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whole or any part of the contents of this listing document.

This listing document is published in connection with the Introduction on the Main Board of the
Stock Exchange and contains particulars given in compliance with the Securities and Futures
(Stock Market Listing) Rules (Chapter 571V of the Laws of Hong Kong) and the Listing Rules
solely for the purpose of giving information with regard to our Group.

This listing document does not constitute an offer of, nor is it calculated to invite offers for,
shares or other securities of our Company, nor have any such shares or other securities been
allotted or issued with a view to any of them being offered for sale to, or subscription by, the
public. No Shares will be allotted and issued in connection with, or pursuant to, this listing
document.

Your attention is drawn to the section headed “Risk factors” in this listing document.
Information regarding the proposed arrangements for the listing of, and dealings and settlement
of dealings in, our Shares following the Introduction is set out in the section headed “Information

about this listing document and the Introduction” in this listing document.
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EXPECTED TIMETABLE (Notes 7 and 2)

2016
Last day of dealings in Lifestyle Shares on a cum entitlement basis............ Monday, 4 July
First day of dealings in Lifestyle Shares on an ex entitlement basis............ Tuesday, 5 July

Latest time for lodging transfers of the Lifestyle Shares cum
entitlement to our Shares pursuant to the Distribution.......................... 4:30 p.m. on
Wednesday, 6 July

Register of members of Lifestyle closes (both dates inclusive).............. Thursday, 7 July to
Monday, 11 July

Distribution Record Date ... e Monday, 11 July
Register of members of Lifestyle re-openson.......... ... .. ... ... ... Tuesday, 12 July
Share certificates of our Shares to be despatchedon....................... Thursday, 14 July

Dealings in our Shares on the Stock Exchange
expected to COMMENCE At ... ... . i e 9:00 a.m. on
Friday, 15 July

Payment to Lifestyle Excluded Shareholders
of the net proceeds of the sale of our Shares
which they would otherwise receive pursuant to
the Distribution on oraround ....... ... .. Friday, 5 August

Notes:
(1)  All times refer to Hong Kong local time.

(2) The share certificates of our Shares are expected to be despatched to Lifestyle Qualifying Shareholders on
Thursday, 14 July 2016 after the Stock Exchange grants its approval for the Listing, which is expected to be on or
before Thursday, 14 July 2016. One share certificate of our Shares will be issued to each Lifestyle Qualifying
Shareholder for the entitlement of our Shares, save for the share certificates to be issued to HKSCC Nominees
Limited, which may be in such denominations as requested by HKSCC Nominees Limited. In the event the listing
approval is not obtained on Thursday, 14 July 2016, the share certificates of our Shares may not be despatched
on Thursday, 14 July 2016 and dealings in our Shares on the Stock Exchange may not commence on Friday, 15
July 2016. In such event, and before 9:00 a.m. on Friday, 15 July 2016, we will make an announcement of the
above and (if necessary) of a revised timetable.
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SUMMARY

This summary aims to give you an overview of the information contained in this listing
document. As this is a summary, it does not contain all of the information which may be
important to you. You should read the whole document before you decide to invest in our
Shares. There are risks associated with any investment. Some of the particular risks in
investing in our Shares are summarised in the section headed “Risk factors” in this listing
document. You should read that section carefully before you decide to invest in our Shares.

OVERVIEW

We are an established operator of department stores based in the PRC. We operate
Shanghai Jiuguang, Suzhou Jiuguang and Dalian Jiuguang. The department stores we operate
are “lifestyle” department stores, with middle to upper-end market positioning and through our
Jiuguang Brand in the PRC. According to the CIC Report, Shanghai Jiuguang ranked third in
terms of retail sales value in 2015 in Shanghai’s department store market with approximately
2.4% market share. Suzhou Jiuguang ranked fourth in terms of retail sales value in 2015 in
Suzhou’s department store market with approximately 2.7% market share. Our department
stores are characterised by the “one-stop shopping”, “shops-in-shop”, and “customer oriented”
concepts, which we aim to offer quality goods and services, customer convenience and a
comfortable shopping environment. In addition, we are in the process of developing our new
department store also under the Jiuguang Brand to be housed in a complex to be developed by
us on Daning Road, Jing’an District, Shanghai in the PRC which is targeted to be completed in
December 2018 (i.e. our Daning Project).

Our department stores offer a wide variety of goods ranging from daily necessities to luxury
products as well as personal care services, such as hair and beauty salons, for meeting the
needs of our customers. Depending on the location of the department stores, the merchandise
are sold by means of concessionaire sales as well as direct sales and can be broadly
categorised into apparels and fashion, cosmetics and accessories, household, toys and others,
and food and confectionery. The merchandise mix and services provided by our department
stores are reviewed and adjusted from time to time to enhance the shopping experience it
provides and to attract new customers and retain existing customers with the goal of increasing
turnover to our Group. We also lease space in our department stores to third party service
providers, such as restaurants, for rental income. Furthermore, we receive service income from
concessionaires and suppliers for displaying their products and billboards in our department
stores.

Other than department stores, we also operate supermarkets in the PRC, two of which are
located inside Shanghai Jiuguang and Suzhou Jiuguang. Also, our Group’s first standalone
supermarket in Shanghai was launched in July 2013 inside the “L’Avenue Shanghai”, a high-
end luxury shopping mall complex located in the Honggiao Economic Development Zone of
Shanghai. All of these supermarkets are operated under the Freshmart Brand. Our standalone
supermarket represents our Group’s effort to broaden the presence of our Freshmart Brand, as
our Directors believe that the high-quality food and confectionary products offered at our
supermarkets have been enjoying widespread popularity among customers at Shanghai
Jiuguang.

We also operate two Wa San Mai in the PRC and one in Hong Kong. Wa San Mai are
Japanese teppanyaki style restaurants, featuring Japanese style teppanyaki, hotpot, and sushi
with a la carte dining areas as well as private rooms. We have also invested in an associate,
which operates Royal China, with cuisine including the middle to upper-end Cantonese food and
Longji, a Hong Kong style “cha chaan teng” (2% J#), in the PRC.

In order to diversify into and gain experience on operating in the department store market
in Hebei Province in the PRC where we have no prior exposure, in 2008 and 2010, we made
equity investment in, a leading retailer group, the Beiren Group, based in Shijiazhuang, Hebei
Province in the PRC. As at the Latest Practicable Date, we have an effective equity stake of
approximately 29.4% in the Beiren Group through Wingold’s shareholding interest in Beiren, and
we also have equity interest in other Beiren Group companies through our interest in Beiguo
through Wingold (our 60% owned subsidiary) and in Hebei Future Mall through Ample Sun (our
60% owned subsidiary) (“Investment in Beiren Group”).
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We also hold 65% and 50% equity interests in Shanghai Ongoing and Shanghai Joinbuy,
respectively. As at the Latest Practicable Date, Shanghai Ongoing is principally engaged in the
operation of department store in Shanghai, the PRC, being Shanghai Jiuguang, while Shanghai
Joinbuy holds a property in Shanghai, the PRC, where Shanghai Jiuguang is situated.

Our turnover consists of four categories, namely turnover from direct sales of goods,
income from concessionaire sales, service income, and rental income. Our other income, gains
and losses primarily consist of management fee income, project income, government subsidies,
net exchange (loss) gain, credit card recharge, income from suppliers and lessees (representing
the rebate received from our direct suppliers and fee charged from our lessees), and
compensation for early termination of counters.

The following table illustrates the breakdown of our turnover during the Track Record
Period:

Year ended 31 December

2013 2014 2015
HK$’000 % HK$’000 % HK$°000 %
Sales of goods — direct
sales 392,262 30.7 421,119 31.1 446,496 324
Department stores (excluding
supermarkets) 79,115 6.2 118,676 8.8 154,397 11.2
Supermarkets
Supermarkets located
inside our Jiuguang
department stores 199,686 15.6 173,383 12.8 167,555 12.1
Standalone supermarket 19,172 1.5 40,622 3.0 30,724 2.3
Restaurants 94,289 7.4 88,438 6.5 93,820 6.8
Income from concessionaire
sales 732,688 57.6 779,102 57.4 769,655 55.7
Service income 52,994 4.2 51,385 3.8 55,804 4.0
Rental income 94,928 7.5 104,229 7.7 109,393 7.9
1,272,872 100.0 1,355,835 100.0 1,381,348 100.0

Share of profits of the Beiren Group

Share of profits of the Beiren Group contributed a significant portion of our Group’s profit
and accounting for approximately 57.2%, 65.7% and 66.5% of our Group’s profit for each of the
three years ended 31 December 2015. The following table compares our share of profits of the
Beiren Group with our profit for the year during the Track Record Period:

For the year ended 31 December
2013 2014 2015
HK$’000 HK$’000 HK$°000

Share of profits of the Beiren Group 337,852 371,808 370,827
Profit for the year 590,897 566,283 557,720

The Beiren Group operates department stores, supermarkets and electrical appliance
stores, most of which are located in Shijiazhuang, Hebei Province in the PRC. Share of profits
for the Beiren Group amounted to approximately HK$337.9 million, HK$371.8 million and
HK$370.8 million, representing a substantial portion of our profit for the year of approximately
57.2%, 65.7% and 66.5% for each of the three years ended 31 December 2015, respectively.
However, we do not have control over the business of Beiren Group. Please refer to the
paragraph headed “Non-HKFRS measures” in the section headed “Financial information” in this
listing document regarding contribution of the Beiren Group to our Group.
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Non-HKFRS Measures

Given that a substantial portion of our profits has been derived from our associates, in
particular, our Investment in Beiren Group, the following table illustrates the financial
performance of our Group excluding the financial results of the Group’s associates during the
Track Record Period:

Year ended 31 December

2013 2014 2015

HK$°000 HK$’000 HK$’000

Gross profit 943,416 1,008,832 1,014,577
Gross profit margin 74.1% 74.4% 73.5%
Net profit 161,416 102,374 84,071
Net profit margin 12.7% 7.6% 6.1%

The decline in gross profit margin, net profit and net profit margin of our Group excluding
the financial results of the Group’s associates were principally attributable to the operating loss
incurred by Shenyang Jiuguang. Since its opening in October 2013, Shenyang Jiuguang has
been facing with a challenging and deteriorating operating environment with shrinking economic
activities, oversupply of retailing space, weak local customer spending power and fragile
consumer sentiment in Shenyang. It experienced a net loss of approximately HK$40.3 million,
HK$153.2 million and HK$183.6 million for each of the three years ended 31 December 2015,
respectively, mainly due to the operating expenses, which include cost of sales, depreciation
and amortisation of its properties and equipment and staff costs that cannot be covered by its
turnover. In light of the anticipated prolonged economic slowdown in Shenyang, our Group
strategically closed down the store in December 2015 as part of its efforts to reallocate our
Group’s resources to other more promising stores or business areas.

RISK FACTORS

We believe that there are certain risks and uncertainties involved in our operations, some
of which are beyond our control. We believe the more significant risks relating to our business
are as follows:

° Our results of operations are largely affected by the performance of the Beiren Group,
over which business we do not have control as we only have a minority interest in
those entities

) We rely on our concessionaires to provide a variety of products and brands to
generate a substantial amount of our turnover

) Our success depends on our ability and the ability of our concessionaires to assess,
identify and respond in a timely manner to constantly changing customer preferences

° If the development of our Daning Project deviates from our estimates due to
unexpected circumstances, our business, results of operations and growth prospects
may be adversely affected

° Failure to successfully promote our brand or maintain our goodwill may materially and
adversely affect our business and results of operations

The above risks are not the only significant risks and you should read the section headed
“Risk factors” in this listing document carefully.

OUR COMPETITIVE STRENGTHS
We believe that the following are our competitive strengths:

Strong competitive position backed by solid operating strategy

Our Jiuguang Brand in the PRC department store market

High percentage of property ownership increases operating leverage and flexibility
Experienced management team and proven management structure

Our presence and market share position in the PRC
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OUR STRATEGIES

We aim to strengthen our department store market leadership position as an operator of
Jiuguang Brand and increase our competitiveness in the PRC. Our strategy consists of the

following:

DEPARTMENT STORES

Sales

Continue to offer a one-stop shopping experience to customers
Continue to prudently diversify and expand in the PRC market
Maintain a high quality and appealing merchandise mix
Further strengthen our relationship with concessionaires
Continue to expand our VIP Customer base
Maintain corporate and localised operating strategies

During the Track Record Period, we have operated four department stores, being Shanghai
Jiuguang, Suzhou Jiuguang, Dalian Jiuguang and Shenyang Jiuguang (which was closed in

December 2015). The following table sets out the particulars of these department stores:

Location
Shanghai 1618 Nanjing West Road, Jing'an,
Jiuguang Shanghai, the PRC

Suzhou Jiuguang 268 Wangdun Road, Suzhou Industrial
Park, Suzhou, Jiangsu, the PRC

Dalian Jiuguang 11 Youhao Street, Zhongshan, Dalian,
Liaoning Province,

the PRC
Shenyang No. 68 Zhongjie Road, Shenhe
Jiuguang District, Shenyang, Liaoning

Province, the PRC

Attributable
interests

65%

100%

100%

100%

Year

commenced Property interest
operations  owned/leased

September  Leased from 2013
2004 Shanghai 2014
Joinbuy, which 2015
we have 50%
interest

January 2009 Owned

May 2009  Owned

October 2013 Owned

2013
2014
2015

2013
2014
2015

2013
2014
2015

Year ended
31 December

Financial Information

Sales
proceeds
(net of tax)
HK$'000

2,449,460
2,424,195
2,456,978

887,640
973,667
961,816

148,321
124,910
93,082

18,508
113,019
86,769

Turnover Gross profit

HK$000

848,102
860,049
899,612

254,076
279,247
280,770

36,520
31,991
23,257

5,479
27,223
27,679

HK$000

623,162
634,857
647,286

198,009
226,104
228,380

36,319
31,822
23,172

3,638
17,064
16,133

The following table sets out the turnover and the gross profit of our direct sales and
concessionaire sales in each of our department stores:

Year ended

31 December

Shanghai Jiuguang

Suzhou Jiuguang

Dalian Jiuguang

Shenyang Jiuguang

2013
2014
2015

2013
2014
2015

2013
2014
2015

2013
2014
2015

Turnover
Direct sales Income from
proceeds concessionaire
(net of tax) sales (Note)
HK$’000 HK$’000
204,432 547,543
211,741 552,327
241,103 556,215
72,519 146,801
69,997 173,413
69,309 173,429
255 28,741
226 23,235
99 15,783
1,594 2,818
10,273 15,487
12,178 11,347

Gross profit

Direct sales
HK$’000

55,260
53,137
54,219

16,452
16,853
16,919

54
57
13

296
845
827

Income from
concessionaire
sales (Note)

HK$°000

547,543
552,327
556,215

146,801
173,413
173,429

28,741
23,235
15,783

2,818
15,487
11,347
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Note: The cost of holding inventories, as well as the selling costs, are borne by and transferred to the
concessionaires. Therefore, the gross profit generated from concessionaire sales equals to the income from
concessionaire sales.

Sales proceeds and merchandising

Sales of our Group in our department stores and supermarkets are conducted by way of
direct sales and concessionaire sales. Sales proceeds (net of tax) represent the net amount
received under direct sales and concessionaire sales (i.e. net of value-added tax). The table
below is a summary of the sales proceeds (net of tax) during the Track Record Period:

Year ended 31 December

2013 2014 2015
HK$°000 % HK$’000 % HK$’000 %
Sales proceeds (net of tax)
Direct sales 392,262 10.8 421,119 11.0 446,496 11.8
Concessionaire sales 3,256,183 89.2 3,416,283 89.0 3,347,490 88.2
Total 3,648,445 100.0 3,837,402 100.0 3,793,986 100.0

A significant portion of our sales proceeds (net of tax) is derived from concessionaire
sales. Nevertheless, our Group does not rely on any individual concessionaire considering that
none of our concessionaires individually accounted for more than 1.5% of our turnover for any of
the three years ended 31 December 2015.

Our Group offers a wide range of merchandise, which can be broadly divided into “apparel
and fashion”, “cosmetics and accessories”, “household, toys and others”, and “food and
confectionary” to satisfy our customers’ needs.

Set out below is an illustration of direct sales operation flow:

Selling of merchandise Selling of merchandise
[ Our department _
Suppliers stores/supermarkets/ Customers
t------ restaurants -
Payment Payment

Set out below is an illustration of concessionaire sales operation flow:

Selling of merchandise through its counter
in our department stores or our supermarkets

Concessionaires > Customers
L .
Payment . 7 ‘ Payment
(after deducting  *« Our department x

the commission

and other relevant fees) stores/supermarkets

For direct sales in our department stores and supermarkets, we source and sell our own
direct-purchase merchandise. Our direct sales segment also includes our self-operated
restaurants in Hong Kong and the PRC.

Under concessionaire sales arrangements, we enter into concessionaire agreements with
concessionaires to allow them to set up their own sales counters for their products in designated
areas in our department stores or supermarkets. Income from our concessionaires is calculated
based on certain percentages of sales proceeds (before tax) and is subject to an agreed
minimum amount. Sales proceeds from the concessionaire sales is first collected by us on the
concessionaire’s behalf and then returned to the concessionaire on a monthly basis after
deduction of all relevant expenses and commission. Thus, we do not receive sales proceeds but
commission income under the arrangement with our concessionaires.
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Concessionaires and suppliers of direct sales of our department stores pay an annual
sponsorship fee to us to cover promotional costs and also pay a separate amount to lease
product display space and billboards in our department stores, which are not compulsory but
according to the needs of our concessionaires. Service income generated from such fees for
each of the three years ended 31 December 2015 amounted to approximately HK$53.0 million,
HK$51.4 million, and HK$55.8 million, respectively.

We also lease our department store space to third party service providers for rental
income. Rental income for each of the three years ended 31 December 2015 amounted to
approximately HK$94.9 million, HK$104.2 million and HK$109.4 million, respectively.

Our gross profit for each of the three years ended 31 December 2015 amounted to
approximately HK$943.4 million, HK$1,008.8 million, and HK$1,014.6 million, respectively.

Customers and suppliers

Sales proceeds from our department stores (including supermarkets within the department
stores) are generated from purchases by customers/shoppers who shop at our department
stores and such sales proceeds may be derived from our direct sales of merchandise or from
sales by our concessionaires. The retail shoppers are primarily individuals living in the
communities and areas surrounding our department stores and typically settle payments in cash,
debit cards, prepaid cards or credit cards on their purchase. None of our shoppers individually
accounted for more than 1% of our turnover for any of the three years ended 31 December
2015.

In respect of our turnover, the majority of our turnover was contributed by concessionaires
during the Track Record Period. During the Track Record Period, our top five concessionaires in
aggregate accounted for approximately 4.2%, 4.3%, and 4.5% of our turnover, respectively. Our
top five concessionaires during the Track Record Period include apparel and fashion, and
jewellery concessionaires. In each of the three years ended 31 December 2015, our largest
concessionaire accounted for approximately 1.4%, 1.1% and 1.4% of our turnover, respectively.

Save for one of our concessionaires, who was an associate of a Controlling Shareholder of
the Lifestyle Group during the years ended 31 December 2013 and 2014 but ceased to be an
associate of a Controlling Shareholder of the Lifestyle Group during the year ended 31
December 2015, and who was an associate of a director of the Lifestyle Group during the Track
Record Period, all of our Group’s five largest concessionaires during the Track Record Period
are Independent Third Parties. Save as disclosed above, none of our Directors, their close
associates or our Shareholders (whom to the knowledge of our Directors own more than 5% of
the issued Shares) had any interest in any of our Group’s five largest concessionaires during the
Track Record Period.

During the Track Record Period, purchases from our top five suppliers in aggregate
accounted for approximately 23.1%, 29.6%, and 33.2% of our total purchases, respectively. All
of our top five suppliers during the Track Record Period are from our direct sales segment,
including cosmetics and accessories, and food and confectionary suppliers. In each of the three
years ended 31 December 2015, our largest supplier accounted for approximately 7.0%, 9.0%
and 9.8% of our total purchases, respectively.

All of our Group’s five largest suppliers during the Track Record Period are Independent
Third Parties. None of our Directors, their close associates or our Shareholders (whom to the
knowledge of our Directors own more than 5% of the issued Shares) had interest in any of our
Group’s five largest suppliers during the Track Record Period.
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CONTINUING CONNECTED TRANSACTIONS

There were various transactions between our Group and the Remaining Lifestyle Group,
Lifestyle Properties Group or Shanghai Joinbuy (as the case may be) which will continue and
constitute certain non-exempt continuing connected transactions and exempt continuing
connected transactions of our Group under the Listing Rules after Listing. Such non-exempt
continuing connected transactions include the Framework Agreement, Shanghai Tenancy
Agreement and HK Restaurant Tenancy Agreement. For details of our continuing connected
transactions, please refer to the section headed “Continuing connected transactions” in this
listing document.

Relationship with our Controlling Shareholders and the Lifestyle Group

Immediately following completion of the Distribution and the Spin-off, United Goal will hold
33.70% of the total issued share capital of our Company and Mr. Thomas Lau, who apart from
his interest held through United Goal, will also either directly or through Dynamic Castle hold
another 17.99% of the total issued share capital of our Company immediately following
completion of the Spin-off based on their shareholdings in Lifestyle on the Latest Practicable
Date and assuming that they will remain unchanged on the Distribution Record Date. Hence,
United Goal and Mr. Thomas Lau will become our Controlling Shareholders following completion
of the Spin-off. Mr. Thomas Lau, being our executive Director, also holds position as director on
the board of Lifestyle. Mr. Thomas Lau has been redesignated as the non-executive director and
chairman of Lifestyle since 28 June 2016. Save as disclosed in this listing document, our
Directors and our Controlling Shareholders have separately confirmed that they do not have
interest in any business apart from our Group’s business which competes or is likely to compete,
directly or indirectly, with the business of our Group.

Non-compete undertakings between our Company and Lifestyle Properties

In order to ensure that there is a clear delineation between the business of the Lifestyle
Group (other than the Lifestyle Properties Group) and the business of Lifestyle Properties Group
following the LP Spin-off, Lifestyle has given non-compete undertakings to Lifestyle Properties
pursuant to the LP Non-compete Deed. Our Group was part of the Lifestyle Group at the time of
the LP Spin-off.

After the Spin-off, the TL Parties will remain to be the Controlling Shareholders of both
Lifestyle and our Company. In order to enable Lifestyle Properties to continue to have similar
rights conferred under the LP Non-compete Deed following the Spin-off which, when completed,
will result in our Group ceasing to be part of the Lifestyle Group, our Company entered into the
Newco Non-compete Deed with Lifestyle Properties to provide undertakings on terms similar to
those given by Lifestyle to Lifestyle Properties under the LP Non-complete Deed. The purpose
of the Newco Non-compete Deed is to maintain clear delineation between the Group and the
Lifestyle Properties Group following the Spin-off. As our Group is principally engaged in the
operation of department stores and supermarket business in the PRC and restaurant business
but not property development and/or property investment, the terms of the Newco Non-compete
Deed are consistent with the principal businesses of our Group. For further details, please refer
to the section headed “Relationship with our Controlling Shareholders and the Lifestyle Group”
in this listing document.

OUR EXPANSION PLANS

We intend to strengthen our position in the department store market in the PRC by
developing our second department store also under the Jiuguang Brand in Shanghai through our
Daning Project.
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The large retail market and strong spending power of customers in Shanghai had
differentiated Shanghai from other retail markets in the PRC. According to the CIC Report, the
retail sales value of Shanghai’s department store industry increased from approximately
RMB90.7 billion in 2010 to approximately RMB97.4 billion in 2015, representing a CAGR of
approximately 1.4%. The retail sales value reached its peak in 2013 at approximately RMB100.2
billion. Shanghai, known as the international trade centre, international finance centre,
international shipping centre and international economic centre, has the highest GDP among all
cities in China in 2015. In accordance with the economic development, per capita disposable
income of Shanghai is also the highest among all cities in China. Thus, Shanghai obtained a
large share of China’s department store market, which was about 8.2% in 2015.

The Group’s first department store, being Shanghai Jiuguang, was opened in Shanghai in
2004. Shanghai Jiuguang alone recorded turnover and gross profit of approximately HK$899.6
million and HK$647.3 million for the year ended 31 December 2015. Our Daning Project would
be our second department store project in Shanghai. Leveraging on our over 10 years of
department store operation experience in Shanghai and given that our Daning Project which is
situated approximately five kilometres away from our Shanghai Jiuguang, we believe that our
Daning Project would not cannibalise sales of Shanghai Jiuguang but instead can increase our
foothold in Shanghai.

As mentioned above, there is a large retail market and strong spending power of customers
in Shanghai, which accounted for a large share of China department store market. Evidenced by
the consistent financial performance of Shanghai Jiuguang, despite increasing competition in
Shanghai’s retailing market, our Directors are of the view that our Daning Project would not
directly compete against the sales of Shanghai Jiuguang. Instead, it is expected that our Daning
Project could further enhance our brand equity and market share in the Shanghai department
store market and our competitiveness against other department stores or shopping malls in
Shanghai.

According to the CIC Report, the department store market has become relatively mature in
developed cities. However, our Directors are of the view that increasing further our presence in
the Shanghai market through our Daning Project fits well with our corporate vision of securing
attractive retailing locations to creating our landmark position in the neighbourhood. Our Daning
Project will not only consist of our Group’s second department store in Shanghai, it is expected
to be a commercial complex development comprising sizeable retailing premises and office
buildings.

We have established working relationship with various local and international brands. As at
31 December 2015, the Group have 1,144 concessionaries and our top 10 concessionaries for
the year ended 31 December 2015 have business relationship with us ranging from 2 to 11
years. Our Jiuguang Brand is an established department store brand in the Yangtze River Delta
region in China. According to the CIC Report, in 2015, Shanghai Jiuguang ranked third in terms
of retail sales value in Shanghai’s department store market with approximately 2.4% market
share and Suzhou Jiuguang ranked fourth in terms of retail sales value in Suzhou’s department
store market with approximately 2.7% market share.

Taking into account the above reasons and factors, we are confident that the Group’s
expansion plans would be achievable and are positive on the future financial performance of the
Group. Further details about our plans to expand our current business operations are set out in
the paragraph headed “Our expansion plans” in the section headed “Business” in this listing
document.
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MARKET CHALLENGES

According to the CIC Report, the market challenges of China’s department store industry
include the slowdown of China’s economy growth and impact from new retail formats. China’s
macroeconomy is maturing and the nominal GDP ranked the second place in the world in 2015,
and the growth rate of China’s macroeconomy is expected to slow down in the next few years.
As a result, the growth rate of department store market is forecast to slow down accordingly.
The emerging online retail channel also has made a significant impact on supermarkets and
hypermarkets as well as retailing industry in general. Due to the competitive lower price,
convenient payment system and gradually improved distribution service, online retail is taking
more market share in retailing industry.

Despite the recent downturn in the PRC economy and consumer market in general, the
turnover and profit of Shanghai Jiuguang and Suzhou Jiuguang remain stable during the Track
Record Period. Furthermore, according to the CIC Report, the retail sales of consumer goods is
expected to grow at a CAGR of approximately 8.4% from 2015 to 2020. As a large proportion of
retail sales of consumer goods occur in department stores and supermarkets, both of these two
industries are expected to continue their growth in the future.

According to the CIC Report, despite the wide acceptance of online retailing, as most of
the purchases of middle to upper-end products were made via offline channels such as
department stores and shopping malls, department store remains an important retail format. As
our “lifestyle” department stores are primarily focusing on middle to upper-end products, we
believe that we are less exposed to the challenge from online retail. According to the CIC
Report, although online retail is seeing a rapid growth, the majority of the purchase of consumer
goods was still identified in offline retail channel. According to the Ministry of Commerce of the
PRC, in 2015, the total online retail sales value of consumer goods was approximately RMB3.2
trillion, representing approximately 10.6% of total retail sales value of consumer goods. On the
other hand, consumers pay more attention to the shopping experience and customer service
when they purchase middle to upper-end goods, thus offline retail channel is advantageous in
such characteristics comparing to online retail channel. Furthermore, most middle to upper-end
brands do not offer official online retail option in China. According to the CIC Report, the number
of middle to upper-end brands that can be purchased from official online channel was less than
10% in 2015. Therefore, most consumers still purchase these brands through offline retail
channel such as department store, outlets and shopping centres.
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In view of the potential threat from online retail, we will attempt to remain competitive in the
market by conducting more market research to identify popular products and brands to be
offered to our customers and enhancing our marketing and promotional activities including
cooperating with luxury brands to organise fashion shows and lucky draws. With our financial
resources and human resources, we believe we could, through such research and promotional
activities, adapt to changing market needs and solidify our market position. Further, shopping
experience through offline retail channels, including the offering of customer services,
alterations services and fitting services, cannot be replaced or achieved through online retail. In
particular, personalised customer services (for instance, provision of shopping advice) and direct
customer communication are not available through online retail. Our ability to maintain
comfortable shopping environment and quality customer services could help us counter the
threat from online retail. In addition, our Group also has an experienced management team that
has led us through economic downturn periods such as the global financial crisis while
continuing to increase turnover and profit. Taking into account the above reasons and factors,
and the fact that the sales of Shanghai Jiuguang and Suzhou Jiuguang have remained stable
during the Track Record Period, we believe that the Group’s business model is sustainable and
are positive on the future financial performance of the Group. For further details, please refer to
the paragraph headed “Market challenges” in the section headed “Business” in this listing
document.

KEY FINANCIAL AND OPERATIONAL DATA

You should read this sub-section in conjunction with our combined financial information for
each of the three years ended 31 December 2015, included in the Accountants’ Reports set out
in Appendix | to this listing document. Our combined financial information has been prepared in
accordance with HKFRS. The table below sets out the combined statements of profit or loss for
the periods indicated.

Year ended 31 December

2013 2014 2015
HK$’000 HK$’000 HK$’000
Turnover 1,272,872 1,355,835 1,381,348
Cost of sales (329,456) (347,003) (366,771)
Gross profit 943,416 1,008,832 1,014,577
Other income, gains and losses 178,934 166,985 118,249
Selling and distribution costs (676,633) (783,010) (731,296)
Administrative expenses (143,876) (137,820) (153,237)
Investment income 71,355 67,465 73,191
Share of profit of a joint venture 31,870 26,463 38,040
Share of profits of associates 338,824 371,148 370,237
Other expenses — — (2,845)
Finance costs (27,418) (43,585) (26,908)
Profit before taxation 716,472 676,478 700,008
Taxation (125,575) (110,195) (142,288)
Profit for the year 590,897 566,283 557,720
Profit for the year attributable to:
Owners of our Company 365,099 324,799 305,977
Non-controlling interests 225,798 241,484 251,743
590,897 566,283 557,720
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A description of certain items in the combined statements of financial position as at the end
of each year of the Track Record Period is set out below.

Year ended 31 December

2013 2014 2015

HK$’000 HK$’000 HK$’000

Property, plant and equipment 3,458,383 3,649,493 3,934,012
Prepaid lease payments 3,833,124 3,625,067 2,855,712
Inventories 38,044 41,798 38,090
Trade and other receivables 189,073 225,196 159,211
Trade and other payables 1,335,633 1,208,971 1,117,692

The increase in property, plant and equipment for the year ended 31 December 2014 and
2015 was mainly due to an increase in construction in progress in respect of our Daning Project
development.

For the year ended 31 December 2015, our Group transferred approximately HK$778.7
million (representing the amounts of (i) prepaid lease payments of approximately HK$494.6
million; and (ii) construction in progress and other costs of approximately HK$284.1 million
directly attributable to the construction and development of the two office towers which forms
part of our Daning Project) to the balance of properties under development.

The increase in the inventory balance from approximately HK$38.0 million as at 31
December 2013 to HK$41.8 million as at 31 December 2014 was mainly due to increase in
inventory at Shanghai Jiuguang, which was in line with its sales growth. The decrease in the
inventory balance from approximately HK$41.8 million as at 31 December 2014 to approximately
HK$38.1 million as at 31 December 2015 was mainly due to decrease in inventory balance at
Shenyang Jiuguang following cessation of its business in December 2015.

Trade receivables are amounts due from customers for merchandise sold or services
performed in the ordinary course of business. Our trade receivables mainly consist of
receivables from bank for customers’ credit card payment, service income receivables and
rental income receivables from our lessees.

Our trade and other payables mainly consist of trade payables, construction payables,
concessionaire sales payable, deferred income, rental deposits received, accrued expenses,
VAT payable and interest payable.

For further information on the abovementioned items in the combined statements of
financial position, please refer to the paragraph headed “Description of certain items in the
combined statements of financial position” in the section headed “Financial information” in this
listing document.

Net current liabilities

We had net current liabilities of approximately HK$6,776.3 million, HK$6,685.6 million, and
HK$6,948.5 million and HK$6,771.9 million as at 31 December 2013, 2014, and 2015 and 30
April 2016, respectively, due to current liabilities exceeding current assets as at the respective
year ends. These amounts primarily resulted from the amounts owing to fellow subsidiaries of
our Group which were for our investments made in the PRC throughout each of the three years
ended 31 December 2015 and the period ended 30 April 2016, and were unsecured and
repayable on demand.

Assuming the Capitalisation Issue took place on 31 May 2016, there would be no
outstanding amount owing by our Group to the Remaining Lifestyle Group, except for those
arising from continued connected transactions and an amount of HK$4.3 million arising from a
related party transaction (which will cease upon Spin-off), and our Group would record a net
current assets of approximately HK$1,340.9 million as at 31 May 2016.
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Financial performance of the Beiren Group

While same store sales growth for each store varied, sales growth of the Beiren Group as a
whole has been on an uptrend during the Track Record Period notwithstanding the declining
retailing environment. This was mainly attributable to the increasing retailing space and number
of stores, which was a result of its business expansion in recent years. Amid the challenging
local market conditions and increasing competition and operating costs, the Beiren Group had
been able to maintain its profit margin over time and its profit growth during the Track Record
Period was largely in line with its revenue growth.

KEY FINANCIAL RATIOS

Set out below is the summary of the key financial ratios of our Group during the Track
Record Period.

Year ended 31 December

2013 2014 2015
Gross profit margin (Note 7 & Note &) 74.1% 74.4% 73.5%
Net profit margin (Vote 2 28.7% 24.0% 22.2%
Return on equity Vot & 18.5% 15.6% 16.0%
Return on total assets (Note 4 2.9% 2.4% 2.2%

As at 31 December

2013 2014 2015

Current ratio (Vo® % 0.25 0.28 0.27

Gearing ratio (bank borrowings) Note © 16.1% 20.8% 32.2%

Gearing ratio (all borrowings) (Vo 7) 266.6% 264.2% 289.8%

Notes:

1. Gross profit margin is calculated as gross profit divided by turnover of the respective years and multiplied by
100%, and gross profit equals to turnover minus cost of goods sold and other cost of sales.

2. Net profit margin is calculated as net profit for the year attributable to the owners of our Company divided by
the turnover of the respective years and multiplied by 100%.

3. Return on equity is calculated as net profit for the year attributable to the owners of our Company divided by
equity attributable to the owners of our Company of the respective years and multiplied by 100%.

4. Return on total assets is calculated as net profit for the year attributable to the owners of our Company
divided by the total assets of our Group of the respective years and multiplied by 100%.

5. Current ratio is calculated as the total current assets divided by the total current liabilities as at the
respective dates.

6. Gearing ratio (bank borrowings) is calculated as bank borrowings divided by total equity as at the respective
dates and multiplied by 100%.

7. Gearing ratio (all borrowings) is calculated as the aggregate of bank borrowings, amounts due to fellow

subsidiaries and amount due to a non-controlling shareholder of subsidiaries divided by total equity as at
the respective dates and multiplied by 100%.

8. An analysis of the gross profit margin in respect of direct sales is set out as follows:
Year ended 31 December
2013 2014 2015
Gross profit margin in respect of direct sales 35.5% 34.1% 34.3%

Gross profit margin in respect of direct sales
(excluding profits from the supermarket and
restaurant business activities) 49.1% 39.4% 42.0%

PROPERTY VALUATION

A property valuation report on our properties in Shenyang and Shanghai, prepared by DTZ
Cushman & Wakefield Limited, an independent valuer we engaged, is contained in Appendix IlI
to this listing document. The aggregate market value of our properties in Shenyang and
Shanghai as at 30 April 2016 was approximately RMB5,180 million. In connection with its
valuation, DTZ Cushman & Wakefield Limited applied the direct comparison approach assuming
sale in its existing state and by making reference to comparable sales evidences as available in
the relevant market or, wherever appropriate, DTZ Cushman & Wakefield Limited have taken
into account the expended construction cost. Please see the paragraph headed “Properties” in
the section headed “Business” in, and Appendix Il attached to, this listing document for details
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on our properties. For risks associated with the assumptions made in the valuation of our
properties in Shenyang and Shanghai, please refer to the section headed “Risk factors” in this
listing document.

RECENT DEVELOPMENT AND NO MATERIAL ADVERSE CHANGE

Our Directors confirm that since 31 December 2015 (being the date to which the latest
audited combined financial information of our Group were made up) and up to the date of this
listing document, there has been no material adverse change in the financial or trading position
or prospects of our Group. Furthermore, there has been no event since 31 December 2015 and
up to the date of this listing document which would materially and adversely affect the
information shown in the Accountants’ Report set out in Appendix | to this listing document.
According to our management accounts for the four months ended 30 April 2016, the financial
performance of our Group remains steady when compared with the same period in 2015.

REASONS FOR THE SPIN-OFF

The Lifestyle Group mainly operates its full-fledged “lifestyle” department stores, with
middle to upper-end market positioning through its two retail brand names, “SOGO” in Hong
Kong and “Jiuguang” in the PRC. It is a strategy for the Lifestyle Group to segregate the Hong
Kong and PRC operations to allow the respective management teams to focus on its own
geographic segment and to cater for different investors’ appetite for each of the Hong Kong and
PRC market. After the Spin-off, the Remaining Lifestyle Group will continue to be principally
engaged in the operation of department stores in Hong Kong, and our Group will be principally
engaged in the operation of department stores and supermarket business in the PRC and
restaurant business.

Lifestyle considers that the Spin-off is in the interests of Lifestyle and our Company and
their respective shareholders as a whole because:

(a) the Remaining Lifestyle Group and our Group operate in different geographic
segments and growth paths. By delineating clearly between the operation of the two
groups, the Spin-off will provide separate platforms for the businesses of the two
groups;

(b) the Spin-off will create two groups of companies which are believed to have different
risks profile and will offer investors with an opportunity to participate in the future
development of both the Remaining Lifestyle Group as well as our Group and the
flexibility to invest in both or either of the groups;

(c) the Spin-off will increase the operational and financial transparency of our Group and
provide investors, the market and rating agencies with greater clarity on the
businesses and financial status of our Group;

(d) the Spin-off will enable the management of our Group and the Remaining Lifestyle
Group to focus on their respective businesses which have different requirements and
growth paths, thereby enhancing the decision-making process and their
responsiveness to market changes; and

(e) the Spin-off will enable our Company and Lifestyle to establish their own profiles as
separate listed entities with the abilities to access the debt and equity capital markets
to fund their respective operations, future developments and investment opportunities.

LISTING EXPENSES

Listing expenses include professional fees in relation to the listing of our Group. The total
listing expenses in relation to the preparation for the Listing is expected to be amounted to
approximately HK$24.6 million. The listing expenses amounted to approximately HK$2.8 million
during the Track Record Period. The increase in listing expenses from approximately nil for the
year ended 31 December 2014 to approximately HK$2.8 million for the year ended 31 December
2015 was due to the incurring of expenses (being mainly fees to professional parties) in relation
to the preparation for the Listing.
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DIVIDEND

Our Shareholders will be entitled to receive dividends that we declare. We do not have a
fixed dividend policy and the payment and the amount of any dividends will be at the discretion
of our Directors and will depend upon our future operations and earnings, capital requirements
and surplus, general financial condition, contractual restrictions and other factors which our
Directors deem relevant. In addition, our Controlling Shareholders will be able to influence the
approval by our Shareholders in a general meeting for any payment of dividends.

For further information on our dividend, please refer to the paragraph headed “Dividend” in
the section headed “Financial information” in this listing document.

NON-COMPLIANCE

During the Track Record Period and up to the Latest Practicable Date, there were certain
non-compliance incidents of our Group, namely, failure to (i) apply for a water pollution control
license before commencing the discharge of commercial trade effluents into the communal foul
sewer; (ii) apply for amendment to the construction project planning permit for changes in a
construction design; (iii) make necessary filings to the county level government within 15 days
after passing completion inspection of a construction project; (iv) complete construction project
completion acceptance and inspection procedures within the requisite 6-month period; and (v)
register lease agreements in the PRC with the relevant PRC authorities.

For further details of each of the above non-compliance incidents and the relevant
rectification actions taken by our Group (including our enhanced internal control measures to
prevent recurrence of the non-compliance incidents), please refer to the paragraph headed
“Non-compliances” in the section headed “Business” of this listing document.

—14 —



DEFINITIONS

In this listing document, unless the context otherwise requires, the following expressions
shall have the following meanings.

“Ample Sun”

“Articles of Association” or
“Articles”

“Asia Prime”

“associate(s)”

“Beauty Power”

“Beiguo”

“Beijing Huitong”

“Beiren”

“Beiren Group”

“Board”

Ample Sun Group Limited (i R&EMARLAF), a company
incorporated in Hong Kong on 17 August 2007 with limited
liability, of which our Group owns an effective equity stake of
60% after the Reorganisation

the articles of association of our Company as currently adopted

Asia Prime Assets Limited, a company incorporated in BVI on
28 December 2000 with limited liability, and wholly-owned by
Mr. Thomas Lau as at the Latest Practicable Date

has the meaning ascribed to it in the Listing Rules

Beauty Power Limited (£J& A FR/2 ), a company incorporated
in BVI on 8 January 2007 with limited liability, and an indirect
wholly-owned subsidiary of our Company after the
Reorganisation

b 2 75 ek A4y 5 FR A 7] (Beiguo Shangcheng Company
Limited*), formerly known as f1 % #E-0E 8 A FR AT A A
(Shijiazhuang Beiguo Shangcheng Company Limited*), an
unlisted company limited by shares established in the PRC on
19 October 2001, of which our Group owns an effective equity
stake of approximately 29.4% after the Reorganisation

Jb ot REZE M5 % A R/ 7 (Beijing Huitong Runxin Trading
Company Limited*), formerly known as dt& B Cikfs BEA R
/5] (Beijing Kaiyuan Fuxin Development Co., Ltd.*), a wholly
corporate-owned enterprise established in the PRC on 1
February 2008 with limited liability, of which our Group owns
an effective equity stake of 60% after the Reorganisation

AFRFEIE N EEEARE(LAR (Shijiazhuang Beiguo Renbai
Group Company Limited*), a company established in the PRC
on 21 March 2000 with limited liability, which our Group owns
an effective equity stake of approximately 29.4% after the
Reorganisation

Beiren together with its subsidiaries

the board of Directors
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“Business Day(s)”

“BVI”

“CAGR”

”

“Capitalisation Issue

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian

Participant”

“CCASS Investor Participant”

“CCASS Participant”

“Charm Wave”

“China” or “PRC”

“ChinaClear”

“CIC”

any day(s) (other than Saturday(s) in Hong Kong) on which
licensed banks in Hong Kong are open for banking business
throughout their normal business hours

the British Virgin Islands
compound annual growth rate

the issue by our Company to Lifestyle on the Distribution
Record Date of such number of Shares required for the
purpose of effecting the Distribution by way of capitalisation of
all amounts due from our Company to Lifestyle as at the
Distribution Record Date

the Central Clearing and Settlement System established and
operated by HKSCC

a person admitted to participate in CCASS as a direct clearing
participant or general clearing participant

a person admitted to participate in CCASS as a custodian
participant

a person admitted to participate in CCASS as an investor
participant who may be an individual or joint individuals or a
corporation

a CCASS Clearing Participant, a CCASS Custodian Participant
or a CCASS Investor Participant

Charm Wave Limited (+f#H R/ ]), a company incorporated
in Hong Kong on 26 October 2006 with limited liability, and an
indirect wholly-owned subsidiary of our Company after the
Reorganisation

the People’s Republic of China, but for the purposes of this
listing document and for geographical reference only (unless
otherwise indicated) excluding Taiwan, Macau Special
Administrative Region of the People’s Republic of China and
Hong Kong

China Securities Depository and Clearing Corporation Limited

China Insights Consultancy Limited, an industry expert and
independent third party, hired to conduct an analysis of, and to
report on China’s department store, supermarket and
hypermarket market industry
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“CIC Report”

“close associate(s)”

“Companies Law” or “Cayman
Islands Companies Law”

“Companies Ordinance”

“Company”, “our Company”,
“We” or HuS”

“connected person(s)”

“Controlling Shareholder(s)”

“core connected person(s)”

“Dalian Jiuguang”

“Dalian Property”

“Daning Project”

the report conducted by CIC on China’s department store,
supermarket and hypermarket market industry

has the meaning ascribed to it in the Listing Rules

the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated
and revised) of the Cayman Islands

the Companies Ordinance (Chapter 622 of the Laws of Hong
Kong)

Lifestyle China Group Limited (4@ H B 4 B A R 22 7)) (formerly
known as Lifestyle China Limited (Flf&+ EA R ), the
holding company of the Spin-off Group under the Spin-off,
whose Shares are to be listed on the Main Board by way of
introduction to be implemented by means of the Distribution,
being an exempted company incorporated in the Cayman
Islands on 4 January 2016

has the meaning ascribed to it in the Listing Rules

has/have the meaning ascribed to it in the Listing Rules and, in
the context of our Company, means United Goal which will hold
33.70% of the total issued share capital of our Company
immediately following completion of the Spin-off and Mr.
Thomas Lau, who apart from his interest held through United
Goal, will also either directly or through Dynamic Castle hold
another 17.99% of the total issued share capital of our
Company immediately following completion of the Spin-off,
based on their Shareholdings in Lifestyle on the Latest
Practicable Date and assuming that they will remain
unchanged on the Distribution Record Date

has the meaning ascribed to it in the Listing Rules

Dalian Jiuguang department store, one of our managed stores
and is owned by our Group, located at 11 Youhao Street,
Zhongshan District, Dalian, Liaoning Province, the PRC

a retailing property located at No. 11 Youhao Street,
Zhongshan District, Dalian, Liaoning Province, the PRC

a commercial complex under development comprising sizeable
retail premises, office buildings, and our Group’s second
department store in Shanghai under the Jiuguang Brand on
the Jing’an Land
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“Deed of Indemnity”

“Director(s)”

“Distribution”

“Distribution Record Date”

“Dynamic Castle”

“EPD”

“Excellent Global”

a deed of indemnity dated 28 June 2016 and executed by
Lifestyle in favour of our Company (for ourselves and as
trustee for our subsidiaries stated therein) containing the
indemnities as more particularly referred to in Appendix V to
this listing document

the director(s) of our Company

(subject to the Spin-off Condition being fulfilled) the payment of
a special interim dividend by Lifestyle to the Lifestyle
Shareholders to be satisfied:

(a) by way of distribution in specie of such number of Shares
to the Lifestyle Qualifying Shareholders in the proportion
of one Share for every one Lifestyle Share held by them
as at the close of business on the Distribution Record
Date; and

(b) by way of cash payment (after deducting expenses) to the
Lifestyle Excluded Shareholders which equals to the net
proceeds of the sale by Lifestyle on their behalf our
Shares to which the Lifestyle Excluded Shareholders
would otherwise be entitled to receive under the
Distribution after dealings in the Shares commence on the
Stock Exchange at the prevailing market price,

in either case, on the terms and conditions to be determined by
the board of directors of Lifestyle. After the Distribution, our
Company will cease to be a subsidiary of Lifestyle. For details
of the Distribution, please refer to the paragraph headed “The
Distribution” in the section headed “The Distribution and Spin-
off” in this listing document

11 July 2016, being the record date for ascertaining
entitlements to the Distribution

Dynamic Castle Limited, a company incorporated in BVl on 16
June 2005 with limited liability, and wholly-owned by Mr.
Thomas Lau as at the Latest Practicable Date

Environmental Protection Department of the Hong Kong
government

Excellent Global Limited, a company incorporated in BVI on 28
February 2002 with limited liability, and a direct wholly-owned
subsidiary of our Company after the Reorganisation
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“Financial Information”

“Freshmart Brand”

“Future Mall”

“Gainbest”

“GDP”

“Global Top”

“Great Prosperity”

“Group”, “we”, “our” and “us”

“Hebei Future Mall”

“Hebei Xuyuan”

“HKFRS”

the combined financial information prepared from the financial
information of our Group which is set forth in the Accountants’
Report included as Appendix | to this listing document

the brand of our supermarkets

AFFESE K N EY; (Shijiazhuang Future Mall*), formerly known
as R TFHEY; (Xian Tian Xia Square*), a retail shopping
complex situated in Shijiazhuang, Hebei Province, the PRC

Gainbest Assets Limited, a company incorporated in BVI on 15
May 2002 with limited liability, and an indirect wholly-owned
subsidiary of our Company after the Reorganisation

gross domestic product

Global Top Limited (& FR/A ), a company incorporated in
Hong Kong on 12 January 2006 with limited liability, and an
indirect wholly-owned subsidiary of our Company after the
Reorganisation

Great Prosperity Holding Inc., a company incorporated in BVI
on 15 May 2002 with limited liability, and an indirect wholly-
owned subsidiary of our Company after the Reorganisation

our Company and its subsidiaries or, where the context
otherwise requires, in respect of the period prior to our
Company becoming the holding company of its present
subsidiaries, the present subsidiaries of our Company, some
or any of them

AL ALE e K T S A IR EAE A F (Hebei Beiguo Future Mall
Company Limited*), formerly known as {idbb = B o 5 A R
AL/~ A (Hebei Beiguo Kaiyuan Square Company Limited*),
an equity joint venture enterprise between a PRC company and
a Taiwan/Hong Kong/Macau company established in the PRC
on 27 May 2005 with limited liability, which our Group owns an
effective equity stake of approximately 44.40% after the
Reorganisation

WILBJR S EABR/A R (Hebei Xuyuan Investment Company
Limited*), formerly known as JLIBIEE 5 A R/ R (Hebei
Xuyuan Trading Company Limited*), a wholly corporate-owned
enterprise established in the PRC on 23 November 2007 with
limited liability, of which our Group owns an effective equity
stake of 60% after the Reorganisation

Hong Kong Financial Reporting Standards issued by HKICPA
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“HKICPA”

“HKSCC”

“HKSCC Nominees”

“HK$” or “Hong Kong dollars”
or “cents”

“Hong Kong” or “HK”

“Hong Kong Legal Advisers”

“Hong Kong Share Registrar”

y

“Independent Third Party(ies)’

“Introduction”

“J’s Club”

“Jing’an Land”

“Jiuguang Brand”

“Joinbuy Group”

Hong Kong Institute of Certified Public Accountants

Hong Kong Securities Clearing Company Limited, a wholly-
owned subsidiary of Hong Kong Exchanges and Clearing
Limited

HKSCC Nominees Limited

Hong Kong dollars and cents respectively, the lawful currency
of Hong Kong

the Hong Kong Special Administrative Region of the People’s
Republic of China

Sit, Fung, Kwong & Shum, being the legal advisers to our
Company as to Hong Kong law

Computershare Hong Kong Investor Services Limited, the
Hong Kong branch share registrar and transfer office of our
Company

individual(s) or company(ies) and their respective ultimate
beneficial owner(s), who/which, to the best of our Directors’
knowledge, information and belief having made all reasonable
enquiries, is/are not connected with our Company or its
connected person

the listing of the entire issued share capital of our Company on
the Stock Exchange by way of introduction

the membership programme where its members (i.e. VIP
Customers) can enjoy discount and earn points when making
purchases of merchandise in our department stores

a piece of land of approximately 50,153.5 sg.m. located at Lot
33, 312 Street, Zhabei District (now known as Jing’an District),
east to Gonghexin Road, south to Daning Road, west to Orient
Pearl Apartment, north to Shanghai Circus World in Shanghai,
the PRC

At (Jiuguang*), the brand name of our department stores

FigILE (EE)ABRA T (Shanghai Joinbuy Group Co., Ltd.*), a
company established in the PRC, which held 12% of the equity
interest in Shanghai Joinbuy and 5% of the equity interest in
Shanghai Ongoing as at the Latest Practicable Date
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“Joinbuy Investment”

“Kaiyuan Property”

“Kaiyuan Trading”

”

“Latest Practicable Date

“Lifestyle”

“Lifestyle China”

“Lifestyle (China) Investment”

L ERBAERATR (Shanghai Joinbuy Co., Ltd.*) a
company established in the PRC, which held 38% of the equity
interest in Shanghai Joinbuy and 30% of the equity interest in
Shanghai Ongoing as at the Latest Practicable Date

A6 B o 55 b B AR LA A PR ] (Hebei Kaiyuan Real Estate
Development Joint Stock Company Limited*), a company
established in the PRC, an Independent Third Party, from
which Beiren acquired 51% equity interest in Hebei Future Mall
on 19 May 2008

MILBI L 5 AR /A A (Hebei Kaiyuan Trading Co., Ltd.*),
formerly known as {dtBHICE 5 Kkl A R4 H] (Hebei Kaiyuan
Trading Securities Co., Ltd.*), a company established in the
PRC

23 June 2016, being the latest practicable date for the
inclusion of certain information in this listing document prior to
its publication

Lifestyle International Holdings Limited (48 [ B 4E ] 45 BR 2 7)),
a company incorporated in the Cayman lIslands under the
Companies Law as an exempted company with limited liability
on 29 December 2003, whose shares are listed on the Main
Board (stock code: 1212)

Lifestyle China Holdings Limited (/48 0 B0 #% B A BR A7)
(formerly known as Lifestyle China Holdings Limited (F/4&
L£EAHFR/AT])), a company incorporated in Hong Kong on 5
December 2007 with limited liability, and an indirect wholly-
owned subsidiary of our Company after the Reorganisation

FlE(H B EABRA R (Lifestyle (China) Investment Co.,
Ltd.*), a wholly Hong Kong-corporate-owned enterprise
established in the PRC on 11 September 2008 with limited
liability, and an indirect wholly-owned subsidiary of our
Company after the Reorganisation
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DEFINITIONS

“Lifestyle (Dalian)”

“Lifestyle Excluded
Shareholder(s)”

“Lifestyle Group”

“Lifestyle Overseas
Shareholder(s)”

“Lifestyle PRC Stock Connect
Investor(s)”

“Lifestyle Properties”

“Lifestyle Properties Group”

“Lifestyle Qualifying
Shareholder(s)”

“Lifestyle Shareholder(s)”

“Lifestyle Share(s)”

|4 7 JE (K ) A BR /A~ 7 (Lifestyle Commercial Building (Dalian)
Co., Ltd.*), formerly known as K## 5 f5 HhE A BRA 7 (Dalian
Far East Real Estate Co., Ltd.*), K#{FERSEKE A RAF
(Dalian ltokin Building Company Limited*) and K % {7 #f 6 7 )&
A2 #E (Dalian Itokin Commercial Building Company
Limited*), a wholly Hong Kong-corporate-owned enterprise
(originally a sino-foreign equity joint venture enterprise)
established in the PRC on 9 October 1993 with limited liability,
and an indirect wholly-owned subsidiary of our Company after
the Reorganisation

the Lifestyle Overseas Shareholder(s) in relation to whom the
board of directors of Lifestyle, after making relevant enquiries
and based on the legal opinions provided by legal advisers,
considers its/their exclusion from the entitlement to receive
Share(s) under the Distribution to be necessary or expedient
on account either of the legal restrictions under the laws of the
relevant jurisdiction or the requirements of the relevant
regulatory body or stock exchange in that jurisdiction

Lifestyle and its subsidiaries before the Spin-off, which
includes our Group

Lifestyle Shareholder(s) whose addresses appear on the
register of members of Lifestyle at the close of business on the
Distribution Record Date and are in jurisdictions outside Hong
Kong

the PRC southbound trading investor(s) through Shanghai-
Hong Kong Stock Connect who hold Lifestyle Shares through
ChinaClear as nominee

Lifestyle Properties Development Limited (FI|4% b % B A R A
7]), a company incorporated in the Cayman lIslands under the
Companies Law as an exempted company with limited liability
on 5 January 2012, whose shares are listed on the Main Board
(stock code: 2183)

Lifestyle Properties and its subsidiaries

Lifestyle Shareholders at the close of business on the
Distribution Record Date other than the Lifestyle Excluded
Shareholders

holder(s) of the Lifestyle Shares
ordinary share(s) of HK$0.005 each in the share capital of

Lifestyle
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“Lifu Plaza”
“Listing”

“Listing Committee”

“Listing Date”

“Listing Rules”

“Long Stop Date”

“Longji”

“LP Non-compete Deed”

“LP Spin-off”

“Main Board”

“Majestic Eagle”

“Memorandum of Association”

or “Memorandum”

“Mr. Thomas Lau”

“NBSC"

“Newco Non-compete Deed”

the property where Shenyang Jiuguang was located at
listing of the Shares on the Main Board

the listing sub-committee of the board of directors of the Stock
Exchange

the date on which dealings in our Shares on the Main Board
commence

the Rules Governing the Listing of Securities on the Stock
Exchange

22 July 2016 or such later date as the board of directors of
Lifestyle may decide as the long stop date for the satisfaction
of the Spin-off Condition

HERC (Longji*), restaurants in the PRC owned as to 50% by our
Group and managed by a joint venture partner

the deed of non-competition dated 26 August 2013 entered into
between Lifestyle and Lifestyle Properties

the spin-off of Lifestyle Properties from Lifestyle in September
2013

the stock market operated by the Stock Exchange, which
excludes Growth Enterprises Market of the Stock Exchange
and the options market

Majestic Eagle Limited, a company incorporated in BVI on 23
November 2015 with limited liability, and a direct wholly-owned
subsidiary of our Company

the memorandum of association of our Company as currently
adopted

Mr. Lau Luen Hung, Thomas, the Chairman of our Board, an
executive Director and the Chief Executive Officer of our
Company, and the chairman and the non-executive director of
Lifestyle and one of our Controlling Shareholders

National Bureau of Statistics of China (+#E A R L1 5 [8 R 455t
JR)

the deed of non-competition dated 24 June 2016 entered into
between our Company and Lifestyle Properties
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DEFINITIONS

“Nice Union”

“Ongoing (Suzhou)”

“Other Usages”

uozon

“Permitted Usages”

“PRC”

“PRC GAAP”

“PRC Legal Advisers”

“Property Valuer”

“Remaining Lifestyle Group”

“Reorganisation”

“RMB”

“Royal China”

“SAFE”

Nice Union Limited (REiEA /2 H]), a company incorporated in
Hong Kong on 25 November 2006 with limited liability, and an
indirect wholly-owned subsidiary of our Company after the
Reorganisation

AJEH B @R AE R F (Ongoing Department Store (Suzhou)
Limited*), a wholly foreign-owned enterprise established in the
PRC on 17 January 2008, and dissolved upon merger with
Suzhou Lifestyle Plaza in February 2015

any other usages of our owned properties or relevant parts
thereof which do not fall within the scope of the Permitted
Usages

Online to Offline or Offline to Online platform business model,
utilising online discovery and advocacy to promote offline sales

use of our owned properties or relevant parts thereof which are
designated either for our department store operations or for
purposes complementary to our department store operations or
for our own use and occupation (including without limitation
those used for the supermarkets, restaurants or other business
operations by our Group and warehouses and offices used in
connection with the business operations of our Group)

the People’s Republic of China which, for the purpose of this
listing document, shall exclude Hong Kong, the Macau Special
Administrative Region and Taiwan

Generally Accepted Accounting Principles in the PRC

Zhong Lun Law Firm, a qualified PRC law firm acting as the
PRC legal advisers to our Company for the application for
Listing

DTZ Cushman & Wakefield Limited, an independent property
valuer

Lifestyle and its subsidiaries after the Spin-off, which excludes
our Group and the Lifestyle Properties Group

the corporate reorganisation of our Group in preparation for the
Listing as described under the section headed “Reorganisation”
in this listing document

Renminbi, the lawful currency of PRC

£ H: 28 (Royal China*), restaurants in the PRC owned as to
50% by our Group and managed by a joint venture partner

State Administration of Foreign Exchange of the PRC (*# A
FR L [ (B R A1 58 2Ry )
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DEFINITIONS

“SFCH

“SFO”

“Share(s)”

“Shareholder(s)”

“Shanghai — Hong Kong
Stock Connect”

“Shanghai Jiuguang”

“Shanghai Joinbuy”

“Shanghai Joinbuy CityPlaza”

“Shanghai Lihaichao”

“Shanghai Liyida”

“Shanghai Ongoing”

the Securities and Futures Commission of Hong Kong

the Securities and Futures Ordinance, Chapter 571 of the Laws
of Hong Kong, as amended, supplemented or otherwise
modified from time to time

ordinary share(s) in the share capital of our Company, with a
par value of HK$0.005 each

holder(s) of our Share(s)

mutual order-routing connectivity and related technical
infrastructure established by the Stock Exchange and
Shanghai Stock Exchange to enable investors of their
respective market to trade designated equity securities listed in
the other's market

Shanghai Jiuguang department store, one of our managed
stores and is owned by our Group located at 1618 Nanjing
West Road, Jing’an, Shanghai, the PRC

WA ES AR AR (Shanghai Joinbuy City Plaza Co.
Ltd.*), an equity joint venture enterprise between a PRC
company and Hong Kong company (originally a wholly
corporate-owned enterprise) established in the PRC on 14
November 2002 with limited liability, of which our Group owns
an effective equity stake of 50% after the Reorganisation

the property where Shanghai Jiuguang is located at

g R A BRA F (Shanghai Lihaichao Commercial Co.,
Ltd.*), a wholly-owned enterprise by a Hong Kong-corporate-
owned investment company established in the PRC on 31
March 2012 with limited liability, and an indirect wholly-owned
subsidiary of our Company after the Reorganisation

FllGEmEEX(LB)AMR LA (Liyida Commercial
Development (Shanghai) Co., Ltd.*), a wholly Hong Kong-
corporate-owned enterprise established in the PRC on 23 April
2012 with limited liability, and an indirect wholly-owned
subsidiary of our Company after the Reorganisation

AN EEHFRAR (Shanghai Ongoing Department Store
Limited™), a sino-foreign equity joint venture enterprise
established in the PRC on 26 July 2004 with limited liability, of
which our Group owns an effective equity stake of 65% after
the Reorganisation
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DEFINITIONS

“Shenyang Jiuguang”

“Shenyang Land”

“SKU”

“Smart Fortune”

“Sogo Hong Kong”

“Spin-off”

“Spin-off Condition”

“Spin-off Group”

“Sponsor” or “BNP Paribas”

“Stock Exchange”

“subsidiaries”

Shenyang Jiuguang department store, one of our managed
stores and is owned by our Group which was closed down in
December 2015, located at No. 68 Zhongjie Road, Shenhe
District, Shenyang, Liaoning Province, the PRC

a parcel of land located at Zhengyang Street West, Shenhe
District, Shenyang City, the PRC covering a site area of
approximately 23,076.20 sg.m. the land use rights of which are
owned by our Group

stockkeeping unit, an identification, usually alphanumeric, of a
particular product that allows it to be tracked for inventory
purposes

Smart Fortune Assets Limited, a company incorporated in BVI
on 22 April 2002 with limited liability, and an indirect wholly-
owned subsidiary of our Company after the Reorganisation

Sogo Hong Kong Company Limited (556 (& ) A B A RAH), a
company incorporated in Hong Kong with limited liability on 23
September 1983, and an indirect wholly-owned subsidiary of
Lifestyle which carries on department store business as at the
Latest Practicable Date

the disposal of all Lifestyle’s interest in our Company by way of
a separate listing of our Shares on the Main Board, which is
expected to be effected by way of Introduction to be
implemented by means of the Distribution

the condition to Listing, namely the Listing Committee granting
the listing of, and permission to deal in, our Shares in issue as
at the Distribution Record Date on the Main Board on or before
the Long Stop Date

our Company and our subsidiaries after completion of the
Reorganisation

BNP Paribas Securities (Asia) Limited, a licensed corporation
under the SFO to carry out Type 1 (dealing in securities), Type
2 (dealing in futures contracts), Type 4 (advising on securities)
and Type 6 (advising on corporate finance) regulated activities
under the SFO, being the sponsor of the Introduction

The Stock Exchange of Hong Kong Limited, a wholly-owned
subsidiary of Hong Kong Exchanges and Clearing Limited

has the meaning ascribed thereto in section 15 of the
Companies Ordinance
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DEFINITIONS

“Suzhou Harmony”

“Suzhou Jiuguang”

“Suzhou Land”

“Suzhou Lifestyle Plaza”

“Suzhou Ongoing”

“Sweetolive”

“SY Foreversmart”

“Takeovers Code”

BN B b s R £ H A BRA R (Suzhou Harmony Development
Group Co., Ltd.*), formerly known as #fJN T3 Rk 5t A
FRZAH] (Suzhou Industrial Park Urban Development Co. Ltd.*),
a company established in the PRC, an Independent Third
Party, which, together with Charm Wave, established Suzhou
Lifestyle Plaza under a joint venture agreement dated 22
January 2007 and eventually transferred its equity interest in
Suzhou Lifestyle Plaza to our Group

Suzhou Jiuguang department store, one of our managed stores
and is owned by our Group, located at 268 Wangdun Road,
Suzhou Industrial Park, Suzhou, Jiangsu, the PRC

a plot of land situated between the north of Wangdun Road
and the east of Huachi Street in Suzhou Industrial part, with a
site area of approximately 53,192.77 sq.m.

FIAR & 35 (BR M)A BR A 7 (Lifestyle Plaza (Suzhou) Co., Ltd.*), a
wholly Hong Kong-corporate-owned enterprise (originally an
equity joint venture enterprise between a PRC company and
Hong Kong company) established in the PRC on 1 March 2007
with limited liability, and an indirect wholly-owned subsidiary of
our Company after the Reorganisation

R At H A BRA TR (Suzhou Ongoing Department Store
Limited*), a wholly corporate-owned enterprise established in
the PRC on 5 August 2015 with limited liability, and an indirect
wholly-owned subsidiary of our Company after the
Reorganisation

JutE R k(i) A BR/A F] (Sweetolive Catering (Shanghai) Co.,
Ltd.*), a wholly Hong Kong-corporate-owned enterprise
established in the PRC on 10 August 2004 with limited liability,
of which our Group owns an effective equity stake of 50% after
the Reorganisation

T s B2 A R/A T (Shenyang Forever Smart Development
Limited*), a wholly Hong Kong-corporate-owned enterprise
established in the PRC on 1 December 2006 with limited
liability, and an indirect wholly-owned subsidiary of our
Company after the Reorganisation

The Hong Kong Codes on Takeovers and Mergers and Share
Repurchase as amended, supplemented or otherwise modified
from time to time
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DEFINITIONS

“TL Parties”

“Track Record Period”

“United Goal”

“US”
“US$” or “US dollars”

“VIP Customers”

“Vision Pilot”

“Wa San Mai”

“Wa San Mai (Shanghai)”

“Wingold”

“Wise Fortune”

“WPCO”

Mr. Thomas Lau and United Goal and their respective close
associates

the three financial years ended 31 December 2015

United Goal Resources Limited, a company incorporated in BVI
on 28 December 2000 with limited liability, which is ultimately
owned as to 80% by Mr. Thomas Lau through Asia Prime and
as to 20% by a family trust of which Mr. Lau Luen Hung,
Joseph and certain of his family members are eligible
beneficiaries as at the Latest Practicable Date and one of our
Controlling Shareholders

the United States of America
United States dollars, the lawful currency of the US

customers who are holders of J’s Club card, our supermarkets
membership card, or co-branded credit cards introduced by us
in cooperation with certain banks in the PRC

Vision Pilot Group Limited, a company incorporated in BVI on
12 February 2002 with limited liability, and a direct wholly-
owned subsidiary of Lifestyle as at the Latest Practicable Date

=W (Wa San Mai*), restaurants in Hong Kong and the PRC
managed and owned by our Group

M=k Ei)ERERAR LA (Wa San Mai (Shanghai)
Catering Management Co., Ltd.*), a wholly Hong Kong-
corporate-owned enterprise established in the PRC on 26
September 2008 with limited liability, and an indirect wholly-
owned subsidiary of our Company after the Reorganisation

Wingold Limited (4 #HBR/AF]), a company incorporated in
Hong Kong on 20 April 2007 with limited liability, of which our
Group owns an effective equity stake of 60% after the
Reorganisation

Wise Fortune Limited (H & AR/ ), a company incorporated
in Hong Kong on 18 September 2015 with limited liability, and
an indirect wholly-owned subsidiary of our Company after the
Reorganisation

Water Pollution Control Ordinance (Chapter 358 of the Laws of
Hong Kong)
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DEFINITIONS

“Xiantianxia Development” WAL R T B EME AR EE AR (Hebei Xiantianxia Real
Estate Development Company Limited*), an Independent Third
Party, a company incorporated in the PRC, from which our
Group acquired 100% equity interest in Beijing Huitong on 9
February 2010

“Xuheng” ARFEIEE % ARA A (Shijiazhuang Xuheng Trading
Company Limited*), a wholly corporate-owned enterprise
established in the PRC on 21 February 2008 with limited
liability, of which our Group owns an effective equity stake of
60% after the Reorganisation

“Yishang Trading” ML E S HBRA T (Heibei Yishang Trading Co., Ltd.*), a
wholly-owned enterprise by a Taiwan/Hong Kong/Macau
company established in the PRC on 11 March 2008 with
limited liability, of which our Group owns an effective equity
stake of 60% after the Reorganisation

“%” per cent.

“m2” or “sg.m.” square metres

Unless otherwise specified, for the purpose of this listing document and for the purpose of
illustration only, Hong Kong dollar amounts have been translated using the following rates:

US$1.00 : HK$7.80
RMB1.00 : HK$1.20

No representation is made that any amounts in HK$, RMB or US$ can be or could have
been converted at the relevant dates at the above rates or any other rates at all.

For ease of reference, the names of certain PRC laws and regulations or the PRC
established companies or entities have been included in this listing document in both the
Chinese and English languages. The English names of these companies and entities are only
English translation of their respective official Chinese names and they are denoted with “*”. In
the event of any inconsistency, the Chinese version shall prevail.

Any discrepancies between the total amount shown and the sum of the amounts listed in
any table are due to rounding.
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RISK FACTORS

Investors should consider carefully all of the information set out in this listing document
and, in particular, should evaluate the following risks and uncertainties which may adversely
affect our business.

Our Directors believe that risks involved in our operations can be categorised into: (i)
risks relating to our business; (ii) risks relating to the retail industry in the PRC; (iii) risks
relating to the PRC; and (iv) risks relating to the Introduction.

RISKS RELATING TO OUR BUSINESS

Our results of operations are largely affected by the performance of the Beiren Group,
over which business we do not have control as we only have a minority interest in those
entities

Our results of operations are largely affected by the performance of the Beiren Group, over
which the business we do not have control as we only have a minority interest in those entities.
We derive a substantial portion of our profit during the Track Record Period from our Investment
in Beiren Group.

Please refer to the paragraph headed “Non-HKFRS measures” in the section headed
“Financial information” in this listing document regarding contribution of our Investment in Beiren
Group to our Group.

We do not control the business of any of the member companies of the Beiren Group as
we only have a non-controlling interest in these entities. The retail business operations of the
Beiren Group are susceptible to any decrease in demand and prices for their respective
products or decline or recession in the economy. If the PRC economy experiences a slowdown,
the prospects, business and results of operations of the Beiren Group would be adversely
affected, which in turn will have a material and adverse effect on our results of operations.
Therefore, we cannot assure you that our investment income from the equity-method investee
will continue to contribute positively to our total profit in the future.

We rely on our concessionaires to provide a variety of products and brands to generate a
substantial amount of our turnover

We believe it is important to provide quality goods and services and to optimise brand mix
to satisfy growing and changing consumer demand. We offer a variety of products to our
customers largely through concessionaires of our department stores and supermarkets. For
each of the three years ended 31 December 2015, our sales proceeds (net of tax) from
concessionaire sales accounted for approximately 89.2%, 89.0% and 88.2%, respectively, of our
total sales proceeds (net of tax), and our income from concessionaires sales accounted for
approximately 57.6%, 57.4%, and 55.7%, respectively, of our turnover. Sales proceeds from the
concessionaire sales is first collected by us on the concessionaire’s behalf and then returned to
the concessionaire on a monthly basis after deduction of all relevant expenses and commission.
Thus, we do not receive sales proceeds but commission income under the arrangement with our
concessionaires. The success of our business, therefore, depends to a significant extent on our
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RISK FACTORS

relationships with our concessionaires. In the event that a significant number of major brand
concessionaires terminate or fail to renew their contracts with us and we fail to find other
suitable brand concessionaires as replacements, our sales and financial results could be
adversely affected.

Our success depends on our ability and the ability of our concessionaires to assess,
identify and respond in a timely manner to constantly changing customer preferences

Our business is subject to changing customer preferences. There can be no assurance that
our merchandise selection, or that of our concessionaires, will accurately reflect customer
preferences at any given time. If we or our concessionaires fail to assess accurately either the
market for our merchandise or customers’ purchasing or dining habits, our sales may be
affected, which could have a material adverse impact on our business, financial condition and
results of operations.

If the development of our Daning Project deviates from our estimates due to unexpected
circumstances, our business, results of operations and growth prospects may be
adversely affected

There may be additional costs from delays in the completion of our Daning Project or
arising from changes to the compliance requirements under the PRC laws and regulations. After
development of our Daning Project, there is no guarantee that it will be profitable or as profitable
as we anticipate and/or a period may elapse between commencement and operations until it
becomes profitable.

Our Daning Project may not achieve the desired sales and profitability levels, and the
opening of an additional department store in an existing geographic market could cannibalise
sales of our existing department store. We may not be able to continue to accurately assess and
adjust to the consumer tastes, preferences and demands in the existing market, and we may
incur higher costs in terms of lease, administration, distribution, logistics and advertising costs
associated with the opening of a new department store, which may lead to insufficiency of our
capital resource. In addition, our Daning Project will strain our management, manpower,
operational, financial and other resources.

In the event that the actual time and costs incurred and/or reception in our Daning Project
deviates from our estimates due to unexpected circumstances, our business, results of
operations and growth prospects may be adversely affected.

Failure to successfully promote our brand or maintain our goodwill may materially and
adversely affect our business and results of operations

Brand image is a key factor in a consumer’s decision to purchase at our department stores,
restaurants and supermarkets. We believe that part of our business success derives from our
customers’ awareness of and their continued positive reception towards our Jiuguang Brand,
“Wa San Mai” brand, and Freshmart Brand. Furthermore, market acceptance of our brands is
essential for successful expansion and may affect the profitability of our operations from the
establishment of new stores in developing areas.
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Going forward, if we are unsuccessful in continuing to promote the image of our Jiuguang
Brand, “Wa San Mai” brand, and Freshmart Brand, or fail to maintain the goodwill of such
brands among our targeted consumer groups, market perception and consumer acceptance of
such brands may be eroded, in which case our business, financial condition and results of
operations may be materially and adversely affected.

We depend on key management personnel and may not be able to retain and attract
talented personnel, and the loss of members of our senior management team may disrupt
our business

Our ability to sustain growth and meet future business demands is dependent upon the
continued services of a solid and experienced senior management. However, we cannot assure
you that we will be able to manage our expansion by retaining our existing executives and other
experienced personnel and/or by recruiting additional appropriate employees, as competition for
such personnel is and is likely to continue to be intensive.

Our success has been, and will continue to be, heavily dependent upon the strategies and
vision of our key management team, including members of our Board and our senior
management team. Further information on our Directors and senior management is set forth in
the section headed “Directors, senior management and staff” in this listing document. Most of
them have played a pivotal role in our daily operations and are responsible for formulating
strategies to deal with the changing market environment. Any unanticipated departure of our key
management personnel or other members of the senior management could have a material
adverse impact on our business.

VIP Customers account for a meaningful portion of our total sales proceeds

We rely on a substantial portion of our sales on VIP Customers including customers who
are J's Club members or supermarkets members, or owners of the co-branded credit cards
introduced by us in cooperation with certain banks in the PRC.

Sales to VIP Customers have accounted for a meaningful and increasing portion of our
total sales proceeds. For each of the three years ended 31 December 2015, sales to VIP
Customers accounted for approximately 26.5%, 30.5%, and 31.1% respectively, of our sales
proceeds (net of tax). There is no assurance that our VIP Customers will continue to visit and
purchase from our department stores and/or that promotional efforts will continue to be
welcomed by VIP Customers, in which case our turnover and financial results could be
adversely affected.

If we cannot manage the risks related to our growth strategy, our future prospects may be
limited and our future profitability could be affected

We opened our first department store under the Jiuguang Brand in Shanghai in 2004.
Since then, we have expanded into China’s retail industry and operated a total of three
department stores in the PRC as at the Latest Practicable Date while we plan to continue to
expand our retail network in the PRC. However, there can be no assurance that our expansion
strategy or the implementation of our plans will be successful, such as the cessation of the
operation of Shenyang Jiuguang. There are a number of factors affecting our ability to open or
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acquire new department stores, restaurants or supermarkets including the availability of suitable
sites, sufficient human resources, direct sales suppliers and concessionaires, skilled personnel,
consumer demand, our ability to obtain the requisite government approvals in a timely manner
and our ability to finance the expansion.

We may not be able to effectively integrate any new department store, restaurant or
supermarket into our existing operations, and newly opened or acquired department stores,
restaurants or supermarkets may not achieve our desired sales and profitability levels. In
addition, our expansion will continue to increase demand on our management, operational,
financial and other resources. If we are unable to manage our growth effectively, our future
profitability may be adversely affected.

Our growth depends on our ability to locate and maintain suitable properties for our
department stores, restaurants or supermarkets, which may become more difficult or
expensive in the future

Our ability to purchase or lease suitable properties on commercially viable terms will be
crucial to the success of our expansion strategy. If we are unable to secure desirable properties,
we may not be able to achieve our expansion as planned, and our continued growth may be
adversely affected. Given the scarcity of prime and convenient locations and their relatively
higher rental rates, we cannot assure you that we will be able to secure such desirable locations
on acceptable terms for deployment of our new department stores, restaurants or supermarkets.
Failure to successfully locate and operate our future department stores, restaurants or
supermarkets at desirable locations may slow down our growth in sales, and hence, may
negatively affect our future growth.

Our department store business is susceptible to seasonal fluctuations

Our direct sales and concessionaire sales are subject to seasonal fluctuations. A high
proportion of our sales is typically recorded in the period between November and February in
the following year that covers major festivals and holidays such as Chinese New Year and
Christmas. As a result of these fluctuations, comparisons of sales and operating results between
different periods within a single financial year, or between different periods in different financial
years, are not necessarily meaningful and cannot be relied on as indicators of our performance.
Any seasonal fluctuations reported in the future may not match expectations of our investors
and this could cause the trading price of our Shares to fluctuate.

Acts of God, acts of war and other disasters could affect our business

Our business is subject to the general economic and social conditions in the PRC. Natural
disasters, epidemics and other acts of God which are beyond our control may adversely affect
the economy, infrastructure and livelihood of the people of the PRC. Certain cities in the PRC
are under the threat of flood, earthquake, sandstorm or drought. Our business, operating results
and financial condition may be adversely affected if such natural disasters occur in places where
we operate.
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Acts of war and terrorist attacks may cause damage or disruption to us, our employees, our
department stores, restaurants and supermarkets, our markets and our customers, any of which
could adversely impact our turnover, cost of sales, overall results and financial condition or
Share price. Potential war or terrorist attacks may also cause uncertainty and cause our
business to suffer in ways that we cannot currently predict.

Our subsidiaries in the PRC are subject to restrictions on paying dividends and making
other payments to us

Our Company is a holding company incorporated in the Cayman Islands and do not have
any business operations other than the investments in our subsidiaries. We rely entirely on
dividend payments from our subsidiaries which are mainly located in the PRC. Under PRC laws,
dividends may be paid only out of distributable profits. Our subsidiaries in the PRC are also
required to set aside a portion of their after-tax profits to set off accumulated losses and to fund
the statutory common reserve fund, as determined in accordance with local regulations and
requirements. Any distributable profits that are not distributed in a given year are retained and
available for distribution in subsequent years. The calculation of distributable profits under PRC
GAAP may differ from the calculation under HKFRS. As a result, our operating subsidiaries in
the PRC may not be able to pay any dividend in a given year if they do not have distributable
profits as determined under PRC GAAP, even if they have profits for that year as determined
under HKFRS. In addition, restrictions on conversion or remittance of funds outside the PRC
could limit the ability of our subsidiaries in the PRC to distribute dividends to us. Please refer to
the paragraph headed “We are subject to PRC government controls on currency conversion”
below for further information. Since a majority of our profits are derived from our operating
subsidiaries in the PRC, our ability to pay dividends to our Shareholders may be restricted.

Our business may be adversely affected by potential labour disputes and rising labour
costs

We may be constrained by any industrial actions, labour disputes or strikes. We cannot
assure you that we will be able to avoid or manage the occurrence of any such industrial
actions, labour disputes or strikes in the future. The occurrence of any of the foregoing may
have a material adverse effect on our business, financial condition and results of operations.

In recent years, average labour costs in the PRC have increased due to recent policies of
the PRC government to raise the minimum wage for workers. In addition, the PRC government
has promulgated a series of new labour laws, rules and regulations (such as the PRC Labour
Contract Law promulgated on 29 June 2007 and further amended on 28 December 2012), which
impose greater liabilities on employers and make it more costly for employers to reduce the size
of their workforce. In the event we decide to significantly change or decrease our workforce in
the PRC, the applicable PRC labour laws, rules and regulations could materially and adversely
affect our ability to enact such changes in a manner that is most advantageous to our
circumstances or in a timely and cost effective manner, thus our results of operations could be
materially and adversely affected.
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Our staff costs have increased during the Track Record Period. Going forward, we are of
the view that staff costs will continue to increase, which is in line with the economic growth in
the PRC. Further changes in the labour laws, rules and regulations similar to the PRC Labour
Contract Law may be promulgated by the PRC government in the future and our operations may
be materially and adversely affected.

The appraised value of our properties in Shenyang and Shanghai may be different from
their actual realisable value and are subject to uncertainty or change

The property valuation report set out in Appendix Il to this listing document with respect to
the appraised value of our properties in Shenyang and Shanghai are based on various
assumptions, which are subjective and uncertain in nature. The assumptions that DTZ Cushman
& Wakefield Limited used in the property valuation report include: (i) transferable land use rights
in respect of the properties for their specific terms at nominal annual land use fees have been
granted and that any premiums payable have already been fully paid; and (ii) owners have
enforceable titles to the properties and have free and uninterrupted rights to use, occupy or
assign the properties for the whole of the unexpired terms as granted. Certain of the
assumptions used by DTZ Cushman & Wakefield Limited in reaching the appraised value of our
properties in Shenyang and Shanghai may be inaccurate. Hence, the appraised value of our
properties should not be taken as their actual realisable value or a forecast of their realisable
value. Unexpected changes to our properties in Shenyang and Shanghai and to the national and
local economic conditions may affect the value of these properties. You should not place undue
reliance on such appraised value attributable to these properties by DTZ Cushman & Wakefield
Limited.

RISKS RELATING TO THE RETAIL INDUSTRY IN THE PRC

The department store and supermarket business is highly competitive and we face further
competition from multiple retail formats

We believe that the PRC retail industry, in particular the operation of department stores
and supermarkets, is highly competitive. We are not only facing direct competition from other
international and domestic operators of department stores but also indirect competition from
specialty stores and new retail formats such as online/mobile retail, 020, shopping centres and
outlets. Any increase in competition or price-wars waged by competitors will have a negative
impact on our sales and profitability.

The success of our department stores, particularly with respect to our target market being
middle to upper end, depends mainly on consumers’ demand which is a function of their
personal preferences, their shopping patterns, their disposable income, their confidence in the
economy and many other factors beyond our control. There can be no assurance that our
customers will continue to shop at our department stores. Any change in customer demand due
to changes in economic conditions and consumer confidence could materially and adversely
affect our operations and financial results. The recent general economic downturn in the PRC
has restrained consumer spending, which may negatively affect sales at our department stores.
If the downturn of the PRC economy continues, consumer spending may be further reduced
potentially causing our overall financial results to be adversely affected.
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For further discussion on competition in the PRC retail industry, please refer to the section
headed “Industry overview” in this listing document.

Online retailing and concessionaires moving out of our department stores may affect our
business, financial condition and results of operations

The general trend of the retail industry in China includes the emergence of retail formats
and wide acceptance of online retailing. The online-retails are becoming a hot topic of China’s
retail sales market. The convenience and competitive price of online retails attract the younger
generation of Chinese consumers and online retails are becoming widely accepted by the public.
With various kinds of new retail formats, concessionaires may reduce its demand for space in
our department stores. Further, concessionaires may move out of our department stores or open
their own standalone stores. These could have a material adverse effect on our business,
financial condition and results of operations.

Internet sales have developed rapidly in recent years along with the significant increase in
the number of internet users. According to the Ministry of Commerce of the PRC, in 2015, total
online retail sales value of consumer goods was approximately RMB3.2 trillion, representing
approximately 10.6% of total retail sales value of consumer goods. There are currently a large
number of online sales platforms and online retailers in a wide range of product categories
catering to consumers. Online retailers may sell the same products at discounted prices as they
generally have lower fixed costs compared with physical department stores and supermarkets.
We face increasing competition from online retailers and there is no guarantee that our
customers would not choose online retailers due to their pricing advantage.

Our attempts to remain competitive in the market by our marketing and promotional
activities may not succeed and may increase our costs. Additionally, if our attempt to remain
competitive fails and our market share shrinks, our business and financial condition may be
adversely affected.

Wrongdoing by our employees and/or third parties using our prepaid cards may harm our
business

We issue prepaid cards which are a form of currency substitutes and may be used for the
purchase of merchandise in our department stores. The issue of prepaid cards is a common
practice in the PRC for department stores. There have been news articles concerning corrupt
practices where prepaid cards are used by third parties to bribe others. We are unable to
prevent third parties from such practices and may therefore be involved in or associated with
litigation concerning such bribery or corruption by our staff and/or third parties using our prepaid
cards.

Such wrongdoing may harm our reputation and if we are deemed to be responsible for
such misconduct, we could be required to pay damages or fines. We may be unable to prevent,
detect or deter all such instances of bribery or corruption and other misconduct. Such instances
committed against our interests, which may include past acts that have gone undetected or
future acts, may also have a material adverse effect on our business, results of operation and
financial condition.
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We require a number of regulatory licenses and approvals in order to operate our
department stores, supermarkets and restaurants

Our retail operations are subject to a significant number of licenses, permits and approvals,
including those relating to fire prevention and public health. Our ability to continue to operate
our department stores, supermarkets and restaurants and to successfully implement our
expansion strategies into other locations is dependent upon our ability to obtain, maintain and
renew (where necessary) the relevant regulatory approvals under PRC laws. If we are
unsuccessful in obtaining and renewing such regulatory approvals or such approvals are
suspended or revoked due to any incident happening in our department stores, restaurants or
supermarkets or any changes in PRC laws or policies or the implementation thereof, we may be
required to suspend or even prohibited from continuing our operations, and we may have to
expend considerable time and costs in order to sustain our business.

For further information on the licenses, permits or approvals required for operation of our
business, please refer to the section headed “Regulatory overview” in this listing document.

Our business and reputation may be affected by product liability claims for defective
goods sold in our department stores or food safety concerns for foods unfit for human
consumption sold in our supermarkets or restaurants

According to existing PRC laws, a defective product which causes property damage or
physical injury to any person may subject the vendor of such product to civil liability. This law
renders us liable for loss or injury arising from defective products we sell at our department
stores and supermarkets, including merchandise sold by concessionaires. Further information on
the Consumer Protection Law is set forth in the paragraph headed “Consumer Protection Law”
in the section headed “Regulatory overview” in this listing document.

In general, our concessionaires provide us with a written indemnity covering the full extent
of any third party liability we incur through their operations and sales made in our department
stores or supermarkets. We cannot assure you that we will be successful in obtaining such
indemnity payment or that the indemnity payment will cover all of our costs associated with the
original liability. Furthermore, if we or our concessionaires are found to be responsible for
damages caused by defective goods, our reputation may be adversely affected.

The sale of our food products at our supermarkets or restaurants involves an inherent risk
of being found to be unfit for human consumption, causing illness or failing to pass third-party
test. Food products may be rendered unfit for consumption due to product contamination or
degeneration, illegal tampering by unauthorised third parties or other problems arising during the
various stages of procurement, production transportation and storage. According to existing
PRC laws, violation of laws on food safety may result in civil liability. Further information on the
Food Safety Law is set forth in the paragraph headed “Food Safety Law” in the section headed
“Regulatory overview” in this listing document.
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We may incur liability for merchandise sold in our department stores or supermarkets that
infringe the intellectual property rights of others

We and our concessionaires source merchandise worldwide. Our standard agreement with
concessionaires requires that neither the names of concessionaire stores nor the merchandise
sold by them may infringe intellectual property rights, or in any other way be unlawful. In
addition, our concessionaires shall neither display nor sell any prohibited or illegal merchandise.
Our standard supply agreement with direct sales suppliers also provides that the merchandise
sold by them do not infringe intellectual property rights. In the event that we directly sell
infringing goods or our concessionaires sell infringing goods at our department stores or
supermarkets, we may be found liable for infringement of intellectual property rights and be
compelled to pay damages or penalties. Our concessionaires and direct sales suppliers provide
us with written indemnities covering the full extent of any third party liability that we may incur
through their operations and sales made in our department stores or supermarkets. There can
be no assurance that we can successfully obtain any such indemnity payment or that the
indemnity payment will fully cover all of our costs associated with the original liability. If any
claims alleging infringement of intellectual property rights are brought against us or our
concessionaires, our reputation may also be damaged.

The Group had net current liabilities during the Track Record Period

Our Group recorded net current liabilities of approximately HK$6,776.3 million, HK$6,685.6
million and HK$6,948.5 million as of 31 December 2013, 2014 and 2015, respectively. Please
refer to the paragraph headed “Net current liabilities and working capital sufficiency” in the
section headed “Financial information” in this listing document for details of the reversal of net
current liability position of our Group after the Reorganisation.

There is no assurance that our Group’s previous net current liability position will not impair
its ability to make necessary capital expenditures or develop business opportunities.

We are exposed to risks in relation to the increase in interest rate, gearing ratio and
depreciation expense

The effective interest rates of the borrowings of our Group ranged from approximately 5.9%
to approximately 7.0% per annum, approximately 5.4% to approximately 6.6% per annum, and
approximately 4.3% to approximately 5.2% per annum for each of the three years ended 31
December 2015, respectively. There is no assurance that the People’s Bank of China and other
institutions will not increase the lending rate. A significant increase in the interest rates of our
Group’s loans from the prevailing rates will substantially increase our Group’s finance costs,
which could adversely affect our Group’s business, expansion plans and financial conditions.

Our Group’s gearing ratio (bank borrowings) was approximately 16.1%, 20.8% and 32.2%
as at 31 December 2013, 2014 and 2015, respectively. Our Group’s gearing ratio (all
borrowings) was approximately 266.6%, 264.2% and 289.8% as at 31 December 2013, 2014
and 2015, respectively. In the case that our Group seeks additional financing or further
drawdown of the existing bank facilities, our Group’s gearing ratio may increase.
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It is expected that the depreciation expenses incurred by our Group will increase upon
completion of our Daning Project as depreciation of buildings commences to be recognised
when they are available for use. In the event that our depreciation expenses increase
substantially, our business and financial performance may be adversely affected.

Any relevant anti-bribery and anti-corruption laws against the use of prepaid cards may
materially and adversely affect our business operation

Like other industries, our industry is subject to anti-bribery and anti-corruption laws and
regulations and relevant laws and regulations on prepaid cards. In the PRC, where we operate
the majority of our business and where most of our turnover is generated from, we must strictly
comply with the PRC criminal laws and other applicable regulations, which prohibit companies
and their intermediaries from making improper payments or other benefits to government
officials or other parties for the purpose of obtaining or retaining business. In particular, the use
of prepaid cards as a form of gifting is subject to the relevant laws and regulations in the PRC.
Detailed information on the relevant laws and regulations are set forth in the paragraph headed
“Prepaid cards” in the section headed “Regulatory overview” in this listing document.

We sell prepaid cards at Shanghai Jiuguang and Suzhou Jiuguang. Relevant anti-bribery
and anti-corruption laws, coupled with the relevant government campaign in the PRC targeting
at bribery or corruption in relation to issues, sales and uses of prepaid card by our customers,
which may be beyond our control, may impact the demand for prepaid cards, and may thereby
affect the sales and the use of prepaid cards to purchase merchandise in our department stores.
This would have a material adverse effect on our business, financial condition and results of
operations.

Operating lease commitment and the impact of the application of Hong Kong Financial
Reporting Standard (“HKFRS”) 16

HKFRS 16 was issued by the HKICPA in May 2016. It will be effective for annual periods
beginning on or after 1 January 2019. This new standard provides a comprehensive model for
the identification of lease arrangements and their treatment in the financial statements of both
lessors and lessees. The new standard maintains substantially the lessor accounting
requirements in the current standard.

A lessee is required to recognise a right-of-use asset and a lease liability at the
commencement of lease arrangement. Right-of-use asset includes the amount of initial
measurement of lease liability, any lease payment made to the lessor at or before the lease
commencement date, estimated cost to be incurred by the lessee for dismantling or removing
the underlying assets from and restoring the site, as well as any other initial direct cost incurred
by the lessee. Lease liability represents the present value of the lease payments. Subsequently,
depreciation and impairment expenses, if any, on the right-of-use asset will be charged to profit
or loss following the requirements of Hong Kong Accounting Standard 16 (Property, Plant and
Equipment), while lease liability will be increased by the interest accrual, which will be charged
to profit or loss, and deducted by lease payments.
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The standard provides a single lessee accounting model, requiring lessees to recognise
assets and liabilities for all leases unless the lease term is 12 months or less or the underlying
asset has a low value.

At the end of 31 December 2015, operating lease commitment of the Group in respect of
commercial properties with terms more than 12 months amounted to approximately HK$1,511.8
million. The adoption of HKFRS 16 is not expected to have significant impact on the Group’s
results, but it may impact our combined statement of financial position as certain portion of
these lease commitments will be required to be recognised as right-of-use assets and lease
liabilities.

RISKS RELATING TO THE PRC
Any downturn in the PRC economy may slow down our growth and profitability

Substantially all our business assets and operations are in the PRC, and substantially all of
our turnover is derived from our operations in the PRC. Our growth is dependent on consumer
spending patterns in the PRC, which, in turn, are affected by the macro-economic conditions of
the PRC. We believe that PRC consumers tend to spend more when the economy is
experiencing strong growth and when they have more disposable income for personal
consumption. As a result, the state of the economy in the PRC has a significant impact on our
historical and future performance, operational results and profitability. Furthermore, although the
PRC government has implemented economic reform measures emphasising responsiveness to
market forces in the development of the PRC economy, the PRC government continues to play
a significant role in regulating industries by imposing industrial policies. Changes in the PRC’s
political and social conditions, laws, regulations, policies and diplomatic relationships with other
countries may have a material adverse effect on the business or financial condition of our
Group.

Changes in the economic and political environment in the PRC and policies adopted by
the PRC government to regulate its economy may adversely affect our business,
operating results and financial condition

Since 1978, the PRC government has been pursuing economic reform policies that
encourage the utilisation of market forces and greater economic decentralisation. Annual and
five-year state plans are adopted by the PRC government in connection with the development of
the economy. Although state-owned enterprises still account for a substantial portion of the
PRC’s industrial output, in general, the PRC government is reducing the level of direct control
which it exercises over the economy through state plans and other measures. There is an
increasing level of freedom and autonomy in areas such as allocation of resources, production
and management and a gradual shift in emphasis to a “market economy” and enterprise reform.
We cannot assure you that the PRC government will continue to pursue a policy of economic
reform. Moreover, we may not in all cases be able to capitalise on the economic reform
measures adopted by the PRC government.

— 40 -



RISK FACTORS

Our operations and financial results could be adversely affected by changes in political,
economic and social conditions or the relevant policies of the PRC government, such as
changes in laws and regulations (or the interpretations thereof), measures which might be
introduced to control inflation, changes in the rate or method of taxation, imposition of additional
restrictions on currency conversion and the imposition of additional import restrictions.

There may be uncertainties with respect to the application and enforcement of Circular
No. 7 newly promulgated by the PRC State of Administration of Taxation

In February 2015, the PRC State Administration of Taxation has promulgated the
Announcement on Certain Issues Concerning Enterprise Income Tax for Indirect Transfer of
Assets by Non-resident Enterprises (B IF & B A 35 [ 42 150 B 28 A 2 S B0 T HEM A )
(Circular No. 7 by State Administration of Taxation in 2015) (or “Circular No. 7”), which
abolished certain provisions in the Notice on Strengthening the Administration of Enterprises
Income Tax on Non-Resident Enterprises (<A il FF H B B A 26 Rt e 8 f 15 4 25 B 15 B 45 2
148 %)) (Guoshui Han [2009] Circular No. 698) (or “Notice No. 698”) issued by the PRC State
Administration of Taxation in December 2009, and provided clarification on Notice No. 698. In
short, Circular No. 7 provides comprehensive guidelines relating to and heightens the PRC tax
authorities’ scrutiny over indirect transfers by a non-resident enterprise of assets (including
equity interests) of PRC resident enterprises.

Under Circular No. 7, when a non-resident enterprise (not including individuals or PRC
resident enterprises) transfers the assets (including equity interests) in an overseas holding
company, which directly or indirectly owns PRC taxable properties (“PRC Taxable Assets”),
including shares in a PRC company, for the purposes of avoiding PRC enterprise income taxes
through an arrangement without reasonable commercial purpose, such indirect transfer should
be reclassified and recognised to be a direct transfer of the assets (including equity interests) of
a PRC resident enterprise in accordance with the Enterprise Income Tax Law, unless the overall
arrangements relating to an indirect transfer of PRC Taxable Assets fulfill one of the following
conditions:

(i) where a non-resident enterprise derives income from the indirect transfer of PRC
Taxable Assets by acquiring and selling equity interests of a listed overseas company
on a public market; and

(i) where the non-resident enterprise had directly held and transferred such PRC Taxable
Assets, the income from the transfer of such PRC Taxable Assets would have been
exempted from enterprise income tax in the PRC under an applicable tax treaty or
arrangement.

Therefore, a Shareholder buying and selling our Shares on a public market after Listing is
unlikely to be considered to indirectly transfer equity interest or other assets in any of our PRC
subsidiaries held by our Company. Although the exemptions above are clarified in Circular No.
7, as Circular No. 7 was newly implemented and only became effective in February 2015, there
is limited guidance and practical experience regarding the application and enforcement of
Circular No. 7 and the related notices and it remains uncertain whether such exemptions will be
applicable to the transfer of our Shares or whether any future acquisition by us outside of the
PRC involving PRC Taxable Assets will be reclassified by applying Circular No. 7. Therefore,
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the PRC tax authorities may deem any transfer of our Shares by our Shareholders that are non-
resident enterprises, or any future acquisition by us outside of the PRC involving PRC Taxable
Assets, to be subject to the foregoing regulations, which may subject our Shareholders or us to
additional PRC tax reporting obligations or tax liabilities. Any such outcome could have a
material adverse effect on our business, financial condition, results of operations and prospects.

Fluctuation of RMB may adversely affect our operations and financial results

Almost all of our turnover and operating expenses are denominated in RMB, a currency not
freely convertible into other currencies, except under certain circumstances. The value of RMB
against other foreign currencies is subject to amendment by the PRC government. From 1997
until 20 July 2005, the medium rate at which the RMB was convertible into US dollars was fixed
by the People’s Bank of China at a stable rate of approximately RMB8.277 per US dollar. Since
2005, the PRC government has reformed the exchange rate regime by moving into a managed
floating exchange regime based on market supply and demand with reference to a basket of
currencies. This change in policy has resulted in a significant appreciation of RMB against US
dollar. On 11 August 2015, the People’s Bank of China announced that it would request market-
makers in the foreign exchange market to provide proposed quotes of the midpoint rates of the
daily trading band of RMB against US dollar based on supply and demand analysis and market
conditions of the exchange rates of other currencies. The People’s Bank of China has also
introduced a series of measures to facilitate the reform of RMB exchange rate regime, including
the introduction of financial derivative products such as currency swaps, the relaxation on RMB
trading by non-financial institutions and the introduction of market makers, comprising both
domestic and foreign banks, for the trading of RMB. It is difficult to predict how market forces or
PRC or US government policy may impact the exchange rate between the RMB and the US
dollar. There can be no assurance that the exchange rate will remain stable against the US
dollar or any other foreign currencies in the future. Any significant change in the exchange rates
of RMB against the US dollar or the Hong Kong dollar could adversely affect the results of our
operations and the value of our dividends, which would be funded by RMB but paid in Hong
Kong dollars.

We are subject to PRC government controls on currency conversion

We receive a substantial portion of our turnover in RMB which is currently not a freely
convertible currency. A portion of our turnover must be converted into other currencies in order
to meet our foreign currency obligations including payment of declared dividends to our
Shareholders.

Under PRC’s existing foreign exchange regulations, by complying with certain procedural
requirements, our PRC subsidiaries are generally able to convert their RMB into foreign
currency in order to distribute dividends to us without prior approval from the SAFE. However, in
the future, the PRC government may, at its discretion, take measures to restrict access to
foreign currencies for current account transactions under certain circumstances. In this case, our
PRC subsidiaries may not be able to pay dividends to us and we in turn may be unable to pay
dividends to our Shareholders.
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The PRC legal system is less developed than that in certain other jurisdictions and
embodies inherent uncertainties that could limit the legal protection available to us and to
our Shareholders

Substantially all of our operations are conducted in the PRC. The PRC legal system is
based on written statutes. Prior court decisions may be cited for reference but have limited
precedential value. In recent years, the PRC government has been developing a comprehensive
system of commercial laws, and considerable progress has been made in introducing laws and
regulations dealing with economic matters such as foreign investment, corporate organisation
and governance, commerce, taxation and trade. However, due to the reason that these laws and
regulations are relatively new, and there is only a limited number of published cases that are
non-binding in nature, interpretation and enforcement of these laws and regulations involve
uncertainties which may lead to further uncertainty for our business operations.

Our operations may be affected by the outbreak of any severe infectious disease in the
PRC

Our operations may be affected by the outbreak of any severe infectious diseases in the
PRC. Past occurrences or the fear of outbreaks (such as concerning Severe Acute Respiratory
Syndrome (“SARS”), HIN1 influenza (“H1N1”), Influenza A virus H7N9 (“H7N9”) and avian flu
(“H5N1”)) may have a material and adverse effect on consumer spending and business
sentiments in the PRC in general. Given that during the Track Record Period, most of our
business operations are located in Shanghai, Suzhou and Dalian in the PRC, any slowdown or
contraction in economic activity in the PRC may materially and adversely affect our financial
condition and growth prospects. Furthermore, if any of our suppliers, concessionaires,
department stores, supermarkets or restaurants are suspect of being a source for such disease
or any of our employees or customers are suspected of having contracted such diseases, we
may suffer a temporary suspension of our retail operations and the effect on our operations that
entails.

Our business may not be able to pursue the intended use of civil air defense properties if
the same are used by the PRC government and may, as a result, suffer a loss of income

According to Law of the People’s Republic of China on National Defense (€% A &3 A1 =]
B 5574 )), Civil Air Defense Law of the People’s Republic of China ({13 A R ILAE A R BG 22 15)),
Property Law of the People’s Republic of China ((H#E A\ RILFMEYHETL)), Measures of the
Development and Utilisation of Civil Air Defense Construction during Peacetime (A RBj2z2 T
T-IRF BH 5 R F 45 B HEYE D), Several Opinions regarding Further Advancing the Development of Civil
Air Defense by the State Council and the Central Military Commission (BBt ~ H oo 8 2% B i i
— A AR 2 FHE B EIZ TR L)), the construction of new buildings in cities should
contain certain basements that may be used for civil air defense purposes in time of war. Under
the Civil Air Defense Law of the PRC, while an investor in civil air defense properties can use
and manage civil air defense properties and derive profit from civil air defense properties in
times of peace, such use must not impair their functions as civil air defense properties. The
design, construction and quality of the civil air defense properties must also conform to the
protection and quality standards established by the PRC government.
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An aggregate area of approximately 2,627 sq.m. located in Shanghai Jiuguang and an
aggregate area of approximately 25,198 sg.m. of our Daning Project property in construction
were designated as civil air defense areas, the design planning proposals of which have been
approved by the civil air defense authorities of the PRC government. Subject to obtaining the
permit for use of civil air defense areas in peace time (APBi LFE-F-Wifdi[fI75) or the written
confirmations from the competent authorities upon completion of construction, these civil air
defense areas are intended to be used by the business primarily as car parking spaces in peace
time. If the civil air defense areas are used by the PRC government in the event of war, we may
not be able to pursue the intended use and such areas will no longer be used for our business.
The occurrence of any of the above could materially and adversely affect the business, financial
condition and results of operations of the business.

RISKS RELATING TO THE INTRODUCTION
Our share price may be volatile

The market price and trading volume of our Shares may be volatile. Factors such as
variations in our turnover, earnings and cash flows, changes in or challenges to our business,
announcements of new investments or acquisitions, the depth and liquidity of the market for our
Shares, investors’ perceptions of our Company and general political, economic, social and
market conditions in the PRC or Hong Kong could cause the market price of our Shares to
change substantially. In addition, shares of other companies listed on the Stock Exchange with
significant operations in the PRC have experienced substantial price volatility in the past, and it
is possible that our Shares will be subject to changes in price that may not be directly related to
our financial and business performance.

The shareholding of our Shareholders may be diluted as a result of future equity
fundraising

We may need to raise additional funds in the future to finance our expansion or for other
reasons. If additional funds are raised through the issuance of new equity or equity-linked
securities other than on a pro rata basis to our then current Shareholders, the percentage
ownership of individual Shareholders will be reduced. Any such new securities may have
preferential rights or options that favour their holders over holders of Shares, to the extent
permitted by law, exchange rules and our constitutional documents.

Forward-looking statements contained in this listing document are subject to risks and
uncertainties

This listing document contains certain statements and information that are “forward-
looking” and uses forward-looking terminology such as “anticipate”, “believe”, “could”, “expect”,
“estimate”, “intend”, “may”, “ought to”, “should” or “will.” Those statements include, among
other things, the discussion of our growth strategy and expectations concerning our future
operations, liquidity and capital resources. Investors of our Shares are cautioned that reliance
on any forward-looking statement involves risks and uncertainties and that any or all of those
assumptions could prove to be incorrect and as a result, the forward-looking statements based
on those assumptions could also be incorrect. The risks and uncertainties in this regard include

those identified in the risk factors discussed above. In light of these and other risks and
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uncertainties, the inclusion of forward-looking statements in this listing document should not be
regarded as representations by us that our plans and objectives will be achieved and investors
should not place undue reliance on such forward-looking statements.

Our Company is incorporated under Cayman Islands law and these laws may provide less
protection to minority shareholders than the laws of Hong Kong

Our corporate affairs are governed by our Memorandum of Association and Articles of
Association and by the Companies Law and common law of the Cayman Islands. The laws of
the Cayman lIslands relating to the protection of interests of minority shareholders differ in some
respects from those established under statutes or judicial precedent in existence in Hong Kong.
Such differences may mean that our minority Shareholders may have less protection than they
would have under the laws of Hong Kong for shareholders who have been unfairly prejudiced by
the conduct of the company’s affairs. A summary of Cayman Islands company law is set out in
Appendix IV to this listing document.
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WAIVERS FROM STRICT COMPLIANCE WITH THE LISTING RULES

In preparation for the Listing, we have sought the following waivers from strict compliance
with the relevant provisions of the Listing Rules.

WAIVER FROM STRICT COMPLIANCE WITH CHAPTER 14A OF THE LISTING RULES

Our Group has entered into, and will continue to carry on certain transactions, which would
constitute continuing connected transactions that will become subject to the reporting, annual
review, announcement and/or independent shareholders’ approval requirements under Chapter
14A of the Listing Rules after Listing. Further particulars about the transactions together with the
application for a waiver from strict compliance with the relevant requirements under Chapter 14A
of the Listing Rules are set out in the section headed “Continuing connected transactions” in
this listing document.

WAIVER IN RELATION TO MANAGEMENT PRESENCE IN HONG KONG

According to Rule 8.12 of the Listing Rules, all applicants applying for a primary listing on
the Stock Exchange must have sufficient management presence in Hong Kong, normally
meaning that at least two of the applicant’s executive directors must be ordinarily resident in
Hong Kong. As our Company only has and, for the foreseeable future, will only have one
executive Director, we have applied to the Stock Exchange for, and the Stock Exchange has
granted us, a waiver from strict compliance with the requirements under Rule 8.12 of the Listing
Rules, subject to the conditions that, among other things, we maintain the following
arrangements to maintain effective communication between us and the Stock Exchange.

Our Company has appointed two authorised representatives pursuant to Rule 3.05 of the
Listing Rules, namely Mr. Thomas Lau, our sole executive Director, and Mr. Poon Fuk Chuen,
our company secretary, who will act at all times as the principal channel of communication with
the Stock Exchange. Mr. Thomas Lau and Mr. Poon Fuk Chuen are ordinarily residents in Hong
Kong and are readily contactable by telephone, email and/or facsimile. They are and will be able
to deal promptly with any enquiries which may be raised by the Stock Exchange and to act at all
times as the principal channels of communication between our Company and the Stock
Exchange.

Each of our authorised representatives has all necessary means for contacting all members
of our Board and the senior management of our Company promptly at all times as and when the
Stock Exchange wishes to contact them on any matters. Upon completion of the Spin-off, our
Board will consist of one executive Director, one non-executive Director and three independent
non-executive Directors, all being ordinarily resident in Hong Kong. Each Director will provide
his/her mobile phone number, office phone number, e-mail address and facsimile number to the
Stock Exchange. If in the future any Director is not ordinarily resident in Hong Kong, such
Director will possess or will apply for valid travel documents to visit Hong Kong and will meet
with the Stock Exchange within a reasonable period as and when required.

Our Company has, in compliance with Rule 3A.19 of the Listing Rules, appointed KGI
Capital Asia Limited to act as our compliance adviser. The term of the appointment of the
compliance adviser shall commence on the Listing Date and end on the date of despatch of our
Group’s annual report in respect of its financial results for the first full financial year commencing
after the Listing Date and such appointment shall be subject to extension by mutual agreement.
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WAIVERS FROM STRICT COMPLIANCE WITH THE LISTING RULES

Our compliance adviser will, among other things, act as an additional and alternative channel of
communications for our Company with the Stock Exchange and be available to answer enquiries
from the Stock Exchange, in addition to our authorised representatives. We will ensure that
there are adequate and efficient means of communication among us, our authorised
representatives, Directors, other officers, and the compliance adviser.

Our Company’s headquarter and principal place of business in Hong Kong is at 20th Floor,
East Point Centre, 555 Hennessy Road, Causeway Bay, Hong Kong. Both authorised
representatives will use this place of business for communication with the Stock Exchange.
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INFORMATION ABOUT THIS LISTING DOCUMENT AND THE INTRODUCTION

DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS LISTING DOCUMENT

This listing document includes particulars given in compliance with the Securities and
Futures (Stock Market Listing) Rules (Chapter 571V of the Laws of Hong Kong) (as amended)
and the Listing Rules for the purpose of giving information to the public with regard to our
Group. Our Directors collectively and individually accept full responsibility for the accuracy of
the information contained in this listing document. Our Directors, having made all reasonable
enquiries, confirm that to the best of their knowledge and belief, the information contained in this
listing document is accurate and complete in all material respects and not misleading or
deceptive, and there are no other matters the omission of which would make any statement in
this listing document misleading.

This listing document is published in connection with the Introduction. It may not be used
for any other purpose and, in particular, no person is authorised to use or reproduce this listing
document or any part thereof in connection with any offering, or invitation to the offer, of our
Shares or other securities of our Company. Accordingly, there is no, and will not be any, offer of
or solicitation, or an invitation by or on behalf of our Company and our Sponsor to subscribe for
or purchase any of our Shares. Neither this listing document nor any other document or
information (or any part thereof) delivered or supplied under or in relation to the Introduction
may be used for the purpose of making, and the delivery, distribution and availability of this
listing document or such other document or information (or any part thereof) does not constitute,
any offer of or solicitation or an invitation by or on behalf of our Company and our Sponsor to
subscribe for or purchase any of our Shares.

APPLICATION FOR LISTING ON THE HONG KONG STOCK EXCHANGE

Application has been made to the Listing Committee for granting listing of, and permission
to deal in, on the Main Board, our Shares in issue following the Capitalisation Issue. Dealings in
our Shares on the Stock Exchange are expected to commence on 15 July 2016. Save as
disclosed herein, none of our Shares are listed on or dealt in on any other stock exchange and
no such listing or permission to list is being or is proposed to be sought in the near future.

ABOUT THE INTRODUCTION

The Introduction does not involve an offering of new Shares or any other securities and no
new proceeds will be raised pursuant to the Introduction. By undertaking the Introduction on the
Stock Exchange, we seek to avail the Lifestyle Qualifying Shareholders (except for any Lifestyle
Overseas Shareholders) with a liquid public market for our Shares.

COMMENCEMENT OF DEALINGS IN OUR SHARES

Dealings in our Shares on the Main Board are expected to commence on 15 July 2016.
Our Shares will be traded on the Main Board in board lots of 500 Shares each.
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INFORMATION ABOUT THIS LISTING DOCUMENT AND THE INTRODUCTION

SHARES WILL BE ELIGIBLE FOR ADMISSION INTO CCASS

Subject to the granting of listing of, and permission to deal in, our Shares on the Stock
Exchange and the compliance with the stock admission requirements of HKSCC, our Shares will
be accepted as eligible securities by HKSCC for deposit, clearance and settlement in CCASS
with effect from the date of commencement of dealings in our Shares on the Stock Exchange or
on any other date HKSCC chooses. Settlement of transactions between participants of the Stock
Exchange is required to take place in CCASS on the second business day after any trading day.

All activities under CCASS are subject to the General Rules of CCASS and CCASS
Operational Procedures in effect from time to time. All necessary arrangements have been made
for our Shares to be admitted into CCASS. If you are unsure about the details of CCASS
settlement arrangements and how such arrangements will affect your rights and interests, you
should seek the advice of your stockbrokers or other professional advisers.

NO CHANGE IN THE NATURE OF BUSINESS

No change in the nature of business of our Group is contemplated following the
Introduction.

HONG KONG STAMP DUTY

Dealings in Shares registered in the Hong Kong share register kept by our Company are
subject to Hong Kong stamp duty.

PROFESSIONAL TAX ADVICE RECOMMENDED

If you are unsure about the taxation implications of the purchasing, holding or disposal of,
dealing in, or the exercise of any rights in relation to, our Shares, you should consult an expert.
It is emphasised that none of our Company, our Sponsor, any of their respective directors,
agents, employees, advisers or affiliates or any other person or party involved in the
Introduction accepts responsibility for any tax effects on, or liabilities of, any person resulting
from the purchasing, holding or disposal of, dealing in, or the exercise of any rights in relation
to, our Shares.

CONDITIONS OF THE INTRODUCTION
The Introduction is subject to the fulfillment of the Spin-off Condition.
SPIN-OFF

The Spin-off and the Introduction will be implemented in compliance with the Listing Rules
and Practice Note 15 of the Listing Rules. As the Spin-off will be effected by way of introduction
with no new offering of new Shares or any other securities, there will be no dilution of the
indirect attributable interest of the Lifestyle Qualifying Shareholders.
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DIRECTORS AND PARTIES INVOLVED IN THE INTRODUCTION

DIRECTORS

Name

Executive Director

Mr. Thomas Lau
(BIBEE 55 )

Non-executive Director

Ms. Chan Chor Ling, Amy
(BRAE ¥ /NH)

Independent non-executive
Directors

Ms. Cheung Mei Han
(55 I /1)

Mr. Cheung Yuet Man,
Raymond (713056 2E)

Mr. Lam Kwong Wai
(ML SEE)

Residential address

G/F Coombe Apartments
15-17 Coombe Road
The Peak, Hong Kong

Flat H, 17/F, Block 1 Tanner Garden
18 Tanner Road
North Point, Hong Kong

Flat D, 3/F, Seaview 2 Parkridge
Crescent Parkridge Village
Discovery Bay Lantau

New Territories, Hong Kong

12A Henderson Road
Jardine’s Lookout, Happy Valley
Hong Kong

Flat A, 7/F, Block 3
Site 9 Whampoa Garden, Hung Hom
Kowloon, Hong Kong

Nationality

Canadian

Chinese

Chinese

Chinese

Chinese

Further information is disclosed in the “Directors, senior management and staff” section.

— 50 -




DIRECTORS AND PARTIES INVOLVED IN THE INTRODUCTION

PARTIES INVOLVED IN THE INTRODUCTION

Sponsor BNP Paribas Securities (Asia) Limited
59/F to 63/F Two International Finance Centre
8 Finance Street
Central
Hong Kong

Auditors and reporting Deloitte Touche Tohmatsu
accountants 35th Floor, One Pacific Place
88 Queensway
Hong Kong

Legal advisers to our Company as to Hong Kong law
Sit, Fung, Kwong & Shum
9/F York House
The Landmark
15 Queen’s Road
Central
Hong Kong

as to PRC law

Zhong Lun Law Firm

36—37F, SK Tower, 6A Jianguomenwai Avenue
Chaoyang District

Beijing, China 100022

as to Cayman lIslands law
Conyers Dill & Pearman
Cricket Square

Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111
Cayman lIslands

Legal advisers to the Sponsor as to Hong Kong law
Chiu & Partners
40th Floor, Jardine House
1 Connaught Place
Central
Hong Kong

as to PRC law

Commerce & Finance Law Offices

6F NCI Tower, A12 Jianguomenwai Avenue
Chaoyang District

Beijing, The PRC
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DIRECTORS AND PARTIES INVOLVED IN THE INTRODUCTION

Property valuer DTZ Cushman & Wakefield Limited
16/F Jardine House
1 Connaught Place
Central
Hong Kong

Compliance adviser KGI Capital Asia Limited
41st Floor
Central Plaza
18 Harbour Road
Wanchai
Hong Kong

Industry expert China Insights Consultancy Limited
Room 1203, Shanghai International Group Building
511 Weihai Road, Jing’an District
Shanghai, The PRC
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CORPORATE INFORMATION

Registered office

Headquarter and principal place
of business in Hong Kong

Authorised representatives

Company secretary

Audit committee

Remuneration committee

Nomination committee

Compliance adviser
Website of our Company
Principal share registrar and

transfer office in the Cayman
Islands

Cricket Square, Hutchins Drive
PO Box 2681

Grand Cayman KY1-1111
Cayman lIslands

20th Floor, East Point Centre
555 Hennessy Road
Causeway Bay

Hong Kong

Mr. Thomas Lau

G/F Coombe Apartments
15—-17 Coombe Road
The Peak, Hong Kong

Mr. Poon Fuk Chuen (CPA)
House 7

Napa Avenue

Royal Palms Phase A

Wo Shang Wai

Yuen Long

New Territories

Hong Kong

Mr. Poon Fuk Chuen (CPA)

Mr. Lam Kwong Wai (Chairman)
Ms. Cheung Mei Han
Mr. Cheung Yuet Man, Raymond

Mr. Lam Kwong Wai (Chairman)
Ms. Cheung Mei Han

Mr. Cheung Yuet Man, Raymond
Mr. Thomas Lau

Mr. Thomas Lau (Chairman)

Ms. Cheung Mei Han

Mr. Cheung Yuet Man, Raymond
Mr. Lam Kwong Wai

KGI Capital Asia Limited

www.lifestylechina.com.hk*

Royal Bank of Canada Trust Company (Cayman) Limited

4th Floor, Royal Bank House
24 Shedden Road

George Town

Grand Cayman KY1-1110
Cayman Islands

Hong Kong Share Registrar Computershare Hong Kong Investor Services Limited
Shops 1712-1716, 17th Floor, Hopewell Centre

183 Queen’s Road East, Wanchai, Hong Kong
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CORPORATE INFORMATION

Principal bankers Agricultural Bank of China (Shanghai Branch)
No. 9, Yincheng Road, Pudong New Area, Shanghai

Industrial and Commercial Bank of China
(Shanghai Branch)

699 Kangding Road, Jing’an District, Shanghai, the PRC

Bank of China (Hong Kong) Limited
10/F, Bank of China Tower, 1 Garden Road, Hong Kong

* The contents of the website of our Company do not form part of this listing document.
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INDUSTRY OVERVIEW

The information presented in this section is derived from various official government
publications and other publications and from the market research report prepared by CIC,
which was commissioned by us, unless otherwise indicated. We believe that the sources of
such information are appropriate sources for such information and we have taken reasonable
care in extracting and reproducing such information. We have no reason to believe that such
information is false or misleading in any material respect or that any fact has been omitted
that would render such information false or misleading in any material respect. Our Directors
confirm that, after taking reasonable care, there is no adverse change in the market
information that would qualify, contradict or have a material impact on such information since
the date of the CIC Report. The information has not been independently verified by our
Company, our Sponsor, any of our or their respective directors, officers or representatives or
any other person involved in the Introduction and no representation is given as to its
accuracy. The information and statistics may not be consistent with other information and
statistics compiled within or outside China.

THE ECONOMY IN THE PRC
Economic growth

China’s nominal GDP and per capita nominal GDP have experienced continuous growth
and are expected to sustain a long-term growth. China’s nominal GDP grew from approximately
RMB40.7 trillion in 2010 to approximately RMB68.4 trillion in 2015. While the real GDP growth
rate has slowed down since 2013, along with the transition of consumption pattern and the
upgrade of economy, a consumption-driven economy is much more sustainable. The focus on
the development of consumption-driven economy is expected to be the major goal of the PRC
government in the future. Retail sales as one of the important components of China’s economy
is expected to be stimulated accordingly. According to International Monetary Fund, China’s
nominal GDP is expected to sustain a long-term growth with the real GDP annual growth rate
would range from approximately 6.0% to approximately 6.5% for the next five years and further
reach RMB98.0 ftrillion in 2020.

Per capita nominal GDP has risen significantly from approximately RMB30,321.3 in 2010 to
approximately RMB49,753.7 in 2015, with a CAGR of approximately 10.4%. CIC projects that
the continuous increasing per capita nominal GDP is expected to further stimulate the
consumption and retail sales.

With increasing income levels, people are willing to spend more on retail sales of variety of
goods. China’s department store market and supermarket market as major components of
China’s retails sales market are expected to benefit from the increasing per capita nominal GDP
of China. China’s per capita nominal GDP is expected to grow further to approximately
RMB69,527.1 by 2020, with a CAGR of approximately 6.9% from 2015 to 2020.

Urbanisation
China has also experienced a rapid urbanisation rate, a trend expected to continue in the

next five years. China has the world’s largest population and is expected to maintain a steady
growth in the future.
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According to the United Nations, China’s population totalled approximately 1,401.6 million
in 2015, with a CAGR of approximately 0.6% since 2010 and China’s urban population totalled
approximately 779.5 million in 2015 with an urbanisation rate of approximately 55.6%. Around
20.0 million people moved into cities every year from 2010 to 2015. The Chinese government
has been accelerating the urbanisation process by increasing investment, and urbanisation rate
is expected to reach around 61% by 2020. The increasing urbanisation rate presents an
optimistic impact on retail sales as major department stores are usually located in urban
regions.

Growth in consumers’ spending power

The increase in the wealth of people has fuelled the people’s consumption for better living
standard. Per capita disposable income of urban households in China increased from
approximately RMB19,100 in 2010 to approximately RMB31,200 in 2015, with a CAGR of
approximately 10.3%. Per capita net income of rural households in China increased from
approximately RMB5,900 in 2010 to approximately RMB10,800 in 2015, with a CAGR of
approximately 12.7%.

According to NBSC, China’s Engel’s Coefficient (the proportion of income spent on food of
urban households) decreased to approximately 35.2% for urban households and approximately
37.7% for rural households in 2015. The decreasing number indicated that people’s consumption
has been shifted from food to more recreational goods such as clothing and cosmetics. Thus,
department stores and supermarket market is expected to be driven by the increasing per capita
disposable income of Chinese households.

Per capita disposable income of urban households and net income of rural households in
China are expected to further reach approximately RMB43,200 in 2020 with a CAGR of
approximately 6.7% from 2015 to 2020 and approximately RMB15,600 in 2020 with a CAGR of
approximately 7.7% from 2015 to 2020, respectively. The following chart sets forth China’s per
capita disposable income of urban households and net income of rural households for the
periods indicated:

RMB thousand
507 CAGR (urban) (2010-2015): 10.3%
CAGR (urban) (2015-2020E): 6.7% 432
CAGR (rural) (2010-2015): 12.7%
407 CAGR (rural) (2015-2020E): 7.7%
31.2
30
207
10

2010 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E

M Per capita disposable income of urban households
O Per capita net income of rural households

Source: NBSC, CIC
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Per capita consumption expenditure of urban households in China increased from
approximately RMB13,500 in 2010 to approximately RMB21,400 in 2015, with a CAGR of
approximately 9.7%. Per capita consumption expenditure of rural households in China increased
from approximately RMB3,900 in 2010 to approximately RMB9,200 in 2015, with a CAGR of
approximately 19.0%. Both have experienced a rapid growth in accordance with the increasing
per capita disposable income. It also reflects the further improvement of people’s livelihood and
the enhancement of purchasing power. Thus, related industries such as department stores,
supermarkets and hypermarkets are estimated to benefit from the increasing per capita
consumption expenditure in China.

China’s per capita consumption expenditure of urban and rural households are both
expected to further reach approximately RMB29,200 with a CAGR of approximately 6.4% from
2015 to 2020 and approximately RMB14,400 with a CAGR of approximately 9.3%, respectively.
The following chart sets forth China’s per capita consumption expenditure of urban and rural
households for the periods indicated:

RMB thousand
40 1 CAGR (urban) (2010-2015): 9.7%
CAGR (urban) (2015-2020E): 6.4%
CAGR (rural) (2010-2015): 19.0%
CAGR (rural) (2015-2020E): 9.3% 202

30

2010 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E

W Per capita consumption expenditure of urban households
[0 Per capita consumption expenditure of rural households

Source: NBSC, CIC
Labour cost of the retail industry in the PRC

In line with the increasing living expenditure and overall economic growth, the labour cost
of the retail industry in PRC increased rapidly during the past few years. According to NBSC,
the average annual wage of the retail industry in the PRC increased from approximately
RMB19,928.0 in 2010 to approximately RMB37,658.0 in 2015, representing a CAGR of
approximately 13.6% (as illustrated in the diagram below). With the PRC government’s further
emphasis on the importance of the improvement of people’s livelihood, it is expected that the
average annual wage of retail industry in the PRC will continue to increase. However, as the
economy of the PRC is becoming more mature, the growth rate is likely to slow down in the
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forecast period. The following chart sets forth the average annual wage of retail industry in the
PRC for the period indicated:

RMB

40,000.0 37,658.0

33,894.0
35,000.0 30,604.0

30,000.0 27,233.0

25,000.0 22,791.0

19,928.0
20,000.0
15,000.0
10,000.0

5,000.0

0.0

2010 2011 2012 2013 2014 2015

—- Average annual wage of retail industry

Source: NBSC

Fluctuations of RMB

Exchange rate of RMB against HK$ increased steadily until the end of 2013 and decreased

since then. The following chart sets forth the exchange rate of RMB against HK$ for the periods
indicated:

RMB/HK$
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THE RETAIL INDUSTRY IN THE PRC
Overview

The retail sales of consumer goods has grown at a CAGR of approximately 13.9% between
2010 and 2015, and is expected to grow at a CAGR of approximately 8.4% from 2015 to 2020.
The retail sales value of consumer goods has been improved due to the increasing per capita
disposable income as well as the upgrade of China’s economy structure towards consumption-
driven economy. As a large proportion of retail sales of consumer goods occur in department
stores and supermarkets, both of these two industries are expected to continue their growth in
the future. The following chart sets forth China’s retail sales value of consumer goods for the
periods indicated:
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The general trend of the retail industry in China includes the emergence of retail formats,
wide acceptance of online retailing, and adoption of an O20 business model. With the
development of economy, the development of technology and the adoption of reform and
opening-up policy presented by the Chinese government, all kinds of retail formats have been
emerging in China such as shopping centres, hypermarkets, online retailers and department
stores. These retail formats act as essential drivers of China’s retail sales market.

The online-retails are becoming a hot topic of China’s retail sales market. The convenience
and competitive price of online retails attract the younger generation of Chinese consumers and
online retails are becoming widely accepted by the public. With the development of technology
and mobile Internet, the concept of O20 business model is adopted by not only online-retailers
but also off-line retailers. By incorporating the O20 concept idea in business model,
corporations should be able to obtain competitive advantage and better serve customers, and
ultimately gain a higher market share. Notwithstanding the changing trend of the retail industry,
department store remains an important retail format.
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The middle to upper-end segment of the retail industry in the PRC experienced a rapid
growth during the past few years. As the disposable income per capita had been increasing
during the past few years, more people chose to purchase middle to upper-end goods because
of quality and value. Furthermore, unlike the low-end segment of the retail industry in the PRC
which was severely impacted by online retail during the recent years, most of the purchases of
middle to upper-end products were made via offline channels such as department stores and
shopping malls. Although online retail is seeing a rapid growth, the majority of the purchase of
consumer goods was still identified in offline retail channel. According to the Ministry of
Commerce of the PRC, in 2015, total online retail sales value of consumer goods was
approximately RMB3.2 trillion, representing approximately 10.6% of the total retail sales value of
consumer goods. On the other hand, consumers pay more attention to the shopping experience
and customer service when they purchase middle to upper-end goods, thus offline retail channel
is advantageous in such characteristics comparing to online retail channel. Furthermore, most
middle to upper-end brands do not offer official online retail option in China. The number of
middle to upper-end brands that can be purchased from official online channel was less than
10% in 2015. Therefore, most consumers still purchase these brands through offline retail
channel such as department store, outlets and shopping centres.

The middle to upper-end segment of the retail industry in the PRC is relatively fragmented.
Most department stores and shopping malls are located in large developed cities with higher
income level. The following chart represents the top 10 department stores/shopping malls in
terms of single store retail sales value.

2015 store retail
Department store/Shopping mall (location) sales value
RMB’billion

Shin Kong Plaza (Beijing) 7.8
Deji Plaza (Nanjing) 7.0
The MIXC (Shenzhen) 6.2
Hangzhou Tower (Hangzhou) 5.7
China World Mall (Beijing) 5.2
IFC Mall (Shanghai) 5.0
Shanghai No.1 Yohan (Shanghai) 4.6
CDF Mall (Sanya) 4.3
Qingpu Outlets (Shanghai) 4.2
Yansha Outlets (Beijing) 41
Source: CIC

Department stores in the PRC

The retail sales value of China’s department stores increased from approximately
RMB723.2 billion in 2010 to approximately RMB1,188.3 billion in 2015, representing a CAGR of
approximately 10.4% for the period.
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Department store is the primary choice of customers for shopping. China’s department
store market experienced a rapid growth during the past decades ever since the reform and
opening up policy presented by the PRC government. The continuous increasing per capita
disposable income and population provided a large potential for the market. Furthermore, with
the livelihood being improved, people are more willing to spend on retail goods consumption.
However, with the development of online retailing and the emergence of shopping mall,
department store is expected to slow down its growth momentum in the next few years.

Market drivers of China’s department store industry

The market drivers of China’s department store industry include the increasing urbanisation
and per capita disposable income, the upgrade of consumption structure towards high quality
goods, leisure experience provided by department stores and the development of larger
developing cities.

The urbanisation in China which continues to improve provides a large customer base for
department store market. With the announcement of the universal two-child policy in 2015, it is
expected that the population may gain another growth momentum in the next few years, which is
estimated to boost the growth of department store as well. The increasing per capita disposable
income of households in China is also driving the department store industry to keep growing as
the purchasing power is improved accordingly.

With the increasing income level, the consumption structure of Chinese households is
upgrading towards premium goods which are usually for sale in department stores. Comparing
with basic needs, people are more willing to spend time and enjoy the shopping experience
provided by department store. Such preference is estimated to further drive the department
store industry to sustain growth. Shopping in a department store is not only a shopping
experience as modern department stores usually provide leisure experience as well (e.g.
interacting with others inside the assorted restaurants and coffee shops of the department
stores). Thus, customers with social needs prefer to shop in department stores which are
expected to stimulate the further growth of department store market.

As the department store market has become mature in developed cities such as Beijing
and Shanghai, large department store groups are expanding to larger developing cities to
achieve further growth. The emerging market in larger developing cities is expected to further
drive the department store industry to keep growing.

Market trends of China’s department store industry

The market trends of China’s department store industry include larger selling space per
store and wider ranges of products, the emerging of 020 business model, the shift in
department stores to direct sales model and the focus on better customer experience. Although
the total number of department stores decreased during the recent year, average selling space
of department stores has increased. In order to stay competitive in the retail sales market,
department stores carry a wider range of products and provide food service in store. Both of
these two changes require larger selling space of a single department store.
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With the ability of providing offline customer service and merchandising service and
advantage of existing customer base and inventory control system, traditional department stores
possess a competitive advantage comparing to pure online retailers. A growing number of
department store groups such as Yintai, Wangfujin, and New World are adopting the 020
business model in order to stay competitive in the retail sales market. The offline in-store
shopping experience provides competitive advantages for department store in competing with
online retailers.

Though the concessionary sales model has been adopted by department stores for
decades in China, more department stores are shifting back to direct sales model as it
generates a relatively higher profit margin. By shifting back to direct sales model, department
stores are able to differentiate themselves in the market and stay competitive as well.

A good shopping experience usually highly depends on outstanding customer experience
such as shopping environment and convenience. In order to stand out among department store
market as well as other channel of merchandising, the focus on better customer service has
been another trend for market participants.

Market challenges of China’s department store industry

The market challenges of China’s department store industry include the slowdown of
China’s economy growth, impact from new retail formats, and increasing labour and real estate
costs. China’s macroeconomy is maturing and the nominal GDP ranked the second place in the
world in 2015, and the growth rate of China’s macroeconomy is expected to slow down in the
next few years. As a result, the growth rate of department store market is forecast to slow down
accordingly.

Department stores had been the first and somehow the only choice for shopping in China
twenty years ago. However, along with the technology development and consumer behaviour
change today, department stores are facing the competition from new retail formats such as
online retail, shopping centres and outlets. Among all these, online retail possesses the most
influential impact on department stores. In order to overcome the challenge, department stores
are developing O20 business model aiming to ease the impact.

The operation of department store is highly capital intensive with large investment in real
estate and the daily cost of store staff. The labour cost and real estate cost in China has been
increasing during recent years, which has brought another challenge for China’s department
store operators.
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Future growth

In light of the market drivers and challenges, there is still future growth as the retail sales
value of China’s department store industry is expected to reach approximately RMB1,559.0
billion in 2020, with a CAGR of approximately 5.6% during 2015 to 2020. The following chart
sets forth China’s retail sales value and forecast of department store industry for the periods
indicated:

RMB billion

1,600 1 CAGR (2010-2015): 10.4% 1,659.0
CAGR (2015-2020E): 5.6% 1462.0

1,400 +
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M Retail sales value
Source: China Commerce Association For General Merchandise, CIC

Note: Retail sales value above is inclusive of tax.
Key success factors of China’s department store industry

The key success factors of China’s department store industry include product
differentiation, an outstanding management team, good brand image and favourable store
location. Currently, due to non-differentiating products in department stores, the brand loyalty of
department store is relatively low. One of the key success factors of leading department stores
in the market is to differentiate themselves. By providing exclusive and differentiated products,
leading department stores are able to attract more customers and thus boost the sales.

The success of a department store is highly dependent on the management team. An
outstanding management team is capable of formulating a successful marketing strategy,
improving daily operation efficiency, offering better customer services and even obtaining
advantages when negotiating with retailers. A good brand image is essential to department
stores in two aspects. Firstly, a good brand image of a department store is attractive to retailers,
ultimately giving more bargaining power to the department stores. Secondly, a good brand
image is also attractive to customers, and thus improves the customer footfall of the department
stores as well.
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A favourable store location acts as another key success factor for the department store
market. By opening the stores in downtown with convenient access to public transportation, the
department store is able to access more customers and utilise the population density of the city
centre, ultimately generating more sales.

THE SUPERMARKET INDUSTRY IN THE PRC

The retail sales value of China’s supermarket industry increased from approximately
RMB1,336.2 billion in 2010 to approximately RMB2,040.2 billion in 2015, representing a CAGR
of approximately 8.8% for the period. Along with the continuous increase of urbanisation rate
and purchasing power, the supermarket industry has grown accordingly. Due to the emerging e-
commerce channel and rapid growth of convenient stores, the growth rate of supermarket retail
sales value has slowed down in the past few years.

Fresh food supermarket and premium supermarket have become the new drivers for the
industry because of the increasingly sophisticated and affluent consumption demand. Thus,
retail sales value of China’s supermarket industry is expected to reach approximately
RMB2,800.2 billion in 2020 with a CAGR of approximately 6.5% from 2015 to 2020.

Market drivers of China’s supermarket and hypermarket industry

The market drivers of China’s supermarket and hypermarket industry include the increasing
urbanisation rate, greater consumer purchasing power, and a shift from traditional wet market to
supermarket and hypermarket. As a result of the fast urbanisation progress, it is expected that
more consumers will come to the urban areas and increase their spending on daily consumer
products. As a result, the market size of supermarket and hypermarket is forecasted to grow
accordingly.

Driven by the increasing purchasing power of residents in China, supermarket and
hypermarket industry has undergone tremendous development in recent years. With the steady
increase of per capita disposable income in China, more consumption is expected in the
supermarket and hypermarket industry, especially in larger developing cities. More and more
people prefer to shop in supermarkets and hypermarkets than traditional wet markets because
of the one-stop shopping convenience, more competitive price, broader product range, more
reliable product quality and better shopping environment. With the increasing awareness on food
safety, many wet markets which lack of food safety monitoring system are likely to be replaced
by supermarket and hypermarket.

Market trends of China’s supermarket and hypermarket industry

The market trends of China’s supermarket and hypermarket industry include active merger
and acquisitions, expansions to less economically-developed cities, more premium supermarket
and fresh food supermarket and implementation of digital technology. The number of new
opening stores has decreased in recent years. Large chain companies shifted their strategies
from aggressive new outlet openings to implement merger and acquisitions activities with small-
scaled supermarket stores. By acquiring small local supermarkets, companies can overcome the
regional constraints and expand their businesses into different areas. Supermarket and
hypermarket industry in most of the less economically-developed cities is far from saturated.
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The competition there is also less fierce. Rent, logistics and labour cost are much lower than
affluent cities. Many chain supermarkets are expected to extend their businesses to less
economically-developed cities with great growth potential in the next few years. Due to the
continuous increase of per capita disposable income and growing spending power, customers
now have an increasingly diversified and affluent consumption demand. The healthiness and
safety of food has become a priority when purchasing products. Premium imported products as
well as premium fresh food becomes a shopping trend in the supermarket industry.

Key technologies (such as cloud computing) and the Internet of Things give the
supermarket and hypermarket industry the necessary resources for better inventory
management, quality control and supply chain optimisation. Those technologies can lower
operating cost and offer effective strategies for sales and marketing.

Market challenges of China’s supermarket and hypermarket industry

The market challenges of China’s supermarket and hypermarket industry include the
slowdown of China’s economy, growing competition from online retailers, growing competition
from convenient stores and increasing operating costs.

China’s macro economy experienced a rapid growth during last decades since the reform
and open-up policy presented by Chinese government. The nominal GDP ranked second place
in the world. However, China’s economy has entered into a transition period. It is expected that
the economic growth will slow down for the next few years. As a result, the forecast for the
growth rate of supermarkets and hypermarkets will slow down accordingly.

The emerging e-commerce channel has made a significant impact on supermarkets and
hypermarkets as well as retailing industry in general. Due to the competitive lower price,
convenient payment system and gradually improved distribution service, e-commerce is taking
more market share from retailing industry.

Opening a new standard supermarket and hypermarket requires larger space and
convenient location. It becomes very costly to open a standard supermarket and hypermarket
now in major metropolitan areas because of the rising costs. On the other hand, the number of
convenient stores surged in recent years. Convenient stores are getting more popular because
of its convenient location. In addition, there has been a significant rise in costs for rents,
logistics and labour. Many chain supermarkets and hypermarkets shut down some of their
underperforming stores to get through pressure of rising cost.
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Future growth

In light of the market drivers and challenges, there is still future growth as the retail sales
value of China’s supermarket industry is expected to reach approximately RMB2,800.2 billion in
2020, with a CAGR of approximately 6.5% from 2015 to 2020. The following chart sets forth
China’s retail sales value and forecast of supermarket industry for the periods indicated:
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Key success factors of China’s supermarket and hypermarket industry

The key success factors of China’s supermarket and hypermarket industry include pricing
strategy, range of products, distribution network and inventory control and customer shopping
experience.

Pricing is a vital factor that affects consumer behaviours. With fierce homogeneous
competition in the supermarket and hypermarket industry, many supermarkets and hypermarkets
now compete by offering competitive prices. Hence, effective promotion and discount strategies
based on different products, selling seasons and store locations become very important. It is
important for supermarkets and hypermarkets to have a wide range of products and keep all the
products in stock, otherwise consumers are likely to move to other competitors and lose
customer loyalty. Stores need to prioritise and adjust the product mix in line with the prevailing
market demands. The SKU of a typical hypermarket is above 20,000 while the SKU of a
community supermarket is in the range of 3,000 to 5,000.

Distribution network and inventory management are the key elements of cost saving and
product pricing. Different companies have various logistic strategies to lower cost. In general, it
is vitally important to understand and monitor the end-to-end information flow along the supply
chain. Apart from competitive prices, stores need to adopt a customer-oriented approach to
retain more customers. For example, they are expected to have clean and organised store
environment, and provide value-added services.
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REGIONAL RETAIL INDUSTRY
Overview
Shanghai

The retail sales value of Shanghai’s department store industry increased from
approximately RMB90.7 billion in 2010 to approximately RMB97.4 billion in 2015, representing a
CAGR of approximately 1.4%. The retail sales value reached its peak in 2013 at approximately
RMB100.2 billion. Shanghai, known as the international trade centre, international finance
centre, international shipping centre and international economic centre, has the highest GDP
among all cities in China in 2015. In accordance with the economic development, per capita
disposable income of Shanghai is also the highest among all cities in China. Thus, Shanghai
obtained a large share of China’s department store market, which was about 8.2% in 2015. With
PRC government’s increasing emphasis on the importance and future development of retail
sales market, Shanghai is expected to continue enjoying its leading economic development
position in China.

The retail sales value of Shanghai’s department store industry has reached approximately
RMB97.4 billion in 2015, with an annual growth rate of approximately 2.0% comparing to 2014.
The retail sales value of Shanghai’s department store industry is expected to reach
approximately RMB113.0 billion in 2020, with a CAGR of approximately 3.0% from 2015 to
2020. The expected continuous future growth of Shanghai’s department store industry is based
on following market drivers: Firstly, as mentioned above, Shanghai has the highest GDP and per
capita disposable income among all cities in PRC in 2015. The continuous growth of Shanghai’s
economy and purchasing power is expected to stimulate the department store industry to keep
growing. Secondly, the upgrade of consumption structure towards high quality premium goods
and such goods are mostly purchased through offline channels such as department stores.
Thirdly, the leisure experience provided by department stores is also expected to stimulate the
further growth of the industry as such experience, which cannot be provided online, can fulfill
the social needs of consumers. Furthermore, department stores are able to offer different types
of promotional events to attract consumers rather than just price discounting as more commonly
seen in the online platform. Thus, it is expected that Shanghai’s department store industry would
sustain growing in the forecast period.
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The following chart sets forth Shanghai’s retail sales value and forecast of department
store industry for the periods indicated:
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Shanghai has the highest nominal GDP in China in 2015. The department store market is
relatively mature in Shanghai. The market is highly competitive with a number of domestic and
foreign companies. The top three department stores by retail sales value in 2015 were Shanghai
No.1 Yohan, Shanghai New World Department Store and Shanghai Jiuguang, with market share
of approximately 4.7%, 3.6% and 2.4%, respectively.

Suzhou

The retail sales value of Suzhou’s department store industry increased from approximately
RMB23.3 billion in 2010 to approximately RMB41.2 billion in 2015, representing a CAGR of
approximately 12.1%. Suzhou is one of the major cities in China with a GDP ranking of the 7th
place in 2015. Suzhou is famous for its economic development in the Yangtze River Delta
region. With large multinational companies and more than 100 of Fortune 500 companies
opening up branches or regional headquarters in Suzhou Industrial Park, Suzhou has a higher
income level comparing to national average which provides a favourable growth potential of
department store market. Furthermore, Suzhou possesses a rapid growth of economy with
double digits annual growth rate of per capita disposable income in the past few years.
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The retail sales value of Suzhou’s department store industry is expected to reach
approximately RMB56.9 billion in 2020, growing at a CAGR of approximately 6.7% from 2015 to
2020. The following chart sets forth Suzhou’s retail sales value and forecast of department store
industry for the periods indicated:
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The top five department stores by retail sales value in 2015 were Suzhou Renmin
Department Store, Suzhou Shilu International Department Store, Suzhou Tower Department
Store, Suzhou Jiuguang and Suzhou No. 1 Department Store, with market share of
approximately 6.0%, 3.0%, 2.9%, 2.7% and 0.7%, respectively.

Dalian

The retail sales value of Dalian’s department store industry increased from approximately
RMB13.9 billion in 2010 to approximately RMB24.4 billion in 2015 with a CAGR of approximately
11.9%. Dalian used to be a major city of industrial base of Northeast China. However, as it
becomes one of top tourism destinations in China, Dalian is putting efforts in shifting its
economy and positioning from industry-driven to consumption-driven. As a result, Dalian’s retail
sales value of department store industry enjoyed a fast growth rate during the past few years
and is expected to sustain the growth in the future.

— 69 —



INDUSTRY OVERVIEW

The retail sales value of Dalian’s department store industry is expected to further reach
approximately RMB33.4 billion in 2020, representing a CAGR of approximately 6.4% from 2015
to 2020. The following chart sets forth Dalian’s retail sales value and forecast of the department
store industry for the periods indicated:
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Dalian is one of the developed cities in Northeast China. The department store market in
Dalian is dominated by Dalian Dashang Group Co., Ltd. with a market share of more than 80%
in 2015. Dashang Group operates its department stores under four different brands which are
MyKal, New Mart, Kingson and Dashang.

Shijiazhuang — department store industry

The retail sales value of Shijiazhuang’s department store industry increased from
approximately RMB8.6 billion in 2010 to approximately RMB14.3 billion in 2015 with a CAGR of
approximately 10.8%. Shijiazhuang is the provincial capital of Hebei Province and also one of
the important cities of Beijing-Tianjin-Hebei region. Shijiazhuang’s economy experienced a
steady growth over the past few years. As a result, the per capita disposable income of
Shijiazhuang also increased accordingly. The increasing purchasing power provides the base for
the further growth of Shijiazhuang’s department store industry. The retail sales value of
Shijiazhuang’s department store industry is expected to further reach approximately RMB18.1
billion in 2020, representing a CAGR of approximately 4.7% from 2015 to 2020. The following
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chart sets forth Shijiazhuang’s retail sales value and forecast of the department store industry
for the periods indicated:
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The retail sales value of Beiren Group’s department stores in Shijiazhuang reached
approximately RMB6.8 billion, with a market share of approximately 47.2% in 2015. Northland
Mall is the largest department store in Shijiazhuang under Beiren Group. Other Beiren Group
department store brands include Beiguo Dongshang Mall, Yiyou Department Stores and Yidong
Department Stores. Other participants in Shijiazhuang’s department store industry include
Wanda Department Stores, White International Mall, and Tianyuan Fashion Mall.

Shijiazhuang — supermarket and hypermarket industry

The retail sales value of Shijiazhuang’s supermarket and hypermarket industry increased
from approximately RMB5.3 billion in 2010 to approximately RMB9.8 billion in 2015, with a
CAGR of approximately 13.1%.

Along with the continual increase of per capita disposable income and growing purchasing
power in Shijiazhuang, the supermarket and hypermarket industry in Shijiazhuang has grown
steadily. People in Shijiazhuang have developed a stable consumer culture and shopping habit
for the supermarket and hypermarket industry throughout the past 20 years. The emerging e-
commerce channel and rapid growth of convenient stores have less impact on Shijiazhuang’s
supermarket and hypermarket industry. The growing purchasing power and rapid economic
development in Shijiazhuang are expected to further drive Shijiazhuang’s supermarket and
hypermarket industry to keep growing.
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Thus, retail sales value of Shijiazhuang’s supermarket and hypermarket industry is
expected to reach approximately RMB14.5 billion in 2020 with a CAGR of approximately 8.0%
from 2015 to 2020. The following chart sets forth Shijiazhuang’s retail sales value and forecast
of the supermarket and hypermarket industry for the periods indicated:
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Beiguo Supermarket was the leading participant in the industry with retail sales value of
approximately RMB4.8 billion in 2015. Following Beiguo Supermarket, each of Yonghui
Superstores and Baolongcang had retail sales value of approximately RMB1.7 billion and
approximately RMBO.5 billion, respectively, in 2015.

ABOUT CIC

In connection with the Introduction, we have commissioned CIC, an independent third
party, to conduct an analysis of, and to report on China’s department store, supermarket and
hypermarket market industry. The report we commissioned, or the CIC Report, has been
prepared by CIC independent of our influence. The fee payable to CIC for preparing the CIC
Report is RMB400,000, which we consider at market rates. CIC services include industry
consulting, commercial due diligence, strategic consulting, etc.. Its consulting team has been
tracking the latest market trends in industrial, energy, chemical, healthcare, consumer goods,
transportation, agriculture, internet, finance, etc., and has relevant market intelligence in the
above industries. CIC conducts both primary and secondary research through various
resources. Primary research involved interviewing key industry experts and leading industry
participants. Secondary research involved analysing data from various publicly available data
sources, such as NBSC, industry associations, etc..
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The CIC Report that we commissioned includes information on China’s department store,
supermarket and hypermarket market industry. All statistics are reliable and are based on
information available as of the date of the CIC Report. Other sources of information, including
government, industry associations or market participants, may have provided some of the
information on which the analysis or data is based.

In compiling and preparing the CIC Report, CIC has adopted the following assumptions: (i)
China’s economy and industry development is likely to maintain a steady growth in the next
decade; and (ii) related industry key drivers are likely to drive the growth of China’s department
store industry in the forecast period, such as the increasing population and per capita
disposable income, the upgrade of consumption structure towards high quality premium goods,
leisure experience provided by department stores, the development of tier 2 and tier 3 cities; (iii)
related industry key drivers are likely to drive the growth of China’s supermarket and
hypermarket industry in the forecast period, such as the increasing urbanisation rate, the
greater consumer purchasing power, shift from traditional wet market to supermarket and
hypermarket; and (iv) there is no any extreme force majeure or industry regulation in which the
market may be affected dramatically or fundamentally.

Except as otherwise noted, all the data and forecast in this section are derived from the
CIC Report.
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PRC REGULATORY COMPLIANCE

This section sets forth a summary of the most significant aspect of the PRC laws and
regulations relating to our business operations in the PRC.

. REGULATORY OVERVIEW OF THE PRC RETAIL SECTOR

Since the 1990s, China has been gradually relaxing its restrictions on foreign investment in
the commercial and logistics domain.

In July 1992, the State Council issued the Response to the Application of Foreign Capital
to the Commercial Retail Industry (B /362 8 SR AN E FE R #E1E)) (the “Application of
Foreign Capital Response”), and agreed to carry out trial operations of one to two Sino-foreign
equity joint venture or Sino-foreign cooperative joint venture commercial retail enterprises in
each of Beijing, Shanghai, Tianjin, Guangzhou, Dalian, Qingdao and five special economic
zones. Under the Application of Foreign Capital Response, foreign investment commercial
enterprise projects became subject to the review and approval of the State Council through the
reports of local governments. The operating scope of foreign investment commercial enterprises
included department store retail business and import and export business operations.

In June 1998, the State Internal Trade Bureau promulgated the Opinion Regarding
Standardisation of Retailing Business Classification (Provisional) ((Z 288080 & GGt
17)?) which defined the various types of retail businesses, such as department stores,
supermarkets and hypermarkets.

In June 1999, with the approval of the State Council, the State Economic and Trade
Commission (HZ 4% 5 % B €) and the Ministry of Foreign Trade & Economic Cooperation
(MOFTEC, (H4MZ 5 #8355 1E¥), and later restructured into the Ministry of Commerce) issued
the Experimental Measures for Commercial Enterprises with Foreign Investment ((fMii$& & pi 3
2L 2% )) (the Experimental Commercial Enterprises Measures) and expanded the
permitted geographic coverage of sino-foreign equity and cooperative joint venture commercial
retail enterprises to capital cities of the provinces, capital of autonomous regions and the
municipalities under the Chinese government, special economic zones and cities directly under
independent development plans. Wholly foreign-invested enterprises were not allowed to be
established in the retail industry at that time. Moreover, the establishment of sino-foreign equity
or cooperative joint ventures had to comply with commercial development planning rules in the
relevant area. To gain access to the Chinese market, non-Chinese retailers had to apply for
permission from the Chinese government in accordance with the Experimental Commercial
Enterprises Measures, which required high market entry thresholds. The Experimental
Commercial Enterprises Measures were abolished when the Measures of Administration of
Foreign Investment in Commercial Sector ((4ME# % 2B FEHEE)) (the “Commercial
Enterprises Measures”) took effect from 1 June 2004.

On 16 April 2004, the Ministry of Commerce issued the Commercial Enterprises Measures,
which were implemented on 1 June 2004 and revised on 28 October 2015. There were a
number of major changes in the Commercial Enterprise Measures, including permitting foreign
investors to engage in the operation of distribution services on a wholly-owned basis from 11
December 2004. The Commercial Enterprises Measures were also expected to gradually
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enlarge the geographical coverage of foreign-invested commercial enterprises and lower the
market entry threshold. After the implementation of the Commercial Enterprises Measures,
foreign investors and operators were permitted to engage in the retail business in China on a
wholly-owned basis and expand into geographical areas which were not opened to foreign
investors for retail operations previously.

Retail industry foreign investment laws and regulations in China

In terms of requirements for foreign-invested commercial enterprises to set up stores,
it is stipulated in the Commercial Enterprises Measures that foreign investors can apply to
set up both commercial enterprises and stores at the same time in accordance with
simplified procedures and clear guidelines.

According to the Commercial Enterprises Measures, a foreign invested commercial
enterprise must meet the following conditions:

— its minimum registered capital must comply with the requirements of the
Company Law of the PRC;

— it must comply with the normal total investment and registered capital
requirements for foreign-invested enterprises; and

— in general, its term of operation may not exceed 30 years, or 40 years in the mid-
western region of the PRC.

Moreover, the foreign-invested commercial enterprise must conform to the applicable
urban development plan and the commercial development plan of the city where it is to be
located in order to open a retail store.

The procedures for establishing a foreign-invested commercial enterprise involve the
submission of an application which shall include a project description, feasibility study and
other relevant documents as required to the relevant provincial level commerce department
or the Ministry of Commerce for approval. According to the Notice of the Ministry of
Commerce on Entrusting Local Department to Check Foreign-invested Commercial
Enterprises (<5755 &8 B i Z2 5L b 77 0 M 35 A% AP i #5 G s 2 2R 4 1)) issued by the Ministry
of Commerce on 9 December 2005, the Ministry of Commerce authorised the provincial
commerce departments and the committees of national economic and technology
development zones to handle some of the foreign-invested commercial enterprise
approvals. According to the Notice of the Ministry of Commerce on Transferring Approvals
Rights of Foreign-invested Commercial Enterprises (<550 B i T il o1 i 15 6 i 2 A S it
HIEMEH)) issued by the Ministry of Commerce on 12 September 2008, the provincial
commerce department shall be the approval authority for the establishment and
modification of foreign-invested commercial enterprises, except for those concerning the
sale by television, telephone, mail order, internet, or vending machine, those concerning
the wholesale of audio-visual products and those concerning the sale of books,
newspapers and magazines. In addition, pursuant to the Notice of the Ministry of
Commerce on the Verification and Administration of Part of Foreign-invested Service
Enterprise by Provincial Commerce Department and National Economic & Technology
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Development Zone (<775 & B 7 & 8 0 55 5 45 70 1 AR [ 2 A A 7 5 il Bl 4% e 9 A 7 L9 0 IR 5
HHNP B E A EM B HHAE S)) issued by the Ministry of Commerce on 4 May 2009, the
scope of approval of the provincial commerce department had been expanded to cover the
approval of foreign-invested enterprises within six industries, including foreign-invested
enterprises engaged in the distribution of books, newspapers and magazines and sino-
foreign cooperative joint venture enterprises engaged in the wholesale of audio-visual
products, if such enterprise is an enterprise falling under the encouraged class or permitted
class in the Catalogue of Foreign-invested Industries Guidance ({/Mpd#% & £33 H Bk))
(“FIE Industry Catalogue”) with a total investment capital below US$100 million, or if such
enterprise is an enterprise falling under the restricted class in the FIE Industry Catalogue,
with a total investment capital below US$50 million. On 10 June 2010, the Ministry of
Commerce further issued the Notice on relevant Matters regarding Transferring Approval
Rights of Foreign Investment (55 HBA A T 0 oh i 450 & #5410 &5 n] HEAA B B LAY 4 0 )
(“Circular 209”). According to the Circular 209, the scope of approval rights of the
provincial commerce department had been further expanded to cover the approval of
foreign-invested enterprises falling under the encouraged class or permitted class in the
FIE Industry Catalogue with a total investment capital below US$300 million, or falling
under the restricted class in the FIE Industry Catalogue with a total investment capital
below US$50 million.

Under the Commercial Enterprises Measures, the percentage of foreign investment in
retailers in China with more than 30 stores which are engaged in the sale of certain
specific goods, including books, newspapers, magazines, automobiles (such restriction for
automobiles was cancelled on 11 December 2006), pharmaceutical products, pesticides,
fertilisers, refined oil products, grains, vegetable oil, sugar and cotton, and with such goods
being of different brands and obtained from different suppliers, should not exceed 49%.
This percentage was increased to 100% from 5 February 2009 for foreign investment by
Hong Kong and Macau service providers pursuant to the Supplementary Provisions (IV) on
the Commercial Enterprises Measures ({715 & pif 25 S8 a0 A BB vA 4l 7246 22 (19)))
promulgated by the Ministry of Commerce on 5 February 2009.

Consumer Protection Law

The principal legal provisions for the protection of consumer interests are set out in
the PRC Law on the Protection of Consumer Rights (<3 A R 3403014 2 25 AR v 15))
(“Consumer Protection Law”), which was promulgated on 31 October 1993 and
implemented with effect from 1 January 1994 and revised on 25 October 2013 with effect
from 15 March 2014. The Consumer Protection Law sets out standards of behaviour which
a business operator must observe in its dealings with consumers, including the following:

— consumer goods and services must comply with the Product Quality Law and
other relevant laws and regulations, including requirements regarding personal
safety and protection of property;
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— providing consumers with true information and advertising concerning goods and
services provided by them, as well as true and clear answers to questions raised
by consumers concerning the quality and use of goods or services provided by
them;

— issuing purchase or services vouchers to consumers in accordance with relevant
national regulations or business practices or upon the request by a consumer;

— ensuring the quality, functionality, application and duration of use of the goods or
services provided by them under normal use and ensuring that the actual quality
of the goods or services are consistent with that displayed in advertising
materials, product descriptions or samples;

— properly performing its responsibilities for guaranteed repair, replacement and
return or other liability in accordance with national regulations or any agreement
with the consumer; and

— not setting unreasonable or unfair terms for consumers or excluding itself from
civil liability for undermining the legal rights and interests of consumers by
means of standard contracts, circulars, announcements, shop notices or any
other similar means.

Violations of the Consumer Protection Law may result in the imposition of fines. In
addition, the business operator may be ordered to suspend its operations and its business
license may be revoked. Criminal liability may be incurred in serious cases.

According to the Consumer Protection Law, a consumer whose legal rights and
interests are prejudiced during the purchase or use of goods may demand compensation
from the seller. Where the responsibility lies with the manufacturer or another supplier that
provides the goods to the seller, the seller shall, after setting compensation, have the right
to recover such compensation from that manufacturer or supplier. Consumer or other
injured parties who suffer injury or property losses due to product defects in commodities
may demand compensation from the manufacturer as well as the seller. Where the
responsibility lies with the manufacturer, the seller shall, after settling compensation, have
the right to recover such compensation from the manufacturer, and vice versa.
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Product Quality Law

The principal legal provisions governing product liability are set out in the PRC Law
on Product Quality ({3 A\ RILFEE HEE)) (“Product Quality Law”), which was
promulgated on 22 February 1993, implemented with effect from 1 September 1993, and
revised according to the Decision of the SCNPC on Amending the Product Quality Law of
the People’s Republic of China (B & ek b A RSN B 2 5 V- &%) M) as adopted
at the 16th Session of the Standing Committee of the 9th National People’s Congress on 8
July 2000. The Product Quality Law requires that a business operator adhere to the
following obligations:

— a check-for-acceptance system for stock replenishment shall be adopted to
examine the quality certificate and other labels of such stock;

— measures shall be adopted to keep products for sale in good quality;
— the prohibition of sales of defective or deteriorated products;
— products sold must have labels that comply with relevant provisions;

— the prohibition on forgoing the place of origin of a product, or falsely using the
name of and address of another producer;

— the prohibition on forgoing a producer’s authentication marks or falsely using
another producer’s authentication marks, marks of famous/premium brand names
or other product quality marks; and

— the prohibition on mixing impurities or imitations into products, substituting a fake
product for a genuine one, substituting a defective product for a high-quality one,
or passing-off a substandard product as a qualified one.

Violations of the Product Quality Law may result in the imposition of fines. In addition,
a company in violation of the Product Quality Law may be ordered to suspend its
operations and its business license may be revoked. Criminal liability may be incurred in
serious cases. According to the Product Quality Law, a consumer or other victim who
suffers injury or property losses due to product defects may demand compensation from
the manufacturer as well as from the seller. Where the responsibility lies with the
manufacturer, the seller shall, after settling compensation with the consumer, have the right
to recover such compensation from the manufacturer, and vice versa.

Food Safety Law

The Food Safety Law of the PRC (% A\ R ILFIE & 5 %2 7%)) (“Food Safety Law”)
was promulgated on 28 February 2009 by the SCNPC, implemented with effect from 1
June 2009 and revised on 24 April 2015 with effect from 1 October 2015. The
Implementation Regulations of the Food Safety Law (3 A R 3L E & §h % 25 Bt 1))
(Implementation Regulations) were subsequently promulgated on 20 July 2009, became
effective from the date of promulgation and revised on 6 February 2016.
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The Food Safety Law and the Implementation Regulations apply to the production and
operation of food, food additives, food related products (such as food containers and
packaging materials) and other relevant products. Under the Food Safety Law, a licensing
system is adopted by the PRC government for the production and operation of food
products, except that licensing is not required for the sale of edible agricultural products.
Food producers and distributors and catering service providers shall, pursuant to law, apply
for relevant license as applicable. Food production and operation enterprises shall
establish and improve internal food-safety management systems, implement staff training
focused on food-safety issues, strengthen food inspection, and conduct food production
and operation activities according to law. Any violation of the Food Safety Law and its
Implementation Regulations may result in legal liabilities, such as warnings, fines,
damages, or even criminal liability for serious violations.

In addition, the Measures for Administration of Food Safety in Circulating Field (<Ji#H
EELE M AT L)) (“Measures”), which were promulgated by the Ministry of
Commerce on 19 January 2007, and effective from 1 May 2007, are also one of the laws
governing food circulation and food safety in wholesale and retail markets. The Measures
set out the requirements of food circulation and food safety in wholesale and retail markets,
including but not limited to the following: (i) the relevant operators shall obtain the relevant
licenses required by relevant laws and regulations, such as business license; and (ii) the
operation environment of food shall comply with the general standard required by food
safety and sanitation laws and regulations.

Approvals, licenses and permits for operating hypermarkets

Apart from obtaining the necessary business licenses for operating hypermarkets,
operating a hypermarket retail business in PRC requires certain other approvals, licenses
and permits. In particular, fire safety inspection of the building where a hypermarket is to
be operated is usually required, and approval from the relevant fire department has to be
obtained before commencement of business.

The following PRC licenses and permits under PRC laws and regulations may be
applicable to our Group depending on the merchandise offered in our hypermarkets:

— “Hygiene License for Public Place” (3L #Frl &) for hypermarkets as
public places;

—  “Cigarette Monopoly Permit” (& 58 8 57 nl #) for sale of cigarettes;
—  “Alcohol Circulation Registration” (145 i 4§ 25 &%) for sale of alcohol;
—  “Food Operation Permit” (£ f £ /& 7 rl #%) for sale of food,;

— “Publications Operation Permit” (R4 % 7 #) for sale of books,
newspapers and audiovisual products; and

—  “Medical Device Operation Filing Certificate” (B 4845 i 221 %) for sale of
various types of medical apparatus.

- 79 —



REGULATORY OVERVIEW

As a foreign-invested commercial enterprise, we may not be able to obtain the
Cigarette Monopoly Permit due to industry restrictions.

A hypermarket also needs to apply for such other business licenses at the request of
the relevant governmental departments.

As of the Latest Practicable Date, all PRC subsidiaries of our Group have obtained
the necessary license and permits for each of them to operate hypermarket business
operations as applicable.

Prepaid cards

The issue and sale of token cards or prepaid cards for circulation in the market in
place of RMB is regulated by the following PRC laws and regulations:

— The Law of the People’s Bank of China of PRC (€ #E A 3L A o 3] A [ 8R 1T
%)) which came into effect on 18 March 1995 and was amended on 27
December 2003, with the amendment being effective on 1 February 2004;

— The Regulations of PRC on Administration of Renminbi ({2 A R ILFIE A K
1)) which came into effect on 1 May 2000 and revised on 29 July 2014;

— The Notice on Prohibiting the Distribution and Use of Various Types of Tokens
issued the General Office of the State Council (€[5 F Hie /> i B A 2% 11 5% ik ff
ARG B 25 13 1)) which came into effect on 1 May 1991;

— The Notice on Prohibiting the Printing, Offering, Purchasing and Using of Various
Types of Tokens issued by the State Council ((EIFS e 25 IEEPR ~ B84 - IH
F{E R 45 A QWS 4 25 938 %)) which came into effect on 4 April 1993;

— The Notice on Strictly Controlling the Overly Rapid Growth of Consumption
Expenditure and Strengthening the Cash Management issued by the State
Council (5 B B 72 B i 128 1 11 2 2 <5 o PR 1= 40 n o 35 46 4 LAY % ) which
came into effect on 9 November 1994;

— The Emergency Notice on Further Strengthening the Cash Management and
Controlling the Cash Issuance by the General Office of the State Council (<%
Boc B 8 R 7 A — 2 o o B 4 A PR O B B R 2B 1)) which came into
effect on 16 January 1995;

— The Emergency Notice on Resolutely Stopping the Tendency of Issuance and
Use of Various Kinds of Token Cards of the Office of Correcting Industrial
Improper Practice (BB A1 AT 236 A 1E 2 JEUHE 28 %5 B8 B R A0 3 58 e off ) 45 A AR
e i) 2 2 R B 2 ) issued on 11 December 1998;

— The Emergency Notice on Prohibition of Issuing and Using Tokens (or Token

Cards) (CBAA Rk 88 i & R KSR (R MR8 %0)) jointly promulgated by
the State Economic and Trade Commission (Bl X% 5 % B ), the Office of
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Correcting Industrial Improper Practice at the State Council ([E%5 Bt #1 IE417 A IE
Z @ HEAZE) and the People’s Bank of China (“PBOC”) (I AR#4T) on 19
January 2001;

— The Administrative Measures for the Payment Services of Non-financial
Institutions (“Payment Services Measures”) (34 il BERE S AR 15 BEHEE )
issued on 14 June 2010 and came into effect on 1 September 2010. The
Payment Services Measures provide that non-financial institutions may issue
token cards or prepaid cards as an intermediary if they apply for and obtain the
necessary licenses before 1 September 2011; and

— The Notice on Standardising the Administration for Commercial PrePaid Cards
(B MR A S TEA R B ) jointly promulgated by PBOC, Ministry of
Supervision of the People’s Republic of China (" 3£ A K L1 B £3K), Ministry
of Finance of the People’s Republic of China (4 % A 3 A1 ] B B #), MOFCOM
(P N RSB B AR), SAT (¥ N RALFIBI BB 48 R)), SAIC (¥ A RALFIE T
%)), National Bureau of Corruption Prevention of the People’s Republic of
China ([ % P & =) on 23 May 2011.

Pursuant to the Law of the People’s Bank of China of PRC, the PBOC may impose a
maximum fine of RMB200,000 on any entity issuing such token cards or prepaid cards.

On 23 May 2011, the General Office of the State Council promulgated the Notice on
Standardising the Administration for Commercial Prepaid Cards (“Notice”) which is
formulated by relevant authorities and which demonstrates by context that the competent
authorities acknowledge the positive effect of prepaid card and do not prohibit a
commercial enterprise to issue prepaid cards itself. This Notice also acknowledged that a
commercial enterprise may issue single-functional prepaid cards for itself subject to certain
requirements indicated in the Notice, including: (a) for those who purchase registered
commercial prepaid cards or purchase non-registered commercial prepaid cards exceeding
RMB10,000 for one time, the issuer shall register their names; (b) in case an entity
purchases the prepaid card exceeding the amount of RMB5,000 for one time, or an
individual purchases the prepaid card exceeding the amount of RMB50,000 at one time,
they shall remit through wire transfer other than cash; if wire transfer is carried out, the
issuer shall register the name, number and amount of receiving and remitting account for
every purchase of prepaid cards; (c) par value of non-registered commercial prepaid card
shall not exceed RMB1,000, while par value of registered commercial prepaid cards shall
not exceed RMB5,000; (d) the issuer shall provide invoice for sales of prepaid card
according to relevant laws and regulations; and (e) there is no restriction on the term of
validity of registered commercial prepaid card, while the term of validity of non-registered
commercial prepaid cards shall be no less than three years. The Notice also mentioned
that Ministry of Commerce may further promulgate regulations on single-functional prepaid
cards to regulate the activities on single-functional prepaid cards.

As of the Latest Practicable Date, all PRC subsidiaries of our Group have been in
compliance with the above requirement.
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New urban taxation

On 18 October 2010, the State Council issued Notice 35, which unifies the Urban
Maintenance and Construction Tax (the “UMCT”) and Education Levy on domestic
enterprises and foreign investment enterprises in the PRC, effective 1 December 2010.
The UMCT and Education Levy are calculated based on the total amount of business tax,
value added tax and consumption tax paid by each taxpayer. The UMCT rates for
enterprises in cities, counties and other areas are seven percent, five percent and one
percent, respectively. The Education Levy rate is three percent.

REGULATORY OVERVIEW OF FOREIGN INVESTMENT IN PRC FOOD SERVICES
INDUSTRY

According to the Catalog for the Guidance of Foreign Investment Industries ({#hi# & & %
H#k)), as amended, consumer food and beverage services and general food production

and sales are classified as industries where foreign investments are allowed by the state ever
since 1995.

Laws and Regulations on Licensing Requirement for Consumer Food Services

On 4 March 2010, the Ministry of Health promulgated the Administrative Measures on
Food and Beverage Service Licensing (<% KIR#55T A4 #HEE)) and Administrative
Measures on Food Safety Supervision in Food and Beverage Services ((ESRE & 42
BB E L)), Both measures came into force on 1 May 2010. Pursuant to the
Administrative Measures on Food and Beverage Service Licensing, the local food and drug
administrations at various levels are responsible for the administration of food and
beverage service licensing. Providers of consumer food services are required to obtain a
food service license and are responsible for safety in food and beverage services in
accordance with the law. A service provider, providing food and beverage services at
different locations or venues must obtain separate food and beverage service licenses for
each venue. In the event of any change in the operation locations, a new application for
food service license is required. The food service license is valid for a period of three
years. For those temporarily providing consumer food services, an interim food service
license valid for a period not exceeding six months must be obtained. Where renewal is
required, the consumer food services providers are required to submit a renewal
application in writing to the original issuing department at least 30 days before the expiry
date of the valid period of the food and beverage service license. Overdue renewal
application may follow the same procedure as new application for food service license. The
original issuing department, after accepting the renewal application for the food service
license, must focus on whether there has been any change to the formerly licensed
operation venue, any change in the layout of flow processes, and any change to the
hygiene facilities, as well as whether the applicant has satisfied the basic conditions
required for the grant of a license, and a new food service license will be issued upon
successful renewal. Any transfer, alteration, lending, sale or leasing of food service
licenses by consumer food service provider is strictly prohibited. Consumer food services
providers shall operate within the scope of their licenses in accordance with the law and
the scope specified in their food service licenses. The food service license must be hung or
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displayed at a conspicuous position in the venue for dining. If the consumer food service
providers had already obtained a food hygiene license before the implementation date of
the Administrative Measures on Food and Beverage Service Licensing, the pre-existing
food hygiene license will remain effective during its valid period. The consumer food
service providers holding a food hygiene license shall apply to the appropriate local food
and drug supervision and administration authorities in the administrative regions where
they operate, for a food service license before the food hygiene license’s expiry date.

Regulations on Licensing Requirement for the Food Production and Processing

On 1 September 2005, the Implementation Rules for the Supervision and
Administration on Quality and Safety of Food Production and Processing Enterprises
(Trial) KESAEENLAEEEZLEEEHERMA(F17))) came into force. Those who
engage in food production and processing operations for purpose of sale within the territory
of the PRC must abide by the rules. Pursuant to such rules, the State has adopted a
market access system for food quality and safety. Enterprises engaging in food production
and processing must possess the requisite production conditions that guarantee food
quality and safety, and must obtain the Production License for National Industrial Products
(2B T 265 5 A 2 #Frl #%) according to required procedures, and the food produced and
processed must be inspected, pass the test and imprinted (or adhered) with the market
access logo for food quality and safety before leaving the factory for sale. Food subject to
production license administration implemented by the State may not be produced by
enterprises that have not obtained the Production License for National Industrial Products.
Food is prohibited from leaving the factory for sale without being imprinted (or adhered)
with the market access logo for food quality and safety. According to the product catalog
issued by the General Administration of Quality Supervision, Inspection and Quarantine for
the implementation of the production license administration system, those whose business
falls within the product catalogue shall apply for the Production License for National
Industrial Products.

Regulations on the Sanitation of the Public Assembly Venue

The Regulation for the Administration of Sanitation of the Public Assembly Venue ({2
L5 B g A 45 FRAG])) effective on 1 April 1987 (which was revised on 6 February 2016),
and the Implementation Rules for the Regulation for the Administration of Sanitation of the
Public Assembly Venue (A 3L ir i 4 4 SR G E i 41 I )) effective on 1 May 2011 (which
was revised on 19 January 2016) were promulgated by the State Council and the Ministry
of Health, respectively. The said regulations were adopted for the purpose of creating
favorable and sanitary conditions for the public assembly venues, preventing disease
transmission and safeguarding people’s health. No business operator at public places may
engage in business operations until it obtains the sanitation licenses with the health and
family planning administrative departments of the people’s governments after obtaining its
business license.
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Regulations on Liquor Circulation

In accordance with the Measures for the Administration of Liquor Circulation (<78 %ii
WAL )) effective on 1 January 2006, which was issued by the Ministry of Commerce,
a system of archival filing of operators as well as a traceability system shall be established
for liquor circulation. Any entity or individual engaged in the wholesale or retail of liquor
(herein after referred to in general as “liquor operator”) shall, within 60 days of acquiring a
business license, make the archival filing and registration formalities in the competent
department of commerce at the same level as the administrative department for industry
and commerce where the registration is handled according to the principle of territorial
administration. The liquor operator shall, when purchasing any liquor, claim the duplicates
of the business license, sanitation license, production license (limited to producers),
registration form, power of attorney of liquor distribution (limited to producers) of a supplier
that supplies goods for the first time. The liquor operator shall establish an account for
purchase and sales in the liquor business operation which he or she shall keep for 3 years.
The competent departments of commerce may impose a fine up to RMB5,000 on any
violation of the aforementioned rules.

Regulations on Fire Prevention

The Fire Prevention Law of the PRC ({2 A RALFEI KB %)) (the “Fire Prevention
Law”) was adopted on 29 April 1998 and amended on 28 October 2008. According to the
Fire Prevention Law and other relevant laws and regulations of the PRC, the Ministry of
Public Security and its local counterparts at or above county level shall monitor and
administer the fire prevention affairs. The fire prevention units of such public security
departments are responsible for implementation. The Fire Prevention Law provides that the
fire prevention design or construction of a construction project must conform to the national
fire prevention technical standards. For a construction project that needs a fire prevention
design under the national fire protection technical standards for project construction, the
construction entity must submit the fire prevention design documents to the fire prevention
department of the public security authority for approval or filing purposes (as the case may
be). No construction permit shall be given for the construction projects for which the fire
prevention design has not been approved or is considered unqualified after the review, nor
shall such construction entity commence their construction. Upon completion of a
construction project to which a fire prevention design has been applied, according to the
requirements of the Fire Prevention Law, such project must go through an acceptance
check on fire prevention by, or filed with, the relevant fire prevention departments of public
security authorities. No construction may be put into use before it is accepted by the
relevant fire prevention units of public security authorities. For each public assembly
venue, such as karaoke clubs, dancing halls, cinemas, hotels, restaurants, shopping malls,
trade markets and etc., the construction entity or entity using such venue shall, prior to use
and operation of any business thereof, apply for a safety check on fire prevention with the
relevant fire prevention department under the public security authority at or above the
county level where the venue is located, and such place cannot be put into use and
operation if it fails to pass the safety check on fire prevention or fails to conform to the
safety requirements for fire prevention after such check.
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Please also refer to the paragraphs headed “Food safety law”, “Consumer protection
law”, and “Product quality law” in this section which also apply to the food service industry
in the PRC.

REGULATORY OVERVIEW OF THE PRC PROPERTY INDUSTRY

Set out below is an overview of the key regulations relating to the property industry in the

PRC, many of which relate to the commercial property sector.

Land Acquisition

As all land in the PRC is either state-owned or collectively-owned, interests in land
consist of land use rights, under which private parties (including individuals and corporate
entities) may hold rights for investment or development purposes or transfer their interests
to other parties. Individuals and corporate entities may acquire land use rights in a variety
of ways, two of which being grants of land use rights from local land authorities and land
transfers from land users who have already obtained land use rights.

Under the Regulations on the Grant of State-owned Construction Land Use Rights
through Competitive Bidding, Public Auction and Listing-for-Sale ({41412 # i ) 5 B0 A4
% FH (i F RERR 72 )), promulgated by the Ministry of Land and Resources on 28 September
2007 and came into effect on 1 November 2007, land to be used for the purposes of
industrial use, commercial use, tourism, entertainment or commodity residential property
development shall be granted by the government only by means of competitive bidding,
public auction or listing-for-sale. This regulation also governs the process of public tender,
auction or listing-for-sale.

On 23 May 2012, the Ministry of Land and Resources and NDRC promulgated the
Catalogue of Restrictive Land Supply Items (2012 Version) (<BR il F #IH H H #% (20124FE4)))
and Catalogue of Forbidden Land Supply Items (2012 Version) ({ZE 1 F I H B $k(20124F
Z))). This catalogue provides that, the new office buildings of the Chinese Communist
Party (“Party”) and government agencies, large-scale commercial or entertainment
establishments, racing fields, motor vehicle training fields, burial grounds, large-sized
housing projects are listed in the restrictive land supply items, and villas, golf courses,
racing courses, and new, rebuilt or extended training centres of the Party and government
agencies (including State-owned enterprises and institutional agencies) are classified as
forbidden land supply items.

On 19 January 2007, the Ministry of Finance and State Taxation Administration issued
a Notice about Implementing the Decision of the State Council on Amending the Interim
Regulations of the People’s Republic of China on Urban and Town Land Use Tax (i i
75 BB e B i B ke b N R R R [ Ik - b (s B AT R L) AP E A RN). The notice
increases the annual land use tax and imposes such land use tax on foreign-invested
enterprises.

Under the Urban and Rural Planning Law of the People’s Republic of China ({9 % A
B LA B0 I 454 #17% )) implemented on 1 January 2008 and revised on 24 April 2015, land
without planning conditions cannot be granted. The developer needs to apply to urban and
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rural planning authorities of the city or county for the construction land planning permit after
a grant contract of land use rights is executed. After execution of the land grant contract,
the urban planning department cannot change the planning requirements under the land
grant contract without authorisation. The development of projects must comply with the
planning conditions. Within six months of the completion of projects, a developer needs to
file documents with the urban and rural planning authorities.

Under the Notice on Strengthening the Administration of Land Assignment Revenues
and Expenditures (B ME— 5 miE b th B A FLAY 4 1)) issued by the Ministry of
Finance, the Ministry of Land and Resources, PBOC, the Ministry of Supervision and the
National Audit Office on 18 November 2009, land assignment revenues and expenditures
shall be strictly included under local fund budget administration in full; the first payment
shall not be less than 50% of the total land assignment price; land prices (rentals) shall be
paid in a lump sum as and when they are due.

Under the Notice on Promoting the Stable and Healthy Development of the Real
Estate Market (CBHJA (24 55 bz 17 351 Fafdt Fe 38 B 9 48 A1) issued by the General Office of
the State Council on 7 January 2010, land resource authorities shall effectively increase
the supply of social welfare housing and ordinary commodity residential properties, direct
consumers to make reasonable purchases of residential properties and discourage
investment and speculation in the housing market and strengthen credit risk management
for real estate projects and market supervision, etc.. As for the payment of land premium,
the Circular on Certain Issues Concerning Strengthening Land Supply and Supervision for
Real Estate (B hnsE 5 Hb s F s EF0 BE 45 A B A3 F0)) issued by the Ministry of
Land and Resources on 8 March 2010 requires real estate development enterprises to
make a 50% down-payment of the land premiums within one month from the date of the
land grant contract, and to make the rest of the payment within a year. Upon paying in full
the land premium pursuant to the terms of the contract, a land-grantee may apply to the
relevant land bureau for the land use rights certificate. In accordance with the Property
Rights Law ({3 A R LA P )), which was effective as of 1 October 2007, the term
of land use rights for land of residential use will automatically be renewed upon expiry. The
renewal of the term of land use rights for other uses shall be dealt with according to the
then-current relevant laws.

On 21 September 2010, the Ministry of Land and Resources and the Ministry of
Housing and Urban-Rural Development (fi: /5 4 &5 #5) jointly promulgated the Notice
on Further Strengthening Control and Regulation of Land and Construction of Property
Development (B #E— 25 o 75 H e F b Fn g s 480 B J 22 9 48 1)) According to the Notice,
developers and their controlling shareholders are prohibited from participating in land
biddings before the rectification of certain misconduct such as illegal transfer of land use
rights; failure to commence required construction within one year from the delivery of land
under land grant contracts due to such developers’ own reasons and non-compliance with
the land development requirements specified in land grant contracts.

Under the Law of the PRC on the Administration of Urban Real Estate ({ % A R LAl
I8 9 717 5 7 4 BRI D) implemented on 1 January 1995 and amended on 30 August 2007,
real property that has not been registered and a title certificate for which has not been
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obtained in accordance with the law cannot be transferred. If land use rights are acquired
by means of grant, the following conditions must have been met before the land use rights
may be transferred: (i) the premium for the grant of land use rights must have been paid in
full in accordance with the land grant contract and a land use right certificate must have
been obtained; (ii) investment or development must have been made or carried out in
accordance with terms of the land grant contract; (iii) for housing construction projects,
more than 25% of the total amount of development for investment must have been made or
completed; and (iv) where the development or investment involves a tract of land,
conditions for use of the land for industrial or other construction purpose have been
achieved.

Demolition and Removal

The Regulation on Expropriation of and Compensation for Buildings on State-owned
Land (B4 1 b5 2 &l B 5 1% 41)) promulgated by the State Council and effective on
21 January 2011 provides that buildings on state-owned land can be expropriated for public
interest reasons, and those owners of expropriated buildings which are located on state-
owned land are entitled to fair indemnification. Where a building is expropriated according
to law, the corresponding right to use the state-owned land shall be retracted at the same
time. Compensation agreements regarding the compensation methods, compensation
amount, payment terms and other relevant issues shall be entered into between those
expropriated owners and the relevant PRC governmental authorities responsible for house
expropriation. The compensation for the value of the expropriated building shall not be less
than the market price of a property similar to the expropriated building on the date of
announcement of the decision to expropriate the building. The value of the expropriated
building shall be assessed by a qualified real estate price assessment institution according
to the assessment measures for building expropriation. Indemnification shall be made prior
to the relocation.

In the event that no compensation agreement was reached within the time limit, the
city or county government may make an administrative decision on the indemnification
according to the report of the relevant PRC governmental authorities responsible for house
expropriation and publish a government notice within the area of the expropriation. No
enterprise or individual may compel the expropriated owners to relocate by means of
violence, threat or other illegal methods. Real estate development enterprises are
prohibited from participating in relocation arrangement.

Idle Land

Idle land is mainly governed by the Measures on Disposing Idle Land (& + & &
#E%)) enacted and enforced on 28 April 1999 and revised on 1 June 2012 by the Ministry
of Land and Resources. According to the measures, land can be classified as idle land
under, among others, the following circumstances: (i) where development and construction
of the state-owned land for construction has not been commenced by the land user at the
expiry of one year from the date of commencing the development and construction agreed
or prescribed in the “Contract on Paid Use of the Right to Use State-Owned Land for
Construction” (“[ 47 £ 5% 1 b Fi#E A & (5 1 & [F”) or the “Decision Letter on Allocation”
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(“HBIBE P EE”); or (ii) the development and construction of the state-owned land for
construction has been commenced but the area so developed and constructed is less than
one-third of the total area to be developed and constructed, or the invested amount is less
than 25% of the total amount of investment, and the development and construction have
been suspended for one year.

The competent land and resources authority at municipality or county level (the
“Competent Land and Resources Authority”) is responsible for the investigation,
ascertainment, organisation and implementation of disposal of the idle land. If the delay of
commencing the development and construction is caused by the acts of government or
other relevant government departments, after negotiating with the land user, the Competent
Land and Resources Authority shall draft a proposal on the method of disposal of the idle
land. The disposal proposal will be implemented after getting approved by the government
at the same level of the Competent Land and Resources Authority. If the delay of
commencing the development and construction is not caused by the acts of government or
other relevant government departments, the idle land shall be disposed of in the following
manner: (i) where the work has not been commenced for one year, the Competent Land
and Resources Authority shall, upon approval of the government at the same level, issue a
“Decision Letter on Levy of Surcharge on the Idle Land” (“## 1 #b A & # P2 #”) to the
land user, and a surcharge on the idle land equivalent to a maximum of 20% of the grant or
allocation premium may be levied; (ii) where the work has not been commenced for two
years, the Competent Land and Resources Authority shall, pursuant to relevant regulations
and upon approval of the government at the same level, issue a “Decision Letter on
Confiscation of Land Use Right of State-Owned Land for Construction” (“Ji =] [ 47 7 5% F b
AR E®E”) to the land user, and the land can be confiscated without any
compensation.

Leases of Buildings

Leasing of properties situated in urban areas has been governed by the
Administrative Measures for Commodity House Leasing ({75 2l & & HL L)) since 1
February 2011. Pursuant to the measures, property owners are permitted to lease their
properties to others for residential or commercial property uses except as otherwise
prohibited by relevant law. Leasing of buildings and the underlying land use rights shall not
exceed 20 years. The lease agreement becomes effective upon signing, but must be
registered with the relevant real estate administration authority at the municipality or county
level within 30 days after its execution for the purpose of protecting the tenant’s interest
against claims from third parties.

On 30 July 2009, the Supreme People’s Court issued the Interpretation of Certain
Issues concerning the Application of Law for Judging Disputes over Urban Building Leasing
Contracts (CBARFIINEE EHE G M A R EE BB LS THRERNME)) which
became effective on 1 September 2009. The interpretation clarifies that courts should not
uphold the claim that a building leasing contract is invalid due to the failure of registration:
if parties agreed to condition the effectiveness of the building leasing contract upon the
registration, such agreement shall prevail, unless one party has performed its substantial
obligations under the leasing contract and the other party has accepted such performance.
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Property Financing

In recent years, the PRC government promulgated various rules and policies to
regulate real estate project financing, which may limit the foreign-owned real estate
enterprises’ ability to use bank loans to finance their property projects and therefore to
maintain a relatively high level of sourced cash, for the business expansion in the PRC.

The PBOC Circular on Further Strengthening the Management of Loans for Property
Business (CBA I — 4 fnsa 5 5 S 5B BAYE 1)) enacted on 5 June 2003 specifies
the requirements for banks to provide loans for the purposes of property development as
follows:

1. The loan by commercial banks to real estate development enterprises shall be
granted only under the title of property development loan and it is strictly
forbidden to extend such loans as current capital loan for property development
project or other loan item. No lending of any type shall be granted to enterprises
which have not obtained the State-owned Land Use Rights Certificate, Planning
Permit for Construction Land, Planning Permit for Construction Works and
Construction Permit for Construction Works;

2. Commercial banks shall not grant loans to real estate development enterprise to
pay off land premium.

Pursuant to the Guidance on Risk Management of Property Loans of Commercial
Banks (< ZEMRAT 5 #h 2 B 3K B R 4 #4551 )) issued by China Banking Regulatory
Commission (“CBRC”) on 30 August 2004, any real estate development enterprise
applying for property development loans shall have at least 35% of capital funds required
for the development.

On 24 May 2006, the State Council forwarded the Opinion on Adjusting the Housing
Supply Structure and Stabilising the Property Prices of the Ministry of Construction and
Other Departments (B #0535 11 e 45 #f8 € B EE A L)), According to the
regulations, commercial banks are not allowed to advance their loan facilities to real estate
development enterprises which do not have the required 35% or more of the total capital
fund for the construction projects. The commercial banks should be prudent in granting
loan facilities and/or revolving credit facilities in any form to the real estate development
enterprises which have a large number of idle lands and unsold commodity properties.
Banks shall not accept mortgages of commodity properties remaining unsold for three
years or longer.

Under the Circular of the State Council on Saving Intensive-use Land (<[ % e B it 2
AL L HL B %0 )) which was enacted on 3 January 2008, with regard to the real
estate projects of which development or construction exceeds one year from the start date
stated in the land use rights granting contract, for which less than 1/3 of the development
area has been completed, or for which less than 1/4 of the investment has been made, the
financial institutions should be very prudent when they provide loans and examine
financing for such project, and they should be prudent to grant extended loan facilities and
revolving credit facilities.
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The Notice on Financially Promoting the Economisation and Intensive Use of Land
(CRBR A 4 Rl A 36 B 4 B2 40 FH ML A9 38 ) jointly issued by PBOC and CBRC on 29 July 2008,
among other things,

° restricts PRC commercial banks from granting loans to property developers for
the purpose of paying land premiums;

° regulates the secured loans for land reserve in various respects including to
obtain land use certificate, to secure up to 70% value of security’s appraised
valuation, and to limit the length of maturity in no more than two years;

° restricts granting loans to the property developer, the land of which is idle for two
years; and

° restricts taking idle land as a security for loans.

In accordance with the Notice Regarding Adjusting Capital Ratio of Fixed Assets
Investment Project (CBHAFH%E [ € & EH H &4 & LI A1) promulgated by the
State Council on 25 May 2009, the minimum capital ratio for real estate development
projects (other than low-income and ordinary commercial housing projects) has been
reduced to 30%. When providing credit support and services, financial institutions shall
carry out independent assessment to prevent financial risks and conduct comprehensive
assessment and evaluation on the source of the capital, returns on investment and credit
risks with reference to the capital ratio requirements promulgated by the state and the
actual status of the borrower and the project, to independently decide whether to grant the
loan and the specific amount and proportion of the loan.

On 7 January 2010, the General Office of the State Council issued the Circular on
Promoting the Stable and Healthy Development of Real Estate Market (<[t e i 2 i
BT E (@RS 3@ 1)), pursuant to which financial institutions are required to strictly
adhere to requirements regarding internal capital ratios for real estate projects, and are
prohibited from advancing funds to developers or projects that do not satisfy the
requirements under the credit policies in relation to real estate development.

Notice of the State Council on Firmly Curbing the Surging Housing Prices in Certain
Cities  (C[275 B B i B2 Pl i &6 70 8 i 5 (B B H#RAY4E E0)), which was promulgated and
enforced on 17 April 2010, provides that (i) during the land bidding and the process of
development and construction by a property development enterprise, its shareholders shall
be forbidden from providing loans, sub-loans, guarantee or other relevant financing
facilities to it. Commercial banks shall strengthen the pre-issuance examination and post-
issuance management for the loans granted for the development of real estate
development enterprises; and (ii) with regard to real estate development enterprises that
have left land idle and are involved in land speculation, commercial banks shall not grant
loans for their new development projects, and the securities regulatory departments shall
suspend the approval of their listing, re-financing and material assets restructuring.
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On 29 September 2010, the PBOC and CBRC jointly issued the Notice on Issues
Concerning the Improvement of Differential Housing Credit Policies (Bt 5¢ % 2 Al b B 15
BHUOR A B MR %0)), pursuant to which all commercial banks are required to suspend
the granting of loans for new development projects and to suspend the extension of loans
to any real estate development enterprise which has left any land idle, changed the uses
and nature of land, delayed the commencement of property projects or completion of
construction, held back housing units for sale or violated any laws or regulations.

Mortgage and Guarantee

The mortgage of real estate in the PRC is mainly governed by the Property Rights
Law ((h#E NRILFEIYHETS)), Security Law of the PRC ((h#E N RILAMEIEIRIL)), the
Law of the PRC on the Administration of Urban Real Estate (<2 A E A0 [0 30k i1 5 #7284
Ji%)), or the Real Estate Law, the Regulation on Administration of Mortgages of Urban
Real Estate ({1 5 #b 2 #KH#7 45 BEHFL)). When a mortgage is created over the ownership
of a completed building, the same will be simultaneously created over the land use rights of
the land where the building is erected. The mortgagee and the mortgagor shall enter into a
mortgage contract in writing which becomes effective on the date of the registration of such
mortgage by the relevant real estate authority. Buildings newly-erected on a piece of urban
land after a mortgage contract has been entered into shall not be a mortgaged property. If
the mortgaged property is auctioned off, the new buildings added on the land may be
auctioned together with the mortgaged property, but the mortgagee shall not be entitled to
priority compensation from the proceeds of the auction of the new buildings.

Ability to Obtain Offshore Financing

On 11 July 2006, the Ministry of Construction, the MOFCOM, NDRC, the PBOC, the
SAIC and SAFE jointly issued the Opinion on Regulating the Access and Management of
Foreign Capital in the Real Estate Market (B RH S b T 3540 HE A S B D)
(the “171 Opinion”). The 171 Opinion provides, among others, where a foreign-invested
real estate enterprise fails to pay its registered capital in full amount or fails to obtain the
Certificate for Use of State-owned Land, or its project development capital does not reach
35% of the amount of its total project investment, the enterprise shall not be permitted to
apply for loans onshore or offshore, and the relevant foreign exchange control department
shall not give approval to the enterprise for settlement of foreign exchange loans.

Civil Air Defense Works

Pursuant to the Civil Air Defense Law of the PRC (<% A\ R AL F1E] A EBi %274 )) which
was issued by the Standing Committee of the National People’s Congress on 29 October
1996 and became effective on 1 July 1997, and Opinions to Further Promote Development
of Civil Air Defense (CBIF5BE ~ I B Ze Bl A — 0 f i N Ry 22 F 6 RAVE TR R)) (the
“Opinion”) which was issued by the State Council and Central Military Commission on 8
January 2008 and became effective on the same day, newly-built civil buildings in the cities
shall have civil air defense basements. Civil air defense basements are basements that are
constructed in combination with the surface buildings and that can be used for air defense
in time of war. When there is a need for national defense such as wartime, the State will
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use the civil air defense works to prevent or minimise damage caused by air raid. In time of
peace, the civil air defense basements shall be used and managed by the investors (i.e.
the owners of the civil buildings) and the income therefrom shall be owned by them.

Pursuant to the Administrative Measures for Development and Usage of Civil Air
Defense Works (<A B Z2 A2 57 BH 3% AL F & #3175 )) which was issued by the Office of
Civil Air Defense of the PRC on 1 November 2001 and became effective on the same day,
if the user uses the civil air defense works to conduct business activities in time of peace, it
shall pay user fees to the owner of the civil air defense works, and the user is not allowed
to use the civil air defense works unless it has obtained the permit to use the civil air
defense works at time of peace.

Pursuant to the Opinion, if it is difficult to construct civil air defense basement in
combination with the civil building due to geological reasons, etc., the owner of the civil
building shall pay construction fees to the government which will be used as fund to
support construction of civil air defense works at another place.

IV. LEGAL SUPERVISION OVER LABOUR PROTECTION IN THE PRC

According to the Labour Law of PRC ((# ARILAES5H)%)) (Order No. 28 of the
President), which was promulgated by the SCNPC on 5 July 1994, came into effect on 1
January 1995 and was amended on 27 August 2009, an employer shall develop and improve its
rules and regulations to safeguard the rights of its workers. An employer shall develop and
improve its labour safety and health system, stringently implement national protocols and
standards on labour safety and health, conduct labor safety and health education for workers,
guard against labour accidents and reduce occupational hazards. Labour safety and health
facilities must comply with relevant national standards. An employer must provide workers with
the necessary labour protection gear that complies with labour safety and health conditions
stipulated under national regulations, as well as provide regular health checks for workers that
are engaged in operations with occupational hazards. Labourers engaged in special operations
shall have received specialised training and obtained the pertinent qualifications. An employer
shall develop a vocational training system. Vocational training funds shall be set aside and used
in accordance with national regulations and vocational training for workers shall be carried out
systematically based on the actual conditions of the company.

The Labour Contract Law of PRC ((H % A\ RILFME L H) A [R7%)) (Order No. 65 of the
President), which was promulgated by the SCNPC on 29 June 2007, came into effect on 1
January 2008, and was amended on 28 December 2012 with the amendment being effective on
1 July 2013, and the Implementation Regulations on Labour Contract Law of PRC ((H# A K1k
s 45 8 A R IR E R 51)) (Order No. 535 of the State Council), which was promulgated and
became effective on 18 September 2008, regulated both parties through a labour contract,
namely the employer and the employee, and contain specific provisions involving the terms of
the labour contract. It is stipulated under the Labour Contract Law of PRC and the
Implementation Regulations on Labour Contract Law of PRC that a labour contract must be
made in writing. An employer and an employee may enter into a fixed-term labour contract, an
un-fixed term labour contract, or a labour contract that concludes upon the completion of certain
work assignments, after reaching agreement upon due negotiations. An employer may legally
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terminate a labour contract and dismiss its employees after reaching agreement upon due
negotiations with the employee or by fulfilling the statutory conditions. Labour contracts
concluded prior to the enactment of the Labour Law and subsisting within the validity period
thereof shall continue to be honored. With respect to the circumstance where a labour contracts
relationship has already been established but no formal contract has been made, a written
labour contracts shall be entered into within one month from the effective date of the Labour
Contract Law.

According to the Interim Regulations on the Collection and Payment of Social Insurance
Premiums ((t-& 14 B 2 8888 17 46491)), the Regulations on Work-Related Injury Insurance ({ T5
RER %)), the Regulations on Unemployment Insurance ((KZEMEBWP)) and the Trial
Measures on Employee Maternity Insurance of Enterprises ({AZElk T4 & HEat1T#5)),
enterprises in the PRC shall provide benefit plans for their employees, which include basic
pension insurance, unemployment insurance, maternity insurance, work injury insurance and
basic medical insurance. An enterprise must provide social insurance by processing social
insurance registration with local social insurance agencies, and shall pay or withhold relevant
social insurance premiums for or on behalf of employees. The Social Insurance Law of PRC
(€ EE N ILF B AL € B2 75)) (No. 35 of the President), which was promulgated on 28 October
2010 and became effective on 1 July 2011, has consolidated pertinent provisions for basic
pension insurance, unemployment insurance, maternity insurance, work injury insurance and
basic medical insurance, and has elaborated in detail the legal obligations and liabilities of
employers who do not comply with relevant laws and regulations on social insurance.

According the Regulations on the Administration of Housing Provident Fund ({(fi 5 AR &%
FH)) (Order No. 262 of the State Council), which was promulgated and became effective on
3 April 1999, and was amended on 24 March 2002, housing provident fund contributions by an
individual employee and housing provident fund contributions by his or her employer shall
belong to the individual employee.

The employer shall timely pay up and deposit housing provident fund contributions in full
amount and late or insufficient payments shall be prohibited. The employer shall process
housing provident fund payment and deposit registrations with the housing provident fund
administration centre. With respect to companies who violate the above regulations and fail to
process housing provident fund payment an deposit registrations or open housing provident fund
administration centre to complete such procedures within a designated period. Those who fail to
process their registrations within the designated period shall be subject to a fine ranging from
RMB10,000 to RMB50,000. When companies breach these regulations and fail to pay up
housing provident fund contributions in full amount as due, the housing provident fund
administration centre shall order such companies to pay up within a designated period, and may
further apply to the People’s Court for mandatory enforcement against who still fail to comply
after the expiry of such period.
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LEGAL REGULATIONS OVER TAX IN THE PRC
Income Tax

According to the Enterprises Income Tax Law of PRC (3£ A 3t 4> % Fr 551 %))
(the “EIT Law”), which was promulgated by the NPC on 16 March 2007 and came into
effect on 1 January 2008, and the Implementation Regulations on the Enterprises Income
Tax Law of PRC ({H 3 A R ILFNE 1 2E i 15 B B W 491)), which was promulgated by the
State Council on 6 December 2007 and came into effect on 1 January 2008, a uniform
income tax rate of 25% will be applied to PRC enterprises, foreign-invested enterprises and
foreign enterprises which have established production and operation facilities in the PRC or
otherwise earned income sourced from PRC. These enterprises are classified as either
resident enterprises or non-resident enterprises. Enterprises and other organisations that
earn income within the territory of the PRC shall be the payers of enterprise income tax.

According to the EIT Law and its implementing regulations, PRC withholding tax at the
rate of 10% is applicable to dividends payable to investors that are non-resident
enterprises (who do not have an establishment or place of business in the PRC, or that
have such establishment or place of business but to whom the relevant income tax is not
effectively connected) to the extent that such dividends have their source within the PRC
unless there is an applicable tax treaty between the PRC and the jurisdiction of the non-
resident enterprise which may reduce or provide exemption to the relevant tax. Similarly,
any gain realised on the transfer of shares by such investor is subject to 10% PRC income
tax rate (or lower treaty rate if applicable) if such gain is regarded as income derived from
sources within the PRC.

According to the Arrangement between the Mainland of China and Hong Kong Special
Administrative Region for the Avoidance of Double Taxation and the Prevention of Fiscal
Evasion with respect to Taxes on Income (<A1 HE 0 5 4 Al 4 7 IR [ BE % 34 Py 5 26 4 B B fiE B
By ks B 2 BE)), which was promulgated by the SAT and HK Special Administrative
Region on 21 August 2006 and came into effect on 8 December 2006, a company
incorporated in Hong Kong will be subject to withholding tax at the lower rate of 5% on
dividends it receives from a company incorporated in the PRC if it holds a 25% interest or
more in the PRC company. According to the Notice on the Understanding and Identification
of the “Beneficial Owners” in the Tax Treaty (€[ Z<Fd 55 48 = B G o] 25 ff A0 52 22 B i oh ik
ez g B N BIHEAD) (BB [2009]60145%), which was promulgated by the SAT and
became effective on 27 October 2009, business substance and a beneficial ownership
analysis will be used based on a substance-over-form principle to determine whether or not
to grant tax treaty benefits.

Business Tax

According to the Temporary Regulations of PRC on Business Tax ({H % A R I [5] 2
BB 1TH451)) (Order No.136 of the State Council), which was promulgated by the State
Council on 13 December 1993, came into effect on 1 January 1994, and was amended on
10 November 2008 with the amendment being effective on 1 January 2009, and the
Detailed Implementing Rules on the Temporary Regulations of China on Business Tax ({*"
N\ R IR B R AT e BB AN 1)), which was promulgated by the Ministry of Finance
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VI.

of the People’s Republic of China on 25 December 1993 and came into effect on 1 January
1994, was amended on 5 July 1996, 22 May 1997 and 15 December 2008 and further
amended on 28 December 2011 with the amendment being effective on 1 November 2011,
business tax is imposed on income derived from the furnishing of specified services and
transferring of immovable property or intangible property by entities and individuals at rates
ranging from 3% to 20%, depending on the activity.

Value-added Tax

According to the Temporary Regulations of PRC on Value-added Tax (% A\ R I
[ 34 {E Bd BT 1545 %)) (Order No. 538 of the State Council), which was promulgated by the
State Council on 13 December 1993, came into effect on 1 January 1994, and was
amended on 10 November 2008 with the amendment being effective on 1 January 2009,
and revised on 6 February 2016 and the Detailed Implementing Rules of the Temporary
Regulations of PRC on Value-added Tax (<3 A A B 34 (B B A7 40 6] it 4 HI))
(Order No. 65 of the Ministry of Finance), which was promulgated by the Ministry of
Finance of the People’s Republic of China and came into effect on 25 December 1993, and
was amended on 15 December 2008, and further amended on 28 October 2011 with the
amendment being effective on 1 November 2011, all taxpayers selling goods, providing
processing, repairing or replacement services or importing goods within the PRC shall pay
value-added tax. The tax rate of 17% shall be levied on general taxpayers selling or
importing various goods; the tax rate of 17% shall be levied on the taxpayers providing
processing, repairing or replacement service; the applicable rate for the export of goods by
taxpayers shall be nil, unless otherwise stipulated.

Furthermore, according to the Notice of the Ministry of Finance and the State
Administration of Taxation on Printing and Distributing the “Pilot Plan for the Imposition of
Value-Added Tax to Replace Business Tax” (FAEUH ~ B Z B0 A= B A BN 8% SE B Dig g
EBGEE %) %) (UBi[2011]110%F), which was promulgated by the Ministry of
Finance and the SAT, the State began to launch taxation reforms in a gradual manner with
effect from 1 January 2012, whereby the collection of value-added tax in lieu of business
tax items was implemented on a trial basis in regions showing significant radiating effects
in economic development and providing outstanding reform examples, beginning with
productive service industries such as transportation and certain modern services industries.

LEGAL REGULATIONS OVER TRADEMARK IN THE PRC

Under the Trademark Law of PRC ((H# A R ILFIE 5L )), which was last amended on

30 August 2013, and came into effect on 1 May 2014, any of the following acts shall be deemed
to be an infringement of the exclusive right to use a registered trademark:

° Using a trademark that is identical with a registered trademark on the same goods
without the licensing of the registrant of the registered trademark;

° Using a trademark that is similar to a registered trademark on the same goods, or
using a trademark that is identical to or similar to the registered trademark on similar
goods without the licensing of the registrant of the registered trademark, which is
likely to cause confusion;
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) Sale of any goods that have infringed the exclusive right to use any registered
trademark;

° Counterfeit or unauthorised production of the label of another’s registered trademark,
or sale of any such label that is counterfeited or produced without authorisation;

° Change of any trademark of a registrant without the registrant’s consent, and selling
goods bearing such replaced trademark on the market;

° Providing, intentionally, convenience for activities infringing upon others’ exclusive
right of trademark use, and facilitating others to commit infringement on the exclusive
right of trademark use; or

) Other acts that have caused any other damage to another’s exclusive right to use a
registered trademark.

In the event where any of the above mentioned acts infringe the right to the exclusive use
of a registered trademark, the infringer would be imposed a fine and/or ordered to cease the
infringement acts immediately, and/or to pay the infringed party compensation.

REGULATORY OVERVIEW OF THE RESTAURANT INDUSTRY IN HONG KONG
Hong Kong regulatory overview

The following sets forth the most significant aspects of Hong Kong laws and regulations
relating to the business operations of our Group in Hong Kong.

There are three principal types of licenses required for the operation of our Group’s
restaurant in Hong Kong, namely:

(a) a restaurant license required to be issued before commencement of business
operation;

(b) a liquor license required to be issued before commencement of sale of liquor in the
restaurant premises; and

(c) a water pollution control license required to be issued before any discharge of trade
effluents into a communal sewer or communal drain in a water control zone
commences.

Health and Safety Regulatory Compliance
Restaurant license

Any person operating a restaurant in Hong Kong is required to obtain a restaurant license
from the Food and Environmental Hygiene Department (the “FEHD”) under the Public Health
and Municipal Services Ordinance (Chapter 132 of the Laws of Hong Kong) and the Food
Business Regulation (Chapter 132X of the Laws of Hong Kong) (the “FBR”) before commencing
the restaurant business. It is provided under section 31(1) of the FBR that no person shall carry
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on or cause, permit or suffer to be carried on any restaurant business except with a restaurant
license. The FEHD will consider whether certain requirements in respect of health, hygiene,
ventilation, gas safety, fire safety and building structure are met before issuing a restaurant
license. The FEHD will also consult the Buildings Department and the Fire Services Department
in accessing the suitability of premises for use as a restaurant, and consider the fulfilment of the
Building Department’s structural standard and the Fire Service Departments fire safety
requirement. The FEHD may grant provisional restaurant licenses to new applicants who have
fulfilled the basic requirements in accordance with the FBR pending fulfilment of all outstanding
requirements for the issue of a full restaurant license.

A provisional restaurant license is valid for a period of six months or a lesser period and a
full restaurant license is valid generally for a period of one year, both subject to payment of the
prescribed license fees and continuous compliance with the requirements under the relevant
legislation and regulations. A provisional restaurant license is renewable on one occasion and a
full restaurant license is renewable annually.

Demerit points system

The demerit points system is a penalty system operated by the FEHD to sanction food
businesses for repeated violations of relevant hygiene and food safety legislation. Under the
system:

(a) if within a period of 12 months, a total of 15 demerit points or more have been
registered against a licensee in respect of any licensed premises, the license in
respect of such licensed premises will be subject to suspension for 7 days (“First
Suspension”);

(b) if, within a period of 12 months from the date of the last offense leading to the First
Suspension, a total of 15 demerit points or more have been registered against the
licensee in respect of the same licensed premises, the license will be subject to
suspension for 14 days (“Second Suspension”);

(c) thereafter, if within a period of 12 months from the date of the last offense leading to
the Second Suspension, a total of 15 demerit points or more have been registered
against the licensee in respect of the same licensed premises, the license will be
subject to cancellation;

(d) for multiple offenses found during any single inspection, the total number of demerit
points registered against the license will be the sum of the demerit points for each of
the offenses;

(e) the prescribed demerit points for a particular offense will be doubled and trebled if the
same offense is committed for the second and the third time within a period of 12
months; and
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(f) any alleged offense pending, that is the subject of a hearing and not yet taken into
account when a license is suspended, will be carried over for consideration of a
subsequent suspension if the licensee is subsequently found to have violated the
relevant hygiene and food safety legislation upon the conclusion of the hearing at a
later date.

Liquor license

For the sale of liquor in a restaurant in Hong Kong, a restaurant operator must obtain a
liquor license from the Liquor Licensing Board under the Dutiable Commodities Ordinance
(Chapter 109 of the Laws of Hong Kong) (the “DCO”) and the Dutiable Commodities (Liquor)
Regulations (Chapter 109B of the Laws of Hong Kong) (the “DCR”) before commencement of
sale of liquor for consumption on the premises. It is provided under section 17(3B) of the DCO
that where regulations prohibit the sale or supply of any liquor except with a liquor license, no
person shall sell, or advertise or expose for sale, or supply, or possess for sale or supply, liquor
except with a liquor license. Regulation 25A of the DCR prohibits the sale of liquor at any
premises for consumption on those premises or at a place of public entertainment or a public
occasion for consumption at the place or occasion except with a liquor license. The Liquor
Licensing Board will consider the fitness of the applicant to hold the license, the suitability of the
premises to which the application relates in supplying intoxicating liquor and the public interest
before granting the liquor license. A liquor license will only be issued when the relevant
premises have also been issued with a full or provisional restaurant license. A liquor license will
only be valid if the relevant premises remain licensed as a restaurant. All applications for liquor
license are referred to the Commissioner of Police and the District Officer concerned for
comments.

A liquor license is valid for a period of one year or lesser period, subject to the continuous
compliance with the requirements under the relevant legislation and regulations.

Environmental Regulatory Compliance
Water Pollution Control License

In respect of the restaurant operations of our Group in Hong Kong, it is necessary for our
restaurant to obtain a water pollution control license from the EPD prior to any discharge of
trade effluents under the WPCO.

Under sections 8(1) and 8(2) of the WPCO, a person who discharges (i) any waste or
polluting matter into the waters of Hong Kong in a water control zone; or (ii) any matter into any
inland waters in a water control zone which tends (either directly or in combination with other
matter which has entered those waters) to impede the proper flow o