “dollars” are to the legal currency of the United States.
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Our reporting currency is Renminbi because our business is mainly conducted in China and all of our revenues are
denominated in Renminbi. This annual report contains translations of Renminbi amounts into U.S. dollars at specific rates
solely for the convenience of the readers. Unless otherwise noted, all translations from Renminbi to U.S. dollars and from
U.S. dollars to Renminbi in this annual report were made at a rate of RMB6.5250 to US$1.00, the exchange rate on
December 31, 2020 as set forth in the H.10 statistical release of the Board of Governors of the Federal Reserve System. We
make no representation that any Renminbi or U.S. dollar amounts could have been, or could be, converted into U.S. dollars
or Renminbi, as the case may be, at any particular rate or at all.

FORWARD-LOOKING INFORMATION

This annual report contains forward-looking statements that reflect our current expectations and views of future
events. The forward-looking statements are contained principally in the sections entitled “Item 3. Key Information—D.
Risk Factors,” “Item 4. Information on the Company—DB. Business Overview” and “Item 5. Operating and Financial
Review and Prospects.” These forward-looking statements are made under the “safe-harbor” provisions of the U.S. Private
Securities Litigation Reform Act of 1995. Known and unknown risks, uncertainties and other factors, including those listed
under “Item 3. Key Information—D. Risk Factors,” may cause our actual results, performance or achievements to be
materially different from those expressed or implied by the forward-looking statements.

You can identify some of these forward-looking statements by words or phrases such as “may,” “will,” “expect,”
“anticipate,” “aim,” “estimate,” “intend,” “plan,” “believe,” “is/are likely to,” “potential,” “continue” or other similar
expressions. We have based these forward-looking statements largely on our current expectations and projections about
future events that we believe may affect our financial condition, results of operations, business strategy and financial needs.

These forward-looking statements include statements relating to:

» « 2 » «

e our growth strategies;

e our future business development, financial conditions and results of operations;

e the trends in the e-commerce industry in China;

e our expectations regarding demand for and market acceptance of our products and services;

e  our expectations regarding our relationships with buyers and merchants;

e competition in our industry; and

e relevant government policies and regulations relating to our industry.

These forward-looking statements involve various risks and uncertainties. Although we believe that our expectations
expressed in these forward-looking statements are reasonable, our expectations may later be found to be incorrect. Our
actual results could be materially different from our expectations. Important risks and factors that could cause our actual
results to be materially different from our expectations are generally set forth in “Item 3. Key Information—D. Risk
Factors,” “Item 4. Information on the Company—B. Business Overview,” “Item 5. Operating and Financial Review and
Prospects,” and other sections in this annual report. You should read thoroughly this annual report and the documents that

we refer to with the understanding that our actual future results may be materially different from and worse than what we
expect. We qualify all of our forward-looking statements by these cautionary statements.

2
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This annual report contains certain data and information that we obtained from various government and private
publications. We have not independently verified the accuracy or completeness of the data contained in these industry
publications and reports. Statistical data in these publications also include projections based on a number of assumptions.
The e-commerce industry may not grow at the rate projected by market data, or at all. Failure of this market to grow at the
projected rate may have a material and adverse effect on our business and the market price of our ADSs. In addition, the
rapidly evolving nature of the e-commerce industry results in significant uncertainties for any projections or estimates
relating to the growth prospects or future condition of our market. Furthermore, if any one or more of the assumptions
underlying the market data are later found to be incorrect, actual results may differ from the projections based on these
assumptions. You should not place undue reliance on these forward-looking statements.

The forward-looking statements made in this annual report relate only to events or information as of the date on which
the statements are made in this annual report. Except as required by law, we undertake no obligation to update or revise
publicly any forward-looking statements, whether as a result of new information, future events or otherwise, after the date
on which the statements are made or to reflect the occurrence of unanticipated events. You should read this annual report
and the documents that we refer to in this annual report and exhibits to this annual report completely and with the
understanding that our actual future results may be materially different from what we expect.

PART I
Item 1. Identity of Directors, Senior Management and Advisers
Not applicable.
Item 2. Offer Statistics and Expected Timetable
Not applicable.
Item 3. Key Information
A. Selected Financial Data

The following table presents the selected consolidated financial information for our company. The selected
consolidated statements of comprehensive loss data for the years ended December 31, 2018, 2019 and 2020, selected
consolidated balance sheet data as of December 31, 2019 and 2020 and selected consolidated statements of cash flow data
for the years ended December 31, 2018, 2019 and 2020 have been derived from our audited consolidated financial
statements, which are included in this annual report beginning on page F-1. The selected consolidated statements of
comprehensive loss data for the year ended December 31, 2016 and 2017, and the selected consolidated balance sheet data
as of December 31, 2016, 2017 and 2018 have been derived from our audited consolidated financial statements not
included in this annual report. Our historical results are not necessarily indicative of results expected for future periods.
You should read this selected financial data together with our consolidated financial statements and the related notes and
information under “Item 5. Operating and Financial Review and Prospects” in this annual report. Our audited consolidated
financial statements are prepared and presented in accordance with U.S. GAAP.

The Jumpstart Our Business Startups Act (“JOBS Act”) provides that an emerging growth company (“EGC”) as
defined therein can take advantage of an extended transition period for complying with new or revised accounting
standards. This allows an EGC to delay adoption of certain accounting standards until those standards would otherwise
apply to private companies. The Company as an EGC elected to take advantage of the extended transition period. However,
the Company ceased to be an EGC on December 31, 2018 due to its rapid revenue growth in 2018.
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As aresult, we adopted Accounting Standards Update (“ASU”) No. 2014-09, Revenue from Contracts with Customers
(Topic 606), as amended, effective January 1, 2018 using the modified retrospective approach. There were no changes
made to our revenue recognition policy as a result of the adoption of Topic 606. We also changed the classification and
presentation of restricted cash on the consolidated statements of cash flows for each of the three years in the period ended
December 31, 2018 due to the adoption of ASU No. 2016-18, Statement of Cash Flows: Restricted Cash. For the years
ended December 31, 2016 and 2017, the changes in restricted cash of nil and RMB9,370.8 million, respectively were
previously reported within net cash used in operating activities in the statements of cash flows. We adopted ASU No. 2016-
02: Leases on January 1, 2019 using the modified retrospective transition method. Right-of-use assets (“ROU assets™) and
lease liabilities (including current and non-current) for operating leases are presented on the face of the consolidated
balance sheet as of December 31, 2019 and 2020, while the consolidated balance sheet data for the years ended December
31, 2016, 2017 and 2018 have been prepared in accordance with ASC Topic 840 (“ASC 840”), Accounting for Leases. We
adopted Accounting Standards Update (“ASU”) No. 2016-13, Financial Instruments-Credit Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments (“ASU 2016-13”) on January 1, 2020, which requires the
measurement and recognition of expected credit losses for financial assets held at amortized cost. ASU 2016-13 replaces
the incurred loss methodology with a forward-looking current expected credit losses.

For the Year Ended December 31,
2016 2017 2018 2019 2020
RMB RMB RMB RMB RMB US$
(in thousands, except for number of shares and per share (or ADS) data)

Selected Consolidated Statement of Comprehensive

Loss Data:
Revenues
Online marketing services and others — 1,209,275 11,515,575 26,813,641 47,953,779 7,349,238
Transaction services 48,276 531,416 1,604,415 3,328,245 5,787,415 886,960
Merchandise sales 456,588 3,385 — — 5,750,671 881,329
Total revenues 504,864 1,744,076 13,119,990 30,141,886 59,491,865 9,117,527
Costs of revenues() (577,870) (722,830)  (2,905,249)  (6,338,778)  (19,278,641)  (2,954,581)
Gross (loss)/profit (73,006) 1,021,246 10,214,741 23,803,108 40,213,224 6,162,946
Operating expenses
Sales and marketing expenses()) (168,990)  (1,344,582) (13,441,813) (27,174,249)  (41,194,599)  (6,313,349)
General and administrative expenses(!) (14,793) (133,207) (6,456,612) (1,296,712) (1,507,297) (231,003)
Research and development expenses(!) (29,421) (129,181) (1,116,057) (3,870,358) (6,891,653) (1,056,192)
Impairment of a long-term investment — (10,000) — — — —
Total operating expenses (213,204)  (1,616,970) (21,014,482) (32,341,319) (49,593,549)  (7,600,544)
Operating loss (286,210) (595,724)  (10,799,741)  (8,538,211)  (9,380,325)  (1,437,598)
Other (expenses)/income
Interest and investment income, net 4,460 80,783 584,940 1,541,825 2,455,366 376,301
Interest expense — — — (145,858) (757,336) (116,067)
Foreign exchange gain/(loss) 475 (11,547) 10,037 63,179 225,197 34,513
Change in the fair value of warrant liability (8,668) — — — — —
Other (loss)/income, net (2,034) 1,373 (12,361) 82,786 193,702 29,686
Loss before income tax and share of results of equity

investees (291,977) (525,115)  (10,217,125)  (6,996,279)  (7,263,396)  (1,113,165)
Income tax expenses — — — — — —
Share of results of equity investees — — — 28,676 83,654 12,821
Net loss (291,977) (525,115) (10,217,125) _ (6,967,603)  (7,179,742)  (1,100,344)
Net loss attributable to ordinary shareholders (322,407) (498,702) (10,297,621) (6,967,603) (7,179,742) (1,100,344)
Loss per share
Basic (0.18) (0.28) (3.47) (1.51) (1.51) (0.23)
Diluted (0.18) (0.28) (3.47) (1.51) (1.51) (0.23)
Shares used in loss per share computation
Basic 1,815,200 1,764,799 2,968,320 4,627,278 4,768,343 4,768,343
Diluted 1,815,200 1,764,799 2,968,320 4,627,278 4,768,343 4,768,343
Loss per ADS (each ADS representing four Class A

ordinary shares)
Basic (0.72) (1.12) (13.88) (6.04) (6.02) (0.92)
Diluted 0.72) (1.12) (13.88) (6.04) (6.02) (0.92)
Weighted average number of shares
Basic 1,815,200 1,764,799 2,968,320 4,627,278 4,768,343 4,768,343
Diluted 1,815,200 1,764,799 2,968,320 4,627,278 4,768,343 4,768,343

(1) Share-based compensation expenses were allocated as follows:
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Costs of revenues

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

Total

Selected Consolidated Balance

Sheet Data:
Current assets:
Cash and cash equivalents
Restricted cash®

Receivables from online payment

platforms
Short-term investments

Prepayments and other current

assets
Non-current assets:
Other non-current assets
Property, equipment and
software, net
Total assets
Current liabilities:
Payable to merchants
Merchant deposits
Total current liabilities
Total mezzanine equity
Total shareholders’

For the Year Ended December 31,

2016 2017 2018 2019 2020
RMB RMB RMB RMB RMB US$
276 796 3,488 23,835 32,291 4,949
563 1,675 405,805 860,862 1,093,547 167,593
1,477 108,141 6,296,186 786,641 966,985 148,197
1,748 5,893 136,094 886,368 1,520,220 232,984
4,064 116,505 6,841,573 2,557,706 3,613,043 553,723
The following table presents our selected consolidated balance sheet data as of the dates indicated:
As of December 31,
2016 2017 2018 2019 2020
RMB RMB RMB RMB RMB US$
(in thousands)

1,319,843 3,058,152 14,160,322 5,768,186 22,421,189 3,436,198
— 9,370,849 16,379,364 27,577,671 52,422,447 8,034,091
10,282 88,173 247,586 1,050,974 729,548 111,808
290,000 50,000 7,630,689 35,288,827 64,551,094 9,892,888
40,731 127,742 953,989 950,277 5,159,531 790,733
15,000 5,000 182,667 503,120 7,275,305 1,114,989
2,248 9,279 29,075 41,273 202,853 31,089
1,770,751 13,314,470 43,182,063 76,057,336 158,908,614 24,353,811
1,116,798 9,838,519 17,275,934 29,926,488 53,833,981 8,250,419
219,472 1,778,085 4,188,273 7,840,912 10,926,319 1,674,532
1,414,296 12,109,507 24,359,469 45,767,806 83,882,077 12,855,492
782,733 2,196,921 — — — —
(426,278) (991,958) 18,822,594 24,646,866 60,175,888 9,222,358

(deficits)/equity

(1) Restricted cash mainly represents cash received from buyers and reserved in a bank supervised account for payments

to merchants
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The following table presents our selected consolidated cash flow data for the periods indicated:

For the Year Ended December 31,
2016 2017 2018 2019 2020
RMB RMB RMB RMB RMB Us$
(in thousands)

Selected Consolidated Cash

Flow Data:
Net cash generated from

operating activities 879,777 9,686,328 7,767,927 14,820,976 28,196,627 4,321,323
Net cash (used in)/generated

from investing activities (307,301) 71,651  (7,548,509) (28,319,678) (38,357,901) (5,878,606)
Net cash generated from

financing activities 486,538 1,398,860 17,344,357 15,854,731 51,798,996 7,938,543
Exchange rate effect on cash,

cash equivalents and restricted

cash 20,397 (47,681) 546,910 450,142 (139,943) (21,447)
Net increase in cash, cash

equivalents and restricted cash 1,079,411 11,109,158 18,110,685 2,806,171 41,497,779 6,359,813
Cash, cash equivalents at and

restricted cash at beginning of

the year 240,432 1,319,843 12,429,001 30,539,686 33,345,857 5,110,476
Cash, cash equivalents and

restricted cash at end of the

year 1,319,843 12,429,001 30,539,686 33,345,857 74,843,636 11,470,289
B. Capitalization and Indebtedness
Not applicable.
C. Reasons for the Offer and Use of Proceeds
Not applicable.
D. Risk Factors

Risks Related to Our Business and Industry

Our limited operating history makes it difficult to evaluate our business and prospects. We cannot guarantee that we will
be able to maintain the growth rate that we have experienced to date.

We commenced our commercial operations in 2015, and have a limited operating history. The number of our active
buyers have grown exponentially to reach approximately 788.4 million in 2020. Our revenues grew from RMB30,141.9
million in 2019 to RMB59,491.9 million (US$9,117.5 million) in 2020. However, our historical performance may not be
indicative of our future growth or financial results. We cannot assure you that we will be able to grow at the same rate as
we did in the past, or avoid any decline in the future. Our growth may slow down or become negative, and revenues may
decline for a number of possible reasons, some of which are beyond our control, including decreasing consumer spending,
increasing competition, declining growth of our overall market or industry, the emergence of alternative business models,
changes in rules, regulations, government policies or general economic conditions. In addition, our online marketing
services, from which we have generated almost all of our revenues since 2017, are a relatively new initiative and may not
grow as quickly as we have anticipated. It is difficult to evaluate our prospects, as we may not have sufficient experience in
addressing the risks to which companies operating in rapidly evolving markets may be exposed. If our growth rate declines,
investors’ perceptions of our business, operating results and prospects may be materially and adversely affected and the
market price of our ADSs could decline. You should consider our prospects in light of the risks and uncertainties that
companies with a limited operating history may encounter.
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If we fail to anticipate buyer needs and provide products and services to attract and retain buyers, or fail to adapt our
services or business model to changing buyer needs or emerging industry standards, our business may be materially and
adversely affected.

The e-commerce market in which we operate as well as buyer needs and preferences are constantly evolving. As a
result, we must continuously respond to changes in the market and buyer demand and preferences to remain competitive,
grow our business and maintain our market position. We intend to further diversify our product and service offerings to add
to our revenue sources in the future. New products and services, new types of buyers or new business models may involve
risks and challenges we do not currently face. Any new initiatives may require us to devote significant financial and
management resources and may not perform as well as expected. For example, the e-waybill system we launched in the
first quarter of 2019, the livestreaming initiative we launched in November 2019 and Duo Duo Grocery we started in
August 2020, each may require financial, personnel and other resources commitment over time and may not attract or
retain enough users or otherwise perform in accordance with our expectations.

Furthermore, we may have difficulty in anticipating buyer demand and preferences, and the products offered on our
platform may not be accepted by the market or be rendered obsolete or uneconomical. Therefore, any inability to adapt to
these changes may result in a failure to capture new buyers or retain existing buyers, the occurrence of which would
materially and adversely affect our business, financial condition and results of operations.

In addition, to remain competitive, we must continue to enhance and improve the responsiveness, functionality and
features of our platform. The internet and e-commerce markets are characterized by rapid technological evolution, changes
in buyer requirements and preferences, frequent introductions of new products, features and services embodying new
technologies and the emergence of new industry standards and practices, any of which could render our existing
technologies and systems obsolete. Our success will depend, in part, on our ability to identify, develop and adapt to new
technologies useful in our business, and respond to technological advances and emerging industry standards and practices,
in particular with respect to mobile internet, in a cost-effective and timely way. We cannot assure you that we will be
successful in these efforts.

Any harm to our brand or reputation may materially and adversely affect our business and results of operations.

We believe that the recognition and reputation of our Pinduoduo or “$$% %” brand among our buyers, merchants and
third-party service providers have contributed significantly to the growth and success of our business. Maintaining and
enhancing the recognition and reputation of our brand are critical to our business and competitiveness. Many factors, some
of which are beyond our control, are important to maintaining and enhancing our brand. These factors include our ability
to:

e provide a superior shopping experience to buyers;

e maintain the popularity, attractiveness, diversity, quality and authenticity of our product offerings;
e maintain the efficiency, reliability and quality of the fulfillment and delivery services to our buyers;
e maintain or improve buyers’ satisfaction with our after-sale services;

e increase brand awareness through marketing and brand promotion activities; and

e preserve our reputation and goodwill in the event of any negative publicity on our consumer experience or
merchant service, internet and data security, product quality, price or authenticity, performance measures, or other
issues affecting us or other e-commerce businesses in China.
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Public perception that counterfeit, unauthorized, illegal, or infringing products are sold on our platform or that we or
merchants on our platform do not provide satisfactory consumer services, even if factually incorrect or based on isolated
incidents, could damage our reputation, diminish the value of our brand, undermine the trust and credibility we have
established and have a negative impact on our ability to attract new buyers or retain our current buyers. In particular, we
have been and may continue to be subject to negative publicity based on claims and allegations related to intellectual
property. For example, the Office of the U.S. Trade Representative, or USTR, identified our platform as a “notorious
market” in the 2019 and 2020 Annual Special 301 Reports. The USTR may continue to identify our platform as a notorious
market in the future. The negative public perception resulted therefrom could damage our reputation, harm our business,
diminish the value of our brand name and negatively affect trading price of our ADSs.

If we are unable to maintain our reputation, enhance our brand recognition or increase positive awareness of our
platform, products and services, it may be difficult to maintain and grow our buyer base, and our business and growth
prospects may be materially and adversely affected.

Our merchants deliver their products to buyers through a variety of third-party logistics service providers, third-party
warehouse operators, third-party pick-up point operators and/or e-waybill systems. Service interruptions, failures, or
constraints of these third parties or any disruptions or malfunctions of the e-waybill systems could severely harm our
business and prospects.

Our merchants fulfil and deliver their orders through third-party logistics service providers, warehouse operators
and/or pick-up point operators. Interruptions to or failures in services provided by these third parties could affect timely
and successful delivery of the ordered products to our buyers. As we do not directly control or manage the operations of
these third parties, we may not be able to guarantee their performance. Any failure to provide satisfactory services to our
buyers, such as delays in delivery, product damage or product loss during transit, shutdown or termination of pick-up
points may damage our reputation and cause us to lose buyers, and may ultimately adversely affect our results of
operations. In addition, certain of these third parties may be influenced by our competitors when providing services to us.
For example, if third-party logistics service providers raise the shipping rates for delivering products of merchants on our
platform, our merchants may not be willing to bear the increased costs or be able to offer competitive prices for products
on our platform. As a result, our business and prospects, as well as our financial condition and results of operations could
be materially and adversely affected.

If these third parties fail to deliver products to our buyers on time or in good condition, our buyers may refuse to
accept merchandise purchased on our platform and have less confidence in our platform. In such event, we cannot assure
you that our merchants or we will be able to find alternative cost-efficient service providers or operators to offer
satisfactory services or pick-up points in a timely manner, or at all, which could cause our business and reputation to suffer
or cause merchants and buyers to move to other platforms and have negative impact on our financial conditions.

Most merchants use e-waybill systems to arrange and track shipment. While we launched our e-waybill system during
the first quarter of 2019, the merchants on our platform are allowed to choose different e-waybill systems. Any disruptions
or malfunctions of e-waybill systems used by our merchants could prevent the timely or proper delivery of products to
consumers, which would damage our reputation, harm our business, diminish the value of our brand name.
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We face intense competition, and if we fail to compete effectively, we may lose market share, buyers and merchants.

The e-commerce industry in China is intensely competitive. We compete to attract, engage and retain buyers,
merchants, and other participants on our platforms. Our current or potential competitors include (i) major e-commerce
companies in China, (ii) major traditional and brick-and-mortar retailers in China, (iii) retail companies in China focused
on specific product categories and (iv) major internet companies in China that do not operate e-commerce businesses now
but may enter the e-commerce business area or are in the process of initiating their e-commerce businesses. These current
or future competitors may have longer operating histories, greater brand recognition, better supplier or merchant
relationships, stronger infrastructure, larger buyer bases or greater financial, technical or marketing resources than we do.
Competitors may leverage their brand recognition, experience and resources to compete with us in a variety of ways,
including making investments and acquisitions for the expansion of their product and service offerings. Some of our
competitors may be able to secure more favorable terms from merchants, devote greater resources to marketing and
promotional campaigns, adopt more aggressive pricing or inventory policies and devote substantially more resources to
develop their IT systems and technology. Some of these competitors may also offer “team purchase” on their platforms or
offer innovative purchase models that may turn out to be highly popular among buyers, and buyers may prefer them over
our team purchase model. In addition, new and enhanced technologies may increase the competition in the market we
operate in. Increased competition may reduce our profitability, market share, user base and brand recognition. There can be
no assurance that we will be able to compete successfully against current or future competitors, and such competitive
pressures may have a material and adverse effect on our business, financial condition and results of operations.

If we fail to maintain and expand our relationships with merchants, our revenues and results of operations will be
harmed.

We rely on our merchants to offer merchandise that appeal to our existing and potential buyers at attractive prices. Our
ability to provide popular products on our platform at attractive prices depends on our ability to develop mutually
beneficial relationships with our merchants. For example, we rely on our merchants to make available sufficient inventory
and fulfill large volumes of orders in an efficient and timely manner to ensure our user experience. To date, our buyers and
merchants have been increasing in parallel as a result of the powerful network effects of our platform. However, we may
experience merchant attrition in the ordinary course of business resulting from several factors, such as losses to
competitors, perception that marketing on our platform is ineffective, reduction in merchants’ marketing budgets, and
closures or bankruptcies of merchants. In addition, we may have disputes with merchants with respect to their compliance
with our quality control policies and measures and the penalties imposed by us for violation of these policies or measures
from time to time, which may cause them to be dissatisfied with our platform. Their complaints may in turn result in
negative impact on our public image and reputation. If we experience significant merchant attrition, or if we are unable to
attract new merchants, our revenues and results of operations may be materially and adversely affected. In addition, our
agreements with merchants also typically do not restrict them from establishing or maintaining business relationships with
our competitors. We cannot assure you that merchants will continue to offer merchandise on our platform if they are
pressured to use only one platform to market their products.




Table of Contents

Any change, disruption, discontinuity in the features and functions of major social networks could severely limit our
ability to continue growing our buyer base, and our business may be materially and adversely affected.

Our success depends on our ability to attract and retain new buyers and expand our buyer base. Acquiring and
retaining buyers on our platform is important to the growth and profitability of our business. We leverage social networks
as a tool for buyer acquisition and engagement. Although buyers can access our platform and make team purchases directly
through our Pinduoduo mobile app, we leverage social networks, such as Weixin and QQ, to enable buyers to share product
information and their purchase experiences with their friends, family and other social contacts to generate effective and
organic traffic and active interactions among buyers. A portion of our buyer traffic comes from such user recommendation
or product introduction feature which buyers can share with friends or contacts through social networks. Due to the nature
of our business model, which resembles a dynamic and interactive shopping experience, it is impracticable for us to
accurately bifurcate and quantify the buyer traffic generated directly through our platform and through social networks.
Therefore, during our daily operations, we focus more on the GMV on our platform as a whole and the seamless user
experience across different access points, and believe that the final purchase destination cannot be used to reflect the
significance of social networks and our Pinduoduo mobile app to our business operations.

To the extent that we fail to leverage such social networks, our ability to attract or retain buyers may be severely
harmed. If any of these social networks makes changes to its functions or support, such as charging fees for functions or
support that is currently provided for free, or stops offering its functions or support to us, we may not be able to locate
alternative platforms of similar scale to provide similar functions or support on commercially reasonable terms in a timely
manner, or at all. Furthermore, we may fail to establish or maintain relationships with additional social network operators
to support the growth of our business on economically viable terms, or at all. Any interruption to or discontinuation of our
relationships with major social network operators may severely and negatively impact our ability to continue growing our
buyer base, and any occurrence of the circumstances mentioned above may have a material adverse effect on our business,
financial condition and results of operations.

We are dependent on app stores to disseminate our mobile apps.

We offer our services mainly through our Pinduoduo mobile platform. Our mobile apps are offered via smartphone and
tablet apps stores operated by third parties, such as Apple’s App Store, which could suspend or terminate users’ access to
our mobile apps, increase access costs or change the terms of access in a way that makes our apps less desirable or harder
to access. As a result, our ability to expand our user base may be hindered if potential users experience difficulties in or are
barred from accessing our mobile apps. In the past, our mobile apps were taken down from certain third-party app stores
for a short period of time. We cannot assure you that we will not experience such incident of similar nature in the future.
The occurrence of the similar incident may adversely affect our brand and reputation, business, financial condition and
results of operations.

Any disruption to our IT systems could materially affect our ability to maintain the satisfactory performance of our IT
systems and deliver consistent services to our buyers and merchants.

The proper functioning of our IT systems is essential to our business. The satisfactory performance, reliability and
availability of our IT systems are critical to our success, our ability to attract and retain buyers and our ability to maintain
and deliver consistent services to our buyers and merchants. However, our technology infrastructure may fail to keep pace
with increased sales on our platform, in particular with respect to our new product and service offerings, and therefore our
buyers may experience delays as we seek to source additional capacity, which would adversely affect our results of
operations as well as our reputation.

Additionally, we must continue to upgrade and improve our technology infrastructure to support our business growth.
However, we cannot assure you that we will be successful in executing these system upgrades, and the failure to do so may
impede our growth. We currently rely on cloud services and servers operated by external cloud service providers to store
our data, to allow us to analyze a large amount of data simultaneously and to update our buyer database and buyer profiles
quickly. Any interruption or delay in the functionality of these external cloud service and server providers may materially
and adversely affect the operations of our business.
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We may be unable to monitor and ensure high-quality maintenance and upgrade of our IT systems and infrastructure
on a real-time basis, and buyers may experience service outages and delays in accessing and using our platform to place
orders. In addition, we may experience surges in online traffic and orders associated with promotional activities and
generally as we scale, which can put additional demand on our platform at specific times. Our technology or infrastructure
may not function properly at all times. Any system interruptions caused by telecommunications failures, computer viruses,
hacking or other attempts to harm our systems that result in the unavailability or slowdown of our platform or reduced
order fulfillment performance could reduce the volume of products sold and the attractiveness of product offerings on our
platform. Our servers may also be vulnerable to computer viruses, physical or electronic break-ins and similar disruptions,
which could lead to system interruptions, mobile app slowdown or unavailability, delays or errors in transaction
processing, loss of data or the inability to accept and fulfill buyer orders. Any of such occurrences could cause severe
disruption to our daily operations. As a result, our reputation may be materially and adversely affected, our market share
could decline and we could be subject to liability claims.

We have incurred net losses in the past, and we may continue to incur losses in the future.

We have incurred net losses since our inception. We incurred net loss of RMB7,179.7 million (US$1,100.3 million) in
2020, compared to net loss of RMB6,967.6 million in 2019. We cannot assure you that we will be able to generate net
profits in the future. In addition, we expect our operating costs and expenses to increase in absolute amounts in the future
due to: (i) the continued expansion of our business operations, buyer base and merchant network, (ii) the continued
investment in technology infrastructure and network, (iii) our promotion and marketing efforts as we continue to enhance
our brand recognition, retain and grow our buyer base, and increase our buyer activities, (iv) the launch of new services,
and (v) the investment in new initiatives, which may incur upfront costs, change our existing revenue and cost structures,
and affect our ability to achieve profitability.

Our ability to achieve profitability depends on our ability to, among other things, increase our number of active buyers,
grow and diversify our merchant base, and optimize our cost structure. We may not be able to achieve any of the above. In
particular, our sales and marketing expenses increased substantially from RMB27,174.2 million in 2019 to RMB41,194.6
million (US$6,313.3 million) in 2020, as we invested in cultivating greater user recognition and engagement through
online and offline advertising campaigns and promotions. If we continue to incur substantial sales and marketing expenses
without being able to achieve the anticipated growth in active buyers and merchants, our operating results may be
materially and adversely affected. As a result, we may fail to improve our operating margin, and may continue to incur net
losses in the future. In addition, our ability to use our net losses to offset future taxable income may be subject to certain
limitations, including limitations resulting from reorganization of our corporate structure and change of our primary
operating entities. As such, we may not be able to fully utilize our net losses or at all, even if we were to achieve
profitability.

We rely on certain key operating metrics to evaluate the performance of our business, and perceived inaccuracies in
such metrics may harm our reputation and negatively affect our business.

We rely on certain key operating metrics to evaluate the performance of our business. Our operating metrics may differ
from estimates published by third parties or from similarly titled metrics used by other companies due to differences in
methodology and assumptions. If these metrics are perceived to be inaccurate by investors or investors make investment
decisions based on operating metrics we disclosed but with their own methodology and assumptions or those published or
used by third parties or other companies, our reputation may be harmed, which could negatively affect our business, and
we may also face potential lawsuits or disputes.
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We face risks related to natural disasters, health epidemics and other outbreaks, most notably those related to the
outbreak of COVID-19, which could significantly disrupt our operations.

We and our merchants are vulnerable to natural disasters, health epidemics, and other calamities. Any of such
occurrences could cause severe disruption to the daily operations of us and our merchants and may even require a
temporary closure of facilities and logistics delivery networks, which may disrupt our business operations and adversely
affect our results of operations. In recent years, there have been outbreaks of epidemics in China and globally. For example,
in early 2020, to contain the spread of COVID-19, the Chinese government took a number of actions, which included
extending the Chinese New Year holiday, quarantining individuals suspected of having COVID-19, and asking residents in
China to stay at home and to avoid public gathering, among other things. COVID-19 has also resulted in temporary closure
of many corporate offices, retail stores, and manufacturing facilities and factories across China, and put significant strain
on merchandise shipping and delivery. Reduction in product offering on our e-commerce platform and delay in delivery
caused by the impairment of manufacturing and delivery capacity of our merchants and services providers may damage our
reputation and cause us to lose buyers, and adversely affect our results of operations. While the events related to the
outbreak of and response to the COVID-19 may be temporary and many of the COVID-19 quarantine measures within
China have since been significantly relaxed as of the date of this annual report, the impact of the outbreak of COVID-19 on
our financial performance for the period beyond 2020 cannot be reasonably estimated at this time. The extent to which the
outbreak of COVID-19 impacts our results will depend on future developments, which are highly uncertain and cannot be
predicted, including new information which may emerge concerning the severity of this outbreak and the actions to contain
this outbreak or treat its impact, among others. In addition, our results of operations could be adversely affected to the
extent that any epidemics or other catastrophic events, such as COVID-19, harm the Chinese economy in general.
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Our success depends on the continuing efforts of our key employees. If we fail to hire, retain and motivate our key
employees, our business may suffer.

Our future success is significantly dependent upon the continued service of our key executives and other key
employees. If we lose the services of any member of our management or key personnel, we may not be able to locate
suitable or qualified replacements, and may incur additional expenses to recruit and train new staff, which could severely
disrupt our business and growth. Our management and key personnel are critical to our vision, strategic direction, culture
and overall business success. If there is any internal organizational structure change or change in responsibilities for our
management or key personnel, the operation of our business and our business prospects may be adversely affected. Our
employees, including members of our management, may choose to pursue other opportunities. If we are unable to motivate
or retain key employees, our business may be severely disrupted and our prospects could suffer.

The increasing scale of our business also requires us to hire and retain a wide range of capable and experienced
personnel and technology talents who can adapt to a dynamic, competitive and challenging business environment. For
example, we may need to hire additional personnel with special sets of skills and experience for Duo Duo Grocery.
Competition for talents is intense, and the availability of suitable and qualified candidates in China is limited. Competition
for talents could cause us to offer higher compensation and other benefits to attract and retain them. Even if we were to
offer higher compensation and other benefits, these individuals may choose not to join or continue to work for us. Any
failure to attract or retain management and key personnel could severely disrupt our business and growth.

If we are unable to manage our growth or execute our strategies effectively, our business and prospects may be
materially and adversely affected.

Our business has grown substantially since our inception, and we expect continued growth in our business, revenues
and number of employees. We have significantly expanded our headcount and office facilities, and we anticipate that
further expansion in certain areas and geographies will be required. Expansion in general increases the complexity of our
operations and places significant strains on our management, operational and financial resources, and may cause additional
risks and costs in relation to compliance, such as dealing with regulatory enforcement or labor disputes. We may continue
to hire, train and effectively manage new employees and contractors. If our new hires perform poorly or if we are
unsuccessful in hiring, training, managing and integrating new employees and contractors, our business, financial condition
and results of operations may be materially harmed.

In addition, we plan to further establish relationships with more merchants to increase the product offerings on our
platform. Such expansion may require us to introduce new products and work with a variety of additional merchants to
address the evolving needs of our buyers. We may have limited or no experience for certain new product offerings, and our
expansion into these new product offerings may not achieve broad buyer acceptance. These offerings may present new and
difficult technological or operational challenges, and we may be subject to claims if buyers are not satisfied with the
quality of the products or do not have satisfactory experiences in general.

To effectively execute our business strategies and manage the expected growth of our operations and personnel, we
will need to continue to improve our transaction processing, technological, operational and financial systems, policies,
procedures and controls. For example, the e-waybill system that we launched in the first quarter of 2019, the livestreaming
feature that we started in November 2019, and Duo Duo Grocery that we started in August 2020, each may require
financial, personnel and other resources commitment over time, including recruitment of employees and contractors,
development of new technologies, collaboration with new business partners, launch of additional promotional activities and
investments in logistics infrastructure. All of these endeavors involve risks and will require significant management,
financial and human resources. We cannot assure you that we will be able to effectively manage our growth or to
implement our strategies successfully. If we are not able to manage our growth or implement our strategies effectively, or at
all, our business and prospects may be materially and adversely affected.
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For example, we have developed an open, asset-light logistics technology platform. As the first pillar to such logistics
technology platform, we launched our e-waybill system during the first quarter of 2019. Building on top of our e-waybill
system, our aim is to build a platform that would provide technology solutions to our sizable and growing merchant base,
and fundamentally improve their efficiencies and services to users as we deepen our relationships with them through C2M
(Consumer-to-Manufacturer), cross-border e-commerce, and other initiatives. As a result of the development of this
platform, we may incur additional costs and expenses, devote more management’s attention to its operations and
compliance and allocate additional resources in dealing with potential disputes relating to its operations and intellectual
property rights. In August 2020, we started Duo Duo Grocery, a next-day grocery pick-up service that allows users to order
groceries and related products online and collect goods the next day at nearby designated pickup points. We cannot assure
you that we will be able to manage or operate this new business initiative successfully or effectively, such as providing the
requisite services to the merchants, attracting and retaining capable employees and partners and leasing suitable facilities
on commercially acceptable terms. Failure to manage and operate Duo Duo Grocery could materially and adversely affect
our business, financial condition and results of operations.

We may incur liability for counterfeit, unauthorized, illegal, or infringing products sold or misleading information
available on our platforms.

Under our current marketplace model, substantially all of products offered on our platform are supplied by merchants,
who are separately responsible for sourcing and coordinating delivery of the products that are sold on our platform. In
2020, we had 8.6 million active merchants on our platform, offering a broad range of product categories. We have been and
may continue to be subject to allegations and lawsuits claiming that products listed or sold through our platform by us or
third-party merchants are counterfeit, unauthorized, illegal, or otherwise infringe third-party copyrights, trademarks,
patents or other intellectual property rights, or that content posted on our user interface contains misleading information on
description of products and comparable prices. Although we have adopted strict measures to protect us against these
potential liabilities, including but not limited to, proactively verifying the authenticity and authorization of products sold on
our platform through working with brands and conducting offline investigations, blocking prior to product launch or
immediately taking down any counterfeit or illegal products or misleading information found on our platform, closing
higher-risk online stores, and freezing the accounts of merchants in violation of the platform policies, these measures may
not always be successful or timely. For example, in January 2018, we were required by the relevant government authorities
to strengthen supervision on the qualifications of the distributors of publications on our platform and to respond effectively
to claims of copyright infringement. We have taken a number of measures in accordance with such requirements including
the implementation of a comprehensive system in reviewing and tracking the qualification status of the relevant merchants.
In August 2018, we met with the officials from the relevant governmental authorities to discuss the alleged sale of
counterfeit and infringing products on our platform upon their request. Shortly after the meetings, we adopted a number of
remediation measures including more rigorous policies of closure of stores and removal of listings with infringing products
from our platform. We may implement further measures in an effort to eliminate infringing products on our platforms,
including taking legal actions against merchants of counterfeit or infringing products, which may cause us to spend
substantial additional resources or result in reduced revenues. In addition, these measures may not appeal to consumers,
merchants or other participants on our platforms. A merchant whose account is suspended or terminated by us, regardless
of our compliance with the applicable laws, rules and regulations, may have disputes with us and commence action against
us for damages, make public complaints or engage in publicity campaigns against us. We may incur significant costs to
defend against these activities, which could harm our business.
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In the event that counterfeit, illegal, unauthorized or infringing products are sold on our platform or infringing or
misleading content is posted on our user interface, we could face claims or be imposed penalties. Counterfeit products sold
on our platform may damage our reputation and cause buyers to refrain from making future purchases from us, which
would materially and adversely affect our business operations and financial results. We have in the past received claims
alleging the sales of defective, counterfeit or unauthorized items on our platform. For example, in July 2018, a complaint
was filed against us in U.S. federal court alleging contributory trademark infringement and unfair competition based on
certain allegedly counterfeit and unauthorized merchandise sold by merchants to U.S. consumers on our platform. In 2019,
the court dismissed all claims against us and awarded us attorney’s fees and costs due to the plaintiff’s frivolous and
problematic claims. Irrespective of the validity of such claims, we could incur significant costs and efforts in either
defending against or settling such claims. If there is a successful claim against us in the United States, we might be
required to pay substantial damages or be enjoined from permitting further sale of the relevant products or activities by
certain merchants. Potential liabilities under PRC law for negligence in participating or assisting in infringement activities
associated with counterfeit goods include injunctions to cease infringing activities, rectification, compensation,
administrative penalties and even criminal liability.

Moreover, the alleged sales of counterfeit products and third-party claims or administrative penalties related to them
could result in significant negative publicity and our reputation could be severely damaged. For example, the Office of the
U.S. Trade Representative, or USTR, identified our platform as a “notorious market” in the 2019 and 2020 Annual Special
301 Reports. The USTR may continue to identify our platform as a notorious market in the future. The negative public
perception resulted therefrom could damage our reputation, harm our business, diminish the value of our brand name and
negatively affect trading price of our ADSs.

Some of our merchants interact and exchange information with our users through our livestreaming feature. As such
communication is conducted in real time, we are unable to verify the information exchanged. Therefore, it is possible that
users may engage in conversations or activities with illegal, obscene or infringing content that may be deemed unlawful
under PRC laws and regulations on our platform. In addition, certain merchants may post and sell on our platform products
that may not be sold via e-commerce platform under relevant PRC regulation, such as prescription drugs and foreign
currencies. Failure to identify and remove such products and content from our platform may subject us to liability and
administrative penalties. Any of these events could have a material and adverse effect on our business, results of operations
or financial condition.

Under our standard form agreements, we require our merchants to indemnify us for any losses we suffer or any costs
that we incur due to any products sold by these merchants. However, we may not be able to successfully enforce our
contractual rights and may need to initiate costly and lengthy legal proceedings in China to protect our rights.

In addition to fraudulent transactions with legitimate buyers, merchants on our platform may engage in fictitious
transactions with themselves or collaborate with third parties in order to artificially inflate their sales records and search
results rankings. Such activity may frustrate other merchants by enabling the perpetrating merchants to be favored over
legitimate merchants, and may harm buyers by misleading them to believe that a merchant is more reliable or trustworthy
than the merchant actually is. We are also aware that certain merchants and users engage in fictitious transactions on e-
commerce platforms to facilitate illegal activities such as online gambling. Fictitious transactions may result in inflated
GMY, total orders and other key metrics. Although we have implemented strict measures to detect and penalize merchants
who engaged in fictitious transactions on our platform, there can be no assurance that such measures will be effective in
preventing all fraudulent transactions or deter illegal activities.

Moreover, illegal, fraudulent or collusive activities by our employees could also subject us to liability or negative

publicity. There were occasions where we found our employees accepting payments from merchants in exchange for
preferential treatment on our platform, and we reported such behavior to the relevant government authorities.
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Although we implement a zero-tolerance policy towards these activities and have not been charged with any
wrongdoing, there can be no assurance that our controls and policies will prevent all fictitious, fraudulent or illegal
activities by merchants, users or our employees or that similar incidents will not occur in the future. Any inquiries,
investigations and other governmental actions associated with and negative publicity and user sentiment resulting from
similar incidents could divert significant management time and attention, severely diminish consumer confidence in us and
the value of our brand, and would materially and adversely affect our business, financial condition and results of
operations.

We may be subject to claims under consumer protection laws, including health and safety claims and product liability
claims, if property or people are harmed by the products and services sold on our platform. Meanwhile, we are subject
to existing and new laws and regulations imposing various requirements on our business operations.

The products sold on our platform may be defectively designed or manufactured, and offerings of defective products
on our platform may expose us to liabilities associated with consumer protection laws. Third parties who purchased
defective products sold by us and sustained personal injury or property damage may bring claims or legal proceedings
against us as the retailer of the product. Although we would have legal recourse against the manufacturer of such products
under PRC law, attempting to enforce our rights against the manufacturer may be expensive, time-consuming and
ultimately futile. Also, operators of e-commerce platforms may be subject to certain provisions of consumer protection
laws even where the operator is not the manufacturer, provider or retailer of the products or services purchased by the
consumer. For example, if we failed to provide a consumer with the name, address and contact details of the merchant that
sold the defective product, we may be liable to compensate such consumer damages suffered by her. In addition, if we do
not take appropriate remedial action against merchants for their actions that we know, or should have known, would
infringe upon the rights and interests of consumers, we may be held jointly liable for infringement alongside the merchants.
Moreover, applicable consumer protection laws in China provide that a platform will be held liable for failing to meet any
undertaking that it made to consumers with regard to products listed on it. Furthermore, we are required to report violations
of applicable consumer protection laws, regulations or administrative rules by merchants to the State Administration for
Market Regulation, or SAMR, or its local branches, and take appropriate remedial measures, including ceasing to provide
services to the relevant merchants, as a platform. We may also be held jointly liable with merchants who do not possess the
proper licenses or authorizations to sell goods or sell goods that do not meet product standards.

We do not maintain product liability insurance for products transacted on our platform, and our rights of indemnity
from the merchants or suppliers on our platform may not adequately cover us for any liability we may incur. Claims against
us, even if they are eventually unsuccessful, could result in significant expenditure of funds and diversion of management
time and resources, which could materially and adversely affect our business, financial condition and prospects.

In addition, the PRC government authorities may continue to promulgate new laws, regulations and rules governing
the e-commerce industry, tighten enforcement of existing laws, rules and regulations, and impose additional requirements
and other obligations on our business including the operation of our e-commerce platform and our market promotion
activities. Compliance with these laws, regulations and rules may be costly, and any incompliance or associated inquiries,
investigations and other governmental actions may divert significant management time and attention and our financial
resources, bring negative publicity, or subject us to liabilities or administrative penalties:

e In August 2018, the Standing Committee of the National People’s Congress, or the NPC, promulgated the E-
Commerce Law, which took effect in January 2019. According to the E-Commerce Law, e-commerce platform
operators who fail to take necessary actions when they know or should have known that the merchants on their
platform infringe others’ intellectual property rights or the products or services provided by the merchants do not
meet the requirements for product safety, or otherwise infringe upon consumers’ legitimate rights, will be held
jointly liable with the merchants. Additionally, with respect to the products or services affecting consumers’ life
and health, the e-commerce platform operators will bear relevant responsibilities if they fail to review the
qualifications of merchants or fail to safeguard the interests of the consumers. We may be held responsible if
fresh produce or other products sold through Duo Duo Grocery caused harm to the interests and health of
consumers.
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e The E-Commerce Law requires e-commerce platform operators to take necessary actions if merchants on their
platforms fail to display prominently on their platform web pages the information contained in their business
licenses or administrative permits relating to their operating businesses. According to the E-Commerce Law, all e-
commerce operators, including individuals and entities carrying out their business online and e-commerce
platform operators and merchants on these platforms, should register with the relevant local branches of SAMR.
Individuals selling agricultural products or conducting certain transactions with minimum economic value and
low volume are not subject to these registration requirements. E-commerce platform operators should provide the
identity information of the merchants on their platforms to local branches of SAMR and procure the merchants
who fail to make such registrations to comply with the registration requirements. Measures for the Supervision
and Administration of Online Transactions promulgated by SAMR in 2021 also require e-commerce platforms to
timely remind individual merchants to register with local branches of SAMR (if their total annual transaction
volume across different platforms exceeds RMB100,000. Our policy expressly requires all merchants on our
platform to complete these registrations. We may lose existing or potential merchants who do not or are unwilling
to comply with the registration and related requirements, and we may be found liable under the E-Commerce Law
and related regulations if we are deemed to have failed to implement the required procedures. The E-Commerce
Law and the related regulations are relatively new and subject to implementation rules by local regulatory
authorities. As such, we still face uncertainties in relation to their further interpretations and applications.

e In October 2020, the SAMR issued the Interim Provisions for Regulating Promotional Activities, which became
effective on December 1, 2020. Among other things, these interim provisions are designed to promote consumer
protection and prohibit false or misleading commercial information used in promotional activities. As a platform
operator, we are required by the interim provisions to design rules and procedures to foster fair and transparent
merchandise promotional activities, and assist the authorities in their investigation of violations by platform
merchants, which will add more compliance costs and enforcement uncertainties. In addition, according to the
PRC Anti-unfair Competition Law and relevant laws and regulations, business operators are prohibited from
inducing consumers into transactions via misleading pricing terms or engaging in other anti-competitive conducts
associated with product price. If we are found to have violated these laws and regulations, we may be subject to
fines and other administrative penalties. For example, in March 2021, SAMR fined five platforms a sum of
RMB6.5 million, including RMB1.5 million against us, for unfair pricing conduct with respect to their online
grocery businesses.

e In February 2021, the Anti-monopoly Committee of the State Council published the Anti-monopoly Guidelines
for the Platform Economy Sector, aiming at enhancing anti-monopoly administration of businesses that operate
under the platform model and the overall platform economy. According to these guidelines, business practices
such as deploying big data analytics to set discriminatory terms for merchandise price or other transaction terms,
coercive exclusivity arrangements with transaction counterparties, blocking of competitor interface through
technological means and unlawful collection of user data without consent, are prohibited. As the guidelines were
newly promulgated, it is still uncertain as to the specific impact on our business or results of operations and
prospects. If we are found to have any non-compliance issues by relevant authorities, we may be subject to fines
and other penalties.

e In April 2021, SAMR, together with the Office of the Central Cyberspace Affairs Commission and the State Tax
Bureau of China, held a meeting with more than 30 major platform operators, including us. All platform operators
that participated in the meeting were required to conduct a self-inspection within one month to identify and
correct possible violations of anti-monopoly, anti-unfair competition, tax and other related laws and regulations
and submit their compliance commitments for public supervision. It is still uncertain how the requirement will be
implemented and whether further legislation and administration activities will be entailed. As a result, we may
incur additional costs and expenses, devote more management’s attention and allocate additional resources in the
compliance with relevant laws and regulations. If we are required to take any rectifying or remedial measures or
are subject to any penalty, our reputation and business operations may be materially and adversely affected.
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Due to the uncertainties associated with the evolving legislative activities and varied local implementation practices of
consumer protection, anti-monopoly and competition laws and regulations in the PRC, compliance with these laws,
regulations, rules, guidelines and implementations may be costly, and any incompliance or associated inquiries,
investigations and other governmental actions may divert significant management time and attention and our financial
resources, bring negative publicity, subject us to liabilities or administrative penalties, and may materially and adversely
affect our financial conditions, operations and business prospects.

We may face challenges in expanding our product offerings.

The merchants on our platform carry a wide range of products, including apparel, shoes, bags, mother and childcare
products, food and beverage, fresh produce, electronic appliances, furniture and household goods, cosmetics and other
personal care items, sports and fitness items and auto accessories. Expansion of product offerings both in categories and
items involve new risks and challenges. Our lack of familiarity with these products and lack of relevant buyer data relating
to these products may make it more difficult for us to anticipate buyer demand and preferences and to inspect and control
quality and ensure proper handling, storage and delivery by our merchants. Our merchants may experience higher return
rates on new products, receive more buyer complaints about such products and face costly product liability claims as a
result of selling such products, which would harm our brand and reputation as well as our financial performance. We may
also be involved in disputes with the merchants in connection with these claims and complaints.

As we broaden our product offerings, we will need to work with a large number of new merchants efficiently and
establish and maintain mutually beneficial relationships with our existing and new merchants. To support our growth and
our expansion, we will need to devote management, operating, financial and human resources which may divert our
attention from existing businesses, incur upfront costs, and implement a variety of new and upgraded management,
operating, financial and human resource systems, procedures and controls. There is no assurance that we will be able to
implement all of these systems, procedures and control measures successfully or address the various challenges in
expanding our future businesses and operations effectively. In addition, our newly launched initiatives such as
livestreaming and Duo Duo Grocery may face risks and uncertainties and may not grow successfully.

Tencent provides services to us in connection with various aspects of our operations. If such services become limited,
restricted, curtailed or less effective or more expensive in any way or become unavailable to us for any reason, our
business may be materially and adversely affected.

We collaborate with Tencent, one of our principal shareholders and owner of Weixin and QQ, with respect to various
aspects of our business, including our mini-program within Weixin and the entry point to our mini-program in Weixin Pay,
which serves as one of our access points to our platform, as well as services such as payment processing, advertising and
cloud technology. We have entered into a strategic cooperation framework agreement with Tencent, pursuant to which we
and Tencent have agreed to cooperate in a number of areas including payment solutions, cloud services and user
engagement, and to explore and pursue additional opportunities for potential cooperation.

If services provided by Tencent to us become limited, compromised, restricted, curtailed or less effective or become
more expensive or unavailable to us for any reason, including the availability of our mini-program within Weixin and the
entry point to our mini-program in Weixin Pay, our business may be materially and adversely affected. We may also
encounter difficulties in implementing the Strategic Cooperation Framework Agreement, which may divert significant
management attention from existing business operations. Failure to maintain our relationship with Tencent could materially
and adversely affect our business and results of operations. See “Item 7. Major Shareholders and Related Party
Transactions—B. Related Party Transactions”.
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Impairment of long-lived assets could materially and adversely affect our results of operations and book value.

We have accumulated long-lived assets as a result of our operations. We review these assets, including intangible
assets with finite lives, for impairment annually and whenever events or changes in circumstances arise that will impact the
future use of these assets. In the event that the book value of long-lived assets is impaired, such impairment would be
charged to earnings in the period when such impairment is determined. Any future impairment of long-lived assets could
have a material and adverse effect on our profitability, results of operations and book value. For more information on our
impairment testing, see note 2 to the consolidated financial statements included elsewhere in this annual report.

We rely on proper operation and maintenance of our mobile platform and internet infrastructure and
telecommunications networks in China. Any malfunction, capacity constraint or operation interruption may have an
adverse impact on our business.

Currently, all of our sales of products are generated online through our Pinduoduo mobile platform. Therefore, the
satisfactory performance, reliability and availability of our mobile platform are critical to our success and our ability to
attract and retain buyers. Our business depends on the performance and reliability of the internet infrastructure in China.
The reliability and availability of our mobile platform depends on telecommunications carriers and other third-party
providers for communications and storage capacity, including bandwidth and server storage, among other things. If we are
unable to enter into and renew agreements with these providers on acceptable terms, or if any of our existing agreements
with such providers are terminated as a result of our breach or otherwise, our ability to provide our services to our buyers
could be adversely affected. Access to internet in China is maintained through state-owned telecommunications carriers
under administrative control, and we obtain access to end-user networks operated by such telecommunications carriers and
internet service providers to give buyers access to our mobile platform. The failure of telecommunications network
operators to provide us with the requisite bandwidth could also interfere with the speed and availability of our mobile
platform. Service interruptions prevent buyers from accessing our mobile platform and placing orders, and frequent
interruptions could frustrate buyers and discourage them from attempting to place orders, which could cause us to lose
buyers and harm our operating results. In addition, we have no control over the costs of the services provided by the
telecommunications operators. If the prices that we pay for telecommunications and internet services rise significantly, our
financial results could be adversely affected.

We may engage in acquisitions, investments or strategic alliances, which could require significant management
attention and materially and adversely affect our business and results of operations.

We may from time to time identify strategic partners to form strategic alliances, invest in or acquire additional assets,
technologies or businesses that are complementary to our existing business. These transactions may involve minority
investments in other companies, acquisitions of controlling stakes in other companies or acquisitions of selected assets.

Any strategic alliances, investments or acquisitions and the subsequent integration of the new assets and businesses
obtained or developed from such transactions into our own may divert management from their primary responsibilities and
subject us to additional liabilities. In addition, the costs of identifying and consummating investments and acquisitions may
be significant. We may also incur costs and experience uncertainties in completing necessary registrations and obtaining
necessary approvals from relevant government authorities in China and elsewhere in the world. The costs and duration of
integrating newly acquired assets and businesses could also materially exceed our expectations. Any such negative
developments could have a material adverse effect on our business, financial condition, results of operations and cash flow.

Our financial results could be adversely affected by our investments or acquisitions. The investments and acquired
assets or businesses may not generate anticipated synergies with our business or achieve anticipated financial growth as we
would expect. They could result in significant investments and goodwill impairment charges and amortization expenses for
other intangible assets, which would adversely affect our financial condition and operating results.
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Undetected programming errors or flaws or failure to maintain effective customer service could damage our reputation
or even cause direct loss to us which would materially and adversely affect our results of operations.

Our platform and internal systems rely on software that is highly technical and complex. In addition, our platform and
internal systems depend on the ability of such software to store, retrieve, process and manage an immense amount of data
and the ability of their operators to operate these complex systems properly. The software on which we rely may contain
undetected programming errors or design defects, some of which may only be discovered after the code has been released.
Improper operations or other human errors may also occur from time to time as a result of operating such software and
complex systems. Programming errors or design defects within the software or human errors in connection with the
operation of the software may result in negative experience to buyers using our platform, disruptions to the operations of
our merchants, delay in introductions of new features or enhancements, unintended disclosure of confidential information
of buyers, merchants and our platform or compromise in our ability to provide effective customer service and enjoyable
user engagement or exploitation of loopholes by dishonest buyers or merchants. They could cause damage to our
reputation, loss of buyers or merchants, or direct economic loss to us.

Our business generates and processes a large amount of data, and we are required to comply with PRC and other
applicable laws relating to privacy and cyber security. The improper use or disclosure of data could have a material and
adverse effect on our business and prospects.

Our business generates and processes a large quantity of data. We face risks inherent in handling and protecting large
volume of data. In particular, we face a number of challenges relating to data from transactions and other activities on our

platforms, including:

e protecting the data in and hosted on our system, including against attacks on our system by outside parties or
fraudulent behavior or improper use by our employees;

e addressing concerns related to privacy and sharing, safety, security and other factors; and
e complying with applicable laws, rules and regulations relating to the collection, use, storage, transfer, disclosure

and security of personal information, including any requests from regulatory and government authorities relating
to these data.
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The PRC regulatory and enforcement regime with regard to data security and data protection is evolving. We may be
required by Chinese governmental authorities to share personal information and data that we collect to comply with PRC
laws relating to cybersecurity. See “Item 4. Information on the Company—B. Business Overview—Regulation—
Regulations Relating to Internet Information Security and Privacy Protection”. The law imposes heightened regulation and
additional security and privacy protection obligations on operators of critical information infrastructure. The PRC National
Security Law covers various types of national security, including technology security and information security. All the
relevant laws and regulations may result in additional expenses to us and any non-compliance and misuse of or failure to
secure personal information could have a negative impact on our financial results and may subject us to negative publicity,
which could harm our reputation and negatively affect the trading price of our ADSs. There are also uncertainties with
respect to how these laws will be implemented in practice. PRC regulators, including the MIIT and the Cyberspace
Administration of China, or the Cyberspace Administration, have been increasingly focused on regulation in the areas of
data security and data protection. On November 28, 2019, the Secretary Bureau of the Cyberspace Administration of
China, the General Office of the MIIT, the General Office of the Ministry of Public Security and the General Office of the
State Administration for Market Regulation promulgated the Measures for the Determination of the Collection and Use of
Personal Information by Apps in Violation of Laws and Regulations, which provides guidance for regulatory authorities to
identify the illegal collection and use of personal information through mobile apps and for mobile app operators to conduct
self-examination and self-correction. In July 2020, the Standing Committee of the NPC published for public comment a
draft Data Security Law, which provided that at the national level, varying levels of data protective measures will be
applied based on the level of importance of the data and a centralized mechanism will be established for risk assessment,
risk monitoring, early potential data security risk warning and emergency response. The draft Data Security Law also set
forth the data security protection obligations for entities and individuals handling personal data, including that no entity or
individual may acquire such data by stealing or other illegal means, and the collection and use of such data should not
exceed the necessary limits. In addition, the Anti-monopoly Guidelines for the Platform Economy Sector published by the
Anti-monopoly Committee of the State Council, effective on February 7, 2021, also prohibits collection of user information
through coercive means by online platforms operators. Compliance with these laws, regulations and rules may be costly,
and any incompliance or associated inquiries, investigations and other governmental actions may divert significant
management time and attention and our financial resources, bring negative publicity, or subject us to liabilities or
administrative penalties and/or materially and adversely affect our financial conditions, operations and business prospects.

The European Union General Data Protection Regulation (“GDPR”), which came into effect on May 25, 2018,
includes operational requirements for companies that receive or process personal data of residents of the European
Economic Area. The GDPR establishes new requirements applicable to the processing of personal data, affords new data
protection rights to individuals and imposes penalties for serious data breaches. Individuals also have a right to
compensation under the GDPR for financial or non-financial losses. Although we do not conduct any business in the
European Economic Area, in the event that residents of the European Economic Area access our website or our mobile
platform and input protected information, we may become subject to provisions of the GDPR.

In addition, regulatory authorities around the world have recently adopted or are considering a number of legislative
and regulatory proposals concerning data protection. These legislative and regulatory proposals, if adopted, and the
uncertain interpretations and application thereof could, in addition to the possibility of fines, result in an order requiring
that we change our data practices and policies, which could have an adverse effect on our business and results of
operations.

Furthermore, we expect that data security and data protection compliance will receive greater attention and focus from
regulators, as well as attract continued or greater public scrutiny and attention going forward, which could increase our
compliance costs and subject us to heightened risks and challenges associated with data security and protection. If we are
unable to manage these risks, we could become subject to penalties, including fines, suspension of business and revocation
of required licenses, and our reputation and results of operations could be materially and adversely affected.
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Failure to protect confidential information of buyers, merchants and our network against security breaches could
damage our reputation and brand and substantially harm our business and results of operations.

A significant challenge to the e-commerce industry is the secure storage of confidential information and its secure
transmission over public networks. A majority of the orders and the payments for products offered on our platform are
made through our mobile app. In addition, all online payments for products sold on our platform are settled through third-
party online payment services. Maintaining complete security on our platform and systems for the storage and transmission
of confidential or private information, such as buyers’ personal information, payment-related information and transaction
information, is essential to maintain consumer confidence in our platform and systems.

We have adopted strict security policies and measures, including encryption technology, to protect our proprietary data
and buyer information. However, advances in technology, the expertise of hackers, new discoveries in the field of
cryptography or other events or developments could result in a compromise or breach of the technology that we use to
protect confidential information. We may not be able to prevent third parties, especially hackers or other individuals or
entities engaging in similar activities through viruses, Trojan horses, malicious software, break-ins, phishing attacks, third-
party manipulation or security breaches, from illegally obtaining such confidential or private information we hold with
respect to buyers and merchants on our platform. Such individuals or entities obtaining confidential or private information
may further engage in various other illegal activities using such information. The methods used by hackers and others
engaging in illegal online activities are increasingly more sophisticated and constantly evolving. Significant capital,
managerial and other resources, including costs incurred to deploy additional personnel and develop network protection
technologies, train employees, and engage third-party experts and consultants, may be required to ensure and enhance
information security or to address the issues caused by such security failure.

In addition, we have limited control or influence over the security policies or measures adopted by third-party
providers of online payment services through which some of our buyers may choose to make payment for purchases. Any
negative publicity on our platform’s safety or privacy protection mechanisms and policies, and any claims asserted against
us or fines imposed upon us as a result of actual or perceived failures, could have a material and adverse effect on our
public image, reputation, financial condition and results of operations. Any compromise of our information security or the
information security measures of our contracted third-party online payment service providers could have a material and
adverse effect on our reputation, business, prospects, financial condition and results of operations.

We currently rely on commercial banks and third-party online payment service providers for payment processing and
escrow services on our platform. If these payment services are restricted or curtailed in any way, are offered to us on
less favorable terms, or become unavailable to us or our buyers for any reason, our business may be materially and
adversely affected.

All online payments for products sold on our platform are settled through third-party online payment service providers.
Our business depends on the billing, payment and escrow systems of these payment service providers to maintain accurate
records of payments of sales proceeds by buyers and collect such payments. If the quality, utility, convenience or
attractiveness of these payment processing and escrow services declines, or we have to change the pattern of using these
payment services for any reason, the attractiveness of our platform could be materially and adversely affected.

Business involving online payment services is subject to a number of risks that could materially and adversely affect
third-party online payment service providers’ ability to provide payment processing and escrow services to us, including:

e dissatisfaction with these online payment services or decreased use of their services by buyers and merchants;

e increasing competition, including from other established Chinese internet companies, payment service providers
and companies engaged in other financial technology services;

e changes to rules or practices applicable to payment systems that link to third-party online payment service
providers;
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e breach of buyers’ personal information and concerns over the use and security of information collected from
buyers;

e service outages, system failures or failures to effectively scale the system to handle large and growing transaction
volumes;

e increasing costs to third-party online payment service providers, including fees charged by banks to process
transactions through online payment channels, which would also increase our costs of revenues; and

e failure to manage funds accurately or loss of funds, whether due to employee fraud, security breaches, technical
errors or otherwise.

Certain commercial banks in China impose limits on the amounts that may be transferred by automated payment from
buyers’ bank accounts to their linked accounts with third-party online payment services. We cannot predict whether these
and any additional restrictions that could be put in place would have a material adverse effect on our platform.

The commercial banks and third-party online payment service providers that we work with are subject to the
supervision of the People’s Bank of China, or the PBOC. The PBOC may publish rules, guidelines and interpretations from
time to time regulating the operation of financial institutions and payment service providers that may in turn affect the
pattern of services provided by such entities for us. For example, in November 2017, the PBOC published a notice, or the
PBOC Notice, on the investigation and administration of illegal offering of settlement services by financial institutions and
third-party payment service providers to unlicensed entities. The PBOC Notice intended to prevent unlicensed entities from
using licensed payment service providers as a conduit for conducting the unlicensed payment settlement services, so as to
safeguard the fund security and information security. We believe that our pattern of receiving settlement services from
third-party online payment service providers is not in violation of the PBOC Notice because the relevant commercial bank
opens an internal special account to receive payment from the buyers and we will submit to the bank materials verifying
the truthfulness of the relevant transactions and the bank will also verify other information if it deems necessary before it
distributes the payment to merchants and us. However, we cannot assure you that the PBOC or other governmental
authorities will hold the same view with ours. If required by the PBOC or new legislation, our cooperative payment service
providers will have to suspend their services or explore new models to offer their services to us, we may not be able to
claim our ownership and exclusive control of the payments from the buyers in the bank accounts opened with the relevant
commercial banks, and we may incur additional expenses or invest considerable resources in complying with the
requirements. If the PBOC or other governmental authorities deem our cooperation with payment service providers to be
violative of law, we may also have to suspend or terminate our cooperation with these payment service providers or explore
new models for using their services, and our income derived from the accrued interests in the relevant bank accounts may
be confiscated, and we may be subject to a fine of one to five times of such income.

We cannot assure you that we will be successful in entering and maintaining amicable relationships with these
commercial banks and online payment service providers. Identifying, negotiating and maintaining relationships with these
providers require significant time and resources. Our current agreements with these service providers also do not prohibit
them from working with our competitors. They could choose to terminate their relationships with us or propose terms that
we cannot accept. Moreover, we cannot guarantee that the terms we negotiated with these payment service providers,
including the payment processing fee rates, will remain as favorable. If the terms with these payment service providers
become less favorable to us, such as the increase of payment processing fee rate, we may have to raise the transaction
services fees for certain of our merchants, which may cause us to lose merchants, or absorb the additional costs by
ourselves, both of which may materially and adversely affect our business, financial condition and results of operations.
Furthermore, these service providers may not perform as expected under our agreements with them, and we may have
disagreements or disputes with such payment service providers, any of which could adversely affect our brand and
reputation as well as our business operations.

23




Table of Contents

We do not control Shanghai Fufeitong and the majority of its equity interests is indirectly controlled by our executive
officers. If any conflict arises between us and Shanghai Fufeitong and cannot be resolved in our favor, our business,
financial condition, results of operations and prospects may be materially and adversely affected.

In April 2020, Shanghai Xunmeng, a subsidiary of our VIE, entered into a business cooperation agreement with
Shanghai Fufeitong Information Service Co., Ltd., or Shanghai Fufeitong, pursuant to which both parties agreed to conduct
comprehensive business cooperation in payment services, technical resources and other related professional areas. As
Shanghai Fufeitong is a company which Messrs. Lei Chen and Zhenwei Zheng, our executive officers, indirectly hold
50.01% of the equity interests in, the transaction constitutes our related party transaction. See “Item 7. Major Shareholders
and Related Party Transactions—B. Related Party Transactions—Loan to Ningbo Hexin and Business Cooperation
Agreement with Shanghai Fufeitong” for more details of the transactions.

As Shanghai Fufeitong, which we do not have control over, also provides payment services to other parties from time
to time, we cannot assure you that Shanghai Fufeitong’s transactions with other parties or its pursuit of opportunities and
development would not conflict with our interests. There can be no assurance that Messrs. Lei Chen and Zhenwei Zheng,
in light of their control over Shanghai Fufeitong, would act in favor of our interests if any conflict arises between us and
Shanghai Fufeitong. If the conflict cannot be resolved in our favor, our business, financial condition, results of operations
and prospects may be materially and adversely affected.

Moreover, due to our cooperation with Shanghai Fufeitong, any event that negatively affects Shanghai Fufeitong may

also negatively affect the perception of our customers, merchants, regulators and other third parties on us and may further
adversely and materially affect our reputation, business, results of operations and prospects.
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Any lack of additional requisite approvals, licenses or permits or failure to comply with any requirements of PRC laws,
regulations and policies may materially and adversely affect our daily operations and hinder our growth.

Our business is subject to governmental supervision and regulation by the relevant PRC governmental authorities,
including the Ministry of Commerce, or MOFCOM, the Ministry of Industry and Information Technology, or the MIIT, the
National Radio and Television Administration, or the NRTA, and other governmental authorities in charge of the relevant
categories of products sold by us. Together, these government authorities promulgate and enforce regulations that cover
many aspects of the operation of online retailing and related business, including entry into this industry, the scope of
permissible business activities, licenses and permits for various business activities, and foreign investment. We are required
to hold a number of licenses and permits in connection with our business operation, including the ICP license and
approvals for the establishment of foreign-invested enterprises engaging in the sale of goods over the internet. We have in
the past held and currently hold all material licenses and permits described above and may apply for certain additional
licenses with the government authorities in the future to maintain compliance especially when we take on new business
activities. See “Item 4. Information on the Company—B. Business Overview—Regulation—Regulations Relating to
Foreign Investment” and “Item 4. Information on the Company—B. Business Overview—Regulation—Licenses, Permits
and Filings”.

As of the date of this annual report, we have not been subject to penalties or other disciplinary action from the relevant
governmental authorities regarding conducting our business without proper approvals, licenses and permits. However, we
cannot assure you that we will not receive such notice of warning or be subject to penalties or other disciplinary actions in
the future. As the online retail industry is still evolving in China, new laws and regulations may be adopted from time to
time to require additional licenses and permits other than those we currently have, and to address new issues that arise from
time to time. As a result, substantial uncertainties exist regarding the interpretation and implementation of current and any
future PRC laws and regulations applicable to online retail and related businesses. If the PRC government considers us
operating without proper approvals, licenses, filings, registrations or permits or promulgates new laws and regulations that
require additional approvals, filings, registrations or licenses or impose additional restrictions on the operation of any part
of our business, it has the power, among other things, to levy fines, confiscate our income, revoke our business licenses,
and require us to discontinue our relevant business or impose restrictions on the affected portion of our business. Any of
these and other regulatory actions by the PRC governmental authorities, including issuance of official notices, change of
policies, promulgation of regulations and imposition of sanctions, may adversely affect our business and have a material
and adverse effect on our results of operations. In addition, if we were to use new or additional domain names to conduct
our business, we would have to apply for the same set of government authorizations or amend the current ones. There is no
assurance that we will be able to complete such procedures timely.

PRC laws and regulations may also require e-commerce platform operators to take measures to protect consumer
rights. Failure to do so may subject the e-commerce platform operators to rectification requirements and penalties.
Although we endeavor to comply with the relevant laws and regulations, there is no assurance that we can timely react to
the evolving requirements. If the competent governmental authorities deem that we fail to meet such requirements, we may
receive warnings, be ordered to make rectifications, or subject to other administrative sanctions and/or penalties that may
have a material adverse effect on our reputation, business, financial condition and results of operations. For example, in
January 2019, we were ordered by the local regulatory authority to pay a fine of RMB30,000 for failure to comply with the
legal requirements with respect to the display and update of individual merchants’ identities and full disclosure of platform
policies.

On November 12, 2020, the NRTA issued the Circular on Strengthening the Administration of Live Streaming, or the
Notice 78, which requires, among other things, platforms that provide live streaming to register their information and
business operations. As the live streaming and e-commerce industries in China are still evolving rapidly, regulatory
authorities may promulgate new laws and regulations from time to time to address new issues and regulate emerging
activities. There also remains considerable uncertainties in the interpretation and implementation of existing laws and
regulations applicable to business activities in live streaming and e-commerce. We cannot assure you that we will not be
found in violation of any of the laws and regulations currently in effect due to the evolving interpretation and
implementation of these laws and regulations.
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We are required by PRC laws and regulations to comply with labor laws and regulations and pay overtime
compensation and various government statutory employee benefit plans, including medical insurance, maternity insurance,
workplace injury insurance, unemployment insurance and pension benefits through a PRC government-mandated multi-
employer defined contribution plan. The relevant government agencies may examine whether an employer has made
adequate payments of the requisite statutory employee benefits, and those employers who fail to make adequate payments
may be subject to late payment fees, fines and/or other penalties. If the relevant PRC authorities determine that we shall
make supplemental contributions, that we are not in compliance with labor laws and regulations, or that we are subject to
fines or other legal sanctions, such as order of timely rectification, our business, financial condition and results of
operations may be adversely affected.

Pursuant to the Individual Income Tax Law of the PRC, as amended on August 31, 2018, which became effective on
January 1, 2019, an individual’s taxable income shall be an amount equal to such individual’s total annual income less a
general deductible of RMB60,000 and various special deductibles permitted under relevant laws. Determination and
calculation of such special deductibles in accordance with relevant laws may result in an increase of our operating costs
and expenses. However, as these laws and implementing rules were only recently promulgated and their interpretations
have not been entirely settled yet, our determination and calculation of the special deductibles based on our understanding
may be different from how the tax authorities or our employees would do. These differences may result in inquiries or
reassessment by the tax authorities, as well as disputes with our employees.

We may increasingly become a target for public scrutiny, including complaints to regulatory agencies, negative media
coverage, and public dissemination of malicious reports or accusations about our business, all of which could severely
damage our reputation and materially and adversely affect our business and prospects.

We process an extremely large number of transactions on a daily basis on our platform, and the high volume of
transactions taking place on our platform as well as publicity about our business create the possibility of heightened
attention from the public, regulators and the media. Heightened regulatory and public concerns over consumer protection
and consumer safety issues may subject us to additional legal and social responsibilities and increased scrutiny and
negative publicity over these issues, due to the large number of transactions that take place on our platform and the
increasing scope of our overall business operations. In addition, changes in our services or policies have resulted and could
result in objections by members of the public, the traditional, new and social media, social network operators, merchants on
our platform or others. From time to time, these objections or allegations, regardless of their veracity, may result in
consumer dissatisfaction, public protests or negative publicity, which could result in government inquiry or substantial
harm to our brand, reputation and operations.

Moreover, as our business expands and grows, both organically and through acquisitions of and investments in other
businesses, domestically and internationally, we may be exposed to heightened public scrutiny in jurisdictions where we
already operate as well as in new jurisdictions where we may operate. There is no assurance that we would not become a
target for regulatory or public scrutiny in the future or that scrutiny and public exposure would not severely damage our
reputation as well as our business and prospects.

26




Table of Contents

Furthermore, our brand name and our business may be harmed by aggressive marketing and communication strategies
by third parties. We may be subject to government or regulatory investigation or third-party claims as a result and we may
be required to spend significant time and incur substantial costs to react to and address these consequences. There is no
assurance that we will be able to effectively refute each of the allegations within a reasonable period of time, or at all.
Additionally, public allegations, directly or indirectly, against us or the merchants on our platform, may be posted on
internet forums, blogs or websites by anyone on an anonymous basis. The availability of information on social media
platforms is virtually immediate, as is its impact. Social media platforms may not necessarily filter or check the accuracy of
information before publishing them and we are often afforded little or no time to respond. As a result, our reputation may
be materially and adversely affected and our ability to attract and retain customers and maintain our market share and
profitability may suffer.

We may be subject to inventory risk.

We operate an online direct sales business under which we acquire products from suppliers and sell them directly to
buyers. The online direct sales business requires us to maintain and manage inventory. As a result, we are exposed to
inventory risks that may adversely affect our operating results. We maintain and manage our inventory based on our
understanding of our buyers’ needs. We may not be able to maintain and manage our inventory effectively due to
seasonality, new product launches, changes in product cycles and pricing, product defects, changes in consumer demand
and spending patterns, spoilage and other factors. Demand for products can also change significantly between the time
inventory is ordered and the date of sale. In addition, when we begin selling a new product, it may be difficult to establish
supplier relationships, determine appropriate product selection, and accurately forecast demand. The acquisition of certain
types of inventory may require significant lead time and prepayment, and they may not be returnable.

If we fail to manage our inventory effectively, we may be subject to a heightened risk of inventory obsolescence, a
decline in inventory values, and significant inventory write-downs or write-offs. In addition, we may be required to lower
sale prices in order to reduce inventory level, which may lead to lower gross margins.

Our online marketing services constitute internet advertisement, which subjects us to laws, rules and regulations
applicable to advertising.

We derive a significant amount of our revenues from online marketing services and other related services. In
July 2016, SAIC promulgated the Interim Administrative Measures on Internet Advertising, or the Internet Advertising
Measures, effective September 2016, pursuant to which internet advertisements are defined as any commercial advertising
that directly or indirectly promotes goods or services through internet media in any form including paid-for search results.
See “Item 4. Information on the Company—B. Business Overview—Regulation— Regulations Relating to Internet
Adpvertising Business”. Under the Internet Advertising Measures, our online marketing services and other related services
constitute internet advertisement.
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PRC advertising laws, rules and regulations require advertisers, advertising operators and advertising distributors to
ensure that the content of the advertisements they prepare or distribute is fair and accurate and is in full compliance with
applicable law. We currently generate revenues primarily from online marketing services. Violation of these laws, rules or
regulations may result in penalties, including fines, confiscation of advertising fees and orders to cease dissemination of the
advertisements. In circumstances involving serious violations, the PRC government may suspend or revoke a violator’s
business license or license for operating advertising business. In addition, the Internet Advertising Measures require paid-
for search results to be distinguished from natural search results so that consumers will not be misled as to the nature of
these search results. As such, we are obligated to distinguish from others the merchants who purchase online marketing and
related services or the relevant listings by these merchants. Complying with these requirements and any penalties or fines
for any failure to comply may significantly reduce the attractiveness of our platform and increase our costs and could have
a material adverse effect on our business, financial condition and results of operations.

In addition, for advertising content related to specific types of products and services, advertisers, advertising operators
and advertising distributors must confirm that the advertisers have obtained requisite government approvals, including the
advertiser’s operating qualifications, proof of quality inspection of the advertised products, and, with respect to certain
industries, government approval of the content of the advertisement and filing with the local authorities. Pursuant to the
Internet Advertising Measures, we are required to take steps to monitor the content of advertisements displayed on our
platforms. This requires considerable resources and time, and could significantly affect the operation of our business, while
at the same time also exposing us to increased liability under the relevant laws, rules and regulations. The costs associated
with complying with these laws, rules and regulations, including any penalties or fines for our failure to so comply if
required, could have a material adverse effect on our business, financial condition and results of operations. Any further
change in the classification of our online marketing and other related services by the PRC government may also
significantly disrupt our operations and materially and adversely affect our business and prospects.

We may be subject to intellectual property infringement claims, which may be expensive to defend and may disrupt our
business and operations.

We cannot be certain that our operations or any aspects of our business do not or will not infringe upon or otherwise
violate patents, copyrights or other intellectual property rights held by third parties. We have been, and from time to time in
the future may be, subject to legal proceedings and claims relating to the intellectual property rights of others. In addition,
there may be other third-party intellectual property that is infringed by products offered by our merchants and our services
or other aspects of our business. There could also be existing patents of which we are not aware that our products may
inadvertently infringe. We cannot assure you that holders of patents purportedly relating to some aspect of our technology
platform or business, if any such holders exist, would not seek to enforce such patents against us in China, the United
States or any other jurisdictions. Further, the application and interpretation of China’s patent laws and the procedures and
standards for granting patents in China are still evolving and are uncertain, and we cannot assure you that PRC courts or
regulatory authorities would agree with our analysis. If we are found to have violated the intellectual property rights of
others, we may be subject to liability for our infringement activities or may be prohibited from using such intellectual
property, and we may incur licensing fees or be forced to develop alternatives of our own. In addition, we may incur
significant expenses, and may be forced to divert management’s time and other resources from our business and operations
to defend against these infringement claims, regardless of their merits. Successful infringement or licensing claims made
against us may result in significant monetary liabilities and may materially disrupt our business and operations by
restricting or prohibiting our use of the intellectual property in question. Finally, we use open source software in connection
with our products and services. Companies that incorporate open source software into their products and services have,
from time to time, faced claims challenging the ownership of open source software and compliance with open source
license terms. As a result, we could be subject to suits by parties claiming ownership of what we believe to be open source
software or noncompliance with open source licensing terms. Some open source software licenses require users who
distribute open source software as part of their software to publicly disclose all or part of the source code to such software
and make available any derivative works of the open source code on unfavorable terms or at no cost. Any requirement to
disclose our source code or pay damages for breach of contract could be harmful to our business, results of operations and
financial condition.
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We may not be able to prevent others from unauthorized use of our intellectual property, which could harm our business
and competitive position.

We regard our trademarks, copyrights, patents, domain names, know-how, proprietary technologies, and similar
intellectual property as critical to our success, and we rely on a combination of intellectual property laws and contractual
arrangements, including confidentiality, invention assignment and non-compete agreements with our employees and others,
to protect our proprietary rights. We are aware of certain copycat websites that attempt to cause confusion or diversion of
traffic from us at the moment, against which we are considering initiating lawsuits, and we may continue to become an
attractive target to such attacks in the future because of our brand recognition in the online retail industry in China. Despite
these measures, any of our intellectual property rights could be challenged, invalidated, circumvented or misappropriated,
or such intellectual property may not be sufficient to provide us with competitive advantages. In addition, there can be no
assurance that (i) our application for registration of trademarks, patents, and other intellectual property rights will be
approved, (ii) any intellectual property rights will be adequately protected, or (iii) such intellectual property rights will not
be challenged by third parties or found by a judicial authority to be invalid or unenforceable. Further, because of the rapid
pace of technological change in our industry, parts of our business rely on technologies developed or licensed by third
parties, and we may not be able to obtain or continue to obtain licenses and technologies from these third parties at all or on
reasonable terms.

Confidentiality, invention assignment and non-compete agreements may be breached by counterparties, and there may
not be adequate remedies available to us for any such breach. Accordingly, we may not be able to effectively protect our
intellectual property rights or to enforce our contractual rights. Policing any unauthorized use of our intellectual property is
difficult and costly and the steps we take may be inadequate to prevent the infringement or misappropriation of our
intellectual property. In the event that we resort to litigation to enforce our intellectual property rights, such litigation could
result in substantial costs and a diversion of our management and financial resources, and could put our intellectual
property at risk of being invalidated or narrowed in scope. We can provide no assurance that we will prevail in such
litigation, and even if we do prevail, we may not obtain a meaningful recovery. In addition, our trade secrets may be leaked
or otherwise become available to, or be independently discovered by, our competitors. Any failure in maintaining,
protecting or enforcing our intellectual property rights could have a material adverse effect on our business, financial
condition and results of operations.

Tightening of tax compliance efforts that affect merchants on our platform could materially and adversely affect our
business, financial condition and results of operations.

The e-commerce industry in China is still developing, and the PRC government may require e-commerce platform
operators, such as our company, to assist in the collection of taxes with respect to income generated by merchants from
transactions conducted on our platforms. Merchants operating businesses on our platform may be deficient in their tax
registration. PRC tax authorities may enforce registration requirements that target these merchants on our platforms and
may request our assistance in these efforts. As a result, these merchants may be subject to more stringent tax compliance
requirements and liabilities and their business on our platforms could suffer or they could decide to terminate their
relationship with us, which could in turn negatively affect us. According to the E-Commerce Law, the e-commerce
platform operators shall submit the identity information and the information related to tax payment of the merchants on the
platform to the tax authorities. We may also be requested by tax authorities to assist in the enforcement of tax regulations,
such as disclosure of transaction records and bank account information of the merchants, and withholding against our
merchants. If that occurs, we may lose existing merchants and potential merchants might not be willing to operate their
business on our platforms. We may be subject to liabilities if we fail to cooperate with the relevant PRC tax authorities to
assist in the enforcement as requested. Stricter tax enforcement by the PRC tax authorities may also reduce the activities by
merchants on our platforms. Any of these results could have a material adverse effect on our business, financial condition
and results of operations.
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Our business may be subject to seasonal sales fluctuations which could result in volatility or have an adverse effect on
the market price of our ADSs.

We experience seasonality in our business, reflecting a combination of seasonal fluctuations in internet usage and
traditional retail seasonality patterns. For example, we generally experience less user traffic and purchase orders during the
Chinese New Year holiday season in the first quarter of each year. Furthermore, online sales in China are significantly
higher in the fourth quarter of each calendar year than in the preceding three quarters. Due to the foregoing factors, our
financial condition and results of operations for future quarters may continue to fluctuate and our historical quarterly
results may not be comparable to future quarters. As a result, the trading price of our ADSs may fluctuate from time to time
due to seasonality.

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

We adopted a global share incentive plan in 2015 (the “2015 Plan”) and a share incentive plan in 2018 (the “2018
Plan”) for the purpose of granting share-based compensation awards to employees, directors and consultants to incentivize
their performance and align their interests with ours. Under each of the share incentive plans, we are authorized to grant
options and other types of awards. The maximum aggregate number of ordinary shares which may be issued pursuant to all
awards under the 2015 Plan is 581,972,860 Class A ordinary shares, subject to adjustment and amendment, and the
maximum aggregate number of shares which may be issued pursuant to all awards under the 2018 Plan was initially
363,130,400 Class A ordinary shares, plus an annual increase on the first day of each fiscal year of our company during the
term of the 2018 Plan commencing with the fiscal year beginning January 1, 2019, by an amount equal to the lessor of
(i) 1.0% of the total number of shares issued and outstanding on the last day of the immediately preceding fiscal year, and
(ii) such number of shares as may be determined by our board of directors. In March 2021, our board of directors approved
an amendment to the 2018 Plan to increase the annual increase percentage from 1.0% to 3.0% effective from the fiscal year
beginning January 1, 2022. See “Item 4. Information on the Company-B. Compensation” for further details. We recognized
substantial share-based compensation expenses in our consolidated financial statements in connection with these grants,
and may continue to incur such expenses in the future.

We believe the granting of share-based compensation is of significant importance to our ability to attract and retain key
personnel and employees, and we will continue to grant share-based compensation to employees in the future. As a result,
our expenses associated with share-based compensation may increase, which may have an adverse effect on our results of
operations. We may re-evaluate the vesting schedules, lock-up period, exercise price or other key terms applicable to the
grants under our currently effective share incentive plans from time to time. If we choose to do so, our expenses associated
with share-based compensation may increase, which may have an adverse effect on our results of operations.
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If we fail to implement and maintain an effective system of internal control over financial reporting, our ability to
accurately and timely report our financial results or prevent fraud may be adversely affected, and investor confidence
and the market price of our ADSs may be adversely impacted.

We are subject to the reporting requirements of the Exchange Act of 1934, or Exchange Act, the Sarbanes-Oxley Act
of 2002, or Sarbanes-Oxley Act, and the rules and regulations of the Nasdaq Global Select Market. The Sarbanes-Oxley
Act requires, among other things, that we maintain effective disclosure controls and procedures and internal control over
financial reporting. Commencing with our fiscal year ending December 31, 2019, we must perform system and process
evaluation and testing of our internal control over financial reporting to allow management to report on the effectiveness of
our internal control over financial reporting in our Form 20-F filing for that year, as required by Section 404 of the
Sarbanes-Oxley Act . In addition, as we have ceased to be an “emerging growth company” as such term is defined in the
JOBS Act, our independent registered public accounting firm must attest to and report on the effectiveness of our internal
control over financial reporting beginning with our annual report for the fiscal year ending December 31, 2020. Our
management has concluded that our internal control over financial reporting was effective as of December 31, 2020. See
“Item 15. Controls and Procedures”. If we fail to implement and maintain an effective system of internal control, we will
not be able to conclude and our independent registered public accounting firm will not be able to report that we have
effective internal control over financial reporting in accordance with the Sarbanes-Oxley Act in our future annual report on
Form 20-F covering the fiscal year in which this failure occurs. Effective internal control over financial reporting is
necessary for us to produce reliable financial reports. Any failure to maintain effective internal control over financial
reporting could prevent us from identifying fraud and result in the loss of investor confidence in the reliability of our
financial statements, which in turn could have a material and adverse effect on the trading price of our ADSs. Furthermore,
we may need to incur additional costs and use additional management and other resources as our business and operations
further expand or in an effort to remediate any significant control deficiencies that may be identified in the future.

If we cannot obtain sufficient cash when we need it, we may not be able to meet our payment obligations under our
convertible notes.

In September 2019, we issued US$1 billion in aggregate principal amount of convertible senior notes due 2024 (the
“2024 Notes”). The 2024 Notes do not bear regular interest, and will mature on October 1, 2024.

In November 2020, we issued US$2 billion in aggregate principal amount of convertible senior notes due 2025 (the
“2025 Notes”). The 2025 Notes do not bear regular interest, and will mature on December 1, 2025.

We may not have sufficient funds to fulfill our payment obligations under the 2024 Notes and the 2025 Notes,
including to repay the 2024 Notes and/or the 2025 Notes upon maturity, to settle conversions of the 2024 Notes and/or the
2025 Notes in cash, to repurchase the 2024 Notes and/or the 2025 Notes upon a tax redemption or an optional redemption
thereof or, at the holders’ election, upon a fundamental change (as defined in the terms of the 2024 Notes and the 2025
Notes, respectively) or on the specified dates set forth in the terms of the 2024 Notes and/or the 2025 Notes.

We derive most of our revenues from, and hold most of our assets through, our subsidiaries. As a result, we may rely
in part upon distributions and advances from our subsidiaries in order to help us meet our payment obligations under the
2024 Notes, the 2025 Notes and our other obligations. Our subsidiaries are distinct legal entities and do not have any
obligation, legal or otherwise, to provide us with distributions or advances. We may face tax or other adverse
consequences, or legal limitations, on our ability to obtain funds from these entities. In addition, our ability to obtain
external financing in the future is subject to a variety of uncertainties, including:

e our financial condition, results of operations and cash flows;

e general market conditions for financing activities by internet companies; and

e economic, political and other conditions in the PRC and elsewhere.
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If we are unable to obtain funding in a timely manner or on commercially acceptable terms, we may not be able to
meet our payment obligations under the 2024 Notes and/or the 2025 Notes, which in turn may constitute a default under
the existing and/or future agreements governing our indebtedness.

Changes in U.S. and international trade policies, particularly with regard to China, may adversely impact our business
and operating results.

The U.S. government has recently proposed, among other actions, imposing new or higher tariffs on specified products
imported from China to penalize China for what it characterizes as unfair trade practices and China has responded by
proposing new or higher tariffs on specified products imported from the United States. For example, in 2018, the United
States announced three finalized tariffs that applied exclusively to products imported from China, totaling approximately
US$250 billion, and in May 2019 the United States increased from 10% to 25% the rate of certain tariffs previously levied
on Chinese products. Trade tension between China and the United States may intensify, and the United States may adopt
even more drastic measures in the future. Although cross-border business may not be an area of our focus, if we plan to sell
our products internationally in the future, any unfavorable government policies on international trade, such as capital
controls or tariffs, may affect the demand for our products and services, impact the competitive position of our products or
prevent us from being able to sell products in certain countries. If any new tariffs, legislation and/or regulations are
implemented, or if existing trade agreements are renegotiated such changes could have an adverse effect on our business,
financial condition, results of operations. In addition, future actions or escalations by either the United States or China that
affect trade relations may cause global economic turmoil and potentially have a negative impact on our business.

In addition, recent economic and trade sanctions threatened and/or imposed by the U.S. government on a number of
China-based technology companies have raised concerns as to whether, in the future, there may be additional regulatory
challenges or enhanced restrictions involving other China-based technology companies in areas such as data security,
information technology or other business activities. Similar or more expansive restrictions that may be imposed by the U.S.
or other jurisdictions in the future, may materially and adversely affect our ability to acquire technologies, systems or
devices that may be important to our technology infrastructure, service offerings and business operations.

We do not have any business insurance coverage.

The insurance industry in China is still at an early stage of development, and insurance companies in China currently
offer limited business-related insurance products. We do not have any business liability or disruption insurance to cover our
operations. We have determined that the costs of insuring for these risks and the difficulties associated with acquiring such
insurance on commercially reasonable terms make it impractical for us to have such insurance. Any uninsured risks may
result in substantial costs and the diversion of resources, which could adversely affect our results of operations and
financial condition.
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A severe or prolonged downturn in the global economy could materially and adversely affect our business and financial
condition.

COVID-19 had a negative impact on the Chinese and the global economy in the first half of 2020. Whether this will
lead to a prolonged downturn in the economy is still unknown. Even before the outbreak of COVID-19, the global
macroeconomic environment was facing numerous challenges. There was considerable uncertainty over the long-term
effects of the expansionary monetary and fiscal policies which had been adopted by the central banks and financial
authorities of some of the world’s leading economies, including the United States and China, even before 2020. Unrest,
terrorist threats and the potential for war in the Middle East and elsewhere may increase market volatility across the globe.
There have also been concerns about the relationship between China and other countries, including the surrounding Asian
countries, which may potentially have economic effects. In particular, there is significant uncertainty about the future
relationship between the United States and China with respect to trade policies, treaties, government regulations and tariffs.
Any severe or prolonged slowdown in the global economy may materially and adversely affect our business, results of
operations and financial condition.

We and certain of our directors and officers have been named as defendants in several lawsuits, which could have a
material adverse impact on our business, financial condition, results of operation, cash flows and reputation.

Between August and December 2018, several putative shareholder class action lawsuits have been filed against us and
certain of our directors and officers. See “Item 8. Financial Information—A. Consolidated Statements and Other Financial
Information—Legal Proceedings” for more details. We are currently unable to estimate the potential loss, if any, associated
with the resolution of the outstanding lawsuit, if it proceeds. We may continue to be a target for lawsuits in the future,
including putative class action lawsuits brought by shareholders and lawsuits arising from contractual disputes in the
ordinary course of our business. There can be no assurance that we will be able to prevail in our defense or reverse any
unfavorable judgment on appeal, and we may decide to settle lawsuits on unfavorable terms. Any adverse outcome of these
cases, including any plaintiffs’ appeal of the judgment in these cases, could result in payments of substantial monetary
damages or fines, or changes to our business practices, and thus have a material adverse effect on our business, financial
condition, results of operation, cash flows and reputation. In addition, all or part of the defense costs, or any liabilities that
may arise from these matters may not be covered by any insurance. The litigation process may utilize a significant portion
of our cash resources and divert management’s attention from the day-to-day operations of our company, all of which could
harm our business. We may also be subject to claims for indemnification related to these matters, and we cannot predict the
impact that indemnification claims may have on our business or financial results.

Risks Related to Our Corporate Structure

If the PRC government finds that the agreements that establish the structure for operating some of our operations in
China do not comply with PRC regulations relating to the relevant industries, or if these regulations or the
interpretation of existing requlations change in the future, we could be subject to severe penalties or be forced to
relinquish our interests in those operations.

Foreign ownership of certain parts of our businesses including value-added telecommunications services (“VATS”) is
subject to restrictions under current PRC laws and regulations. For example, foreign investors are not allowed to own more
than 50% of the equity interests in a value-added telecommunications service provider (excluding e-commerce) and any
such foreign investor must have experience in providing value-added telecommunications services overseas and maintain a
good track record.
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We are a Cayman Islands company and our PRC subsidiaries, namely our WFOEs, are considered foreign-invested
enterprises. Accordingly, our WFOESs are not eligible to provide value-added telecommunications services. As a result, we
currently conduct our e-commerce business activities through Shanghai Xunmeng, a subsidiary of our VIE, which holds a
VATS License for (i) online data processing and transaction processing business (operating e-commerce), (ii) internet
content-related services, (iii) domestic call center business, and (iv) information services. Shanghai Xunmeng is wholly
owned by our VIE, namely Hangzhou Aimi, which has obtained a VATS License covering online data processing and
transaction processing business (operating commerce, excluding internet finance and e-hailing services) and internet
content-related services (excluding information search and inquiry services and real-time interactive information services).
We entered into a series of contractual arrangements with Hangzhou Aimi and its shareholders, which enable us to (i)
exercise effective control over our VIE, (ii) receive substantially all of the economic benefits of our VIE, and (iii) have an
exclusive option to purchase all or part of the equity interests and assets in our VIE when and to the extent permitted by
PRC law. As a result of these contractual arrangements, we have control over and are the primary beneficiary of our VIE
and hence consolidate its financial results and its subsidiary into our consolidated financial statements under U.S. GAAP.
See “Item 4. Information on the Company—C. Organizational Structure” for further details.

In the opinion of our PRC legal counsel, (i) the ownership structures of our VIE in China and Hangzhou Weimi are not
in violation of applicable PRC laws and regulations currently in effect; and (ii) the contractual arrangements between
Hangzhou Weimi, our VIE and its shareholders governed by PRC law are legal, valid, binding and enforceable in
accordance with its terms and applicable PRC laws. However, our PRC legal counsel has also advised us that there are
substantial uncertainties regarding the interpretation and application of current and future PRC laws, regulations and rules.
Accordingly, the PRC regulatory authorities may take a view that is contrary to the opinion of our PRC legal counsel. It is
uncertain whether any new PRC laws or regulations relating to variable interest entity structures will be adopted or if
adopted, what they would provide. If we or our VIE are found to be in violation of any existing or future PRC laws or
regulations, or fail to obtain or maintain any of the required permits or approvals, the relevant PRC regulatory authorities
would have broad discretion to take action in dealing with such violations or failures, including:

e revoking the business license and/or operating license of such entities;
e discontinuing or placing restrictions or onerous conditions on our operations;

e imposing fines, confiscating the income from Hangzhou Weimi or our VIE, or imposing other requirements with
which we or our VIE may not be able to comply;

e requiring us to restructure our ownership structure or operations, including terminating the contractual
arrangements with our VIE and deregistering the equity pledges of our VIE, which in turn would affect our ability
to consolidate, derive economic interests from, or exert effective control over our VIE; or

e restricting or prohibiting our use of the proceeds of offshore financing to finance our business and operations in
China.

The imposition of any of these penalties would result in a material and adverse effect on our ability to conduct our
business. In addition, it is unclear what impact the PRC government actions would have on us and on our ability to
consolidate the financial results of our VIE in our consolidated financial statements, if the PRC government authorities
were to find our legal structure and contractual arrangements to be in violation of PRC laws and regulations. If the
imposition of any of these government actions causes us to lose our right to direct the activities of our VIE or our right to
receive substantially all the economic benefits and residual returns from our VIE and we are not able to restructure our
ownership structure and operations in a satisfactory manner, we would no longer be able to consolidate the financial results
of our VIE in our consolidated financial statements. Either of these results, or any other significant penalties that might be
imposed on us in this event, would have a material adverse effect on our financial condition and results of operations.
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We face uncertainties with respect to the implementation of the Foreign Investment Law and how it may impact the
viability of our current corporate structure, corporate governance and business operations.

On March 15, 2019, the NPC approved the Foreign Investment Law, which has taken effect on January 1, 2020 and
replaced the Sino-Foreign Equity Joint Venture Enterprise Law, the Sino-Foreign Cooperative Joint Venture Enterprise
Law and the Foreign Owned Enterprise Law, together with their implementation rules and ancillary regulations, to become
the legal foundation for foreign investment in the PRC. The Foreign Investment Law embodies the legislative efforts to
unify the corporate legal requirements for both foreign and domestic investments. Under the Foreign Investment Law,
“foreign investment” refers to the investment activities directly or indirectly conducted by foreign individuals, enterprises
or other foreign entities in China. The Foreign Investment Law stipulates three forms of foreign investment, and does not
explicitly stipulate contractual arrangements as a form of foreign investment. On December 26, 2019, the State Council
promulgated the Implementation Regulations on the Foreign Investment Law, which came into effect on January 1, 2020.
The Implementation Regulations on the Foreign Investment Law does not stipulate whether contractual arrangements
should be deemed as a form of foreign investment. Before clarification or confirmation by future laws, administrative
regulations or provisions promulgated by the State Council on nature of contractual arrangements, there is no assurance
that contractual arrangement would not be considered as foreign investment under the Foreign Investment Law. In addition,
the Foreign Investment Law stipulates that activities constituting “foreign investment” includes foreign investors investing
in China through “any other methods” under laws, administrative regulations, or provisions prescribed by the State
Council. The State Council may in the future enact laws or issue administrative regulations or provisions to classify
contractual arrangements as a form of foreign investment, at which time it would be uncertain as to regulation on such
contractual arrangements and whether such contractual arrangements would be deemed to be in violation of the foreign
investment restrictions. There is no guarantee that our contractual arrangements and our business will not be materially and
adversely affected in the future due to changes in PRC laws and regulations. If future laws, administrative regulations or
provisions prescribed by the State Council mandate further actions to be completed by companies with existing contractual
arrangements, we may face substantial uncertainties as to the timely completion of such actions. Failure to take timely and
appropriate measures to cope with any of these or similar regulatory compliance challenges could materially and adversely
affect our current corporate structure and business operations.

The rights and functions of the Pinduoduo Partnership, once effective, may impact your ability to appoint executive
directors and nominate the chief executive officer of the company, and the interests of the Pinduoduo Partnership may
conflict with your interests.

Under our currently effective articles of association, the Pinduoduo Partnership, upon and for so long as certain
conditions are satisfied, will be entitled to nominate two executive directors (if there are no more than 5 directors on the
board of directors) or three executive directors (if there are more than 5 but no more than 9 directors on the board of
directors) and nominate the chief executive officer candidate of our company. Such executive director candidate duly
nominated by the Pinduoduo Partnership shall be approved and appointed by our board of directors and serve as an
executive director of our company until expiry of his or her terms (if any), removal by the Pinduoduo Partnership, the
shareholders by an ordinary resolution or vacation of office if such executive director, among other things, resigns his
office by notice in writing to us or dies or is found to be or becomes of unsound mind. The chief executive officer
candidate nominated by the Pinduoduo Partnership shall stand for appointment by the nominating and corporate
governance committee of the board of directors. If the candidate is not appointed by the nominating and corporate
governance committee in accordance with the then effective articles of association of the company, the Pinduoduo
Partnership may nominate a replacement nominee until the nominating and corporate governance committee appoints such
nominee as chief executive officer, or if the nominating and corporate governance committee fails to appoint more than
three candidates nominated by the Pinduoduo Partnership consecutively, the board of directors may then nominate and
appoint any person to serve as our chief executive officer in accordance with the then effective articles of association of the
company. See “Item 6. Directors, Senior Management and Employees—A. Directors and Senior Management—
Pinduoduo Partnership”. This governance structure and contractual arrangements will limit your ability to influence
corporate matters, including the matters determined at the board level.
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In addition, the interests of the Pinduoduo Partnership may not coincide with your interests, including certain
managerial decisions such as partner compensation. For example, each year, once an aggregate bonus pool is approved by
the board of directors, the partnership committee of the Pinduoduo Partnership will make further determinations as to,
among other things, the allocation of the current bonus pool among all partners and these allocations may not be entirely
aligned with the interest of shareholders who are not partners. Because the partners may be largely comprised of members
of our management team, the Pinduoduo Partnership and its executive director nominees may focus on the operational and
financial results that may differ from the expectations and desires of shareholders. To the extent that the interests of the
Pinduoduo Partnership differ from your interests on certain matters, you may be disadvantaged.

We rely on contractual arrangements with our VIE and its shareholders for a large portion of our business operations,
which may not be as effective as direct ownership in providing operational control.

Our VIE contributed 77.3%, 58.5% and 65.1% of our consolidated total revenues in 2018, 2019 and 2020,
respectively. We have relied and expect to continue to rely on contractual arrangements with our VIE and its shareholders
to conduct our business. For a description of these contractual arrangements, see “Item 4. Information on the Company—
C. Organizational Structure”. These contractual arrangements may not be as effective as direct ownership in providing us
with control over our VIE. For example, our VIE and its shareholders could breach their contractual arrangements with us
by, among other things, failing to conduct their operations in an acceptable manner or taking other actions that are
detrimental to our interests.

If we had direct ownership of our VIE, we would be able to exercise our rights as a shareholder to effect changes in the
board of directors of our VIE, which in turn could implement changes, subject to any applicable fiduciary obligations, at
the management and operational level. However, under the current contractual arrangements, we rely on the performance
by our VIE and its shareholders of their obligations under the contracts to exercise control over our VIE. The shareholders
of our consolidated VIE may not act in the best interests of our company or may not perform their obligations under these
contracts. Such risks exist throughout the period in which we intend to operate certain portions of our business through the
contractual arrangements with our VIE. If any dispute relating to these contracts remains unresolved, we will have to
enforce our rights under these contracts through the operations of PRC law and arbitration, litigation and other legal
proceedings and therefore will be subject to uncertainties in the PRC legal system. See “Item 3. Key Information—D. Risk
Factors—Risks Related to Our Corporate Structure—Any failure by our VIE or its shareholders to perform their
obligations under our contractual arrangements with them would have a material and adverse effect on our business.”
Therefore, our contractual arrangements with our VIE may not be as effective in ensuring our control over the relevant
portion of our business operations as direct ownership would be.

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

Although the shareholders of our VIE hold equity interests on record in our VIE, each such shareholder has
irrevocably authorized Hangzhou Weimi to exercise his rights as a shareholder of our VIE pursuant to the terms of the
relevant shareholders’ voting rights proxy agreement. However, if our VIE or its shareholders fail to perform their
respective obligations under the contractual arrangements, we may have to incur substantial costs and expend additional
resources to enforce such arrangements. We may also have to rely on legal remedies under PRC law, including seeking
specific performance or injunctive relief, and claiming damages, which may not be effective under PRC law. For example,
if the shareholders of our VIE refuse to transfer their equity interest in our VIE to us or our designee if we exercise the
purchase option pursuant to these contractual arrangements, or if they otherwise act in bad faith toward us, then we may
have to take legal actions to compel them to perform their contractual obligations.
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All of the agreements under our contractual arrangements are governed by PRC law and provide for the resolution of
disputes through arbitration in China. Accordingly, these contracts would be interpreted in accordance with PRC law and
any disputes would be resolved in accordance with PRC legal procedures. The legal system in the PRC is not as developed
as in some other jurisdictions, such as the United States. As a result, uncertainties in the PRC legal system could limit our
ability to enforce these contractual arrangements. See “Item 3. Key Information—D. Risk Factors—Risks Related to Doing
Business in China—Uncertainties with respect to the PRC legal system and changes in laws and regulations in China could
adversely affect us.” Meanwhile, there are very few precedents and little formal guidance as to how contractual
arrangements in the context of a VIE should be interpreted or enforced under PRC law. There remain significant
uncertainties regarding the ultimate outcome of such arbitration should legal action become necessary. In addition, under
PRC law, rulings by arbitrators are final, parties cannot appeal the arbitration results in courts, and if the losing parties fail
to carry out the arbitration awards within a prescribed time limit, the prevailing parties may only enforce the arbitration
awards in PRC courts through arbitration award recognition proceedings, which would require additional expenses and
delay. In the event we are unable to enforce these contractual arrangements, or if we suffer significant delays or other
obstacles in the process of enforcing these contractual arrangements, we may not be able to exert effective control over our
VIE, and our ability to conduct our business may be negatively affected.

The shareholders of our VIE may have potential conflicts of interest with us, which may materially and adversely affect
our business and financial condition.

Messrs. Lei Chen and Jianchong Zhu hold 86.6% and 13.4% equity interests in our VIE, respectively. They are
employees of our company and have entered into a series of contractual arrangements with Hangzhou Weimi, pursuant to
which we have control over and are the primary beneficiary of our VIE. These shareholders of our VIE may have potential
conflicts of interest with us. See “Item 4. Information on the Company—C. Organizational Structure”. These shareholders
may breach, or cause our VIE to breach, or refuse to renew, the existing contractual arrangements we have with them and
our VIE, which would have a material and adverse effect on our ability to effectively control our VIE and receive
economic benefits from it. For example, the shareholders may be able to cause our agreements with our VIE to be
performed in a manner adverse to us by, among other things, failing to remit payments due under the contractual
arrangements to us on a timely basis. We cannot assure you that when conflicts of interest arise any or all of these
shareholders will act in the best interests of our company or such conflicts will be resolved in our favor.

Currently, we do not have any arrangements to address potential conflicts of interest between these shareholders and
our company, except that we could exercise our purchase option under the exclusive option agreements with these
shareholders to request them to transfer all of their equity interests in the VIE to a PRC entity or individual designated by
us, to the extent permitted by PRC law. We also rely on these shareholders to abide by the laws of the Cayman Islands,
which provide that directors and officers owe a fiduciary duty to the company that requires them to act in good faith and in
what they believe to be the best interests of the company and not to use their position for personal gains. The shareholders
of our VIE have executed shareholders’ voting rights proxy agreement to appoint Hangzhou Weimi or a person designated
by Hangzhou Weimi to vote on their behalf and exercise voting rights as shareholders of our VIE. If we cannot resolve any
conflict of interest or dispute between us and the shareholders of our variable interest entities, we would have to rely on
legal proceedings, which could result in disruption of our business and subject us to substantial uncertainty as to the
outcome of any such legal proceedings.

The shareholders of our VIE may be involved in personal disputes with third parties or other incidents that may have
an adverse effect on their respective equity interests in our VIE and the validity or enforceability of our contractual
arrangements with the relevant entity and its shareholders. For example, in the event that any of the shareholders of our
VIE divorces his spouse, the spouse may claim that the equity interest of our VIE held by such shareholder is part of their
community property and should be divided between such shareholder and his spouse. If such claim is supported by the
court, the relevant equity interest may be obtained by the shareholder’s spouse or another third party who is not subject to
obligations under our contractual arrangements, which could result in a loss of the effective control over our VIE by us.
Similarly, if any of the equity interests of our VIE is inherited by a third party with whom the current contractual
arrangements are not binding, we could lose our control over our VIE or have to maintain such control by incurring
unpredictable costs, which could cause significant disruption to our business and operations and harm our financial
condition and results of operations.
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Although under our current contractual arrangements, (i) to the extent applicable, the spouse of each of the
shareholders of our VIE has executed a spousal consent letter, under which the spouse agrees not to raise any claim against
the equity interest, and to take every action to ensure the performance of the contractual arrangements, and (ii) it is
expressly provided that the rights and obligations under the contractual agreements shall be equally effective and binding
on the heirs and successors of the parties thereto, or that our VIE shall not assign or delegate its rights and obligations
under the contractual agreements to third parties without our prior consent, we cannot assure you that these undertakings
and arrangements will be complied with or effectively enforced. In the case any of them is breached or becomes
unenforceable and leads to legal proceedings, it could disrupt our business, distract our management’s attention and subject
us to substantial uncertainties as to the outcome of any such legal proceedings.

Contractual arrangements in relation to our VIE may be subject to scrutiny by the PRC tax authorities and they may
determine that we or our VIE owes additional taxes, which could negatively affect our financial condition and the value
of your investment.

Under applicable PRC laws and regulations, arrangements and transactions among related parties may be subject to
audit or challenge by the PRC tax authorities. We could face material and adverse tax consequences if the PRC tax
authorities determine that the VIE contractual arrangements were not entered into on an arm’s length basis in such a way as
to result in an impermissible reduction in taxes under applicable PRC laws, rules and regulations, and adjust the income of
our VIE in the form of a transfer pricing adjustment. A transfer pricing adjustment could, among other things, result in a
reduction of expense deductions recorded by our VIE for PRC tax purposes, which could in turn increase its tax liabilities
without reducing Hangzhou Weimi’s tax expenses. In addition, the PRC tax authorities may impose late payment fees and
other penalties on our VIE for the adjusted but unpaid taxes according to the applicable regulations. Our financial position
could be materially and adversely affected if our VIE’s tax liabilities increase or if it is required to pay late payment fees
and other penalties.

We may lose the ability to use and enjoy assets held by our VIE that are material to the operation of certain portion of
our business if the VIE goes bankrupt or become subject to a dissolution or liquidation proceeding.

As part of our contractual arrangements with our VIE, our VIE and its subsidiaries hold certain assets that are material
to the operation of certain portion of our business, including intellectual property and premise and VATS licenses. If our
VIE goes bankrupt and all or part of its assets become subject to liens or rights of third-party creditors, we may be unable
to continue some or all of our business activities, which could materially and adversely affect our business, financial
condition and results of operations. Under the contractual arrangements, our VIE may not, in any manner, sell, transfer,
mortgage or dispose of their assets or legal or beneficial interests in the business without our prior consent. If our VIE
undergoes a voluntary or involuntary liquidation proceeding, independent third-party creditors may claim rights to some or
all of these assets, thereby hindering our ability to operate our business, which could materially and adversely affect our
business, financial condition and results of operations.

If the chops of our PRC subsidiaries and our VIE are not kept safely, are stolen or are used by unauthorized persons or
for unauthorized purposes, the corporate governance of these entities could be severely and adversely compromised.

In China, a company chop or seal serves as the legal representation of the company towards third parties even when
unaccompanied by a signature. Each legally registered company in China is required to maintain a company chop, which
must be registered with the local Public Security Bureau. In addition to this mandatory company chop, companies may
have several other chops which can be used for specific purposes. The chops of our PRC subsidiaries and VIE are
generally held securely by personnel designated or approved by us in accordance with our internal control procedures. To
the extent those chops are not kept safely, are stolen or are used by unauthorized persons or for unauthorized purposes, the
corporate governance of these entities could be severely and adversely compromised and those corporate entities may be
bound to abide by the terms of any documents so chopped, even if they were chopped by an individual who lacked the
requisite power and authority to do so. In addition, if the chops are misused by unauthorized persons, we could experience
disruption to our normal business operations. We may have to take corporate or legal action, which could involve
significant time and resources to resolve while distracting management from our operations.
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Risks Related to Doing Business in China

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

Substantially all of our assets and operations are located in China. Accordingly, our business, financial condition,
results of operations and prospects may be influenced to a significant degree by political, economic and social conditions in
China generally. The Chinese economy differs from the economies of most developed countries in many respects,
including the level of government involvement, level of development, growth rate, control of foreign exchange and
allocation of resources. Although the Chinese government has implemented measures emphasizing the utilization of
market forces for economic reform, the reduction of state ownership of productive assets, and the establishment of
improved corporate governance in business enterprises, a substantial portion of productive assets in China is still owned by
the government. In addition, the Chinese government continues to play a significant role in regulating industry
development by imposing industrial policies.

The Chinese government also exercises significant control over China’s economic growth through allocating
resources, controlling payment of foreign currency-denominated obligations, setting monetary policy, and providing
preferential treatment to particular industries or companies.

While the Chinese economy has experienced significant growth over the past decades, growth has been uneven, both
geographically and among various sectors of the economy, and the rate of growth has been slowing since 2012, and the
impact of COVID-19 on the Chinese economy in 2020 was severe. According to the National Bureau of Statistics of
China, China’s real GDP growth rate was 6.7%, 6.0% and 2.3% in 2018, 2019 and 2020, respectively. There have also been
concerns about the relationships among China and other Asian countries, the relationship between China and the United
States, as well as the relationship between the United States and certain Asian countries such as North Korea, which may
result in or intensify potential conflicts in relation to territorial, regional security and trade disputes. Any adverse changes
in economic conditions in China, in the policies of the Chinese government or in the laws and regulations in China could
have a material adverse effect on the overall economic growth of China. Such developments could adversely affect our
business and operating results, lead to reduction in demand for our services and adversely affect our competitive position.
Any disruptions or continuing or worsening slowdown could significantly reduce domestic commerce activities in China,
which could lead to significant reduction in merchants’ demand for and spending on the various services we offer. An
economic downturn, whether actual or perceived, a further decrease in economic growth rates or an otherwise uncertain
economic outlook in China could have a material adverse effect on business and consumer spending and, as a result,
adversely affect our business, financial condition and results of operations. The Chinese government has implemented
various measures to encourage economic growth and guide the allocation of resources. Some of these measures may
benefit the overall Chinese economy, but may have a negative effect on us. For example, our financial condition and results
of operations may be adversely affected by government control over capital investments or changes in tax regulations.

In addition, because we hold a significant amount of cash and cash equivalents and short-term investments, if financial
institutions and issuers of financial instruments that we hold become insolvent or if the market for these financial
instruments become illiquid as a result of a severe economic downturn, our business and financial condition could be
materially and adversely affected.

Uncertainties with respect to the PRC legal system and changes in laws and regulations in China could adversely affect
us.

We conduct our business primarily through our PRC subsidiaries and our VIE and one of its subsidiaries in China. Our
operations in China are governed by PRC laws and regulations. Our PRC subsidiaries are subject to laws and regulations
applicable to foreign investment in China. The PRC legal system is a civil law system based on written statutes. Unlike the
common law system, prior court decisions under the civil law system may be cited for reference but have limited
precedential value. In addition, any new or changes in PRC laws and regulations related to foreign investment in China
could affect the business environment and our ability to operate our business in China.
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From time to time, we may have to resort to administrative and court proceedings to enforce our legal rights. Any
administrative and court proceedings in China may be protracted, resulting in substantial costs and diversion of resources
and management attention. Since PRC administrative and court authorities have significant discretion in interpreting and
implementing statutory provisions and contractual terms, it may be more difficult to evaluate the outcome of administrative
and court proceedings and the level of legal protection we enjoy than in more developed legal systems. These uncertainties
may impede our ability to enforce the contracts we have entered into and could materially and adversely affect our business
and results of operations.

Furthermore, the PRC legal system is based in part on government policies and internal rules, some of which are not
published on a timely basis or at all and may have retroactive effect. As a result, we may not be aware of our violation of
any of these policies and rules until sometime after the violation. Such unpredictability towards our contractual, property
and procedural rights could adversely affect our business and impede our ability to continue our operations.

We may be adversely affected by the complexity, uncertainties and changes in PRC regulation of internet-related
businesses and companies, and any lack of requisite approvals, licenses or permits applicable to our business may have
a material adverse effect on our business and results of operations.

The PRC government extensively regulates the internet industry, including foreign ownership of, and the licensing and
permit requirements pertaining to, companies in the internet industry. These internet-related laws and regulations are
relatively new and evolving, and their interpretation and enforcement involve significant uncertainties. As a result, in
certain circumstances it may be difficult to determine what actions or omissions may be deemed to be in violation of
applicable laws and regulations.

We only have contractual control over our Pinduoduo mobile app. We do not directly own the mobile app due to the
restrictions on foreign investment in businesses providing value-added telecommunications services in China, including e-
commerce services and internet content-related services. This may significantly disrupt our business, subject us to
sanctions, compromise enforceability of related contractual arrangements, or have other harmful effects on us.

The evolving PRC regulatory system for the internet industry may lead to the establishment of new regulatory
agencies. For example, in May 2011, the State Council announced the establishment of the State Internet Information
Office (with the involvement of the State Council Information Office, MIIT, and the Ministry of Public Security). The
primary role of the State Internet Information Office is to facilitate the policy-making and legislative development in this
field, to direct and coordinate with the relevant departments in connection with online content administration and to deal
with cross-ministry regulatory matters in relation to the internet industry.

The Circular on Strengthening the Administration of Foreign Investment in and Operation of Value-added
Telecommunications Business, issued by the MIIT in July 2006, prohibits domestic telecommunications service providers
from leasing, transferring or selling telecommunications business operating licenses to any foreign investor in any form, or
providing any resources, sites or facilities to any foreign investor for their illegal operation of a telecommunications
business in China. According to this circular, either the holder of a value-added telecommunications services operation
permit or its shareholders must directly own the domain names and trademarks used by such license holders in their
provision of value-added telecommunications services. The circular also requires each license holder to have the necessary
facilities, including servers, for its approved business operations and to maintain such facilities in the regions covered by its
license. Shanghai Xunmeng owns the relevant domain names and trademarks in connection with our online platform and
has the necessary personnel to operate our online platform.
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The interpretation and application of existing PRC laws, regulations and policies and possible new laws, regulations or
policies relating to the internet industry have created substantial uncertainties regarding the legality of existing and future
foreign investments in, and the businesses and activities of, internet businesses in China, including our business. We cannot
assure you that we have obtained all the permits or licenses required for conducting our business in China or will be able to
maintain our existing licenses or obtain new ones. If the PRC government considers that we were operating without the
proper approvals, licenses or permits or promulgates new laws and regulations that require additional approvals or licenses
or imposes additional restrictions on the operation of any part of our business, it has the power, among other things, to levy
fines, confiscate our income, revoke our business licenses, and require us to discontinue our relevant business or impose
restrictions on the affected portion of our business. Any of these actions by the PRC government may have a material
adverse effect on our business and results of operations.

Discontinuation of any preferential tax treatments or imposition of any additional taxes could adversely affect our
financial condition and results of operations.

Shanghai Xunmeng, a subsidiary of our VIE, was recognized as a “high and new technology enterprise” in November
2018 and was eligible for a preferential tax rate of 15% from 2018 to 2020. Shenzhen Qianhai Xinzhijiang Information
Technology Co., Ltd., a subsidiary of ours located in Qianhai District, Shenzhen, Guangdong Province, was eligible for a
preferential tax rate of 15% and has been applying such preferential tax rate since then. The preferential tax rate was
available from 2014 to 2020. Government subsidies and preferential tax treatments are subject to discretions of the relevant
governmental authorities and our eligibility for them are therefore out of our control. Discontinuation of any preferential
tax treatments or imposition of any additional taxes could adversely affect our financial condition and results of operations.

You may experience difficulties in effecting service of legal process, enforcing foreign judgments or bringing actions in
China against us or our management named in the annual report based on foreign laws.

We are an exempted company incorporated under the laws of the Cayman Islands, we conduct substantially all of our
operations in China and substantially all of our assets are located in China. In addition, all our senior executive officers
reside within China for a significant portion of the time and most are PRC nationals. As a result, it may be difficult for you
to effect service of process upon us or those persons inside mainland China. It may also be difficult for you to enforce in
U.S. courts judgments obtained in U.S. courts based on the civil liability provisions of the U.S. federal securities laws
against us and our officers and directors as most of our current directors and officers are nationals and residents of
countries other than the United States and substantially all of the assets of these persons are located outside the United
States. In addition, there is uncertainty as to whether the courts of the Cayman Islands or the PRC would recognize or
enforce judgments of U.S. courts against us or such persons predicated upon the civil liability provisions of the securities
laws of the United States or any state.

The recognition and enforcement of foreign judgments are provided for under the PRC Civil Procedures Law. PRC
courts may recognize and enforce foreign judgments in accordance with the requirements of the PRC Civil Procedures Law
based either on treaties between China and the country where the judgment is made or on principles of reciprocity between
jurisdictions. China does not have any treaties or other forms of written arrangement with the United States that provide for
the reciprocal recognition and enforcement of foreign judgments. In addition, according to the PRC Civil Procedures Law,
the PRC courts will not enforce a foreign judgment against us or our directors and officers if they decide that the judgment
violates the basic principles of PRC laws or national sovereignty, security or public interest. As a result, it is uncertain
whether and on what basis a PRC court would enforce a judgment rendered by a court in the United States.
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We may rely on dividends and other distributions on equity paid by our PRC subsidiaries to fund any cash and
financing requirements we may have, and any limitation on the ability of our PRC subsidiaries to make payments to us
could have a material and adverse effect on our ability to conduct our business.

We are a Cayman Islands holding company and we rely principally on dividends and other distributions on equity from
our PRC subsidiaries for our cash requirements, including the funds necessary to pay dividends and other cash distributions
to our shareholders for services of any debt we may incur. If any of our PRC subsidiaries incur debt on its own behalf in
the future, the instruments governing the debt may restrict its ability to pay dividends or make other distributions to us.
Under PRC laws and regulations, our PRC subsidiaries, each of which is a wholly foreign-owned enterprise may pay
dividends only out of its respective accumulated profits as determined in accordance with PRC accounting standards and
regulations. In addition, a wholly foreign-owned enterprise is required to set aside at least 10% of its after-tax profits each
year, if any, to fund a certain statutory reserve fund, until the aggregate amount of such fund reaches 50% of its registered
capital. At its discretion, a wholly foreign-owned enterprise may allocate a portion of its after-tax profits based on PRC
accounting standards to a staff welfare and bonus fund. These reserve fund and staff welfare and bonus fund cannot be
distributed to us as dividends.

Our PRC subsidiaries generate primarily all of their revenue in Renminbi, which is not freely convertible into other
currencies. As result, any restriction on currency exchange may limit the ability of our PRC subsidiaries to use their
Renminbi revenues to pay dividends to us.

The PRC government may continue to strengthen its capital controls, and more restrictions and substantial vetting
process may be put forward by SAFE for cross-border transactions falling under both the current account and the capital
account. Any limitation on the ability of our PRC subsidiaries to pay dividends or make other kinds of payments to us
could materially and adversely limit our ability to grow, make investments or acquisitions that could be beneficial to our
business, pay dividends, or otherwise fund and conduct our business.

In addition, the Enterprise Income Tax Law and its implementation rules provide that a withholding tax rate of up to
10% will be applicable to dividends payable by Chinese companies to non-PRC-resident enterprises unless otherwise
exempted or reduced according to treaties or arrangements between the PRC central government and governments of other
countries or regions where the non-PRC-resident enterprises are incorporated.

PRC regulation of loans to and direct investment in PRC entities by offshore holding companies and governmental
control of currency conversion may delay or prevent us from using the proceeds of our offshore financing to make
loans or additional capital contributions to our PRC subsidiaries, which could materially and adversely affect our
liquidity and our ability to fund and expand our business.

We are an offshore holding company conducting our operations in China. We may make loans to our PRC subsidiaries
and VIE subject to the approval, registration, and filing with governmental authorities and limitation of amount, or we may
make additional capital contributions to our wholly foreign-owned subsidiaries in China. Any loans to our wholly foreign-
owned subsidiaries in China, which are treated as foreign-invested enterprises under PRC law, are subject to foreign
exchange loan registrations. In addition, a foreign invested enterprise shall use its capital pursuant to the principle of
authenticity and self-use within its business scope. The capital of a foreign invested enterprise shall not be used for the
following purposes: (i) directly or indirectly used for payment beyond the business scope of the enterprises or the payment
prohibited by relevant laws and regulations; (ii) directly or indirectly used for investment in securities or investments other
than banks’ principal-secured products unless otherwise provided by relevant laws and regulations; (iii) the granting of
loans to non-affiliated enterprises, except where it is expressly permitted in the business license; and (iv) paying the
expenses related to the purchase of real estate that is not for self-use (except for the foreign-invested real estate
enterprises).
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In light of the various requirements imposed by PRC regulations on loans to and direct investment in PRC entities by
offshore holding companies, we cannot assure you that we will be able to complete the necessary government registrations
or obtain the necessary government approvals or filings on a timely basis, if at all, with respect to future loans by us to our
PRC subsidiary or VIE or with respect to future capital contributions by us to our PRC subsidiary. If we fail to complete
such registrations or obtain such approvals, our ability to use the proceeds from our offshore financing and to capitalize or
otherwise fund our PRC operations may be negatively affected, which could materially and adversely affect our liquidity
and our ability to fund and expand our business.

Fluctuations in exchange rates could have a material and adverse effect on our results of operations and the value of
your investment.

The conversion of Renminbi into foreign currencies, including U.S. dollars, is based on rates set by the People’s Bank
of China. The Renminbi has fluctuated against the U.S. dollar, at times significantly and unpredictably. The value of
Renminbi against the U.S. dollar and other currencies is affected by changes in China’s political and economic conditions
and by China’s foreign exchange policies, among other things. We cannot assure you that Renminbi will not appreciate or
depreciate significantly in value against the U.S. dollar in the future. It is difficult to predict how market forces or PRC or
U.S. government policy may impact the exchange rate between Renminbi and the U.S. dollar in the future.

Any significant appreciation or depreciation of Renminbi may materially and adversely affect our revenues, earnings
and financial position, and the value of, and any dividends payable on, our ADSs in U.S. dollars. For example, to the extent
that we need to convert U.S. dollars we receive from our initial public offering, follow-on offerings or convertible senior
notes offerings into Renminbi for our operations, appreciation of the Renminbi against the U.S. dollar would have an
adverse effect on the Renminbi amount we would receive from the conversion. Conversely, if we decide to convert our
Renminbi into U.S. dollars for the purpose of making payments for dividends on our ordinary shares or ADSs, payments
when due on the 2024 Notes or the 2025 Notes, or for other business purposes, appreciation of the U.S. dollar against the
Renminbi would have a negative effect on the U.S. dollar amount available to us.

Very limited hedging options are available in China to reduce our exposure to exchange rate fluctuations. As of
December 31, 2020, we had used some hedging transactions in an effort to reduce our exposure to foreign currency
exchange risk. While we may decide to enter into hedging transactions in the future, the availability and effectiveness of
these hedges may be limited and we may not be able to adequately hedge our exposure or at all. In addition, our currency
exchange losses may be magnified by PRC exchange control regulations that restrict our ability to convert Renminbi into
foreign currency. As a result, fluctuations in exchange rates may have a material adverse effect on your investment.

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

The PRC government imposes controls on the convertibility of the Renminbi into foreign currencies and, in certain
cases, the remittance of currency out of China. We receive substantially all of our revenues in Renminbi. Under our current
corporate structure, our Cayman Islands holding company primarily relies on dividend payments from our PRC subsidiary
to fund any cash and financing requirements we may have. Under existing PRC foreign exchange regulations, payments of
current account items, including profit distributions, interest payments and trade and service-related foreign exchange
transactions, can be made in foreign currencies without prior approval of SAFE by complying with certain procedural
requirements. Specifically, under the existing exchange restrictions, without prior approval of SAFE, cash generated from
the operations of our PRC subsidiary in China may be used to pay dividends to our company. However, approval from or
registration with appropriate government authorities is required where Renminbi is to be converted into foreign currency
and remitted out of China to pay capital expenses such as the repayment of loans denominated in foreign currencies. As a
result, we need to obtain SAFE approval to use cash generated from the operations of our PRC subsidiary and VIE to pay
off their respective debt in a currency other than Renminbi owed to entities outside China, or to make other capital
expenditure payments outside China in a currency other than Renminbi.
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In light of the flood of capital outflows from China, the PRC government may from time to time impose more
restrictive foreign exchange policies and step up scrutiny of major outbound capital movement. More restrictions and
substantial vetting process may be required by SAFE or other government authorities to regulate cross-border transactions
falling under the capital account. The PRC government may at its discretion restrict access to foreign currencies for current
account transactions in the future. If the foreign exchange control system prevents us from obtaining sufficient foreign
currencies to satisfy our foreign currency demands, we may not be able to pay dividends in foreign currencies to our
shareholders, including holders of our ADSs.

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

Among other things, the Regulations on Mergers and Acquisitions of Domestic Enterprises by Foreign Investors, or
the M&A Rules, adopted by six PRC regulatory agencies in 2006 and amended in 2009, established additional procedures
and requirements that could make merger and acquisition activities by foreign investors more time-consuming and
complex. Such regulation requires, among other things, that MOFCOM be notified in advance of any change-of-control
transaction in which a foreign investor acquires control of a PRC domestic enterprise and involves any of the following
circumstances: (i) any important industry is concerned, (ii) such transaction involves factors that impact or may impact
national economic security, or (iii) such transaction will lead to a change in control of a domestic enterprise which holds a
famous trademark or PRC time-honored brand. The M&A Rules also requires that in accordance with the Anti-Monopoly
Law promulgated by the Standing Committee of the NPC which became effective in 2008, any merger and acquisitions of
domestic enterprises by foreign investors which are deemed concentrations and involve parties with specified turnover
thresholds must be cleared by MOFCOM before they can be completed. In addition, PRC national security review rules
that became effective in September 2011 require acquisitions by foreign investors of PRC companies engaged in military
related or certain other industries that are crucial to national security be subject to security review before consummation of
any such acquisition. We may pursue potential strategic acquisitions that are complementary to our business and
operations. Complying with the requirements of these regulations to complete such transactions could be time-consuming,
and any required approval processes, including obtaining approval or clearance from MOFCOM, may delay or inhibit our
ability to complete such transactions, which could affect our ability to expand our business or maintain our market share.

We are subject to anti-monopoly laws and regulations with respect to investments in or by us. According to the Anti-
Monopoly Law, companies conducting certain investments and acquisitions relating to businesses in China as described
under the Anti-Monopoly Law must file a notification with the PRC regulator in advance. Furthermore, in February 2021,
the Anti-monopoly Committee of the State Council published the Anti-monopoly Guidelines for the Platform Economy
Sector and included concentrations involving companies with VIE structure within the ambit of SAMR’s merger control
review, if certain reporting thresholds are met. Any failure or perceived failure to comply with the relevant anti-monopoly
laws and guidelines relating to investments in or by us may result in governmental investigations or enforcement actions,
litigations or claims against us and could have an adverse effect on our business, financial condition and results of
operations.
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PRC regulations relating to offshore investment activities by PRC residents may limit our PRC subsidiaries’ ability to
change their registered capital or distribute profits to us or otherwise expose us or our PRC resident beneficial owners
to liability and penalties under PRC laws.

In July 2014, SAFE promulgated the Circular on Relevant Issues Concerning Foreign Exchange Control on Domestic
Residents’ Offshore Investment and Financing and Roundtrip Investment Through Special Purpose Vehicles, or SAFE
Circular 37. SAFE Circular 37 requires PRC residents (including PRC individuals and PRC corporate entities as well as
forei