
Foreign Investment in Value-Added Telecommunication Services

The Regulations on Administration of Foreign-Invested Telecommunications Enterprises, or the FITE Regulations, which 
took effect on January 1, 2002 and were amended on September 10, 2008 and February 6, 2016, respectively, are the key regulations 
that regulate foreign direct investment in telecommunications companies in China. The FITE Regulations stipulate that the foreign 
investor of a telecommunications enterprise is prohibited from holding more than 50% of the equity interest in a foreign-invested 
enterprise that provides value-added telecommunications services. In addition, for a foreign investor to acquire any equity interest in a 
business providing value-added telecommunications services in China, it must demonstrate a positive track record and experience in 
providing such services.

On July 13, 2006, the MIIT issued the Circular on Strengthening the Administration of Foreign Investment in Value-added 
Telecommunications Services, or the MIIT Circular 2006, which requires that (i) foreign investors can only operate a 
telecommunications business in China through establishing a telecommunications enterprise with a valid telecommunications business 
operation license; (ii) domestic license holders are prohibited from leasing, transferring or selling telecommunications business 
operation licenses to foreign investors in any form, or providing any resource, sites or facilities to foreign investors to facilitate the 
unlicensed operation of telecommunications business in China; (iii) value-added telecommunications services providers or their 
shareholders must directly own the domain names and registered trademarks they use in their daily operations; (iv) each value-added 
telecommunications services provider must have the necessary facilities for its approved business operations and maintain such 
facilities in the geographic regions covered by its license; and (v) all value-added telecommunications services providers should 
improve network and information security, enact relevant information safety administration regulations and set up emergency plans to 
ensure network and information safety. The provincial communications administration bureaus, as local authorities in charge of 
regulating telecommunications services, (i) are required to ensure that existing qualified value-added telecommunications service 
providers will conduct a self-assessment of their compliance with the MIIT Circular 2006 and submit status reports to the MIIT before 
November 1, 2006; and (ii) may revoke the value-added telecommunications business operation licenses of those that fail to comply 
with the above requirements or fail to rectify such non-compliance within specified time limits. Due to the lack of any additional 
interpretation from the regulatory authorities, it remains unclear what impact MIIT Circular 2006 will have on us or the other PRC 
internet companies with similar corporate and contractual structures. After the MOFCOM and NDRC amended the Catalog in 
March 2015, MIIT also issued the Circular on Removing the Restrictions on Shareholding Ratio Held by Foreign Investors in Online 
Data Processing and Transaction Processing (Operating E-commerce) Business on June 19, 2015, which amended the relevant 
provision in FITE Regulations by allowing foreign investors to own more than 50% of the equity interest in an operator of e-
commerce business. However, foreign investors continue to be prohibited from holding more than 50% of the equity interest in a 
provider of other category of value-added telecommunications services except for e-commerce.

To comply with the above mentioned foreign ownership restrictions, we operate our online platform in China through 
Dasheng Zhixing, which is owned by Jack Jiajia Huang, Ting Shu and Ling Chen, all of whom are PRC citizens, and is controlled by 
Dasheng Online, our PRC subsidiary, through a series of contractual arrangements. Dasheng Zhixing is the holder of the domain 
names, trademarks and facilities necessary for daily operations of our online platform in compliance with the MIIT Circular 2006. 
Based on our PRC legal counsel’s understanding of the current PRC law, rules and regulations, our corporate structure complies with 
all existing PRC laws and regulations. However, we were further advised by our PRC legal counsel that there are substantial 
uncertainties with respect to the interpretation and application of existing or future PRC laws and regulations and thus there is no 
assurance that Chinese governmental authorities would take a view consistent with the opinions of our PRC legal counsel.
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