
An investment in our Shares or ADSs involves significant risks. You should carefully

consider all of the information in this document, including the risks and uncertainties

described below, before making an investment in our Shares or ADSs. Any of the following

risks could have a material adverse effect on our business, financial condition and results

of operations. In any such case, the market price of our Shares or ADSs could decline, and

you may lose all or part of your investment.

These factors are contingencies that may or may not occur, and we are not in a

position to express a view on the likelihood of any such contingency occurring. The

information given will not be updated after the date hereof, and is subject to the cautionary

statements in the section headed “Forward-looking Statements” in this document.

We believe there are certain risks and uncertainties involved in our operations, some of

which are beyond our control. We have categorized these risks and uncertainties into: (i) risks

related to our business and our industry; (ii) risks related to doing business in China; (iii) risks

related to our Shares and ADSs; and (iv) risks related to the Global Offering and the dual

listing.

RISKS RELATED TO OUR BUSINESS AND INDUSTRY

Our success depends upon the continued strength of our brands. If we are unable to
maintain and enhance our brands, our business and operating results may be adversely
affected.

We sell our products under our own brands, which mainly are “MINISO” and “TOP

TOY.” “MINISO” is our flagship brand. For the fiscal year ended June 30, 2021, revenue

generated under our MINISO brand accounted for more than 95% of our total revenue. In

December 2020, we launched a new brand, TOP TOY, which is committed to building

comprehensive shopping platforms of pop toys. We believe that our brands have significantly

contributed to the success of our business and that maintaining and enhancing our brands is

critical to retaining and expanding our consumer base. Our marketing, design, research and

products are aimed at promoting awareness of our “MINISO” brand and “TOP TOY” brand.

We seek to promote our brand image through marketing initiatives, including celebrity

endorsement, marketing through video and short-video platforms, and key opinion leader

promotion, as well as other social media-based marketing and promotion activities. Promoting

and strengthening our brand image depends on our ability to adapt to a rapidly changing media

environment and preferences of consumers to receiving information, including our increasing

reliance on social media and online dissemination of advertising campaigns. If we do not

continue to maintain and strengthen our brand image and grow the value of brands, in

particular, the “MINISO” brand and “TOP TOY” brand, we may lose the opportunity to build

a critical mass of consumers. In addition, we have been continually promoting our brands and

products in a very active manner. Certain consumers may perceive our brands and/or our

products in different ways or even misinterpret our brands before learning more about our
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company, our brands and our products. If consumers or other parties claim that our marketing

approach is misleading or otherwise improper, we may be subject to lawsuits or other legal

proceedings, which would negatively affect our brand image, undermine the trust and

credibility we have established and impose an adverse impact on our business.

Furthermore, as we continue to grow in size, expand our product offerings and extend our

geographic reach, maintaining high-quality, high-appeal and high affordability of our products

may be more difficult and we cannot assure you that we will be able to maintain consumers’

confidence in our brands. If consumers perceive or experience a reduction in the quality of our

products, or consider in any way that we fail to deliver a consistently high quality products,

our brand value could suffer, which could have a material and adverse effect on our business.

In addition, any negative publicity, with or without merits, relating to our products,

shareholders, management, employees, operations, retail partners, local distributors, suppliers

and other business partners, industry or products similar to ours, could materially and

adversely affect consumer perceptions of our brands and result in decreased demand for our

products.

We consider our trademarks, brand names and our other intellectual properties such as

patents relating to product design to be material to our business. Due to the popularity of our

products and our brand recognition in the retail industry in China, we have become an

attractive target of copycat. We have seen copycat products on the market that attempt to cause

confusion or diversion of consumer traffic from us. There are also companies that use company

names that are highly similar to our corporate names used in China. If consumers misidentify

copycat products as our products, our brand image and reputation could also be harmed. If we

are unable to adequately protect these intellectual property rights, we may lose these rights, our

brand image may be harmed, and our competitive position and business may suffer. See “–We

may not be able to prevent others from unauthorized use of our intellectual property, which

could harm our business and competitive position” for more information.

The growth and profitability of our business depend on the level of consumer demand and
discretionary spending. A severe or prolonged economic downturn in China or around the
world could materially and adversely affect consumer discretionary spending and
therefore adversely affect our business, financial condition and results of operations.

The success of our business depends, to a significant extent, on the level of consumer

demand and discretionary spending both in China and in the international markets where we

operate. A number of factors beyond our control may affect the level of consumer demand and

discretionary spending on merchandise that we offer, including, among other things:

• general economic and industry conditions;

• disposable income of consumers;

• discounts, promotions and merchandise offered by our competitors;
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• negative reports and publicity about the retailing industry;

• outbreak of viruses or widespread illness, including COVID-19;

• unemployment levels;

• minimum wages and personal debt levels of consumers;

• consumer confidence in future economic conditions;

• fluctuations in the financial markets; and

• natural disasters, war, terrorism and other hostilities.

Reduced consumer confidence and spending cut backs may result in reduced demand for

our products, in particular discretionary items. Reduced demand also may require increased

selling and promotional expenses. Adverse economic conditions and any related decrease in

consumer demand for our merchandise could have a material adverse effect on our business,

financial condition and results of operations. For example, COVID-19 pandemic has reduced

the number of trips consumers make to brick-and-mortar retailers, including MINISO stores.

COVID-19 pandemic has also resulted in a severe and negative impact on the Chinese and the

global economy. Negative economic conditions related to this outbreak may limit the consumer

confidence and the amount of disposable income available to consumers, which may impact

our consumer demand. Whether the pandemic will lead to a prolonged downturn in the

economy is still unknown. Even before the outbreak of COVID-19, the global macroeconomic

environment was facing numerous challenges. The growth rate of the Chinese economy has

been slowing down. There is considerable uncertainty over the long-term effects of the

expansionary monetary and fiscal policies which had been adopted by the central banks and

financial authorities of some of the world’s leading economies, including the United States and

China, even before 2020. The war in Ukraine and the imposition of broad economic sanctions

on Russia could raise energy prices and disrupt global markets. Unrest, terrorist threats, and the

potential for war in the Middle East and elsewhere may increase market volatility across the

globe. There have also been concerns about the relationship between China and other countries,

including but not limited to the surrounding Asian countries, which may potentially have

economic impact. In particular, there is significant uncertainty about the future relationship

between the United States and China with respect to trade policies, treaties, government

regulations and tariffs. Economic conditions in China are sensitive to global economic

conditions, as well as changes in domestic economic and political policies and the expected or

perceived overall economic growth rate in China. Any severe or prolonged slowdown in the

global or Chinese economy may materially and adversely affect our business, results of

operations and financial condition.

In addition, many of the factors identified above also affect commodity rates,

transportation costs, costs of labor, insurance and healthcare, lease costs, measures that create

barriers to or increase the costs associated with international trade, changes in other laws and
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regulations and other economic factors, all of which may impact our cost of sales, our selling

and distribution expenses, and general and administrative expenses, which could have a

material adverse effect on our business, financial condition and results of operations.

Our success is dependent on the continued popularity of our products, our continued
innovation and successful launches of new products, and our anticipation of and timely
responses to changes in consumer preferences.

The success of our operations depends on our ability to continuously offer quality

products that are attractive to consumers. Consumer preferences differ across and within each

of the countries and regions in which we operate or plan to operate and may shift over time in

response to changes in demographic and social trends, economic circumstances and the

marketing efforts of our competitors. We must stay abreast of emerging consumer preferences

and anticipate product trends that will appeal to existing and potential consumers. Our

philosophy is to launch approximately 100 new MINISO SKUs, every 7 days, carefully

selected from a large library of 10,000 product ideas, which we refer to as the “711

philosophy.” In the fiscal year ended June 30, 2021, we launched an average of about 550

SKUs under the “MINISO” brand per month, and offered consumers a wide selection of over

8,800 core SKUs, the vast majority of which are under the “MINISO” brand. There can be no

assurance that our existing products will continue to be favored by consumers or that we will

be able to anticipate or respond to changes in consumer preferences in a timely manner. In

particular, as we expand into new countries and regions, we may not be able to launch products

that appeal to local consumers due to our lack of understanding on local cultures and lifestyles.

Our failure to anticipate, identify or react to these particular preferences could adversely affect

our sales performance and our profitability.

We devote significant resources to product design and development. As of December 31,

2021, we had a network consisting of an in-house team of 124 designers and 37 design partners,

including internationally renowned independent designers, professional design studios and

design academies from seven countries. We have also developed an approach to collaborate

with highly popular IP licensors to create co-branded products. As of December 31, 2021, we

had established co-branding relationship with IP licensors owning 75 popular brands. These

efforts allow us to launch products that appeal to consumers and constantly change SKUs to

respond to evolving consumer preference. However, we may not be successful in developing

innovative new products, and our new products may not be commercially successful. We also

cannot assure you that our co-branding initiatives will continue to be successful in the future.

To the extent that we are not able to effectively gauge the direction of our key markets and

successfully identify, develop and design new or improved products in response to changing

market preference, our financial results and our competitive position may suffer. Moreover,

there are inherent market risks associated with new product introductions, including

uncertainties about marketing and consumer preference, and there can be no assurance that we

will be successful in introducing new products with designs that are appealing to consumers.

We may expend substantial resources developing new products that may not achieve expected

sales levels.
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If we are unable to offer our products at prices that are highly appealing to consumers or
maintain competitive prices, our business and results of operations would be materially
and adversely affected.

A critical differentiator of our business is our ability to offer value to consumers,

including offering quality products at prices that are highly appealing to consumers, which is

pivotal to the success of our business. We vigorously execute our pricing strategy in our daily

business operations. However, we face various challenges in maintaining the current price

rates. For example, we may not have sufficient bargaining power in negotiating terms with our

suppliers and procure products at favorable prices. As a result, we may have to price our

products at higher-than-expected prices to achieve profitability. Even if we are able to price as

we expected, our profit margin, if any, may be lower than our anticipation. Further, increases

in raw material prices or production costs may also be shifted to us by our suppliers and result

in our pressure to increase prices. Any increase in product prices may cause our sales volume

to decline, and more importantly, undermine our brand positioning and image, making us less

attractive to consumers and less competitive in the marketplace. Accordingly, the occurrence

of any of the above would adversely affect our overall profitability, business, financial

condition and results of operations.

In addition, the prices of the products we sell can be influenced by general economic

conditions. For example, general inflation in the prices of the products we sell could cause us

to mark up prices and thereby may negatively affect our product sales. Adverse general

economic conditions could also increase costs to us, such as shipping rates, freight costs and

store occupancy costs and further reduce our sales or increase our cost of sales, selling and

distribution expenses, or general and administrative expenses. Our pricing strategy and

competitive pressure may inhibit our ability to reflect these increased costs in the prices of our

products without losing competitive position, and therefore reduce our profitability and

materially adversely affect our business, financial condition and results of operations. In

addition, price reductions by our competitors may result in the reduction of our prices and a

corresponding reduction in our profitability. Accordingly, we may face periods of intense

competition in the future, which could have a material adverse effect on our profitability and

results of operations.

We are subject to additional risks in maintaining our products at appealing or competitive

prices in the overseas markets. Substantially all of our products are manufactured in China and

shipped to overseas markets. Countries to which we make export sales may take restrictive

measures, such as trade tariffs, or anti-dumping duties and other non-tariff barriers, to protect

their home markets. Any imposition of tariffs, anti-dumping duties, or other non-tariff barriers

in one or more markets could result in additional costs to us and negatively affect our ability

to price our products at appealing or competitive rates and/or a material reduction in our

supplies of relevant products in those markets, which could have a material adverse effect on

our business, results of operations and financial condition.
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If we fail to offer high-quality products to consumers, our business, reputation, results of
operations and financial condition will be materially and adversely affected.

Offering high-quality products is essential to the success of our business. In order to

ensure that we continuously offer high quality products to consumers, we engage third parties

to evaluate quality control qualifications of potential suppliers before we enroll such suppliers

in our supplier base. Our quality control team is involved throughout the whole process of

product development, from product design, raw material selection, to product manufacturing,

and finally to several layers of quality inspections. Despite the fact that we have implemented

several tiers of quality control measures, we have historically experienced product quality

issues such as failure to comply with relevant product specifications and cannot assure you that

our products will not have any quality issues in the future. Any product quality issue may result

in claims, lawsuits, fines, penalties and negative publicities, and loss of consumer confidence

in our products, which in turn would have material and adverse effects on our business,

reputation, operating results and financial conditions. See also “–Should a product liability

issue, recall or personal injury issue arise, it may damage our reputation and brand image,

which may result in a material adverse effect on our business, reputation, results of operations

and financial condition.”

Expanding product offerings may expose us to new challenges and more risks.

We strive to offer consumers a wide variety of merchandises that are responsive to

consumers’ evolving needs and provide them with a treasure hunt shopping experience by

frequently changing SKUs/product assortments in each store. Offering new SKUs, expansion

into diverse new product categories and increased number of products and SKUs as well as

launching new brands involve new risks and challenges. Our lack of familiarity with these

products and lack of relevant consumer data relating to these products may make it more

difficult for us to anticipate consumer demand and preferences. We may misjudge consumer

demand, resulting in inventory buildup and possible inventory write-down. For the fiscal years

ended June 30, 2019 and 2020, we recorded an inventory write-down of RMB89.9 million and

RMB68.3 million, respectively. For the fiscal year ended June 30, 2021 and for the six months

ended December 31, 2021, we recorded a reversal of inventory write-down of RMB51.1

million and RMB34.7 million, respectively. See “Financial Information – Discussion of Certain

Key Items of Consolidated Statements of Financial Position – Inventories.” It may also make

it more difficult for us to inspect and control quality and ensure proper handling, storage and

delivery. We may experience higher return rates on new products, receive more consumer

complaints about them and face costly product liability claims related to our new products,

which would harm our brand and reputation as well as our financial performance. Furthermore,

we may not have much purchasing power in new categories of products and we may not be able

to negotiate favorable terms with suppliers. We may need to price aggressively to gain market

share or remain competitive in new product categories. It may be difficult for us to achieve

profitability in the new product categories and our profit margin, if any, may be lower than we

anticipate, which would adversely affect our overall profitability and results of operations. We

cannot assure you that we will be able to recoup our investments in introducing these new

product categories.
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If we are unable to attract purchases from new and existing consumers, our business,
financial condition and results of operations may be materially and adversely affected.

Our future growth depends on our ability to continue to attract purchases from new

consumers and existing consumers. In order to retain existing consumers and attract new

consumers, we strive to give consumers a relaxing and engaging shopping environment by

carefully designing store layout, decoration and lighting to create a welcoming ambience for

consumers. We also launched our MINISO membership program in China and further expanded

this membership program to overseas markets. In addition, managers of MINISO stores keep

consumers constantly engaged by sharing MINISO content through Weixin chat groups and

Weixin public account. However, our consumer engagement efforts may not be as effective as

we anticipate. In addition, competition for consumers has intensified as competitors have

moved into, or increased their presence in, our geographic markets. They may make more

investments in product design and development and maintain more competitive prices. Also,

the use of mobile and web-based technology that facilitates online shopping and real-time

product and price comparisons will also increase the competition. We expect this competition

to continue to increase. Our competitors may offer promotions or loyalty program incentives

that could attract consumers who purchases our products or divide their loyalty among several

retailers. If we are unable to retain the loyalty of existing consumers and attract new

consumers, our revenues could decrease and we may not be able to expand our business base

as planned, which could have a material adverse effect on our business, financial condition and

results of operations.

We primarily rely on our retail partners and distributors to expand our store network. If
we are unable to expand our store network successfully, our business, results of operations
would be adversely affected.

We plan to expand our store network both domestically and internationally and we

primarily rely on our MINISO Retail Partners and local distributors to realize such expansion.

However, we may not be able to expand our store network as we planned. The number and

timing of the stores actually opened during any given period are subject to a number of risks

and uncertainties. For example, we may not be able to identify MINISO Retail Partners and

local distributors with sufficient resources and strong local ties to collaborate with us. If our

MINISO Retail Partners and local distributors fail to operate MINISO stores successfully for

whatever reasons, they may not be willing or able to renew their agreements with us. As a

result, the number of MINISO stores in our store network will decrease, which would

negatively affect our store expansion plan.

Apart from relying on our MINISO Retail Partners and local distributors to expand our

store network, we also establish and operate MINISO stores by ourselves. Expanding our store

network through opening MINISO stores by ourselves also involves certain risks and

uncertainties, such as our ability to obtain adequate funding for development and expansion

costs, identify strategic markets globally, identify locations with large consumer traffic and

commercial potential and secure leases on commercially reasonable terms, supply products in

a timely manner to MINISO stores in different geographical locations, obtain the required
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licenses, permits and approvals, and recruit and retain talents with sufficient experience in the

retail industry. Any risks and uncertainties listed above, either individually or in aggregate,

might delay or fail our plan to increase the number of stores in desirable locations at

manageable cost levels.

In addition to the above factors, our overseas expansions face additional difficulties and

challenges. We have limited experience operating in overseas markets and may face

competition from major, established competitors in these markets. These competitors usually

have more experience and resources for their business operations in those markets. In addition,

the real estate, employment and labor, transportation and logistics, regulatory, and other

operating requirements in these markets differ significantly from those in China. Moreover, a

number of factors could have an adverse impact on our operating results if our efforts to expand

internationally are not successful. These factors include changes in market needs and product

trends, economic fluctuations, political and social turbulence, relevant countries or regions’

relationships with China, changes in legal regulations or other conditions and difficulties in

employing and training appropriate local management and employees. For example, we have

experienced a slowdown in our international store expansion primarily due to the COVID-19

pandemic. There is no assurance that our international store expansion will not continue to

decelerate or even fail in the future.

If we, our MINISO Retail Partners or local distributors fail to successfully operate
MINISO stores, our business and results of operations would be adversely affected.

As of December 31, 2021, over 95% of MINISO stores in our global network were

established and operated by our MINISO Retail Partners and local distributors. Therefore,

successful operations of MINISO stores by our MINISO Retail Partners and local distributors

directly affect our results of operations. However, our MINISO Retail Partners and local

distributors are independent from us and we cannot control many factors that impact the

profitability of their MINISO stores. Despite the fact that we have direct access to key

operational data from MINISO Retail Partner stores, which enable us to help our MINISO

Retail Partners systematically customize merchandising down to the store level and coordinate

inventory management on real-time basis, we are unable to directly engage in the operation of

their MINISO stores, nor do we have access to or a complete control over every aspect of their

store operations. The quality of MINISO store operations may be compromised if we fail to

effectively monitor the operation of MINISO stores by our MINISO Retail Partners or local

distributors. Even if we can effectively monitor the operation of MINISO stores by our

MINISO Retail Partners or local distributors, there are still a number of factors beyond our

control which may results in failure by our MINISO Retail Partners and local distributors to

successfully operate MINISO stores in a manner consistent with our standards and

requirements. For example, our MINISO Retail Partners and local distributors may not be able

to find suitable locations for opening MINISO stores, hire and effectively train qualified

managers and other store operating personnel, encounter financial difficulties or fail to achieve

expected level of sales, which may cause delays in making payments to us under our

agreements with them. While we have the right to terminate our agreements with MINISO
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Retail Partners or local distributors if they breach any material provisions of these agreements,

we may not be able to identify problems and take action in a timely manner. As a result, our

image and reputation may suffer, and our results of operations could be adversely affected.

The successful operation of MINISO stores also hinges on the ability to provide superior

shopping experience. If we, our MINISO Retail Partners or local distributors are unable to

provide a superior shopping experience, consumers may lose confidence in us. In order to

provide such superior shopping experience, we and our MINISO Retail Partners/local

distributors strive to provide consumers with a wide variety of carefully designed high quality

products, frequently changing product assortment to enable a treasure hunt shopping

experience, offer our products at competitive prices, and timely response to consumer

demands. However, there can be no assurance that these strategies can be executed effectively.

Any negative publicity or poor feedback regarding consumer service may harm our brand and

reputation and in turn cause us to lose consumers and market share.

There are also a number of factors that may affect the successful operation of MINISO

stores. These factors include, without limitation, our ability to maintain and enhance the quality

of our products; our ability to successfully implement our pricing strategies; our ability to offer

new products to timely respond to changes in market opportunities and consumer preferences;

our ability to continually increase the number of items sold to consumers; our ability to retain

existing consumers and attract new consumers; our ability to attract new and maintain

relationships with our existing third-party suppliers and other service providers; our ability to

manage costs of our operations; our ability to handle negative publicity, allegations, and legal

proceedings; our ability to ensure full compliance with relevant laws and regulations, and

maintain adequate and effective control, supervision and risk management over MINISO

stores; and our ability to monitor the overall operation of MINISO stores. Many factors beyond

our control, including macroeconomic and regulatory environment, could also adversely affect

the successful operation of MINISO stores.

In the past, we, our MINISO Retail Partners and local distributors shut down a small

number of underperforming MINISO stores and may continue to do so in the future. We may

also terminate our cooperation with MINISO Retail Partners or local distributors if their

business, financial conditions and operation results are far below our expectation. In addition,

if our MINISO Retail Partners and/or local distributors run into financial difficulties or even

become bankrupt as a result of unsuccessful operation, negative impact of COVID-19 or

whatever reason, our business and results of operations would be adversely affected.

Our international operations are subject to a variety of costs and legal, regulatory,
political and economic risks.

Our business and results of operations are affected by our ability to execute our

globalization strategy, which primarily involves expanding into new international markets and

growing our store network overseas. Our revenue from markets outside of China was

RMB3,030.9 million, RMB2,934.9 million, RMB1,780.5 million (US$279.4 million) and

RMB1,340.6 million (US$210.4 million) in the fiscal years ended June 30, 2019, 2020 and
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2021 and the six months ended December 31, 2021, accounting for 32.3%, 32.7%, 19.6% and

24.7% of our total revenue for the same periods, respectively. Compared with operating in our

home market, China, operating internationally subject us to additional risks and challenges

such as:

• limited brand recognition (compared with our home market in China);

• need to manage costs of securing optimal locations for opening stores;

• difficulties encountered when setting up or leasing new warehouses and establishing

overseas supply chain;

• difficulty to manage logistics and inventory effectively to meet the needs of new and

existing stores on a timely basis;

• difficulty to find qualified partners for overseas cooperation;

• inability to anticipate foreign consumers’ preferences and customs;

• difficulties in hiring experienced staff and managing foreign operations;

• burdens of complying with a wide variety of local laws and regulations;

• wars, political and economic instability;

• trade restrictions;

• lesser degrees of intellectual property protection;

• tariffs and customs duties and the classifications of our goods by applicable

governmental bodies; and

• a legal system subject to undue influence or corruption.

In particular, we have business operations in Ukraine and our products are sold in Russia.

Wars in Ukraine has negatively affected our business operations in Ukraine and our product

sales in Russia. We have temporarily terminated our operations in Ukraine. MINISO stores in

Russia are open as usual but have experienced a slowdown in product sales. Since there are

substantial uncertainties in the development of wars and the situations in Ukraine and Russia,

we are unable to predict whether any MINISO stores will be permanently shut down or whether

we will have to completely withdraw from relevant geographical markets. With respect to

removing certain Russian banks from SWIFT system, we expect that there will be certain

negative impacts for our local distributors in Russia to purchase products from us and they

might have to switch to other payment options. In general, we do not expect wars in Ukraine

or sanctions against Russia will result in material adverse impact on our overall business
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operations given that revenues generated from Ukraine and Russia accounted for less than

0.5% of our total revenue for the fiscal year ended June 30, 2021. We have made impairment

assessments on our inventories and trade receivables for our operations in Ukraine and made

provisions/recorded impairment losses accordingly. However, we are unable to predict how the

wars in Ukraine and sanctions against Russia will develop. Any deterioration of the situation

in Ukraine and Russia in the future may have material negative impact on our business

operations, results of operations and financial condition.

Our international expansion plans will place increased demands on our operational,

managerial and administrative resources. For example, we have limited experience operating

in overseas markets and may face competition from major, established competitors in these

markets. These competitors usually have more experience and resources for their business

operations in those markets. In addition, the real estate, employment and labor, transportation

and logistics, regulatory, and other operating requirements in these markets differ significantly

from those in China. In particular, we face regulatory uncertainties and may incur substantial

compliance costs when we enter into a new overseas market. Regulations in different overseas

markets could vary significantly. Being compliant with laws and regulations in one jurisdiction

does not necessarily mean our business model/business practice would comply with laws and

regulations in another jurisdiction and we may need to make adjustments to our business

model/business practice accordingly to comply with local laws. Given the complexity,

uncertainties and frequent changes in these laws, rules, regulations, policies and measures in

overseas markets, including changes in their interpretation and implementation, our business

activities and growth may be adversely affected if we do not respond to the changes in a timely

manner or fail to fully comply with the applicable laws, rules, regulations, policies and

measures, including as a result of ambiguities in them. Non-compliance may subject us to

sanctions by regulatory authorities, to monetary penalties, or to restrictions on our activities or

revocation of our licenses, which may result in a material adverse effect on our business,

financial condition and results of operations in the relevant overseas market. We also have to

closely monitor changes in local laws and complete all necessary procedures and filings

accordingly. Furthermore, we may also from time to time encounter legal disputes with various

parties in overseas markets in our ordinary course of business operations.

Moreover, a number of factors could have an adverse impact on our operating results if

our efforts to expand internationally are not successful. These factors include changes in

market needs and product trends, economic fluctuations, political and social turbulence,

relevant countries or regions’ relationships with China, changes in legal regulations or other

conditions and difficulties in employing and training appropriate management and local

employees. For example, the escalation of tensions between China and India as a result of

border clashes between troops from the two countries have resulted in a number of mobile apps

developed by Chinese companies and operated in India being banned by the Indian

government. We are unable to predict how international relations between China and India will

develop, and what measures the India government will take towards products and services

provided by and business operations of Chinese companies in India. There can be no assurance

that we will not be targeted or affected by similar actions in the future, and our business

operations and operating results in India will not be materially and adversely impacted by such
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actions. These increased demands and challenges may cause us to operate our business less

efficiently, which in turn could cause deterioration in the performance of our existing

businesses and could have a material adverse effect on our business, results of operations or

financial condition.

If our MINISO Retail Partners or local distributors do not satisfactorily fulfill their
responsibilities and commitments, our brand image, results of operations could be
materially harmed.

Our products are sold to consumers through either our directly operated stores or through

stores operated by our MINISO Retail Partners or local distributors. As of December 31, 2021,

over 95% of MINISO stores in our global network were established and operated by our

MINISO Retail Partners and local distributors. We typically enter into franchise agreements

with our MINISO Retail Partners or master license agreements and product sales agreements

with our local distributors. These agreements set out each party’s responsibilities under

different cooperation model. See “Business – Our Store Network” for more information on

different types of store operation models.

We believe consumers expect the same quality of our products regardless of whether they

visit a store operated directly by us or by a MINISO Retail Partner or a local distributor, so we

provide operational guidelines on key aspects of store operations ranging from frontline

store-level staff training, store layout, merchandise mix, interior design, inventory

management, to pricing recommendation so as to maintain our uniform brand image across

MINISO stores. However, we cannot assure you that we will be successful in monitoring store

operations by our MINISO Retail Partners or local distributors and detecting any and all

inconsistencies with our brand image or values or non-compliance with the provisions of our

cooperation agreements by them. For example, our local distributors may deviate from our

pricing strategy and sell our products at higher prices without our consent, which will

jeopardize our brand positioning and image. Our MINISO Retail Partners or local distributors

may also breach other provisions of the agreements with us or otherwise engage in illegal

actions or misconducts. In addition, we typically do not allow local distributors to have

sub-contractors or sub-distributors or otherwise assigning the rights under the licensing

agreement to a third party without our prior written consent. Once we consent, our local

distributors are generally entitled to choose their sub-contractors or sub-distributors and

negotiate the transaction terms directly with them. We typically do not have any contractual

relationship with any sub-contractors or sub-distributors and do not control or deal with them

directly. As a result, we have very limited control over sub-contractors or sub-distributors and

cannot guarantee that they are able to provide satisfactory services to consumers. See also

“–Illegal actions or misconduct of our MINISO Retail Partners, local distributors, sub-

contractors or sub-distributors, third-party suppliers or other service providers, or any failure

by them to provide satisfactory products or services could materially and adversely affect our

business, reputation, financial condition and results of operations.”
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Any non-compliance by our MINISO Retail Partners, local distributors or any sub-

contractors and sub-distributors with our operational guidelines could, among other things,

diminish the overall shopping experience delivered to consumers, negatively affect our brand

reputation or demands for our products.

If we fail to maintain the relationship with our MINISO Retail Partners or our local
distributors or fail to attract new MINISO Retail Partners or local distributors to join our
store network, our business, results of operations and financial condition could be
materially and adversely affected.

As of December 31, 2021, over 95% of MINISO stores globally are operated by our

MINISO Retail Partners and local distributors. As a result, maintaining the relationship with

our MINISO Retail Partners and local distributors and attracting new MINISO Retail Partners

and local distributors to join our store network are critical to our business and results of

operations. For the fiscal years ended June 30, 2019, 2020 and 2021 and for the six months

ended December 31, 2021, the number of terminated distributors was 3, 8, 9 and 11, compared

to the number of new distributors of 72, 37, 34 and 20. During the same periods, the number

of terminated MINISO Retail Partners was 64, 52, 100 and 47, compared to the number of new

MINISO Retail Partners of 82, 80, 178 and 100. However, we may not be able to maintain our

relationship with MINISO Retail Partners and local distributors due to a number of factors,

some of which are beyond our control. For example, if our existing products or new products

fail to attract consumers, our MINISO Retail Partners and local distributors may experience

sales declines. As a result, they may not be able to generate investment returns as they

expected, and thus choose not to renew their agreements with us. Sales declines or unsuccessful

operation of MINISO stores could also arise from failures by our MINISO Retail Partners and

local distributors to lease premises in optimal locations with large consumer traffic and

commercial potentials, hire and train qualified store managers or other sales personnel,

insufficient experience in operating retail stores, and lack of overall store management

experience, among others. Although we are able to provide management and consultation

services to support their store operation, we cannot assure you that with these supports our

MINISO Retail Partners and local distributors will be able to successfully operate MINISO

stores. As a result, our MINISO Retail Partners and local distributors may terminate their

agreements with us or choose not to renew such agreements with us. In addition, we may also

be unable to continuously offer attractive terms or economic benefits to our MINISO Retail

Partners or local distributors. As a result, our MINISO Retail Partners or local distributors may

not be effectively motivated to sell more products or continue the cooperative relationships

with us. If our MINISO Retail Partners or local distributors decide to shut down MINISO stores

they opened, we will refund the corresponding deposit to them. If our MINISO Retail Partners

or local distributors decide to shut down a large number of MINISO stores within a very short

period of time, we may need a large amount of cash to refund the deposits. As a result, we may

experience liquidity risks. In addition, we may not be able to attract a sufficient number of new

MINISO Retail Partners and local distributors to join our network and open MINISO stores,

which will negatively affect our future business growth. The occurrence of any of the above

could have a material and adverse effect on our expansion plans, business prospects, results of

operations and financial condition.
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Our operations have been and may continue to be affected by COVID-19 pandemic.

Our business and financial performance have been adversely affected by the outbreaks of

COVID-19. The global COVID-19 pandemic continues to rapidly evolve and we cannot

anticipate with any certainty the length or severity of the effects of COVID-19. As of the Latest

Practicable Date, our business has been adversely affected by COVID-19 pandemic primarily

in the following aspects:

• MINISO store operations: The outbreaks of COVID-19 have resulted in the

temporary closure of many corporate offices, retail stores and manufacturing

facilities across China. In response to the pandemic, the Chinese government took

a number of actions, such as temporary lock-down of certain communities,

quarantining individuals infected with or suspected of being infected, imposing

travel restrictions, encouraging employees of enterprises to work remotely from

home, and cancelling public activities, among others. To protect the health and

well-being of our employees and consumers and in support of efforts to control the

spread of the outbreak, we closed or reduced working hours at our headquarters and

offices and made remote working arrangements in early 2020. Our headquarters and

offices had been reopened in an orderly manner, and the majority of MINISO stores

in China were open and operating under normal business hours by June 30, 2020.

During the period from July 2020 to December 2021, the emergence of new variants

of COVID-19 in China adversely impacted our store operations, which caused

temporary store closures and reduced operating hours on occasion, as a result of

governmental restrictions in public places to reduce the spread of virus. As of

December 31, 2021, about 3% of our MINISO stores in China were temporarily

closed.

As the COVID-19 situation continues to evolve globally and new variants have

emerged, MINISO stores in overseas markets have also been impacted by temporary

store closures, reduced opening hours and/or reduced consumer traffic from late

March 2020 to December 2021. As of December 31, 2021, about 4% of MINISO

stores in overseas markets were temporarily closed. For those stores that resumed

operations, a majority of them were half-opened or had operating hours reduced due

to regional resurgences of COVID-19. Such negative impact of COVID-19 also

adversely affected our store network expansion.

The COVID-19 pandemic also resulted in a decrease of the number of MINISO

Retail Partners and local distributors during the Track Record Period. See “Business

– Our Store Network – Store Operation in China” and “Business – Our Store

Network – Store Operation Overseas” for more details.

• Operating results and other financial metrics: Negative impact of COVID-19 on our

business operations has resulted in a decrease in our revenue generated from

overseas operations and slower sales growth in China. Our revenue generated from

international markets decreased by 3.2% from RMB3,030.9 million in the fiscal year
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ended June 30, 2019 to RMB2,934.9 million in the fiscal year ended June 30, 2020,

and further decreased by 39.3% to RMB1,780.5 million (US$279.4 million) in the

fiscal year ended June 30, 2021. Our revenue generated from international markets

increased by 64.9% from RMB813.2 million in the six months ended December 31,

2020 to RMB1,340.6 million (US$210.4 million) in the six months ended December

31, 2021.

In China, we managed to realize a growth in revenue from China of 20.6% from

RMB6,044.1 million in the fiscal year ended June 30, 2020 to RMB7,291.2 million

(US$1,144.2 million) in the fiscal year ended June 30, 2021. Our revenue generated

from China also increased by 14.9% from RMB3,556.7 million in the six months

ended December 31, 2020 to RMB4,086.3 million (US$641.2 million) in the six

months ended December 31, 2021. However, our sales growth in China in 2021 was

still negatively affected by the outbreaks of the Delta variant and Omicron variant

of COVID-19 in certain provinces. Resurgences of the COVID-19 pandemic may

continue to negatively affect our business operations and results of operations and

our financial performance may fluctuate in the future as a result.

While the duration of the pandemic, disruption to our business and related financial

impact cannot be reasonably estimated at this time, we currently expect that our

consolidated results of operations for the rest of the fiscal year ending June 30, 2022

will continue to be negatively affected with potential adverse impact of COVID-19

in subsequent periods. We have adopted measures in response to the negative impact

of the COVID-19 pandemic, including sales promotions, and may continue to adopt

such measures. These measures, if adopted, would have negative impacts on our

gross profit margin for the sales of products.

The COVID-19 pandemic also negatively affected our supply chain such as

manufacturing, warehousing and shipping of our products. See “–We are subject to certain

risks relating to the warehousing and shipment of our products” and “–We rely on third-party

suppliers to provide products to us. If we fail to manage or expand our relationships with

third-party suppliers, or otherwise fail to procure products on favorable terms, our business and

growth prospects may suffer” for more information. In addition, our inventory level was also

negatively affected. See “–If we fail to manage our inventory effectively, our results of

operations, financial condition and liquidity may be materially and adversely affected” for

more information.

Our MINISO Retail Partners are also affected by the COVID-19 pandemic. Based on a

survey conducted by Frost & Sullivan, our MINISO Retail Partners in China generally recover

their store investment in a period of 12 to 15 months after store opening. However, the

continual impact of the pandemic and the lock-down and other measures taken in response may

cause prolonged investment recovery period for our MINISO Retail Partners.
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The COVID-19 pandemic remains a rapidly evolving situation, with several variants

emerging and causing further movement restrictions globally. While many of the restrictions

on movement within China and other countries have been relaxed, there is great uncertainty as

to the future progress of the pandemic. Relaxation of restrictions on economic and social life

could lead to new cases, which may lead to the re-imposition of restrictions. Our business

operations, results of operations and financial condition could be further adversely affected if

a wide spread of COVID-19 happens again in the locations where we have business operations.

Illegal actions or misconduct of our MINISO Retail Partners, local distributors,
sub-contractors or sub-distributors, third-party suppliers or other service providers, or
any failure by them to provide satisfactory products or services could materially and
adversely affect our business, reputation, financial condition and results of operations.

Our reputation and operation may be harmed by illegal or unsatisfactory actions taken by

our MINISO Retail Partners, local distributors, sub-contractors or sub-distributors, third-party

suppliers, and other third parties over which we have limited control. Any failure to obtain the

requisite licenses and approvals from governmental authorities and any failure of our product

suppliers to ensure product quality or to comply with our quality standards or other laws and

regulations could result in regulatory penalties and negative publicities, interrupt our

operations, result in claims against us, and subject us to damages and harm our reputation and

brand image. Any delay in delivery of our products, damage to our products during the course

of delivery and inappropriate actions taken by deliverymen of our delivery service providers

could also cause consumer complaints and negative publicities.

In addition, if our MINISO Retail Partners, local distributors, sub-contractors or

sub-distributors engage in any unlawful activities, fail to provide a satisfactory shopping

experience, or are involved in any claims, allegations, lawsuits, litigations, administrative

penalties or other legal proceedings, with or without merits, no matter whether we are a party

or not, we might also be subject to reputational risks. Historically, a local distributor in an

overseas market engaged in activities that caused harm to our reputation, our business and

results of operations in Canada. After we became aware of the activities, we took several

actions against the distributor including requiring the distributor to initiate a legal proceeding

under the Companies’ Creditors Arrangement Act. Pursuant to the legal proceeding, we

acquired certain assets of the distributor consisting of MINISO store operations as a

consideration to reduce a portion of overdue payment owed to us by the distributor. We have

been operating in the Canadian market since then through our own subsidiaries in Canada and

either directly operate MINISO stores by ourselves or through cooperation with local

distributors. We also entered into new agreements with local distributors. In an effort to prevent

the recurrence of similar incidents, we reviewed and updated the contract terms with local

distributors and the mechanism for cooperation with local distributors. We also optimized our

internal control procedures with respect to contract management and financial management of

overseas companies, in particular Canada subsidiaries, regarding distributor management.

Despite the fact that we have representatives in our overseas markets and such representatives,

among other responsibilities, supervise the operating activities of our MINISO Retail Partners

and local distributors and our efforts to prevent similar incidents from happening, we cannot
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assure you that similar incidents would not happen in the future. We also cannot guarantee that

our MINISO Retail Partners, local distributors, sub-contractors or sub-distributors will fully

comply with relevant provisions in our agreements with them regarding various operational

standards. If any of our MINISO Retail Partners, local distributors, sub-contractors or

sub-distributors engage in any type of illegal actions or misconducts, our business, reputation,

financial condition and results of operations could be materially and adversely affected.

As we expand our online sales channels, we have entered into cooperation with third

parties such as live streaming platforms and broadcasters to promote the sales of our products.

The promotion of our products on living streaming platforms are conducted in real time.

Broadcasters may inadvertently have conversations or engage in activities that are

inappropriate, contentious, immoral, disrespectful or even unlawful, which could cause serious

damage our reputation and brand image and could very likely result in negative publicity about

us. We may also be subject to administrative penalties or involved in lawsuits as a result. Any

negative publicity about live streaming platforms we cooperate with may also negatively affect

public perception about our brand image.

In the event that we become subject to claims caused by actions taken by our MINISO

Retail Partners, local distributors, sub-contractors or sub-distributors, third-party suppliers,

and other third parties, we may seek compensation from or take other actions against the

relevant MINISO Retail Partners, local distributors, third-party suppliers, or other service

providers. However, such compensation may be limited. For example, we may not be able to

get fully compensated from our suppliers in case that our losses attributed to their actions

exceed the maximum amount of indemnification we are able to seek from them. If no claim can

be asserted against our MINISO Retail Partners, local distributors, sub-contractors or

sub-distributors, suppliers or other service providers, or amounts that we claim cannot be fully

recovered from our MINISO Retail Partners, local distributors, sub-contractors or sub-

distributors, suppliers or other service providers, we may be required to bear such losses and

compensation at our own costs, which could have a material and adverse effect on our business,

financial condition and results of operations.

Furthermore, our distributors may be unable or unwilling to provide us with information

in relation to their inventory levels and sales of our products in a timely manner, or at all. As

we do not fully control the inventory and sales data belonging to our distributors, we rely on

information provided to us by our distributors. As a result, our ability to accurately track the

sales of our products by and the inventory level of our distributors is limited. Our sales to

distributors may not be reflective of actual sales trends to consumers, and we may not be able

to timely gather sufficient information and data regarding the market demand and consumers’

preferences for our products. Failure to accurately track sales and inventory levels of our

distributors and timely gather market information may cause channel stuffing risks and/or

cause us to incorrectly predict sales trends and impede our ability to quickly align our

marketing and product strategies in response to market changes.
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Our revenue per MINISO store has experienced, and may continue to experience,
significant fluctuation from period to period.

Our revenue growth historically was largely driven by the expansion of our MINISO store

network. Our revenue per MINISO store, which is calculated by dividing the revenue of

MINISO brand by the average number of MINISO stores of the relevant period, has fluctuated

significantly historically with a decrease of 19.8% from the fiscal year ended June 30, 2019 to

the fiscal year ended June 30, 2020, and a decrease of 11.3% from the fiscal year ended June

30, 2020 to the fiscal year ended June 30, 2021. Our revenue per MINISO store also

experienced an increase of 6.8% from the six months ended December 31, 2020 to the six

months ended December 31, 2021. The decreases were primarily due to the outbreak of

COVID-19, and an increasing number of new stores being opened in lower-tier cities and under

penetrated locations as we continued to expand our footprint in China and globally, as well as

increased competition.

A variety of factors may cause fluctuation in our revenue per MINISO store, including the

following:

• the size and the geographic location of MINISO stores;

• decrease in store openings and closure of stores;

• change in our store mix, including China market versus international markets,

breakdown in different tier cities in China, and breakdown in different locations

within the same tier cities;

• MINISO stores’ ability to maintain and increase sales to existing consumers, attract

new consumers and satisfy consumer demands;

• the frequency of consumer visits to MINISO stores and the quantity and mix of

products consumers purchase;

• the pricing of our products or change in our pricing strategies or those of our

competitors;

• timing and costs of marketing and promotional programs organized by us and/or our

MINISO Retail Partners and local distributors;

• our MINISO Retail Partners and local distributors’ ability to manage inventory and

provide superior consumer experience;

• the competition that we and/or our MINISO Retail Partners and local distributors

face in the markets, for example, the entry of new competitors, introduction of new

products or services by competitors and their marketing efforts;
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• epidemics and pandemics, such as the COVID-19 outbreak;

• economic and geopolitical conditions in China and overseas markets; and

• seasonal variations in demand.

As a result, you may not be able to rely on our historical revenue per MINISO store as

an indication of our future performance. Our revenue per MINISO store may further decrease

and is not expected to grow significantly in the near future.

We rely on third-party suppliers to provide products to us. If we fail to manage or expand
our relationships with third-party suppliers, or otherwise fail to procure products on
favorable terms, our business and growth prospects may suffer.

We source our products from third-party suppliers. As of December 31, 2021, we had over

1,000 domestic and overseas suppliers. Our suppliers work closely with our designers and

product managers in product design and manufacturing so that we can seamlessly provide

consumers with ever-changing merchandises across the globe. We strive to establish mutually

beneficial relationships with our suppliers. We typically enter into two-year framework

agreements with our suppliers and place orders under these framework agreements. These

framework agreements are usually renewable upon mutual agreement between us and our

suppliers. We cannot assure you that our current suppliers will continue to sell products to us

on commercially acceptable terms, or at all, after the expiration of the current agreements.

Even if we maintain good relationships with our suppliers, their ability to supply products to

us in sufficient quantity, in a timely manner and at competitive prices may be adversely

affected by economic conditions, labor actions, regulatory or legal decisions, customs and

import restrictions, natural disasters or other causes. For example, the outbreak of COVID-19

in China in early 2020 resulted in temporary business closures of certain of our suppliers and

tight liquidity of a few of our suppliers, which led to delays in supplying products to our stores.

As the COVID-19 pandemic is still evolving, we cannot assure you that product supply delays

would not happen again. In addition, in the event that we are not able to purchase a sufficient

quantity of merchandise at favorable prices, our revenues and cost of revenues may be

materially and adversely affected.

We require our suppliers to comply with confidentiality provisions in our agreements with

them to protect our interest. However, we cannot assure you that our suppliers will fully

comply with these requirements. Failure to comply with such obligations may lead to a leakage

of confidential information that is critical to our product design and business operations or

otherwise harm our competitive positions and business operations.

Our suppliers typically provide us a payment term of 30 to 60 days. If our suppliers cease

to provide us with favorable payment terms, our requirements for working capital may increase

and our operations may be materially and adversely affected. We will also need to establish

new supplier relationships to ensure that we have access to a steady supply of products on

favorable commercial terms. If we are unable to develop and maintain good relationships with
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suppliers that would allow us to obtain a sufficient amount and variety of quality merchandise

on acceptable commercial terms, it may inhibit our ability to offer sufficient products sought

by consumers, or to offer these products at competitive prices.

Any adverse developments in our relationships with suppliers could materially and

adversely affect our business and growth prospects. Any disputes with suppliers could

adversely affect our reputation and subject us to damages and negative publicity. Furthermore,

we purchased products on an arm’s length basis from related-party suppliers and may continue

to do so in the future. We cannot rule out the possibility that there will be other parties alleging

that these transactions were not conducted on an arm’s length basis. In addition, as part of our

growth strategy, we plan to further expand our product offerings. If we fail to manage our

relationship with existing suppliers and attract new suppliers to cooperate with us for any

reason, our business and growth prospects may be materially and adversely affected.

In addition, our agreements with suppliers have various provisions on other topics such

as employment and workplace safety. However, we do not have direct control over our

suppliers or other business partners. Any non-compliance with these provisions by the

suppliers could result in negative publicity against us, which could materially and adversely

affect our reputation, brand image, business operations and results of operations.

We have undertaken strategic collaborations with IP licensors. If we fail to expand or
maintain our collaboration with IP licensors, or our existing collaboration with any of our
IP licensors is terminated or curtailed, or if we are no longer able to benefit from such
business collaborations, our business and results of operations may be adversely affected.

Strategic collaborations with IP licensors is a key strategy for us to expand our product

offerings. As of December 31, 2021, we had entered into collaboration with IP licensors

owning 75 popular brands to jointly develop products that attract consumers. If we are unable

to expand or maintain our collaboration with these IP licensors in the future, our business and

operating results may be materially and adversely affected. To the extent we cannot maintain

our cooperative relationships with any of these IP licensors, it may be very difficult for us to

identify qualified alternative IP licensors, which may divert significant management attention

from existing business operations and adversely impact our daily operation and consumer

experience. Our cooperation with IP licensors may also be adversely affected by negative

publicities regarding our IP licensors, which could negatively affect our reputation, business

and results of operations.

In addition, the license agreements we entered into with IP licensors contain extensive

and detailed provisions setting forth scope of licenses, such as categories and sub-categories

of products authorized to use licensed IPs and various excluded sub-categories of products,

number of products within each categories that are allowed to use licensed IPs, territories

where sales of co-branded products are allowed, among others. We, our employees and our

business partners may inadvertently breach such IP protection provisions and therefore subject

us to liabilities under our agreements with IP licensors. Disputes may also arise due to reasons
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that we are unable to foresee. If we are unable to resolve disputes with IP licensors, we may

not be able to continue our cooperation with our IP licensors, which could have a material and

adverse effect on our business and operating results.

Our agreements with IP licensors generally have a term of not more than three years. If

we are unable to sell all of the co-branded products in our inventory within a reasonable period

of time after the expiration of relevant agreements, we will not be able to continue to sell those

products and may have to destroy our inventories. As a result, we may have to write down such

inventories, which would result in negative impacts on our operating results and financial

conditions. See “–If we fail to manage our inventory effectively, our results of operations,

financial condition and liquidity may be materially and adversely affected” for more

information on inventory related risks.

Should a product liability issue, recall or personal injury issue arise, it may damage our
reputation and brand image, which may result in a material adverse effect on our
business, reputation, results of operations and financial condition.

Products that we sell could become subject to contamination, product tampering,

mislabeling, recall or other damage. Products that we sell could also lead to personal injuries.

Product liability or personal injury claims may be asserted against us with respect to any of the

products we sell. A successful product liability claim against us could require us to pay a

substantial monetary award and the coverage limits under our insurance programs and the

indemnification amounts available to us may not be adequate to protect us against these claims.

We may also not be able to maintain insurance against such claims on acceptable terms in the

future. Our agreements with our suppliers generally require our suppliers to deposit certain

amount of money in our bank accounts to ensure their compliance with the agreements with us

and compensate us for any losses we may incur as a result of product defects. However, such

limited amounts may not be sufficient to cover our losses arising from product liability issues.

Although we may seek indemnification or contribution from our suppliers in certain

circumstances, we cannot assure you that we will be able to receive indemnification or

contribution in full in a timely manner, or at all.

In addition, the PRC government, media outlets and public advocacy groups have been

increasingly focused on consumer protection in recent years. The products sold by us may be

defectively designed, manufactured or of quality issue, or cause harm and adverse effect to the

health of our customers. The offerings of such products by us may expose us to liabilities

associated with consumer protection laws. Pursuant to the Consumers Rights and Interests

Protection Law of the PRC, or the Consumers Rights and Interests Protection Law, business

operators must guarantee that the commodities they sell satisfy the requirements for personal

safety, provide consumers with authentic information about the commodities, and guarantee the

quality, function, usage and term of validity of the commodities. Failure to comply with the

Consumer Protection Law may subject business operators to civil liabilities such as refunding

purchase prices, replacement of commodities, repairing, ceasing damages, compensation, and

restoring reputation, and even subject the business operators or to criminal penalties when

personal damages are involved or if the circumstances are severe. Although we would have
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legal recourse against the supplier or manufacturer of such products under the PRC law if the

liabilities are attributable to the supplier or manufacturer, attempting to enforce our rights

against the supplier or manufacturer may be expensive, time-consuming and ultimately futile.

Moreover, government investigations of or other regulatory measures regarding product

quality issues or product liability or personal injury claims, even if unsuccessful or not fully

pursued, could generate substantial negative publicity about our products and business, which

would have material adverse effects on our reputation, brand, business, prospects and operating

results, and these effects could persist over a long term.

We have historically initiated voluntary product recalls. In August 2019, Shanghai Food

and Drug Administration found that a batch of “peelable nail polish” sold in MINISO stores

in Shanghai containing chloroform that exceeded the highest acceptable level under relevant

PRC laws. We then voluntarily recalled the product. A total of 980 bottles of nail polish were

recalled and returned to the supplier of this batch of product. We did not incur any financial

loss in connection with the voluntary product recall because pursuant to the terms of the

agreement with the supplier, the supplier is responsible for any losses incurred as a result of

product returns arising from product quality issues. We may in the future, voluntarily or

involuntarily, initiate product recalls if any of our products is proven to be defective or

non-compliant with applicable laws and regulations. Such recalls, whether voluntary or

involuntary, could involve significant expenses and could adversely affect our brand image in

our target markets, as well as our business, prospects, financial condition and results of

operations.

Our return and exchange policies allow consumers to return or exchange products they

purchased. For example, in China, consumers can return products with defects they purchased

within seven days of purchase or exchange products with defects they purchased within 15 days

of purchase. In addition, we provide warranties for most of the products we sell, subject to

certain conditions, such as warranty only applies to normal use. The length of warranty period

varies between different categories of products. For example, in China, we generally provide

a warranty term of six months for electronic accessories we sell to consumers. The occurrence

of any material defects in our products could make us liable for damages and warranty claims.

In addition, we could incur significant costs to correct any defects, warranty claims or other

problems, including costs related to product recalls. Any negative publicity related to the

perceived quality of our products could affect our brand image, decrease distributor and

consumer demand, and adversely affect our operating results and financial condition. While

our warranty is limited to repairs and returns, warranty claims may result in litigation, the

occurrence of which could adversely affect our business and operating results.

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

Our business has continued to grow in recent years, and we expect continued growth in

our business and revenues. We plan to further expand and upgrade our store network both in

China and globally and enhance our product development and supply chain capabilities. We
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face certain risks in executing these strategies and we cannot assure you that we will be able

to execute our growth strategies successfully and realize our expected growth. For example, as

we continue to expand our store network and increase our product offerings, we will need to

work with a large number of new suppliers, MINISO Retail Partners and local distributors

efficiently and establish and maintain mutually beneficial relationships with our existing and

new suppliers, MINISO Retail Partners and local distributors. New products we are going to

offer in the future may also not be accepted by the market. To support our growth, we also plan

to deepen consumer engagement, provide consumers with multi-channel experience, and

accelerate digital transformation of MINISO stores and TOP TOY stores. All these efforts will

require significant managerial, financial and human resources. We cannot assure you that we

will be able to effectively manage our growth or to implement all these measures successfully

or that our new business initiatives will be successful. If we are not able to manage our growth

or execute our strategies effectively, our expansion may not be successful and our business and

prospects may be materially and adversely affected. In addition, we may expand and upgrade

our office space and facilities by acquiring land to build an office building, which may lead to

increased capital expenditure and negatively affect the funds available for executing our

growth strategies or for our business operations.

If we fail to manage our inventory effectively, our results of operations, financial
condition and liquidity may be materially and adversely affected.

Our scale and business model require us to manage a large volume of inventory

effectively. We depend on our demand forecasts for various kinds of products to make purchase

decisions and to manage our inventory. Demand for products, however, can change

significantly between the time inventory is ordered and the date by which we target to sell it.

Demand may be affected by seasonality, new product launches, changes in product cycles and

pricing, product defects, changes in consumer spending patterns, changes in consumer tastes

with respect to our products and other factors, and consumers may not order products in the

quantities that we expect. In addition, when we begin selling a new product, we may not be able

to accurately forecast demand. The procurement of certain types of inventory may require

significant lead time and prepayment, and they may not be returnable.

Our inventories have increased from RMB1,309.0 million as of June 30, 2019 to

RMB1,395.7 million as of June 30, 2020 and further to RMB1,496.1 million (US$234.8

million) as of June 30, 2021. As of December 31, 2021, our inventories amounted to

RMB1,361.0 million (US$213.6 million). Our inventory turnover days for a given period are

equal to average balances of inventories calculated from the beginning and ending balances of

the period divided by cost of inventories during the period and then multiplied by the number

of days during the period. Our inventory turnover days were 63 days for the fiscal year ended

June 30, 2019, 78 days for the fiscal year ended June 30, 2020 and 79 days for the fiscal year

ended June 30, 2021. For the six months ended December 31, 2021, our inventory turnover

days were 68 days. In addition, as we plan to continue expanding our product offerings, we

expect to include more products in our inventory, which will make it more challenging for us

to manage our inventory effectively and will put more pressure on our warehousing system. For

the fiscal years ended June 30, 2019 and 2020, we recorded an inventory write-down of
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RMB89.9 million and RMB68.3 million, respectively. For the fiscal year ended June 30, 2021

and for the six months ended December 31, 2021, we recorded a reversal of inventory

write-down of RMB51.1 million and RMB34.7 million, respectively.

If we fail to manage our inventory effectively, we may be subject to a heightened risk of

inventory obsolescence, a decline in inventory values, and significant inventory write-downs

or write-offs. To reduce our inventory level, we usually choose to sell certain of our products

at lower prices, which may lead to lower gross margins. High inventory levels may also require

us to commit substantial capital resources, preventing us from using that capital for other

important purposes. Any of the above may materially and adversely affect our results of

operations and financial condition.

On the other hand, if we underestimate demand for our products, or if our suppliers fail

to supply quality products in a timely manner, we may experience inventory shortages, which

might result in missed sales, diminished brand loyalty and lost revenues, any of which could

harm our business and reputation.

We are subject to certain risks relating to the warehousing and shipment of our products.

Before delivery of our products to stores, we store them in warehouses we leased in China

and other countries. If any accidents, including fires, were to occur, causing damage to our

finished products or our warehouses, our ability to supply products to stores on time and our

market reputation, financial condition, results of operations or business could be materially and

adversely affected. We often outsource the delivery of our products to stores and to our online

consumers to third-party logistics and transportation companies. Relying on these third parties

increases the risk that we may fail to deliver finished products on time. The efficient operation

of stores depends on the timely receipt of products from our warehouses. Such logistics

services could be suspended and thereby interrupt the supply of our products if unforeseen

events occur which are beyond our control, such as COVID-19, poor handling of and damage

to our finished products, transportation bottlenecks and/or labor strikes. For the warehouses we

leased in China, we had to temporarily shut down those warehouses in February 2020 due to

the outbreak of COVID-19. While MINISO stores and warehouses in China resumed normal

operation in March 2020, the outbreaks of the Delta variant and Omicron variant of COVID-19

in several provinces in China have caused disruptions to the operation of our logistics and

transportation service providers, which has negatively impacted our product shipment and

delivery. As a result, delivery of products from warehouses to MINISO stores and delivery of

products from China to overseas markets were delayed, we and our overseas distributors

incurred increased costs on product delivery. Shipping of our products in certain overseas

countries has also been negatively affected by the pandemic such as delays in shipment of

products. If our products are not delivered on time or are delivered in a damaged state, our

market reputation could be adversely affected. These third parties may also employ personnel

who may be represented by labor unions. Disruptions in the delivery of products due to work

stoppages by employees or contractors of any of these third parties could delay the timely

RISK FACTORS

– 88 –



receipt of products. There can be no assurance that such stoppages or disruptions will not occur

in the future. The occurrence of any of these problems alone, or together, could have a material

adverse effect on our financial condition, results of operations or business.

If we fail to successfully implement our e-commerce initiative, our business and results of
operations could be adversely impacted.

The retail industry continues to rapidly evolve and consumers increasingly embrace

e-commerce. As a result, the portion of total consumer expenditures with retailers occurring

through e-commerce platforms is increasing. We have been implementing our e-commerce

initiative to capture additional consumer base and provide our existing consumers new

shopping experience. Our e-commerce initiative includes expanding our online offerings and

broadening our online sales channels by collaborating with e-commerce platforms and

online-to-offline platforms. To implement our e-commerce initiative, we will also cooperate

with retail platforms and leverage our vast network of store-based communities to allow

consumers to conveniently place orders with their store of choice, ultimately to provide

consumers with seamless multi-channel shopping experience. We cannot assure you that we

will be able to make, improve, or develop attractive, user-friendly and secure online sales

channels that offer a wide assortment of merchandise at affordable prices with rapid and

low-cost delivery options. We may also not be able to continually meet the changing

expectations of online shoppers, developments in online and digital platform merchandising

and related technology. All of these could place us at a competitive disadvantage, result in the

loss of e-commerce and other sales, harm our reputation, and have a material adverse impact

on the growth of our e-commerce business, reputation and results of operations. In addition, if

our e-commerce channels or our other client-facing technology systems do not function as

designed or experience cyber-attacks, we may experience a loss of consumer confidence, data

security breaches, lost sales, or be exposed to fraudulent purchases, any of which could

adversely affect our business, reputation and results of operations. See “–Failure to protect

personal or confidential information against security breaches could subject us to significant

reputational, financial and legal consequences and substantially harm our business and results

of operations.”

We face intense competition. We may not be able to maintain or may lose market share
and consumers if we fail to compete effectively.

The retail industry is intensely competitive and has low entry barriers. We compete for

consumers, product suppliers and IP licensors. Our current or potential competitors include (i)

traditional retailers, including specialty retail stores, supermarkets, and department stores; (ii)

online retailers; and (iii) variety retailers competing with us locally. See “Business –

Competition.” In addition, new and enhanced technologies may increase the competition in the

retail industry. New competitive business models may appear, for example based on new forms

of social media or social commerce. Increased competition may reduce our margins and market

share and impact brand recognition, or result in significant losses.
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Some of our current or future competitors may have more operating experience, greater

brand recognition, better supplier relationships, larger consumer bases, higher penetration in

certain regions or greater financial, technical or marketing resources than we do. Those smaller

companies or new entrants may be acquired by, receive investment from or enter into strategic

relationships with well-established and well-financed companies or investors which would help

enhance their competitive positions. Some of our competitors may be able to secure more

favorable terms from suppliers, devote greater resources to marketing and promotional

campaigns, adopt more aggressive pricing or inventory policies and devote substantially more

resources to their websites, mobile apps and systems development than us. We cannot assure

you that we will be able to compete successfully against current or future competitors, and

competitive pressures may have a material and adverse effect on our business, financial

condition and results of operations.

We may not be able to sustain our historical growth rates.

We have experienced rapid growth since our inception in 2013. However, there is no

assurance that we will be able to maintain our historical growth rates in future periods and it

is difficult to evaluate our future prospects based on our historical performance. Our revenue

growth may slow or our revenues may decline for any number of possible reasons and some

of them are beyond our control, such as decreased consumer spending, increased competition,

slowdown in the growth or contraction of the retail or online retail industry in China and

around the world, emergence of alternative business models, changes in government policies

or general economic conditions, and natural disasters or virus outbreaks. We will continue to

expand our store network and product offerings and may explore new operating models to bring

greater convenience and better experience to consumers and increase consumer base and

number of transactions. Implementation of our expansion plan and execution of our new

business initiatives are subject to uncertainty and the total number of SKUs sold and number

of transacting consumers may not grow at the rate we expect for the reasons stated above. In

addition, there may be particular complexities, regulatory or otherwise, associated with our

expansion into new product categories or new markets. If our growth rate declines, investors’

perceptions of our business and business prospects may be adversely affected and the market

price of the ADSs could decline.

We had losses for the fiscal years ended June 30, 2020 and 2021.

We recorded a loss of RMB130.1 million from continuing operations in the fiscal year

ended June 30, 2020 and a loss of RMB1,429.4 million (US$224.3 million) from continuing

operations in the fiscal year ended June 30, 2021. We had loss from continuing operations in

the fiscal years ended June 30, 2020 and 2021 mainly due to a substantial increase in

equity-settled share-based payment expenses, and a loss related to fair value changes of paid-in

capital subject to redemption and other preferential rights/redeemable shares with other

preferential rights. If any of these risks materialize, our results of operations could be adversely

affected.
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Our results of operations could be negatively affected by fair value changes and other
risks of financial assets measured at fair value through profit or loss.

We invested in certain financial products during the Track Record Period. Those financial

products represented wealth management products, asset management schemes and trust

management scheme. The fair value of these financial products are measured by our

management regularly and we record profit or loss to reflect the fair value changes. See notes

20 and 34 to Accountants’ Report in Appendix IA to this document for more detailed

information. We recorded investment income for the financial products we purchased of

RMB1.3 million, RMB26.4 million, RMB66.8 million (US$10.5 million) and RMB40.4

million (US$6.3 million) in the fiscal years ended June 30, 2019, 2020 and 2021 and the six

months ended December 31, 2021, respectively. To reflect the net change in fair value of such

financial products, we also recorded a net income of RMB1.5 million, a net loss of RMB1.5

million, a net income of RMB3.0 million (US$0.5 million) and a net income of RMB5.3

million (US$0.8 million) in the fiscal years ended June 30, 2019, 2020 and 2021 and the six

months ended December 31, 2021, respectively. We expect to continue to record such

investment income and fair value changes, which would affect our results of operations in the

future.

Our results of operations could be negatively affected by the non-recurring nature of
government grants and preferential tax treatment.

We recorded other income of government grants of RMB9.3 million, RMB36.6 million

and RMB46.6 million for the fiscal years ended June 30, 2019, 2020 and 2021. We also

recorded other income of government grants of RMB42.3 million and RMB13.9 million for the

six months ended December 31, 2020 and 2021. Government grants mainly represented

unconditional cash awards granted by local authorities in China during the Track Record

Period. During the six months ended December 31, 2021, government grants also included

subsidies obtained by the subsidiaries in the U.S. under the Paycheck Protection Program Rule.

See note 7 to Accountants’ Report in Appendix IA to this document for more detailed

information. Whether or not we will receive any government grants and, if yes, the amount of

such grants are highly uncertain and beyond our control. There is no assurance that we will

continue to receive any government grants in the future. Such uncertainties will affect our

results of operations in the future. In addition, certain of our subsidiaries enjoy preferential tax

treatments. See note 11 to Accountants’ Report in Appendix IA to this document for more

detailed information. However, we cannot assure you that these subsidiaries will continue to

enjoy preferential tax treatments in the future. If these subsidiaries are unable to enjoy

preferential tax treatments in the future, our results of operations will be negatively affected.

Our deferred tax assets may not be recovered.

Our deferred tax assets may not be recovered. As of December 31, 2021, our deferred tax

assets amounted to RMB161.0 million, representing approximately 1.5% of our total assets. We

periodically assess the probability of the realization of deferred tax assets, using accounting

judgments and estimates with respect to, among other things, historical operating results,
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expectations of future earnings and tax planning strategies. In particular, these deferred tax

assets can only be recognized to the extent that it is probable that future taxable profits will

be available, against which the deferred tax assets can be utilized. However, we cannot assure

you that our expectation of future earnings will materialize, due to factors beyond our control

such as general economic conditions or, negative development of a regulatory environment, in

which case we may not be able to recover our deferred tax assets, which in turn could have a

material adverse effect on our financial condition and results of operations.

We are subject to credit risks related to our trade receivables.

Our trade receivables are derived mainly from credit sales to certain distributors. For

these distributors, we allow a credit term of 30 to 180 days. For other distributors, we generally

require them to make part or all payments in advance for their product procurement. The total

balance of our trade receivables before loss allowance was approximately RMB409.1 million

as of June 30, 2019, RMB329.9 million as of June 30, 2020, RMB374.8 million as of June 30,

2021 and RMB435.7 million as of December 31, 2021. We also made loss allowance of

RMB91.7 million as of June 30, 2019, RMB43.2 million as of June 30, 2020, RMB59.8 million

as of June 30, 2021 and RMB77.1 million as of December 31, 2021. If any of these distributors

with significant outstanding trade receivable balances were to become insolvent or otherwise

unable to make payments in a timely manner, or at all, we would have to make further

provisions against such trade receivables, or write off the relevant amounts, either of which

could adversely affect our profitability and liquidity position.

If we determine our goodwill to be impaired, our results of operations and financial
condition would be adversely affected.

On March 11, 2021, we acquired 70% of the shares of MINISO SG Pte. Ltd. from two

third parties at a cash consideration of SGD2,100,000 (equivalent to RMB10,257,000). We

recorded goodwill of RMB19.6 million in connection with the acquisition. The value of

goodwill is based on forecasts, which are in turn based on a number of assumptions. If any of

the assumptions does not materialize, or if the performance of our business is not consistent

with such assumptions, we may be required to have a significant write-off of our goodwill and

record an impairment loss, which could in turn adversely affect our results of operations. We

will determine whether goodwill is impaired at least on an annual basis and there are inherent

uncertainties relating to these factors and to our management’s judgment in applying these

factors to the impairment assessment. We could be required to evaluate the impairment prior

to the annual assessment if there are any impairment indicators, including disruptions to

business operations and unexpected significant declines in operating results or a decline in our

market capitalization. We may also suffer from significant impairment loss even if we

determine to amend any assumption used in our impairment testing. If we record an impairment

loss as a result of these or other factors, our results of operations and financial condition may

be adversely affected.
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Impairment of our intangible assets could negatively affect our financial condition and
results of operations.

We record intangible assets of RMB53.3 million as of December 31, 2021. Our intangible

assets represent software. Intangible assets are tested for impairment whenever events or

changes in circumstances indicate that the carrying amount may not be recoverable. We

recorded impairment losses of intangible assets of RMB0.3 million as of December 31, 2021.

However, we cannot guarantee that we will not record greater impairment losses of intangible

assets in the future. Material impairment of intangible assets could negatively affect our

financial condition and results of operations.

If we are unable to honor our obligations in respect of our contract liabilities, our cash or
liquidity position could be negatively affected.

Our current contract liabilities primarily consists of advance payments received from

customers for purchase of goods from us and license fees and membership fees we received.

We normally request 20% to 100% advance payment for purchase of goods from certain

overseas distributors prior to our delivery of goods, which gives rise to contract liabilities at

the start of a sales order, until the revenue of sales of products recognized on the corresponding

sale order exceeds the amount of payments received in advance. With respect to license fees

and membership fees, unamortized portion of upfront license fees and membership fees

received was recognized as contract liability. Our total contract liabilities amounted to

RMB321.5 million as of June 30, 2019, RMB292.5 million as of June 30, 2020 and RMB326.9

million (US$51.3 million) as of June 30, 2021 and RMB330.1 million (US$51.8 million) as of

December 31, 2021. Were we unable to deliver products to certain overseas distributors, we

would have to return the corresponding advance payments we received to distributors, which

happened rarely during the Track Record Period. For the license fees and membership fees, we

do not allow a refund of payments made. However, in practice, we refunded a very limited

amount of license fees and membership fees to customers. To the extent we refund payments

received, our cash position or liquidity position would be negatively affected.

Unfavorable fluctuations in the price, availability and quality of raw materials to our
third-party suppliers could cause material production delays or materially increase our
cost of sales.

The success of our overall business depends in part on the ability of third-party suppliers

to timely obtain sufficient quantities of the necessary raw materials, of sufficient quality, at

commercially acceptable prices to process and manufacture our products. Generally,

unfavorable fluctuations in price, quality, or availability of necessary raw materials could have

a negative effect on our gross profit margins and our ability to deliver our products to the

market in a timely manner. If supplies of the necessary raw materials substantially decrease or

if there are significant increases in prices of such raw materials, our third-party suppliers may

incur additional costs to acquire sufficient quantities of these materials in order to maintain our

product offering schedules. We may have to increase the retail prices of our products due to the

increase in their procurement prices. So far, we are able to leverage our bargaining power and
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transfer additional cost of raw materials to customers due to our cost plus mark-up pricing

strategy. However, we cannot assure you that we will always be able to do so in the future.

Moreover, increases in wages and labor costs in China and other countries in Asia may also

lead to material increases in our cost of sales, thereby decreasing our gross profit margins. Any

of the above may materially and adversely harm our business, brand image, financial condition,

results of operations or reputation.

Our return and exchange policies may negatively affect our results of operations.

We have adopted consumer-friendly return and exchange policies that make it convenient

and easy for consumers to return or exchange the products they purchased. For example,

MINISO stores in China typically allow consumers to return the products within seven days of

purchase and exchange products within 15 days of purchase. For the products purchased on our

online shopping mall, consumers generally have a term of seven days to return or exchange

products after a purchase. We may also be required by law to adopt new or amend existing

return and exchange policies from time to time. These policies improve consumers’ shopping

experience and promote consumer loyalty, which in turn help us acquire and retain consumers.

However, these policies also subject us to additional costs and expenses which we may not

recoup through increased revenue. Our ability to handle a large volume of returns is unproven.

If our return and exchange policy is misused by a significant number of consumers, our costs

may increase significantly and our results of operations may be materially and adversely

affected. If we revise these policies to reduce our costs and expenses, consumers may be

dissatisfied, which may result in loss of existing consumers or failure to acquire new

consumers at a desirable pace, which may negatively affect our results of operations.

Fluctuations in currency exchange rates may lead to volatility in our results of operations.

Our operations in countries outside China are conducted primarily in the local currencies

of those countries or regions. We prepare our consolidated financial statements in RMB for

reporting purposes. Foreign currency-denominated amounts such as the US dollar, Euro,

Japanese yen and other foreign currencies are translated into RMB using exchange rates for the

current period. In recent years, fluctuations in currency exchange rates that were unfavorable

have had adverse effects on our reported results of operations. As a result of such translations,

fluctuations in currency exchange rates from period-to-period that are unfavorable to us may

result in our consolidated financial statements reflecting significant adverse period-over-period

changes in our financial performance or reflecting a period-over-period improvement in our

financial performance that is not as robust as it would be without such fluctuations in the

currency exchange rates. Such unfavorable currency exchange rate fluctuations will adversely

affect our results of operations. In addition, foreign currency-denominated cash and cash

equivalents are exposed to fluctuations in the value of RMB against the currencies in which

these cash and cash equivalents are denominated. As a result of the fluctuations in currency

exchange rate, we recorded net foreign exchange gain of RMB12.6 million and RMB14.2
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million for the fiscal years ended June 30, 2019 and 2020 and net foreign exchange loss of

RMB114.2 million (US$17.9 million) for the fiscal year ended June 30, 2021, respectively. For

the six months ended December 31, 2021, we recorded net foreign exchange loss of RMB11.5

million (US$1.8 million).

We may purchase products or services with a currency other than the local currency.

When we must acquire the currency to pay for such products or services and the exchange rates

for the payment currency fluctuate in a manner unfavorable to us, our cost of sales may

increase and we may be unable or unwilling to shift the costs to the products we sell, which

will have an adverse effect on our gross profit. Consequently, unfavorable fluctuations in

currency exchange rates have and may continue to adversely affect our results of operations.

Our success depends on the continuing and collaborative efforts of our management team
and other key personnel, and our business may be severely disrupted if we lose their
services.

Our success heavily depends upon the continued services of our management. In

particular, we rely on the expertise and experience of Mr. Guofu Ye, our chairman and chief

executive officer, and other executive officers. If one or more of our senior management were

unable or unwilling to continue in their present positions, we might not be able to replace them

easily or at all, and our business, financial condition and results of operations may be

materially and adversely affected. If any of our senior management joins a competitor or forms

a competing business, we may lose consumers, suppliers, know-how and key professionals and

staff members. Our senior management has entered into employment agreements and

confidentiality and non-competition agreements with us. However, if any dispute arises

between our officers and us, we may have to incur substantial costs and expenses in order to

enforce such agreements or we may be unable to enforce them in a timely manner, or at all.

In addition, there may have been negative publicities about our management, which could

negatively affect our reputation, brand image and business operations. Furthermore, we do not

have key-man insurance for any of our executive officers or other key personnel. Events or

activities attributed to our executive officers or other key personnel, and related publicity,

whether or not justified, may affect their ability or willingness to continue to serve our

company or dedicate their full time and efforts to our company and negatively affect our brand

and reputation, resulting in an adverse effect on our business, operating results and financial

condition.

Competition for qualified personnel is often intense. If we are unable to recruit, train and
retain sufficient qualified personnel while controlling our labor costs, our business may be
materially and adversely affected.

Our ability to continue to conduct and expand our operations depends on our ability to

attract and retain a large and growing number of qualified personnel globally. Our ability to

meet our labor needs, including our ability to find qualified personnel to fill positions that

become vacant, while controlling labor costs, is generally subject to numerous external factors,

including the availability of a sufficient number of qualified persons in the work force of the
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markets in which we operate, unemployment levels within those markets, prevailing wage

rates, changing demographics, health and other insurance costs and adoption of new or revised

employment and labor laws and regulations. If we are unable to locate, attract or retain

qualified personnel, or manage leadership transition successfully, the quality of service we

provide to consumers may decrease and our financial performance may be adversely affected.

In addition, if our costs of labor or related costs increase for other reasons or if new or revised

labor laws, rules or regulations or healthcare laws are adopted or implemented that further

increase our labor costs, our financial performance could be materially adversely affected.

If we are unable to conduct our marketing activities effectively, our results of operations
and financial condition may be materially and adversely affected.

We have incurred expenses on a variety of different marketing and brand promotion

efforts designed to enhance our brand recognition and increase sales of our products. For

example, we recently engaged two celebrities as our spokespersons to promote our brands. We

incurred promotion and advertising expenses of RMB85.6 million, RMB128.4 million,

RMB214.8 million (US$33.7 million) and RMB137.1 million (US$21.5 million) for the fiscal

years ended June 30, 2019, 2020 and 2021 and the six months ended December 31, 2021,

respectively. However, there is no assurance that our brand promotion and marketing activities

will be well-received by consumers and result in the levels of product sales that we anticipate.

Under extreme situations, our marketing efforts through celebrity endorsement may have a

material adverse effect on our brand image. For example, any misconducts by our celebrity

spokespersons or any negative publicities that our celebrity spokespersons are involved in,

either directly or indirectly, may result in the public’s negative perception of our brands and

thus adversely affect our reputation, business and results of operations. In addition, we have

been continually promoting our brands and products in a very active manner. Certain

consumers may perceive our MINISO brand and/or our products in different ways or even

interpret our MINISO brand as a Japanese brand before learning more about our company, our

brands and our products. If consumers or other parties claim that our marketing approach is

misleading or otherwise improper, we may be subject to lawsuits or other legal proceedings,

which would negatively affect our brand image, undermine the trust and credibility we have

established and impose an adverse impact on our business. Marketing approaches and tools in

the consumer products market in China are evolving, which further requires us to enhance our

marketing approaches and experiment with new marketing methods to keep pace with industry

developments and consumer preferences. Failure to refine our existing marketing approaches

or to introduce new marketing approaches in a cost-effective manner could reduce our market

share, cause our revenues to decline and negatively impact our profitability.

We may not be able to prevent others from unauthorized use of our intellectual property,
which could harm our business and competitive position.

We consider our copyrights, trademarks, trade names, internet domain names, patents and

other intellectual property rights invaluable to our ability to continue to develop and enhance

our brand recognition. We have invested significant resources to develop our own intellectual

property. Failure to maintain or protect these rights could harm our business. We rely on a
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combination of patents, patent applications, trade secrets, including know-how, copyrights,

trademarks, intellectual property licenses, contractual rights and any other agreements to

establish and protect our proprietary rights in our products. In addition, we enter into

confidentiality and non-disclosure agreements with our employees and business partners. See

“Business – Intellectual Property.” Despite these measures, any of our intellectual property

rights could be challenged, invalidated, circumvented or misappropriated. In addition, there

can be no assurance that our patent and trademark applications will be approved, that any

issued patents or registered trademarks will adequately protect our intellectual property, or that

such patents and trademarks will not be challenged by third parties or found by a judicial

authority to be invalid or unenforceable. Statutory laws and regulations are subject to judicial

interpretation and enforcement and may not be applied consistently due to the lack of clear

guidance on statutory interpretation. Confidentiality, invention assignment and non-compete

agreements may be breached by counterparties, and there may not be adequate remedies

available to us for any such breach. Accordingly, we may not be able to effectively protect our

intellectual property rights or to enforce our contractual rights.

Due to the popularity of our products and our brand recognition in the retail industry in

China, we have become an attractive target of copycat. We have seen copycat products on the

market that attempt to cause confusion or diversion of consumer traffic from us. We have also

brought a lawsuit against a third party that infringed our trademark rights and engaged in unfair

competition. Any unauthorized use of our intellectual property by third parties may adversely

affect our current and future revenues and our reputation. However, preventing unauthorized

uses of intellectual property rights could be difficult, costly and time-consuming and the steps

we take may be inadequate to prevent the infringement or misappropriation of our intellectual

property. In the event that we resort to litigation to enforce our intellectual property rights, such

litigation could result in substantial costs and a diversion of our managerial and financial

resources, and could put our intellectual property at risk of being invalidated or narrowed in

scope. We can provide no assurance that we will prevail in such litigation, and even if we do

prevail, we may not obtain a meaningful recovery. In addition, our trade secrets may be leaked

or otherwise become available to, or be independently discovered by, our competitors. Any

failure in maintaining, protecting or enforcing our intellectual property rights could have a

material adverse effect on our business, financial condition and results of operations.

We may need to defend ourselves against patent, trademark or other proprietary rights
infringement or unfair competition claims, which may be time-consuming and would
cause us to incur substantial costs. We may also suffer from negative publicities relating
to intellectual property infringement claims.

Companies, organizations or individuals, including our competitors, may hold or obtain

patents, trademarks or other proprietary rights that would prevent, limit or interfere with our

ability to make, use, develop, sell or market our products, which could make it more difficult

for us to operate our business. Additionally, we may receive from time to time letters alleging

infringement of patents, trademarks or other intellectual property rights by us and we may be

involved in intellectual property right infringement claims. For example, we have been and

may continue to be involved in intellectual property lawsuits, in particular, lawsuits alleging
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that certain of our products infringed other parties’ utility model patents or design patents.

Some of those claims involve products that were designed by our suppliers or third-party

designers. We have provisions in our agreements with suppliers or third-party designers

requiring them to indemnify us all costs and expenses arising from claims that the products

they manufacture or design infringe third parties’ intellectual property rights. Furthermore,

historically certain of our subsidiaries, related parties, franchisee stores were involved in

disputes regarding trademark, copyright and unfair competition with third parties and we may

continue to be involved in such disputes or subject to lawsuits.

Intellectual property related negative publicities, with or without merits, may also harm

our brand image and reputation. For example, there are negative publicities alleging that our

company logo involves plagiarism. Although our company logo has been duly registered as a

trademark and we are not involved in any lawsuits alleging that our company logo infringes

their intellectual property rights, these negative publicities could still adversely affect our

brand image and reputation.

Additionally, our applications and uses of intellectual property rights relating to our

design, product, software or other technologies could be found to infringe upon existing

intellectual property ownership and rights. We may also fail to own or apply for key trademarks

in a timely fashion, or at all, which may damage our reputation and brand.

We rely on our information systems to process transactions, summarize results and
manage our business. Any malfunction of our systems could harm our ability to conduct
our operations.

We depend on a variety of information technology systems, including systems owned and

managed by third-party vendors, for the efficient functioning of our business, including,

without limitation, transaction processing and the management of our employees, facilities,

logistics, inventories, stores and client-facing digital applications and operations. See

“Business – Strengthen Technological Capabilities” for more information. Our technology

systems may not deliver desired results or may do so on a delayed schedule. For example, when

we first installed our major store operation system, SAP Enterprise Resource Planning system,

or SAP ERP system, to certain MINISO stores upon entering into a new overseas market, our

SAP ERP system experienced functionality issues. Although such issues were resolved in a

timely manner, we cannot assure you we would not encounter similar issues in the future. In

addition, large volume transaction during peak seasons such as Chinese New Year could also

cause functionality issues of our SAP ERP system or system of other third-parties that are

connected to our SAP ERP system. Any improper functioning of our SAP ERP system could

cause interruptions of store operations. Daily operations of MINISO stores relies on SAP ERP

system. If we are unable to maintain our cooperation with the provider of our SAP ERP system,

we may not be able continue to effectively use such SAP ERP system in our business operations

and we may also not be able to find any suitable alternatives at commercially reasonable terms

in a timely manner. As a result, our business operations, results of operations and financial

condition would be materially and adversely affected. We use AI and big data in managing and

analyzing store-level inventories. See “Business – Overview” for details. The failure of such
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technologies to perform effectively or as expected may cause us to misjudge and mismanage

store-level inventories, in which case the business of the affected stores, and our operations and

financial condition may be adversely affected. Additionally, our technology systems are subject

to damage or interruption from power surges and outages, facility damage, physical theft,

computer and telecommunications failures, inadequate or ineffective redundancy, malicious

code (including computer viruses, worms, ransomware, or similar), cyberattacks (including

account compromise; phishing; denial of service attacks; and application, network or system

vulnerability exploitation), software upgrade failures or code defects, natural disasters and

human error. Design defects or damage or interruption to these systems may require a

significant investment to fix or replace, disrupt our operations, result in the loss or corruption

of critical data, and harm our reputation, all of which could materially adversely affect our

business or results of operations.

We also rely heavily on our information technology staff. Failure to meet these staffing

needs may negatively affect our ability to fulfill our technology initiatives while continuing to

provide maintenance on existing systems. We rely on third parties to maintain and periodically

upgrade many of these systems so that they can continue to support our business. We license

the software programs supporting many of our systems from independent software developers.

The inability of these vendors, developers or us to continue to maintain and upgrade these

systems and software programs could disrupt or reduce the efficiency of our operations if we

were unable to convert to alternate systems in an efficient and timely manner and could expose

us to greater risk of a cyberattack. In addition, costs and delays associated with the

implementation of new or upgraded systems and technology, including the migration of

applications to the cloud, or with maintenance or adequate support of existing systems also

could disrupt or reduce the efficiency of our operations, fail to operate as designed, result in

the potential loss or corruption of data or information, disrupt operations and affect our ability

to meet business and reporting requirements and adversely affect our profitability.

If we fail to adopt new technologies to cater to changing consumer requirements or
emerging industry standards, or if our efforts to invest in the development of new
technologies are unsuccessful or ineffective, our business may be materially and adversely
affected.

To remain competitive, we need to continue to stay abreast of evolving industry trends

and to enhance and improve our technology accordingly. Our success will depend, in part, on

our ability to identify, develop, acquire or license leading technologies useful in our business,

and respond to technological advances and emerging industry standards and practices in a

cost-effective and timely way. In recent years, we invested in the development of many new

technologies and business initiatives. See “Business – Strengthen Technological Capabilities.”

The investments in new technologies entail significant technical and business risks. We cannot

assure you that we will be able to successfully develop or effectively use new technologies,

recoup the costs of developing new technologies or adapt our websites, mobile apps,

proprietary technologies and systems to meet consumer requirements or emerging industry

standards. If we are unable to develop technologies successfully or adapt in a cost-effective and
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timely manner in response to changing market conditions or consumer requirements, whether

for technical, legal, financial or other reasons, our business, prospects, financial condition and

results of operations may be materially and adversely affected.

Failure to protect personal or confidential information against security breaches could
subject us to significant reputational, financial and legal consequences and substantially
harm our business and results of operations.

The protection of consumer, employee, supplier, MINISO Retail Partner, local

distributors and company data is critical to our business. A significant breach of consumer,

employee, supplier, MINISO Retail Partner, local distributor or company data could attract a

substantial amount of media attention, damage our relationships with consumers and our

reputation and result in lost sales, fines or lawsuits. Throughout our operations, we receive,

retain and transmit certain personal information that consumers provide to purchase products

or services, enroll in promotional programs, participate in our membership program, or

otherwise communicate and interact with us. During such information collection process, we

take necessary steps and strive to comply with relevant PRC laws and regulations with respect

to privacy and personal data protection. If we fail to fully comply with applicable privacy, data

security and personal information protection laws, regulations, policies or other requirements,

we may be subject to civil or regulatory liabilities or challenged for a potential infringement

which may subject us to significant legal, financial and operational consequences. During the

Track Record Period, two MINISO stores owned and operated by MINISO Retail Partners were

investigated by the relevant local government authorities in March 2021, and a fine of

RMB200,000 was subsequently imposed on each store, for their unlawful collection of

customer information by using cameras for face recognition purpose. Those penalties were

fully settled by these MINISO Retail Partners in June 2021. To our knowledge, those two stores

have removed the cameras for face recognition purpose following the investigation. We cannot

assure you that all stores operated under our brands would be able to fully comply with

applicable laws regulating privacy, data security and personal information protection or other

statutory requirements at all times. If any of these stores fails to do so, it could harm our

reputation and expose us to regulatory actions or claims from third parties, all of which could

materially and adversely affect our business, financial position and results of operations. In

addition, such failure could incur extra costs for us and possibly disrupt our business.

In addition, certain aspects of our operations depend upon the secure transmission of

confidential information over public networks. Although we deploy a layered approach to

address information security threats and vulnerabilities designed to protect confidential

information against data security breaches, a compromise of our data security systems or of

those of businesses with whom we interact, which results in confidential information being

accessed, obtained, damaged or used by unauthorized or improper persons, could harm our

reputation and expose us to regulatory actions and claims from consumers, financial

institutions, payment card associations and other persons, any of which could materially and

adversely affect our business, financial position and results of operations. In addition, a

security breach could require that we expend substantial additional resources related to the

security of information systems and disrupt our business.
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As we implement our e-commerce initiative, we face heightened risks in the secure

storage of personal information or confidential information and its secure transmission over

public networks. From time to time, we collect, store and process certain volume of consumers’

personal information through our self-operated e-commerce channels to sell our products or

provide our services, and we receive information of orders of and payments by consumers

through third-party e-commerce channels in the course of our fulfillment of such orders. Online

payments for our products are settled through third-party online payment services. We also

share certain personal information about consumers with contracted third-party couriers, such

as their names, addresses, and phone numbers. In addition, we have accumulated a large

volume of data, which cover consumer’s browsing and consumption behavior information,

product manufacturing and sales information, warehousing and distribution information,

consumer service information, among others. Maintaining complete security for the storage

and transmission of confidential information on our technology system is essential to

maintaining our operating efficiency and consumer confidence as well as complying with the

applicable laws and standards.

We have adopted security policies and measures to protect our proprietary data and

consumer information. However, advances in technology, the expertise of hackers, improper

use or sharing of data, new discoveries in the field of cryptography or other events or

developments could result in a compromise or breach of the technology that we use to protect

confidential information. Our security measures may be undermined due to the actions of

outside parties, employee error, malfeasance, or otherwise, and, as a result, an unauthorized

party may obtain access to our data systems and misappropriate business and personal

information. Because the techniques used to obtain unauthorized access, disable or degrade

service, or sabotage systems change frequently and may not immediately produce signs of

intrusion, we may be unable to anticipate these techniques or to implement adequate

preventative measures. Any such breach or unauthorized access could result in significant legal

and financial exposure, damage to our reputation, and potentially have an adverse effect on our

business.

The regulatory environment surrounding information security and privacy is increasingly

demanding, and it frequently imposes new and changing requirements. In China, the PRC

Constitution, the PRC Criminal Law, the PRC Civil Code, the PRC Data Security Law and the

PRC Cyber Security Law protect individual privacy in general, which require certain

authorization or consent from Internet users prior to collection, use or disclosure of their

personal data and also protection of the security of the personal data of such users. On June

10, 2021, Standing Committee of the PRC National People’s Congress published the Data

Security Law of the PRC, effective on September 1, 2021, which lays out the lawful methods

and security requirements by which entities or individuals may collect and process data.

Moreover, the PRC Data Security Law provides a national data security review system, under

which data processing activities that affect or may affect national security shall be reviewed,

but it does not set forth details on how the data security review will be implemented. Any

organizational or individual data processing activities that violate the PRC Data Security Law

shall bear the corresponding civil, administrative or criminal liabilities depending on specific

circumstances. In early July 2021, regulatory authorities in China launched cybersecurity
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investigations in several China-based companies that are listed in the United States.

Subsequently, on November 14, 2021, the Cyberspace Administration of China, or the CAC,

issued the Regulations on the Administration of Cyber Data Security (Draft for Comments), or

the Draft Data Security Regulations, for public comments pursuant to which data processors

carrying out the following activities must, in accordance with the relevant national regulations,

apply for a cybersecurity review: (i) the merger, reorganization or spin-off of internet platform

operators that possess a large number of data resources related to national security, economic

development and public interests that affect or may affect national security; (ii) listing in a

foreign country by data processors that process the personal information of more than one

million users; (iii) listing in Hong Kong of data processors that affect or may affect national

security; and (iv) other data processing activities that affect or may affect national security. The

scope of and threshold for determining what “affects or may affect national security” is still

subject to uncertainty and further elaboration by the CAC. On December 28, 2021, the CAC

and other twelve PRC regulatory authorities jointly issued the Cybersecurity Review Measures,

which require that (i) any procurement of network products and services by critical information

infrastructure operators, which affects or may affect national security, or (ii) any data

processing activities by network platform operators, which affect or may affect national

security, or (iii) any network platform operator which has personal information of more than

one million users and is going to be listed in a foreign country, shall be subject to cybersecurity

review. Since the measures were recently promulgated, there exists uncertainties with respect

to their interpretation and implementation. In anticipation of the strengthened implementation

of cybersecurity laws and regulations and the continued expansion of our business, we cannot

rule out the possibility that we may be deemed to be a “critical information infrastructure

operator” or a “network platform operator” that affects or may affect national security under

the Cybersecurity Review Measures. If that were to happen, we would be required to follow

cybersecurity review procedures. In addition to laws, regulations and other applicable rules

regarding data privacy and cybersecurity, industry associations may propose new and different

privacy standards. For more details, see “Regulations.”

There have also been other significant developments in the PRC regulatory and

enforcement regime regarding cybersecurity, information security, privacy and data protection.

On July 6, 2021, the General Office of the CPC Central Committee and the General Office of

the State Council jointly promulgated the Opinions on Strictly Cracking Down on Illegal

Securities Activities in Accordance with the Law, which emphasized the need to strengthen

cross-border regulatory collaboration and to improve relevant laws and regulations on data

security, cross-border data transmission, and confidential information management, and

provided that efforts will be made to amend the regulations on strengthening the confidentiality

and file management framework relating to the offering and listing of securities overseas, to

enforce the responsibility of overseas listed companies with respect to information security,

and to strengthen and standardize the management of cross-border information transmission

mechanisms and procedures. In addition, on August 20, 2021, the SCNPC promulgated the

Personal Information Protection Law, which integrates the scattered rules with respect to

personal information rights and privacy protection and took effect in November 2021. The

Personal Information Protection Law aims at protecting the personal information rights and

interests, regulating the processing of personal information, ensuring the orderly and free flow
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of personal information in accordance with the law and promoting the reasonable use of

personal information. The Personal Information Protection Law applies to the processing of

personal information within China, as well as certain personal information processing activities

outside China, including those for the provision of products and services to individuals within

China or for the analysis and assessment of acts of individuals within China. Processors

processing personal information exceeding the threshold to be set by the relevant authorities

and operators of critical information infrastructure are required to store, within the PRC

territory, all personal information collected and produced within the PRC. These laws and

regulations are recently issued, and there remain uncertainties with respect to their

interpretation and implementation. In addition, additional laws or regulations on this subject

matter may be promulgated in the future which may in turn impose further requirements on us.

We are constantly in the process of evaluating the potential impact of the PRC Cyber

Security Law, the Data Security Law, the Personal Information Protection Law and other laws,

regulations and policies relating to cybersecurity, privacy, data protection and information

security on our current business practices. All these laws and regulations may result in

additional expenses and obligations to us and subject us to negative publicity, which could

harm our reputation and negatively affect the trading price of the ADSs. We expect that these

areas will receive greater public scrutiny and attention from regulators and more frequent and

rigid investigation or review by regulators, which may increase our compliance costs and

subject us to heightened risks and challenges. Despite our efforts to comply with applicable

laws, regulations and other obligations relating to cybersecurity, privacy, data protection and

information security, it is possible that our practices, offerings or services could fail to meet

all of the requirements imposed on us by such laws, regulations or obligations. We have not

experienced any material breaches of any of our cybersecurity measures and we have not been

subject to any penalties, fines, suspensions, or investigations from the CAC. However, as

uncertainties remain with respect to the interpretation and implementation of these laws,

regulations and policies regarding cybersecurity, privacy, data protection and information

security and how these laws, regulations and policies will be implemented in practice, we

cannot assure you that we will comply with such laws, regulations and policies and we may be

ordered to rectify or terminate any actions that are deemed illegal by regulatory authorities.

Any failure or perceived failure to comply with these laws, regulations or policy may result in

inquiries and other proceedings or actions against us by governmental authorities, users,

consumers or others, such as warnings, fines, penalties, required rectifications, service

suspension or removal of mobile apps from the relevant app stores and/or other sanctions, as

well as negative publicity and damage to our reputation, which could cause us to lose

customers and business partners and have an adverse effect on our business and results of

operations.

As we implement our e-commerce initiative and promote our loyalty programs in

overseas market, we may become subject to new laws and regulations applying to the

solicitation, collection, processing or use of personal or consumer information that could affect

how we store, process and share data with consumers, suppliers and other third parties. For

example, in May 2018 the European Union’s new regulation governing data practices and

privacy called the General Data Protection Regulation, or the GDPR, became effective and
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substantially replaced the data protection laws of the individual European Union member

states. The law requires companies to meet more stringent requirements regarding the handling

of personal data of individuals in the EU than were required under predecessor EU

requirements. In the United Kingdom, a Data Protection Bill that substantially implements the

GDPR also became law in May 2018. The law also increases the penalties for non-compliance,

which may result in monetary penalties of up to 20.0 million Euros or 4% of a company’s

worldwide turnover, whichever is higher. In the United States, various federal, state and

foreign legislative and regulatory bodies, or self-regulatory organizations, may expand current

laws or regulations, enact new laws or regulations or issue revised rules or guidance regarding

privacy, data protection, information security. For example, California recently enacted the

California Consumer Privacy Act, which, among other things, requires new disclosures to

California consumers and afford such consumers new abilities to opt out of certain sales of

personal information. Outside of the European Union and the U.S., many countries and

territories have laws, regulations, or other requirements relating to privacy, data protection,

information security, and consumer protection, and new countries and territories are adopting

such legislation or other obligations with increasing frequency. Compliance with changes in

privacy and information security laws and standards may result in significant expense due to

increased investment in technology and the development of new operational processes. If we

or those with whom we share information fail to comply with these laws and regulations or

experience a data security breach, our reputation could be damaged and we could be subject

to additional litigation and regulatory risks.

We may, from time to time, be subject to legal proceedings during the course of our
business operations. Our directors, management, shareholders and employees may also
from time to time be subject to legal proceedings, which could adversely affect our
reputation and results of operations.

From time to time, we are subject to allegations, and may be party to legal claims and

regulatory proceedings, relating to our business operations inside and outside China, such as

our cooperation with MINISO Retail Partners, local distributors, suppliers, landlords or other

third parties, labor disputes with our employees, intellectual property infringement claims,

product defect claims, and tort claims. Such allegations, claims and proceedings may be

brought by third parties, including consumers, suppliers, employees, business partners,

governmental or regulatory bodies, competitors or other third parties, and may include class

actions. For example, we are currently involved in four labor disputes in California. Two of

these cases are wage and hour actions, where two employees of our subsidiary in the United

States alleged that, among others, we failed to pay minimum wage and overtime wages,

authorize or permit meal periods and rest periods, and provide complete and accurate wage

statements. The plaintiffs in the two cases have reached a settlement agreement with us for

US$1,250,000. The parties will file a motion to approve the settlement with the court. As

advised by our legal adviser, the court approval on the settlement is final and conclusive. We

have made a provision in connection with these two lawsuits as of December 31, 2021 based

on the settlement amount agreed with the plaintiffs. We believe that the provision made is

sufficient. The remaining two cases are a discrimination complaint and a wage and hour

compliant filed by an employee of our subsidiary in the United States with California’s
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Division of Labor Standards Enforcement (DLSE), California’s state wage/hour enforcement

agency. We are waiting for the DLSE to set a final merits determination hearing. The amount

alleged by the employee is US$386,366.66. We believe that the allegations are lack of merits

and will defense against the allegations. Based on the advice of our legal adviser, the

allegations in these two cases are lack of merits, and we will defense vigorously against the

allegations. As a result, we believe that the probability of an unfavorable ruling against us is

low and no provision has therefore been made in respect of these two cases. During the Track

Record Period, we were also alleged that certain products we sold in California failed to

comply with Proposition 65, which is intended to allow consumers to make informed choices

about the products that may contain toxic chemicals. Under Proposition 65, businesses are

required to provide “clear and reasonable” warnings before exposing a person, knowingly and

intentionally, to a certain identified chemicals. Currently, there are two cases pending before

a court in California. We have reached a settlement agreement with the plaintiff for

US$500,000. We are currently in the process of obtaining final court approval of the

settlement.

In response to these lawsuits, we amended our internal policies and procedures that

manage our legal affairs in overseas markets. In particular, we will dedicate more resources to

actively monitor the development of local laws and regulations frequently and report relevant

risks to our headquarters and relevant overseas subsidiaries. With respect to California

Proposition 65 compliance, we have been implementing measures to ensure compliance with

Proposition 65 since 2021. Specifically, we formulated internal procedures including attaching

appropriate warning labels to alert customers with regard to toxic substance and performing

assessment periodically and also included relevant provisions in our agreement with suppliers

to ensure compliance. Before products are exported, products will be tested and labeled

accordingly. With respect to employee compensation, we will review and make salary

payments based on the actual working hours of employees pursuant to our human resources and

compensation policies. Despite that we have put in efforts to prevent similar incidents from

happening again, we may continue to be involved in additional lawsuits in the United States

or other jurisdictions in the future. The outcome of litigation, particularly class action lawsuits,

is difficult to assess or quantify. Plaintiffs in these types of lawsuits may seek recovery of very

large or indeterminate amounts, and the magnitude of the potential loss relating to such

lawsuits may remain unknown for substantial periods of time. We may incur significant

expenses related to such proceedings, which may negatively affect our operating results if

changes to our business operations are required. There may also be negative publicity

associated with litigation that could decrease consumer acceptance of our product offerings,

regardless of whether the allegations are valid or whether we are ultimately found liable. In

addition, our directors, management, shareholders and employees may from time to time be

subject to litigation, regulatory investigations, proceedings and/or negative publicity or

otherwise face potential liability and expense in relation to commercial, labor, employment,

securities or other matters, which could adversely affect our reputation and results of

operations. As a result, litigation may adversely affect our business, financial condition, results

of operations or liquidity.
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After we become a listed company on the Stock Exchange, we may face additional

exposure to claims and lawsuits. These claims could divert management time and attention

away from our business and result in significant costs to investigate and defend, regardless of

the merits of the claims. In some instances, we may elect or be forced to pay substantial

damages if we are unsuccessful in our efforts to defend against these claims, which could harm

our business, financial condition and results of operations.

We may make acquisitions, establish joint ventures and conduct other strategic
investments, which may not be successful.

To further expand our business and strengthen our market-leading position, we may tap

into new market opportunities or enter into new markets by forming strategic alliances or

making strategic investments and acquisitions. Acquisitions involve numerous risks, including

difficulties in integrating the operations and personnel of the acquired companies, distraction

of management from overseeing our existing operations, difficulties in executing new business

initiatives, entering markets or lines of business in which we have no or limited direct prior

experience, the possible loss of key employees and consumers and difficulties in achieving the

synergies we anticipated or levels of revenue, profitability, productivity or other benefits we

expected. These transactions may also cause us to significantly increase our interest expense,

leverage and debt service requirements if we incur additional debt to pay for an acquisition or

investment, issue common stock that would dilute our current shareholders’ percentage

ownership, or incur asset write-offs and restructuring costs and other related expenses.

Acquisitions, joint ventures and strategic investments involve numerous other risks, including

potential exposure to unknown liabilities of acquired or investee companies. In connection with

acquisitions, joint ventures or strategic investments outside China, we may from time to time,

in some instances enter into foreign currency contracts or other derivative instruments to hedge

some or all of the foreign currency fluctuation risks, which subjects us to the risks associated

with such derivative contracts and instruments. No assurance can be given that our

acquisitions, joint ventures and other strategic investments will be successful and will not

materially adversely affect our business, financial condition or results of operations.

Any lack of requisite approvals, licenses or permits applicable to our business may have
a material and adverse impact on our business, financial condition and results of
operations.

In accordance with the relevant laws and regulations in jurisdictions in which we operate,

we are required to maintain various approvals, licenses, permits and filings to operate our

business, including but not limited to business license, food operation license or filing for

pre-packaged food, commercial franchise filing, and fire safety inspection. These approvals,

licenses, permits and filings are obtained upon satisfactory compliance with, among other

things, the applicable laws and regulations.

As of the date of this document, we, as a franchiser engaging in franchise activities in

relation to our core brand “MINISO,” had completed commercial franchise filing pursuant to

relevant PRC laws. In addition, we also franchised other parties to engage in business
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operations using our “TOP TOY” and “WonderLife” brands. As advised by JunHe LLP, our

PRC Legal Adviser, PRC laws and regulations require a franchiser to have at least two directly

operated stores and has operated each of the two directly operated stores for over one year

before engaging in franchising activities. Our PRC Legal Adviser also advised us that a

franchiser is required to make filings with relevant government authorities within 15 days after

entering into the first franchising agreement. When we engaged in franchising activities under

our “TOP TOY” and “WonderLife” brands, we did not satisfy the legal requirement mentioned

above, nor did we make relevant filings on time, primarily due to the relevant employees’

failure to fully understand the requirements under applicable laws and regulations. As advised

by our PRC Legal Adviser, if a franchiser engages in franchising activities without meeting the

legal requirement mentioned above, the relevant government authority may require such

franchiser to make rectifications, confiscate incomes from illegal operations, impose a fine

ranging from RMB100,000 to RMB500,000, and make announcements. We have made

adjustments to our business operations under our “TOP TOY” and “WonderLife” brands, as a

result of which we currently satisfy the requirement of having at least two directly operated

stores and having operated each of the two directly operated stores for over one year with

respect to both the “TOP TOY” and “WonderLife” brands. We made the required filings for the

“WonderLife” brand in April 2022, and we are preparing similar filings for the “TOP TOY”

brand, which we currently expect to submit in July 2022. Before we are in full compliance with

relevant legal requirements, we may be subject to a confiscation of all franchise fees we have

received since June 2018 and December 2020, the date when we commenced commercial

franchising activities under the “WonderLife” brand and “TOP TOY” brand, respectively, and

are going to receive in the future until we are in full compliance. In addition, we may also be

imposed a maximum aggregate fine up to RMB500,000 for our commercial franchising

activities under the “TOP TOY” brand and “WonderLife” brand, respectively.

In addition, during the Track Record Period, we had failed to obtain the certificate for fire

control inspection for one of our directly operated TOP TOY stores and one of our directly

operated WonderLife stores in China. We became aware of this issue with the TOP TOY store

when the store was first opened and the issue with the WonderLife store during our

company-wide compliance review in February 2022. This issue occurred and we failed to take

immediate rectification measures primarily because (i) with respect to the TOP TOY store, the

open design of the store entrance disqualified us from applying for the certificate for fire

control inspection under applicable legal requirements; and (ii) with respect to the WonderLife

store, we did not receive a notice from the mall in which the store was located to apply for the

certificate. As a result, such stores may be subject to fines or suspension of operation. As of

the date of this document, we have obtained the certificate for fire control inspection for the

WonderLife store and are also considering to take rectification measures for the TOP TOY

store, which may potentially include modifying the store entrance design, but we cannot assure

you that we will be able to implement such measures or that such non-compliance can be

rectified in a timely manner. It is also possible that we may have to relocate to other premises

to continue the operation of such TOP TOY store. Given the difficulty with modifying the

design of and reconstructing the store entrance, we do not expect to obtain the certificate for

fire inspection for the TOP TOY store in the near future. Neither store has experienced any fire

safety incidents during the Track Record Period and up to the Latest Practicable Date.
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If government authorities in jurisdictions where we operate require additional licenses or

permits or provides more strict supervision requirements in the future, or if we have to obtain

relevant licenses or permits in a short period of time, there is no guarantee that we would be

able to obtain such licenses or permits or meet all the supervision requirements in a timely

manner, or at all.

We are subject to risks in relation to our business reorganizations.

Prior to the listing of the ADSs on the NYSE, our board of directors approved a plan in

May 2019 to dispose of certain loss-making subsidiaries that operate the NOME business,

Minihome business, MINISO African business and MINISO German business within one year,

and the results of these operations have been included as discontinued operations accordingly.

We completed the disposal of these businesses during the period from December 2019 to April

2020. The NOME business was disposed to Mr. Guofu Ye. The NOME business, which had

over 200 stores, was operated under the NOME brand and engaged in the sales of clothing

products and other lifestyle items, and was in competition with another company which

operated similar business under the same brand. As of June 30, 2021, all of the NOME stores

had been closed. We may in the future continue to reorganize our business or conduct other

reorganization transactions. Conducting reorganization transactions involve risks and

uncertainties. We cannot assure you that all business reorganization transactions we have

completed or will conduct in the future will yield our expected results, provide anticipated

strategic benefits or otherwise enhance shareholder value. We may even not be able to

complete contemplated transaction as planned due to a number of factors that may be beyond

our control, including, among other factors, market conditions, industry trends, the interest of

third parties in our business, shareholder approval and the availability of financing. The

process of exploring strategic alternatives may be time consuming and disruptive to our

business operations. Reorganization transactions may also lead to loss of qualified employees.

In addition, we cannot assure you that we would not be negatively affected by discontinued

operations. Any business practice or operational activity engaged by the discontinued

operations or other parties that were involved in our business reorganizations, if challenged as

inconsistent with best practice, improper or unlawful, may have a negative impact on our

reputation due to the historical association or involvement in the reorganizations. For any new

business we may acquire in the future, there may also be potential liabilities that we may not

be able to discover in a timely manner, which may also negatively affect our business

operations. If we are unable to effectively manage risks and uncertainties in connection with

reorganization transactions, our business, financial condition, liquidity and results of

operations could be adversely affected.

If we fail to remediate our material weakness in our internal control over financial
reporting, develop and maintain an effective system of internal control over financial
reporting, we may be unable to accurately report our financial results or prevent fraud.

In connection with the preparation and audits of our consolidated financial statements as

of and for the fiscal year ended June 30, 2019 and 2020, we and our independent registered

public accounting firm identified one material weakness in our internal control over financial
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reporting, which was outstanding as of December 31, 2020. Neither we nor our independent

registered public accounting firm undertook a comprehensive assessment of our internal

controls for the purposes of identifying and reporting material weaknesses and other control

deficiencies in our internal control over financial reporting. Had we performed a formal

assessment of our internal control over financial reporting or had our independent registered

public accounting firm performed an audit of our internal control over financial reporting,

additional deficiencies may have been identified.

Following the identification of the material weakness, we have taken measures and plan

to continue to take measures to remediate the deficiency. As of June 30, 2021, we determined

that this material weakness had been remediated.

We are a public company in the United States subject to the reporting requirements of the

Exchange Act, the Sarbanes-Oxley Act of 2002 and the rules and regulations of the New York

Stock Exchange, or the NYSE. Section 404 of the Sarbanes-Oxley Act, or Section 404, requires

that we include a report from management on the effectiveness of our internal control over

financial reporting in our annual report on Form 20-F beginning with our second annual report

on Form 20-F after becoming a public company for our fiscal year ending June 30, 2022. In

addition, our independent registered public accounting firm must attest to and report on the

effectiveness of our internal control over financial reporting. Our management may conclude

that our internal control over financial reporting is not effective. Moreover, even if our

management concludes that our internal control over financial reporting is effective, our

independent registered public accounting firm, after conducting its own independent testing,

may issue an adverse report if it is not satisfied with our internal controls or the level at which

our controls are documented, designed, operated or reviewed, or if it interprets the relevant

requirements differently from us.

In addition, our internal control over financial reporting will not prevent or detect all

errors and all fraud. A control system, no matter how well designed and operated, can provide

only reasonable, not absolute, assurance that the control system’s objectives will be met.

Because of the inherent limitations in all control systems, no evaluation of controls can provide

absolute assurance that misstatements due to error or fraud will not occur or that all control

issues and instances of fraud will be detected.

If we are not able to comply with the requirements of Section 404 of the Sarbanes-Oxley

Act in a timely manner, or if we are unable to maintain proper and effective internal controls,

we may not be able to produce timely and accurate financial statements. If that were to happen,

the trading price of our Shares or the ADSs could decline and we could be subject to sanctions

or investigations by the NYSE, the SEC or other regulatory authorities.
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Our leased property interest may be defective and such defects may negatively affect our
right to such leases.

We currently lease several premises in China. Ownership certificates or other similar

proof of certain leased properties have not been provided to us by the relevant lessors.

Therefore, we cannot assure you that such lessors are entitled to lease the relevant real

properties to us. It is also likely that the construction of such leased properties was illegal and

such properties may be ordered by relevant government authorities to be demolished. If any of

the foregoing happens, we may not be able to continue to use such leased properties and have

to relocate to other premises. We cannot assure you that suitable alternative locations are

readily available on commercially reasonable terms, or at all, and if we are unable to relocate

our operations in a timely manner, our operations may be adversely affected. In addition, we

also lease properties in other jurisdictions and may be subject to similar issues or risks.

In addition, under the PRC laws and regulations, lease agreements in general are required

to be registered with the local land and real estate administration bureau. The lease agreements

for some of our leased properties in China have not been registered with the relevant PRC

government authorities. Although failure to do so does not in itself invalidate the leases, we

may be subject to fines if we fail to rectify such non-compliance within the prescribed time

frame after receiving notice from the relevant PRC government authorities. The penalty ranges

from RMB1,000 to RMB10,000 for each unregistered lease, at the discretion of the relevant

authority. As of the Latest Practicable Date, we had not registered 46 lease agreements. If we

receive notice from the relevant PRC government authorities requiring us to complete the

registration with prescribed time frame and we fail to do so, the maximum aggregate amount

of potential administrative penalties we would be subject to is RMB460,000. As of the Latest

Practicable Date, we had not been subject to any administrative penalties imposed by the

relevant competent authorities in respect of lease registrations, nor had we received any

rectification notice from the relevant PRC government authorities regarding the lease

registrations. In the event that any fine is imposed on us for our failure to register our lease

agreements, we may not be able to recover such losses from the lessors.

We have limited insurance coverage, which could expose us to significant costs.

We maintain certain insurance policies to safeguard against various risks and unexpected

events associated with our business and operations, including property insurance covering

inventory and warehouse. Miniso Hong Kong Limited also maintains commercial general

liability insurance. We also provide social security insurance including pension insurance,

unemployment insurance, work-related injury insurance, maternity insurance and medical

insurance for our employees. Additionally, we provide accident insurance for certain

employees we dispatched to overseas countries. However, insurance companies in China

currently offer limited business-related insurance products. We do not maintain business

interruption insurance, nor do we maintain key-man life insurance. We cannot assure you that

our insurance coverage is sufficient to prevent us from any loss or that we will be able to

successfully claim our losses under our current insurance policy on a timely basis, or at all. If
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we incur any loss that is not covered by our insurance policies, or the compensated amount is

significantly less than our actual loss, our business, financial condition and results of

operations could be materially and adversely affected.

We may need additional capital, and financing may not be available on terms acceptable
to us, or at all.

We believe our cash and cash equivalents and our anticipated cash flows from operations

will be sufficient to meet our current and anticipated needs for general corporate purposes for

at least the next 12 months. We may, however, need additional cash resources in the future if

we experience changes in business conditions or other developments. We may also need

additional cash resources in the future if we find and wish to pursue opportunities for

investment, acquisition, capital expenditure or similar actions. If we determine in the future

that our cash requirements exceed the amount of cash and cash equivalents we have on hand,

we may seek to issue equity or equity linked securities or obtain debt financing. The issuance

and sale of additional equity would result in further dilution to our shareholders. The

incurrence of indebtedness would result in increased fixed obligations and could result in

operating covenants that would restrict our operations. We cannot assure you that financing

will be available in amounts or on terms acceptable to us, if at all.

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

In order to attract and retain qualified employees, provide incentives to our directors and

employees, and promote the success of our business, we adopted a share incentive plan in

September 2020, or the 2020 Share Incentive Plan, which amended and restated share incentive

plan(s) we, our predecessor or any of our subsidiaries adopted previously, if any, in its/their

entirety and all awards granted and outstanding thereunder survived the termination of

previous share incentive plan(s). The terms and conditions of those survived awards remain

unchanged and continue to be effective and binding under the 2020 Share Incentive Plan. The

maximum aggregate number of ordinary shares that may be issued under the 2020 Share

Incentive Plan is 147,301,128, consisting of (i) 92,586,048 Shares, which have been issued to

several share incentive awards holding vehicles for the grant of restricted shares, options or

other type of awards, and (ii) 54,715,080 Shares reserved for issuance pursuant to any awards

to be granted under the 2020 Share Incentive Plan. As of December 31, 2021, 70,879,312

restricted shares and options to purchase a total of 11,276,328 Shares have been granted and

outstanding, excluding restricted shares or options that have been forfeited or canceled after

the relevant grant dates. Upon the completion of the Listing, our Company will unwind its

weighted voting rights structure and each issued Share (including those with super-voting

rights) will be converted or re-designated to one ordinary share that would entitle its holder to

one vote at a general meeting of the Company. For the fiscal years ended June 30, 2019, 2020

and 2021 and for the six months ended December 31, 2021, we recorded RMB122.1 million,

RMB364.4 million, RMB281.3 million (US$44.1 million) and RMB50.4 million (US$7.9

million) in equity-settled share-based payment expenses, respectively.
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We believe the granting of share-based awards is of significant importance to our ability

to attract and retain key personnel and employees, and we will continue to grant share-based

awards to employees in the future. As a result, our expenses associated with equity-settled

share-based payment expenses may increase, which may have an adverse effect on our results

of operations.

Changes in international trade policies, or the escalation of tensions in international
relations, particularly with regard to China, may adversely impact our business and
operating results.

Recently, there have been heightened tensions in international relations, particularly

between the United States and China. The U.S. government has made statements and taken

certain actions that may lead to potential changes to U.S. and international trade policies

towards China. In January 2020, the “Phase One” agreement was signed between the United

States and China on trade matters. However, it remains unclear what additional actions, if any,

will be taken by the U.S. or other governments with respect to international trade agreements,

the imposition of tariffs on goods imported into the U.S., tax policy related to international

commerce, or other trade matters. Any unfavorable government policies on international trade,

such as capital controls or tariffs, or the U.S. dollar payment and settlement system may affect

the demand for our products, impact the competitive position of our products, prevent us from

selling products in certain countries, or even our participation in the U.S. dollar payment and

settlement system, which would materially and adversely affect our international operations,

results of operations and financial condition. If any new tariffs, legislation and/or regulations

are implemented, or if existing trade agreements are renegotiated or, in particular, if the U.S.

government takes retaliatory trade actions due to the recent U.S.-China trade tension, such

changes could have an adverse effect on our business, financial condition and results of

operations.

In addition to trade related tensions between China and the United States, the U.S.

government escalated tensions between the U.S. and China in recent years by revoking Hong

Kong’s special trading status and further sanctioning Chinese companies such as Huawei. Also,

the Congress of the United States enacted the Uyghur Forced Labor Prevention Act (UFLPA)

in December 2021. Effective from June 21, 2022, the UFLPA creates a rebuttable presumption

that goods mined, produced, or manufactured (wholly or in part) in China’s Xinjiang Uyghur

Autonomous Region are made with forced labor, where goods designated as such will be

subject to an import ban into the United States. The President of the United States may also

impose sanctions on companies that knowingly engage in, are responsible for, or facilitate

forced labor in Xinjiang. We plan to review our supplier relationships and make efforts to

comply with any new law that may affect us. However, there is no assurance that we will be

able to identify all activities conducted by our suppliers or other business partners as we do not

have a control over them. To the extent we identify any potential non-compliance by any of our

suppliers, we may have to find and establish relationships with alternative qualified suppliers

under commercially acceptable terms. We cannot assure you that we will be able to do so in
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a timely manner. Under extreme situations, we may be subject to negative publicities or even

be subject to regulatory actions, which may negatively affect our reputation and brand image,

our business and results of operations, and may materially and adversely affect the price of our

Shares or the ADSs.

Recently, the war in Ukraine and sanctions on Russia increased the uncertainties in the

relations between China and the United States, and tensions between two countries could be

heightened as a result. These tensions have affected both diplomatic and economic ties between

the two countries. Heightened tensions could reduce levels of trade, investments, technological

exchanges, and other economic activities between the two major economies. The existing

tensions and any further deterioration in the relationship between the United States and China

may have a negative impact on the general, economic, political, and social conditions in both

countries and, given our reliance on the Chinese market, adversely impact our business,

financial condition, and results of operations.

Furthermore, the tension between China and India as a result of border clashes between

troops of China and India have also resulted in a number of mobile apps developed by Chinese

companies and operated in India being banned by the Indian government. We are unable to

predict how international relations between China and other countries will develop. To the

extent tensions in international relations between China and other countries escalate, our

international operations, financial condition and results of operations could be materially and

adversely affected.

We are subject to anti-corruption, anti-bribery, anti-money laundering, financial and
economic sanctions and similar laws, and non-compliance with such laws can subject us
to administrative, civil and criminal fines and penalties, collateral consequences, remedial
measures and legal expenses, all of which could adversely affect our business, results of
operations, financial condition and reputation.

We are subject to anti-corruption, anti-bribery, anti-money laundering, financial and

economic sanctions and similar laws and regulations in various jurisdictions in which we

conduct activities, including the U.S. Foreign Corrupt Practices Act, or FCPA, the U.K. Bribery

Act 2010, and other anti-corruption laws and regulations. Any non-compliance with anti-

corruption, anti-bribery, anti-money laundering or financial and economic sanctions laws could

subject us to whistleblower complaints, adverse media coverage, investigations, and severe

administrative, civil and criminal sanctions, collateral consequences, remedial measures and

legal expenses, all of which could materially and adversely affect our business, results of

operations, financial condition and reputation.

We sell our products to many countries or regions. Certain countries, regions, or

individual counterparties with which we trade or operate in, or may trade or operate in the

future, may be or become the subject of economic sanctions of one or more countries that may

have jurisdiction over all or portions of our operations. Although we have adopted a policy of

complying with all sanctions laws applicable to us, we have operations in a large number of

countries, and there is no assurance we will be successful in complying with these types of
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laws, including sanctions programs administered by the U.S. Department of Treasury’s Office

of Foreign Asset Controls, or OFAC, Her Majesty’s Treasury of the United Kingdom, the

European Union and its Member States, and others.

In particular, in early 2017, our Hong Kong branch entered into a five-year international

agency contract with a North Korean company under which the North Korean company

purchased our products and operated a store in Pyongyang, North Korea under the “MINISO”

brand. We terminated the international agency contract and our relationship with the North

Korean company in August 2017. During this brief period in 2017, we sold approximately

RMB0.6 million in store decoration materials and products to the North Korean company.

North Korea is subject to sanctions programs implemented and enforced by various

jurisdictions, including China, Japan, Hong Kong and the United States. Certain of these

sanctions were enacted pursuant to resolutions of the United Nations Securities Council, or the

UNSC. These UNSC resolutions direct United Nations member states to implement sanctions

on North Korea, including prohibitions on exports of luxury goods and the formation of joint

ventures. While sanctions are implemented and enforced at the national level, the sanctions are

monitored by a UN Panel of Experts for North Korea, which periodically issues public reports

that include information on observed violations of the sanctions and encourages member states

to bring enforcement actions.

A report from the UN Panel of Experts for North Korea dated March 5, 2018 included

information about the MINISO brand store in Pyongyang as a possible violation of the

sanctions prohibiting the sale of luxury goods and the establishment and maintenance of joint

ventures. A second report from the UN Panel of Experts dated March 5, 2019 noted the

continued operation of the Pyongyang store (as of July 2018) and the existence of a possible

joint venture between us and the North Korean company as a violation of sanctions.

Subsequent to our being named in the UN reports, we provided cease and desist letters to the

North Korean company instructing them to cease using our brand name or trade dress; we also

contacted the UN Panel of Experts to explain that our exports to North Korea were not luxury

goods, that we had terminated our relationship with the North Korean company in August 2017,

and that we had not entered into any joint venture with a North Korean company. We were also

contacted by Hong Kong and Japanese enforcement authorities and provided them with similar

information. Although we have terminated the international agency contract and our

relationship with the North Korean company and provided cease and desist letters to the North

Korean company instructing it to cease using our brand name or trade dress, the North Korean

company may not follow our instruction and continue to illegally use our brand name or trade

dress in the North Korea.

We may be subject to sanctions enforcement actions as a result of our prior sales to North

Korea or other activities, which could subject us to fines or other civil or criminal penalties and

could be material to our results of operations. Although we have not been named in the

subsequent UN reports issued in August 2019 and March 2020, we cannot assure you that we

will not be named in any UN reports or subject to other sanctions in the future. If that were

to happen, our international operations, results of operations, financial condition, or even our
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participation in the U.S. dollar payment and settlement system would be materially and

adversely affected. The United States has also since September of 2017 maintained a

“secondary sanctions” regime against North Korea, pursuant to which there is authority to

impose U.S. blocking sanctions against entities engaged in targeted transactions involving

North Korea, including any significant exportation of goods, services, or technology to North

Korea, whether or not such transactions fall within U.S. jurisdiction in any way. Imposition of

U.S. blocking sanctions against us would effectively exclude us from the U.S. dollar economy

and would have a materially adverse effect on our business.

Furthermore, any violation of economic sanctions, or even an alleged or suspected

violation, could harm our reputation and cause financial institutions or other counterparties to

refuse to do business with us. Our relationships with very few international financial

institutions have been affected as a result of the UN reports, as they have sought details about

our business with sanctioned parties, and future events could have a further impact. Such

events could also cause some investors to sell or avoid purchasing our securities, to be

consistent with their internal investment policies or to avoid reputational damage. All of these

may negatively affect our business, our results of operations, or the trading price of our Shares

or the ADSs. In addition, changes in economic sanctions laws in the future could also adversely

impact our business and investments in our Shares or the ADSs.

Natural disasters and unusual weather conditions, power outages, pandemic outbreaks,
terrorist acts, global political events and other serious catastrophic events could disrupt
business and result in lower sales and otherwise materially adversely affect our financial
performance.

In addition to the impact of COVID-19, natural disasters, such as fires, earthquakes,

hurricanes, floods, tornadoes, unusual weather conditions, power outages, other pandemic

outbreaks, terrorist acts or disruptive global political events, or similar disruptions could

materially adversely affect our business and financial performance. Uncharacteristic or

significant weather conditions can affect consumer shopping patterns, which could lead to lost

sales or greater than expected markdowns and materially adversely affect our results of

operations. These events could result in server interruptions, breakdowns, system failures,

technology platform failures or internet failures, which could cause the loss or corruption of

data or malfunctions of software or hardware as well as adversely affect our ability to operate

our platforms and sell our products. These events could also result in increases in fuel (or other

energy) prices or a fuel shortage, delays in opening new stores, the temporary lack of an

adequate work force in a market, the temporary or long-term disruption in the supply of

products from some domestic and overseas suppliers, the temporary disruption in the transport

of goods to overseas, delay or increased transportation costs in the delivery of goods to our

warehouses or stores, the inability of consumers to reach or have transportation to stores

directly affected by such events, the temporary reduction in the availability of products in

stores and disruption of our utility services or to our information systems. These events also

can have indirect consequences such as increases in the costs of insurance if they result in

significant loss of property or other insurable damage. To the extent these events result in the

closure of one or more of stores or our administrative offices or impact one or more of our key
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suppliers, our operations and financial performance could be materially adversely affected. Our

headquarters is located in Guangzhou, where most of our directors and management and the

majority of our employees currently reside. Most of our system hardware and back-up systems

are hosted in facilities located in Guangzhou. Consequently, if any natural disasters, health

epidemics or other public safety concerns were to affect Guangzhou, our operation may

experience material disruptions, which may materially and adversely affect our business,

financial condition and results of operations.

RISKS RELATED TO DOING BUSINESS IN CHINA

The PCAOB is currently unable to inspect our auditor in relation to their audit work
performed for our financial statements and the inability of the PCAOB to conduct
inspections over our auditor deprives our investors with the benefits of such inspections.

Our auditor, the independent registered public accounting firm that issues the audit report

included elsewhere in this document, as an auditor of companies that are traded publicly in the

United States and a firm registered with the Public Company Accounting Oversight Board

(United States), or the PCAOB, is subject to laws in the United States pursuant to which the

PCAOB conducts regular inspections to assess its compliance with the applicable professional

standards. Since our auditor is located in China, a jurisdiction where the PCAOB has been

unable to conduct inspections without the approval of the Chinese authorities, our auditor is not

currently inspected by the PCAOB. As a result, we and investors in the ADSs are deprived of

the benefits of such PCAOB inspections. The inability of the PCAOB to conduct inspections

of auditors in China makes it more difficult to evaluate the effectiveness of our independent

registered public accounting firm’s audit procedures or quality control procedures as compared

to auditors outside of China that are subject to the PCAOB inspections, which could cause

investors and potential investors in the ADSs to lose confidence in our audit procedures and

reported financial information and the quality of our financial statements.

The ADSs will be prohibited from trading in the United States under the Holding Foreign
Companies Accountable Act, or the HFCAA, in 2024 if the PCAOB is unable to inspect or
fully investigate auditors located in China, or as early as 2023 if proposed changes to the
law are enacted. The delisting of the ADSs, or the threat of their being delisted, may
materially and adversely affect the value of your investment.

The Holding Foreign Companies Accountable Act, or the HFCAA, was signed into law

on December 18, 2020. The HFCAA states if the SEC determines that we have filed audit

reports issued by a registered public accounting firm that has not been subject to inspection for

the PCAOB for three consecutive years beginning in 2021, the SEC shall prohibit our Shares

or ADSs from being traded on a national securities exchange or in the over-the-counter trading

market in the United States. On December 16, 2021, the PCAOB issued a report to notify the

SEC of its determination that the PCAOB is unable to inspect or investigate completely

registered public accounting firms headquartered in mainland China and Hong Kong. The

PCAOB identified our auditor as one of the registered public accounting firms that the PCAOB

is unable to inspect or investigate completely.
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Whether the PCAOB will be able to conduct inspections of our auditor before the

issuance of our financial statements on Form 20-F for the year ending June 30, 2024, which

is due by October 31, 2024, or at all, is subject to substantial uncertainty and depends on a

number of factors out of our, and our auditor’s, control. If our Shares and ADSs are prohibited

from trading in the United States, there is no certainty that we will be able to list on a non-U.S.

exchange or that a market for our Shares will develop outside of the United States. Such a

prohibition would substantially impair your ability to sell or purchase the ADSs when you wish

to do so, and the risk and uncertainty associated with delisting would have a negative impact

on the price of the ADSs. Also, such a prohibition would significantly affect our ability to raise

capital on terms acceptable to us, or at all, which would have a material adverse impact on our

business, financial condition, and prospects.

On June 22, 2021, the U.S. Senate passed a bill which would reduce the number of

consecutive non-inspection years required for triggering the prohibitions under the HFCAA

from three years to two. On February 4, 2022, the U.S. House of Representatives passed a bill

which contained, among other things, an identical provision. If this provision is enacted into

law and the number of consecutive non-inspection years required for triggering the

prohibitions under the HFCAA is reduced from three years to two, then our Shares and ADSs

could be prohibited from trading in the United States as early as 2023.

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

A majority of our operations are located in China. Accordingly, our business, prospects,

financial condition and results of operations may be influenced to a significant degree by

political, economic and social conditions in China generally and by continued economic

growth in China as a whole.

The Chinese economy differs from the economies of most developed countries in many

respects, including the amount of government involvement, level of development, growth rate,

control of foreign exchange and allocation of resources. Although the Chinese government has

implemented measures emphasizing the utilization of market forces for economic reform, the

reduction of state ownership of productive assets and the establishment of improved corporate

governance in business enterprises, a substantial portion of productive assets in China are still

owned by the government. In addition, the Chinese government continues to play a significant

role in regulating industry development by imposing industrial policies. The Chinese

government also exercises significant control over China’s economic growth through allocating

resources, controlling payment of foreign currency-denominated obligations, setting monetary

policy and providing preferential treatment to particular industries or companies.

While the Chinese economy has experienced significant growth over the past decades,

growth has been uneven, both geographically and among various sectors of the economy. The

retail industry is highly sensitive to general economic changes. Any adverse changes in

economic conditions in China, in the policies of the Chinese government or in the laws and

regulations in China could have a material adverse effect on the overall economic growth of
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China. Such developments could adversely affect our business and operating results, lead to a

reduction in demand for our services and adversely affect our competitive position. The

Chinese government has implemented various measures to encourage economic growth and

guide the allocation of resources. Some of these measures may benefit the overall Chinese

economy, but may have a negative effect on us. For example, our financial condition and

results of operations may be adversely affected by government control over capital investments

or changes in tax regulations. The growth rate of the Chinese economy has gradually slowed

since 2010, and the COVID-19 also had some impact on the Chinese economy in 2020. Any

prolonged slowdown in the global and Chinese economy may reduce the demand for our

products and services and materially and adversely affect our business and results of

operations.

Uncertainties in the interpretation and enforcement of PRC laws and regulations could
limit the legal protections available to you and us.

The PRC legal system is a civil law system based on written statutes. Unlike the common

law system, prior court decisions may be cited for reference but have limited precedential

value.

Our PRC subsidiaries are foreign-invested enterprises and are subject to laws and

regulations applicable to foreign-invested enterprises as well as various Chinese laws and

regulations generally applicable to companies incorporated in China. For instance, on March

15, 2019, the Standing Committee of National People’s Congress promulgated the PRC Foreign

Investment Law, which became effective on January 1, 2020. The PRC Foreign Investment

Law replaces the trio of existing laws regulating foreign investment in China, namely, the

Wholly Foreign-owned Enterprises Law, the Sino-foreign Equity Joint Ventures Law, and the

Sino-foreign Cooperative Joint Ventures Law, together with their implementation rules and

ancillary regulations, and embodies an expected PRC regulatory trend to rationalize its foreign

investment regulatory regime in line with prevailing international practice and the legislative

efforts to unify the corporate legal requirements for both foreign and domestic investments.

However, since some of these laws and regulations are relatively new and the PRC legal system

continues to evolve, the interpretations and enforcement of these laws, regulations and rules

involve uncertainties.

From time to time, we may have to resort to administrative and court proceedings to

enforce our legal lights. However, since PRC administrative and court authorities have the

authority and discretion in interpreting and implementing statutory and contractual terms, it

may be more difficult to evaluate the outcome of administrative and court proceedings and the

level of protection we enjoy than in more developed legal systems. Furthermore, the PRC legal

system is based in part on government policies and internal rules, some of which are not

published on a timely basis or at all, and which may have a retroactive effect. As a result, we

may not be aware of our violation of any of these policies and rules until sometime after the

violation. In addition, any administrative and court proceedings in China may be protracted,

resulting in substantial costs and diversion of resources and management attention. Such

uncertainties, including uncertainty over the scope and effect of our contractual, property

RISK FACTORS

– 118 –



(including intellectual property) and procedural rights, and any failure to respond to changes

in the regulatory environment in China could materially and adversely affect our business and

impede our ability to continue our operations.

Furthermore, recently, certain PRC regulatory authorities issued Opinions on Strictly

Cracking Down on Illegal Securities Activities, which were available to the public on July 6,

2021 and further emphasized to strengthen the cross-border regulatory collaboration, to

improve relevant laws and regulations on data security, cross-border data transmission, and

confidential information management, and provided that efforts will be made to revise the

regulations on strengthening the confidentiality and file management relating to the offering

and listing of securities overseas, to implement the responsibility on information security of

overseas listed companies, and to strengthen the standardized management of cross-border

information provision mechanisms and procedures. However, these opinions were newly

issued, and there were no further explanations or detailed rules or regulations with respect to

such opinions, and there are still uncertainties regarding the interpretation and implementation

of these opinions.

These and other similar legal and regulatory developments could lead to legal and

economic uncertainty, affect how we operate our business, how we process and use data, and

how we transfer personal data from one jurisdiction to another, which could negatively impact

demand for our products. We may incur substantial costs to comply with such laws and

regulations, to meet the demands of our customers relating to their own compliance with

applicable laws and regulations, and to establish and maintain internal compliance policies.

The PRC government’s significant oversight and discretion over our business operations
could result in a material adverse change in our operations and the value of the ADSs.

We conduct our business primarily in China. Our operations in China are governed by

PRC laws and regulations. The PRC government has significant oversight and discretion over

the conduct of our business, and may intervene or influence our operations as the government

deems appropriate to advance regulatory and societal goals and policy positions. The PRC

government has recently published new policies that significantly affected certain industries

and we cannot rule out the possibility that it will in the future release regulations or policies

that directly or indirectly affect our industry or require us to seek additional permission to

continue our operations, which could result in a material adverse change in our operation

and/or the value of our Shares or the ADSs. Therefore, investors of our company and our

business face potential uncertainty from actions taken by the PRC government affecting our

business.
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Litigation and negative publicity surrounding China-based companies listed in the U.S.
may result in increased regulatory scrutiny of us and negatively impact the trading price
of the ADSs and could have a material adverse effect upon our business, including our
results of operations, financial condition, cash flows and prospects.

We believe that litigation and negative publicity surrounding companies with operations

in China that are listed in the U.S. have negatively impacted stock prices for such companies.

Various equity-based research organizations have published reports on China-based companies

after examining, among other things, their corporate governance practices, related party

transactions, sales practices and financial statements that have led to special investigations and

stock suspensions on national exchanges. Any similar scrutiny of us, regardless of its lack of

merit, could result in a diversion of management resources and energy, potential costs to defend

ourselves against rumors, decreases and volatility in the trading price of our Shares or the ADS,

and increased directors and officers insurance premiums and could have a material adverse

effect upon our business, including our results of operations, financial condition, cash flows

and prospects.

Proceedings instituted by the SEC against Chinese affiliates of the “big four” accounting
firms, including our independent registered public accounting firm, could result in
financial statements being determined to not be in compliance with the requirements of
the Exchange Act.

Starting in 2011 the Chinese affiliates of the “big four” accounting firms, including our

independent registered public accounting firm, were affected by a conflict between U.S. and

Chinese law. Specifically, for certain U.S.-listed companies operating and audited in the PRC,

the SEC and the PCAOB sought to obtain from the Chinese firms access to their audit work

papers and related documents. The firms were, however, advised and directed that under

Chinese law, they could not respond directly to the U.S. regulators on those requests, and that

requests by foreign regulators for access to such papers in China had to be channeled through

the CSRC.

In late 2012, this impasse led the SEC to commence administrative proceedings under

Rule 102(e) of its Rules of Practice and also under the Sarbanes-Oxley Act of 2002 against the

Chinese accounting firms, including our independent registered public accounting firm. A first

instance trial of the proceedings in July 2013 in the SEC’s internal administrative court resulted

in an adverse judgment against the firms. The administrative law judge proposed penalties on

the firms including a temporary suspension of their right to practice before the SEC, although

that proposed penalty did not take effect pending review by the Commissioners of the SEC. On

February 6, 2015, before a review by the Commissioner had taken place, the firms reached a

settlement with the SEC. Under the settlement, the SEC accepts that future requests by the SEC

for the production of documents will normally be made to the CSRC. The firms will receive

matching Section 106 requests, and are required to abide by a detailed set of procedures with

respect to such requests, which in substance require them to facilitate production via the CSRC.

If they fail to meet specified criteria, the SEC retains authority to impose a variety of additional

remedial measures on the firms depending on the nature of the failure. Remedies for any future
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non-compliance could include, as appropriate, an automatic six-month bar on a single firm’s

performance of certain audit work, commencement of a new proceeding against a firm, or, in

extreme cases, the resumption of the current proceeding against all four firms. If additional

remedial measures are imposed on the Chinese affiliates of the “big four” accounting firms,

including our independent registered public accounting firm, in administrative proceedings

brought by the SEC alleging the firms’ failure to meet specific criteria set by the SEC with

respect to requests for the production of documents, we could be unable to timely file future

financial statements in compliance with the requirements of the Exchange Act.

In the event that the SEC restarts the administrative proceedings, depending upon the

final outcome, listed companies in the United States with major PRC operations may find it

difficult or impossible to retain auditors in respect of their operations in the PRC, which could

result in financial statements being determined not to be in compliance with the requirements

of the Exchange Act, including possible delisting. Moreover, any negative news about any such

future proceedings against these audit firms may cause investor uncertainty regarding

China-based, U.S.-listed companies and the market price of the ADSs may be adversely

affected.

If our independent registered public accounting firm was denied, even temporarily, the

ability to practice before the SEC and we were unable to timely find another registered public

accounting firm to audit and issue an opinion on our financial statements, our financial

statements could be determined not to be in compliance with the requirements of the Exchange

Act. Such a determination could ultimately lead to the delisting of the ADSs from the NYSE

or deregistration from the SEC, or both, which would substantially reduce or effectively

terminate the trading of the ADSs in the United States.

We may rely on dividends and other distributions on equity paid by our PRC subsidiaries
to fund any cash and financing requirements we may have, and any limitation on the
ability of our PRC subsidiaries to make payments to us could have a material and adverse
effect on our ability to conduct our business.

We are a holding company, and we may rely on dividends and other distributions on

equity paid by our PRC subsidiaries for our cash and financing requirements, including the

funds necessary to pay dividends and other cash distributions to our shareholders and service

any debt we may incur. Current PRC regulations permit our PRC subsidiaries to pay dividends

to us only out of their accumulated after-tax profits upon satisfaction of relevant statutory

conditions and procedures, if any, determined in accordance with Chinese accounting standards

and regulations. In addition, each of our PRC subsidiaries is required to set aside at least 10%

of its accumulated profits each year, if any, to fund certain reserve funds until the total amount

set aside reaches 50% of its registered capital. For a detailed discussion of applicable PRC

regulations governing distribution of dividends, see “Regulations – Regulations Relating to

Our Industry and Products – Regulations relating to Dividend Distribution.” Additionally, if

our PRC subsidiaries incur debt on their own behalf in the future, the instruments governing

their debt may restrict their ability to pay dividends or make other distributions to us. Any
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limitation on the ability of our PRC subsidiaries to pay dividends or make other distributions

to us could materially and adversely limit our ability to grow, make investments or acquisitions

that could be beneficial to our business, pay dividends, or otherwise fund and conduct our

business.

To address the persistent capital outflow and the Renminbi’s depreciation against the U.S.

dollar in the fourth quarter of 2016, the People’s Bank of China and the State Administration

of Foreign Exchange, or SAFE, have implemented a series of capital control measures in the

subsequent months, including stricter vetting procedures for China-based companies to remit

foreign currency for overseas acquisitions, dividend payments and shareholder loan

repayments. For instance, the Circular on Promoting the Reform of Foreign Exchange

Management and Improving Authenticity and Compliance Review, or the SAFE Circular 3,

issued on January 26, 2017, provides that the banks shall, when dealing with dividend

remittance transactions from domestic enterprise to its offshore shareholders of more than

US$50,000, review the relevant board resolutions, original tax filing form and audited financial

statements of such domestic enterprise based on the principle of genuine transaction. The PRC

government may continue to strengthen its capital controls and our PRC subsidiaries’ dividends

and other distributions may be subject to tightened scrutiny in the future. Any limitation on the

ability of our PRC subsidiaries to pay dividends or make other distributions to us could

materially and adversely limit our ability to grow, make investments or acquisitions that could

be beneficial to our business, pay dividends, or otherwise fund and conduct our business.

In addition, the Enterprise Income Tax Law and its implementation rules provide that a

withholding tax at a rate of 10% will be applicable to dividends payable by Chinese companies

to non-PRC-resident enterprises unless reduced under treaties or arrangements between the

PRC central government and governments of other countries or regions where the non-PRC

resident enterprises are tax resident. See “–If we are classified as a PRC resident enterprise for

PRC income tax purposes, such classification could result in unfavorable tax consequences to

us and our non-PRC shareholders or ADS holders.”

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

China’s overall economy and the average wage in China have increased in recent years

and are expected to continue to grow. The average wage level for our employees has also

increased in recent years. We expect that our labor costs, including wages and employee

benefits, will continue to increase. Unless we are able to pass on these increased labor costs

to those who pay for our services, our profitability and results of operations may be materially

and adversely affected.

In addition, we have been subject to stricter regulatory requirements in terms of entering

into labor contracts with our employees and paying various statutory employee benefits,

including pensions, housing fund, medical insurance, work-related injury insurance,

unemployment insurance and maternity insurance to designated government agencies for the

benefit of our employees. Pursuant to the PRC Labor Contract Law and its implementation
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rules, employers are subject to stricter requirements in terms of signing labor contracts,

minimum wages, paying remuneration, determining the term of employee’s probation and

unilaterally terminating labor contracts. In the event that we decide to terminate some of our

employees or otherwise change our employment or labor practices, the PRC Labor Contract

Law and its implementation rules may limit our ability to effect those changes in a desirable

or cost-effective manner, which could adversely affect our business and results of operations.

In October 2010, the Standing Committee of the National People’s Congress promulgated

the PRC Social Insurance Law, effective on July 1, 2011 and amended on December 29, 2018.

On April 3, 1999, the State Council promulgated the Regulations on the Administration of

Housing Funds, which was amended on March 24, 2002 and March 24, 2019. Companies

registered and operating in China are required under the Social Insurance Law and the

Regulations on the Administration of Housing Funds to apply for social insurance registration

and housing fund deposit registration within 30 days of their establishment and to pay for their

employees different social insurance including pension insurance, medical insurance, work-

related injury insurance, unemployment insurance and maternity insurance to the extent

required by law. We could be subject to orders by the competent labor authorities for

rectification and failure to comply with the orders may further subject us to administrative

fines.

As the interpretation and implementation of labor-related laws and regulations are still

evolving, we cannot assure you that our employment practices do not and will not violate

labor-related laws and regulations in China, which may subject us to labor disputes or

government investigations. We cannot assure you that we have complied or will be able to

comply with all labor-related law and regulations including those relating to obligations to

make social insurance payments and contribute to the housing provident funds. During the

Track Record Period, certain of our PRC subsidiaries made insufficient contributions to social

security insurance and housing provident fund. The social insurance authorities may demand

us to make payments or supplementary payments for the unpaid social insurance premium

within a prescribed time limit together with a 0.05% surcharge of the unpaid social insurance

premium from the due date. If the payment is not made within such time limit, the authorities

may impose a fine ranging from one to three times of the total outstanding amount. The unpaid

social security insurance contribution amounted to RMB4.7 million, RMB2.5 million, RMB6.8

million and RMB8.9 million in the fiscal years ended June 30, 2019, 2020 and 2021 and the

six months ended December 31, 2021, respectively. The housing provident fund administration

center may also order us to pay the outstanding amount within a prescribed time limit. If the

payment is not made within such time limit, an application may be made to the PRC courts for

compulsory enforcement. As advised by our PRC Legal Adviser, although there are no explicit

legal provisions or regulations that impose additional penalties for such under-payment, we

may be ordered to pay the outstanding amount of the housing provident fund. The outstanding

amount of the housing provident fund would be in the sum of RMB0.8 million, RMB1.6

million, RMB3.1 million and RMB2.8 million for the fiscal years ended June 30, 2019, 2020
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and 2021 and the six months ended December 31, 2021, respectively. If we are deemed to have

violated relevant labor laws and regulations, we could be required to provide additional

compensation to our employees and our business, financial condition and results of operations

will be adversely affected.

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

The conversion of Renminbi into foreign currencies, including Hong Kong dollars and the

U.S. dollars, is based on rates set by the People’s Bank of China. The Renminbi has fluctuated

against Hong Kong dollars and the U.S. dollars, at times significantly and unpredictably. The

value of Renminbi against Hong Kong dollars, the U.S. dollars and other currencies is affected

by changes in China’s political and economic conditions and by China’s foreign exchange

policies, among other things. We cannot assure you that Renminbi will not appreciate or

depreciate significantly in value against Hong Kong dollars and the U.S. dollars in the future.

It is difficult to predict how market forces or PRC or U.S. government policy may impact the

exchange rate between Renminbi and the U.S. dollars in the future.

Any significant appreciation or depreciation of Renminbi may materially and adversely

affect our revenues, earnings and financial position, and the value of, and any dividends

payable on, our Shares or the ADSs in foreign currency. For example, to the extent that we need

to convert Hong Kong dollars we receive from the Global Offering into Renminbi to pay our

operating expenses, appreciation of Renminbi against the U.S. dollars would have an adverse

effect on the RMB amount we would receive from the conversion. Conversely, a significant

depreciation of Renminbi against Hong Kong dollars and the U.S. dollars may significantly

reduce Hong Kong dollars and the U.S. dollars equivalent of our earnings, which in turn could

adversely affect the price of our Shares or the ADSs.

Very limited hedging options are available in China to reduce our exposure to exchange

rate fluctuations. We have only entered into a few hedging transactions in an effort to reduce

our exposure to foreign currency exchange risk. While we may decide to enter into more

hedging transactions in the future, the availability and effectiveness of these hedges may be

limited and we may not be able to adequately hedge our exposure or at all. In addition, our

currency exchange losses may be magnified by PRC exchange control regulations that restrict

our ability to convert Renminbi into foreign currency. As a result, fluctuations in exchange

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

We are an offshore holding company conducting our operations in China through our PRC

subsidiaries. We may make loans to our PRC subsidiaries subject to the approval from

governmental authorities and limitation of amount, or we may make additional capital

contributions to our wholly foreign-owned subsidiaries in China. Any loans to our wholly

foreign-owned subsidiaries in China, which are treated as foreign-invested enterprises under

PRC law, are subject to PRC regulations and foreign exchange loan registrations. For example,

loans by us to our wholly foreign-owned subsidiaries in China to finance their activities cannot

exceed statutory limits, i.e. the difference between its total amount of investment and its

registered capital, or certain amount calculated based on elements including capital or net

assets and the cross-border financing leverage ratio (“Macro-prudential Management Mode”)

under relevant PRC laws and the loans must be registered with the local counterpart of the State

Administration of Foreign Exchange, or SAFE, or filed with SAFE in its information system.

According to the Circular of the People’s Bank of China and the State Administration of

Foreign Exchange on Adjusting the Macro-prudent Adjustment Parameter for Cross-border

Financing (《中國人民銀行 國家外匯管理局關於調整企業跨境融資宏觀審慎調節參數的通
知》) issued on January 7, 2021, the macroprudent adjustment parameter for cross-border

financing has been decreased to 1 from 1.25. Moreover, any medium or long-term loan to be

provided by us to our PRC subsidiaries must also be registered with the NDRC.

We may also decide to finance our wholly foreign-owned subsidiaries in China by means

of capital contributions. These capital contributions shall go through registration procedures

from competent administration for market regulation. SAFE issued the Circular on the

Management Concerning the Reform of the Payment and Settlement of Foreign Currency

Capital of Foreign-Invested Enterprises, or SAFE Circular 19, which took effect on June 1,

2015. SAFE Circular 19 allows for the use of RMB converted from the foreign currency-

denominated capital for equity investments in the PRC provided that such usage shall fall into

the scope of business of the foreign-invested enterprise, which will be regarded as the

reinvestment of foreign-invested enterprise. In addition, SAFE promulgated the Circular

Regarding Further Promotion of the Facilitation of Cross-Border Trade and Investment on

October 23, 2019, or SAFE Circular 28, pursuant to which all foreign-invested enterprises can

make equity investments in the PRC with their capital funds in accordance with the law. As

SAFE Circular 28 is new and the relevant government authorities have broad discretion in

interpreting the regulation, it is unclear whether SAFE will permit such capital funds to be used

for equity investments in the PRC in actual practice.

In light of the various requirements imposed by PRC regulations on loans to and direct

investment in PRC entities by offshore holding companies, we cannot assure you that we will

be able to complete the necessary government registrations or reporting of information on

foreign investment on a timely basis, if at all, with respect to future loans to our PRC

RISK FACTORS

– 125 –



subsidiaries or future capital contributions by us to our wholly foreign-owned subsidiaries in

China. As a result, uncertainties exist as to our ability to provide prompt financial support to

our PRC subsidiaries when needed. If we fail to complete such registrations or record-filings,

our ability to use foreign currency, including the proceeds we received from our initial public

offering, and to capitalize or otherwise fund our PRC operations may be negatively affected,

which could materially and adversely affect our liquidity and our ability to fund and expand

our business.

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

The PRC government imposes controls on the convertibility of the RMB into foreign

currencies and, in certain cases, the remittance of currency out of China. We receive

substantially all of our revenues dominated in RMB. Under our current corporate structure, our

company in the Cayman Islands may rely on dividend payments from our PRC subsidiaries to

fund any cash and financing requirements we may have. Under existing PRC foreign exchange

regulations, payments of current account items, such as profit distributions and trade and

service-related foreign exchange transactions, can be made in foreign currencies without prior

approval from SAFE by complying with certain procedural requirements. Therefore, our

wholly foreign-owned subsidiaries in China are able to pay dividends in foreign currencies to

us without prior approval from SAFE, subject to the condition that the remittance of such

dividends outside of the PRC complies with certain procedures under PRC foreign exchange

regulation, such as the overseas investment registrations by our shareholders or the ultimate

shareholders of our corporate shareholders who are PRC residents. But approval from or

registration with appropriate government authorities or delegated banks is required where

RMB is to be converted into foreign currency and remitted out of China to pay capital expenses

such as the repayment of loans denominated in foreign currencies. The PRC government may

also at its discretion restrict access in the future to foreign currencies for current account

transactions. If the foreign exchange control system prevents us from obtaining sufficient

foreign currencies to satisfy our foreign currency demands, we may not be able to pay

dividends in foreign currencies to our shareholders, including holders of our Shares or the

ADSs.

PRC regulations relating to offshore investment activities by PRC residents may limit our
PRC subsidiaries’ ability to increase their registered capital or distribute profits to us or
otherwise expose us or our PRC resident beneficial owners to liability and penalties under
PRC law.

SAFE requires PRC residents or entities to register with SAFE or its local branch or its

designated banks in connection with their establishment or control of an offshore entity

established for the purpose of overseas investment or financing. In addition, such PRC

residents or entities must update their SAFE registrations when the offshore special purpose

vehicle undergoes certain material events. According to the SAFE Circular on Further

Simplification and Improvement in Foreign Exchange Administration Policies on Direct

Investment (《國家外匯管理局關於進一步簡化和改進直接投資外匯管理政策的通知》),
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which became effective on June 1, 2015, local banks will examine and handle foreign exchange

registration for overseas direct investment, including the initial foreign exchange registration

and amendment registration, under SAFE Circular 37 from June 1, 2015. See “Regulations –

Regulations Relating to Our Industry and Products – Regulations relating to Foreign

Exchange.”

We are committed to complying with and to ensuring that our shareholders and beneficial

owners who are subject to these regulations will comply with the relevant SAFE rules and

regulations. However, due to inherent uncertainty in the implementation of the regulatory

requirements by the PRC authorities, such registration might not be always practically

available in all circumstances as provided in those regulations. As of the date of this document,

Mr. Guofu Ye, Mr. Minxin Li and Ms. Yunyun Yang, who directly or indirectly hold shares in

our Cayman Islands holding company, have completed the initial foreign exchange

registrations and have been communicating with the bank designated by SAFE regarding

updating their registration as required in connection with a subsequent restructuring of their

respective offshore special purpose vehicles, which may not be completed in a timely manner,

or at all.

In addition, we have notified all shareholders or beneficial owners who directly or

indirectly hold shares in our Cayman Islands holding company and are known to us as being

PRC residents to complete their registration with or to obtain approval by the local SAFE, the

National Development and Reform Commission, or the NDRC, or MOC branches. However,

we may not be informed of the identities of all the PRC residents holding direct or indirect

interests in our company, nor can we compel our beneficial owners to comply with applicable

registration or approval requirements. As a result, we cannot assure you that all of our

shareholders or beneficial owners who are PRC residents have complied with, and will in the

future make, obtain or update any applicable registrations or approvals required by, SAFE,

NDRC and MOC regulations. Failure by such shareholders or beneficial owners to comply with

SAFE, NDRC and MOC regulations, or failure by us to amend the foreign exchange

registrations of our PRC subsidiaries, could subject us to fines or legal sanctions, restrict our

overseas or cross-border investment activities, limit our PRC subsidiaries’ ability to make

distributions or pay dividends to us or affect our ownership structure, which could adversely

affect our business and prospects.

China’s M&A Rules and certain other PRC regulations establish complex procedures for
certain acquisitions of PRC companies by foreign investors, which could make it more
difficult for us to pursue growth through acquisitions in China.

A number of PRC laws and regulations have established procedures and requirements that

could make merger and acquisition activities in China by foreign investors more time

consuming and complex. In addition to the Anti-monopoly Law itself, these include the

Regulations on Mergers and Acquisitions of Domestic Enterprises by Foreign Investors, or the

M&A Rules, adopted by six PRC regulatory agencies in 2006, which was amended in 2009, and

the Rules of the Ministry of Commerce on Implementation of Security Review System of

Mergers and Acquisitions of Domestic Enterprises by Foreign Investors, or the Security
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Review Rules, promulgated in 2011. These laws and regulations impose requirements in some

instances that MOFCOM be notified in advance of any change-of-control transaction in which

a foreign investor takes control of a PRC domestic enterprise. In addition, the Anti-Monopoly

Law requires that relevant governmental authorities be notified in advance of any

concentration of undertaking if certain thresholds are triggered. Moreover, the Security Review

Rules specify that mergers and acquisitions by foreign investors that raise “national defense

and security” concerns and mergers and acquisitions through which foreign investors may

acquire de facto control over domestic enterprises that raise “national security” concerns are

subject to strict review by MOFCOM, and prohibit any attempt to bypass a security review,

including by structuring the transaction through a proxy or contractual control arrangement. In

the future, we may grow our business by acquiring complementary businesses. Complying with

the requirements of the relevant regulations to complete such transactions could be time

consuming, and any required approval processes, including approval from MOFCOM, may

delay or inhibit our ability to complete such transactions, which could affect our ability to

expand our business or maintain our market share.

Furthermore, the PRC government authorities may strengthen oversight over foreign

investment in China-based issuers like us. For instance, the relevant PRC governments

promulgated the Opinions on Strictly Cracking Down on Illegal Securities Activities, among

which, it is mentioned that the administration and supervision of Chinese concept stocks will

be strengthened, and the special provisions of the State Council on overseas issuance and

listing of shares by those limited by shares companies will be revised, clarifying the

responsibilities of domestic industry competent authorities and regulatory authorities.

However, the Opinions on Strictly Cracking Down on Illegal Securities Activities were only

issued on July 6, 2021, and no further explanation or detailed rules and regulations with respect

to the opinions have been issued yet, leaving uncertainties regarding the interpretation and

implementation of the Opinions on Strictly Cracking Down on Illegal Securities Activities. It

is possible that any new rules or regulations may impose additional requirements on us. In

addition, on November 14, 2021, the CAC issued the draft of the Regulations on the

Administration of Cyber Data Security for public comments, according to which, among

others, data processors seeking a public listing in Hong Kong that influence or may influence

national security, must apply for a cybersecurity review, in accordance with the relevant law

of the PRC. It is uncertain when the final measures will be issued and take effect, how they will

be enacted, interpreted or implemented, and whether they will affect us.

Any failure to comply with PRC regulations regarding the registration requirements for
employee stock incentive plans may subject the PRC plan participants or us to fines and
other legal or administrative sanctions.

Pursuant to the Notice on Issues Concerning the Foreign Exchange Administration for

Domestic Individuals Participating in Stock Incentive Plan of Overseas Publicly Listed

Company, issued by SAFE in February 2012, employees, directors, supervisors and other

senior management participating in any stock incentive plan of an overseas publicly listed

company who are PRC citizens or who are non-PRC citizens residing in China for a continuous

period of not less than one year, subject to a few exceptions, are required to register with SAFE
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through a domestic qualified agent, which could be a PRC subsidiary of such overseas listed

company, and complete certain other procedures. We and our directors, executive officers and

other employees who are PRC citizens or who reside in the PRC for a continuous period of not

less than one year and who have been granted restricted shares, or options are subject to these

regulations. Failure to complete the SAFE registrations may subject them to fines and legal

sanctions and may also limit our ability to contribute additional capital into our wholly

foreign-owned subsidiaries in China and limit these subsidiaries’ ability to distribute dividends

to us. We also face regulatory uncertainties that could restrict our ability to adopt additional

incentive plans for our directors and employees under PRC law.

The approval of the CSRC or other PRC government authorities may be required in
connection with the Global Offering, future offerings or future issuance of securities
abroad under PRC law, and, if required, we cannot predict whether or for how long we
will be able to obtain such approval.

The Regulations on Mergers and Acquisitions of Domestic Enterprises by Foreign

Investors, or the M&A Rules, adopted by six PRC regulatory agencies in 2006 and amended

in 2009, requires an overseas special purpose vehicle formed for listing purposes through

acquisitions of PRC domestic companies and controlled by PRC persons or entities to obtain

the approval of the CSRC prior to the listing and trading of such special purpose vehicle’s

securities on an overseas stock exchange. The interpretation and application of the regulations

remain unclear, and our offshore offerings may ultimately require approval of the CSRC. If the

CSRC approval is required, it is uncertain whether we can or how long it will take us to obtain

the approval and, even if we obtain such CSRC approval, the approval could be rescinded. Any

failure to obtain or delay in obtaining the CSRC approval for any of our offshore offerings, or

a rescission of such approval if obtained by us, would subject us to sanctions imposed by the

CSRC or other PRC regulatory authorities, which could include fines and penalties on our

operations in China, restrictions or limitations on our ability to pay dividends outside of China,

and other forms of sanctions that may materially and adversely affect our business, financial

condition, and results of operations.

On July 6, 2021, the relevant PRC government authorities issued Opinions on Strictly

Cracking Down on Illegal Securities Activities in accordance with the Law. These opinions

emphasized the need to strengthen the administration over illegal securities activities and the

supervision on overseas listings by China-based companies and proposed to take effective

measures, such as promoting the construction of relevant regulatory systems to deal with the

risks and incidents faced by China-based overseas-listed companies. Subsequently, CAC issued

the Draft Data Security Regulations and CAC and other twelve PRC regulatory authorities

jointed issued the Cybersecurity Review Measures which further strengthened the

cybersecurity review measures of entities seeking offshore listing. For more details, see

“–Risks Related to Our Business and Industry – Failure to protect personal or confidential

information against security breaches could subject us to significant reputational, financial and

legal consequences and substantially harm our business and results of operations.”
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In addition, on December 24, 2021, the CSRC published the Provisions of the State

Council on the Administration of Overseas Securities Offering and Listing by Domestic

Companies (Draft for Comments) (《國務院關於境內企業境外發行證券和上市的管理規定(草
案徵求意見稿)》) and the Administrative Measures for the Filing of Overseas Securities

Offering and Listing by Domestic Companies (Draft for Comments). For more details, see

“Regulations.” As such regulations have not been adopted and it remains unclear whether the

formal version to be adopted in the future will have any further material changes, it is uncertain

how these regulations will be enacted, interpreted or implemented and how they will affect us.

If the CSRC, CAC or other relevant PRC regulatory agencies subsequently determine that

approval or record-filing is required for any of our offshore offerings, future offerings of

securities overseas or to maintain the listing status of the ADSs, we cannot guarantee that we

will be able to obtain the approval or complete the record-filing in a timely manner, or at all.

The CSRC, CAC or other PRC regulatory agencies also may take actions requiring us, or

making it advisable for us, not to proceed with such offering or maintain the listing status of

our listed securities. If we proceed with any of such offering or maintain the listing status of

our listed securities without obtaining the CSRC’s or other relevant PRC regulatory agencies’

approval to the extent it is required, or if we are unable to comply with any new approval

requirements which might be adopted for offerings that we have completed prior to the

publication of the above-referenced opinions, we may face regulatory actions or other

sanctions from the CSRC, CAC or other PRC regulatory agencies. These regulatory agencies

may impose fines and penalties on our operations in China, limit our ability to pay dividends

outside of China, limit our operating privileges in China, delay or restrict the repatriation of

the proceeds from offering of securities overseas into China or take other actions that could

have a material adverse effect on our business, financial condition, results of operations and

prospects, as well as the trading price of the listed securities.

Furthermore, if there are any other approvals, filings and/or other administration

procedures to be obtained from or completed with the CSRC, CAC or other PRC regulatory

agencies as required by any new laws and regulations for any of our future proposed offering

of securities overseas or the listing of the listed securities, we cannot assure you that we can

obtain the required approval or complete the required filings or other regulatory procedures in

a timely manner, or at all. Any failure to obtain the relevant approvals or complete the filings

and other relevant regulatory procedures may subject us to regulatory actions or other sanctions

from the CSRC or other PRC regulatory agencies, which may have a material adverse effect

on our business, financial condition or results of operations. Uncertainties and/or negative

publicity regarding these PRC regulations could have a material adverse effect on the trading

price of our listed securities.

Failure to make adequate contributions to various government-sponsored employee
benefits plans as required by PRC regulations may subject us to penalties.

Companies operating in China are required to participate in various government-

sponsored employee benefit plans, including certain social insurance, housing funds and other

welfare-oriented payment obligations, and contribute to the plans in amounts equal to certain
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percentages of salaries, including bonuses and allowances, of employees up to a maximum

amount specified by the local government from time to time at locations where our employees

are based. The requirements of employee benefit plans have not been implemented consistently

by the local governments in China given the different levels of economic development in

different locations. We have not made contributions in full to social insurance and housing

provident fund for some of our employees based on relevant PRC regulations. If we are

determined by local authorities to fail to make adequate contributions to any employee benefits

as required by relevant PRC regulations, we may face late fees or fines in relation to the

underpaid employee benefits. In addition, our provision for these liabilities may not be

adequate, particularly in light of the recent tightening regulations. As a result, our financial

condition and results of operations may be materially and adversely affected.

Discontinuation of any of the government subsidies or imposition of any additional taxes
and surcharges could adversely affect our financial condition and results of operations.

Our PRC subsidiaries have received financial subsidies from PRC local government

authorities. The financial subsidies result from discretionary incentives and policies adopted by

PRC local government authorities. Local governments may decide to change or discontinue

such financial subsidies at any time. The discontinuation of such financial subsidies or

imposition of any additional taxes could adversely affect our financial condition and results of

operations.

If we are classified as a PRC resident enterprise for PRC income tax purposes, such
classification could result in unfavorable tax consequences to us and our non-PRC
shareholders or ADS holders.

Under the PRC Enterprise Income Tax Law and its implementation rules, an enterprise

established outside of the PRC with a “de facto management body” within the PRC is

considered a PRC resident enterprise. The implementation rules define the term “de facto

management body” as the body that exercises full and substantial control over and overall

management of the business, productions, personnel, accounts and properties of an enterprise.

In 2009, the State Administration of Taxation, or the SAT issued a circular, known as Circular

82, which provides certain specific criteria for determining whether the “de facto management

body” of a PRC-controlled enterprise that is incorporated offshore is located in China.

Although Circular 82 only applies to offshore enterprises controlled by PRC enterprises or

PRC enterprise groups, not those controlled by PRC individuals or foreigners like us, the

criteria set forth in the circular may reflect the SAT’s general position on how the “de facto

management body” test should be applied in determining the tax resident status of all offshore

enterprises. According to Circular 82, an offshore incorporated enterprise controlled by a PRC

enterprise or a PRC enterprise group will be regarded as a PRC tax resident by virtue of having

its “de facto management body” in China and will be subject to PRC enterprise income tax on

its global income only if all of the following conditions are met: (i) the primary location of the

day-to-day operational management is in the PRC; (ii) decisions relating to the enterprise’s

financial and human resource matters are made or are subject to approval by organizations or
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personnel in the PRC; (iii) the enterprise’s primary assets, accounting books and records,

company seals, and board and shareholder resolutions, are located or maintained in the PRC;

and (iv) at least 50% of voting board members or senior executives habitually reside in the

PRC.

We believe that none of our entities outside of China is a PRC resident enterprise for PRC

tax purposes. However, the tax resident status of an enterprise is subject to determination by

the PRC tax authorities and uncertainties remain with respect to the interpretation of the term

“de facto management body.” If the PRC tax authorities determine that we are a PRC resident

enterprise for enterprise income tax purposes, we will be subject to the enterprise income tax

on our global income at the rate of 25% and we will be required to comply with PRC enterprise

income tax reporting obligations. In addition, gains realized on the sale or other disposition of

our Shares or the ADSs may be subject to PRC tax, at a rate of 10% in the case of non-PRC

enterprises or 20% in the case of non-PRC individuals (in each case, subject to the provisions

of any applicable tax treaty), if such gains are deemed to be from PRC sources. It is unclear

whether non-PRC shareholders of our company would be able to claim the benefits of any tax

treaties between their country of tax residence and the PRC in the event that we are treated as

a PRC resident enterprise. Any such tax may reduce the returns on your investment in our

Shares or the ADSs.

We may not be able to obtain certain benefits under relevant tax treaty on dividends paid
by our PRC subsidiaries to us through our Hong Kong subsidiary.

We are a holding company incorporated under the laws of the Cayman Islands and as such

rely on dividends and other distributions on equity from our PRC subsidiaries to satisfy part

of our liquidity requirements. Pursuant to the PRC Enterprise Income Tax Law, a withholding

tax rate of 10% currently applies to dividends paid by a PRC “resident enterprise” to a foreign

enterprise investor, unless any such foreign investor’s jurisdiction of incorporation has a tax

treaty with China that provides for preferential tax treatment. Pursuant to the Arrangement

between the PRC and the Hong Kong Special Administrative Region for the Avoidance of

Double Taxation and Tax Evasion on Income, such withholding tax rate may be lowered to 5%

if a Hong Kong resident enterprise owns no less than 25% of a PRC enterprise. According to

the Announcement of the State Administration of Taxation on Issues concerning the “Beneficial

Owner” in Tax Treaties, which became effective in April 2018, whether a resident enterprise

is a “beneficial owner” that can apply for a low tax rate under tax treaties depends on an overall

assessment of several factors, which may bring uncertainties to the applicability of preferential

tax treatment under the tax treaties. Furthermore, the Administrative Measures for Non-

Resident Enterprises to Enjoy Treatments under Tax Treaties, which became effective in

January 2020, requires non-resident enterprises to determine whether they are qualified to

enjoy the preferential tax treatment under the tax treaties, file relevant report with the tax

authorities and retain the relevant materials for future inspection. There are also other

conditions for enjoying the reduced withholding tax rate according to other relevant tax rules

and regulations. In the future we intend to re-invest all earnings, if any, generated from our

PRC subsidiaries for the operation and expansion of our business in China. Should our tax

policy change to allow for offshore distribution of our earnings, we would be subject to a
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significant withholding tax. We cannot assure you that our determination regarding our

qualification to enjoy the preferential tax treatment will not be challenged by the relevant tax

authority or we will be able to complete the necessary filings with the relevant tax authority

and enjoy the preferential withholding tax rate of 5% under the arrangement with respect to

dividends to be paid by our PRC subsidiaries to our Hong Kong subsidiary.

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

In February 2015, SAT issued the Public Notice Regarding Certain Corporate Income Tax

Matters on Indirect Transfer of Properties by Non-Resident Enterprises, or SAT Public Notice

7. SAT Public Notice 7 extends its tax jurisdiction to not only indirect transfers but also

transactions involving transfer of other taxable assets, through the offshore transfer of a foreign

intermediate holding company. In addition, SAT Public Notice 7 provides certain criteria on

how to assess reasonable commercial purposes and has introduced safe harbors for internal

group restructurings and the purchase and sale of equity through a public securities market.

SAT Public Notice 7 also brings challenges to both the foreign transferor and transferee (or

other person who is obligated to pay for the transfer) of the taxable assets. Where a

non-resident enterprise conducts an “indirect transfer” by transferring the taxable assets

indirectly by disposing of the equity interests of an overseas holding company, the non-resident

enterprise being the transferor, or the transferee, or the PRC entity which directly owned the

taxable assets may report to the relevant tax authority such indirect transfer. Using a “substance

over form” principle, the PRC tax authority may disregard the existence of the overseas

holding company if it lacks a reasonable commercial purpose and was established for the

purpose of reducing, avoiding or deferring PRC tax. As a result, gains derived from such

indirect transfer may be subject to PRC enterprise income tax, and the transferee or other

person who is obligated to pay for the transfer is obligated to withhold the applicable taxes,

currently at a rate of 10% for the transfer of equity interests in a PRC resident enterprise. On

October 17, 2017, SAT issued the Announcement of the State Administration of Taxation on

Issues Concerning the Withholding of Non-resident Enterprise Income Tax at Source, or SAT

Bulletin 37, which came into effect on December 1, 2017. The SAT Bulletin 37 further clarifies

the practice and procedure of the withholding of non-resident enterprise income tax.

We face uncertainties on the reporting and consequences of future private equity

financing transactions, share exchanges or other transactions involving the transfer of shares

in our company by investors that are non-PRC resident enterprises. The PRC tax authorities

may pursue such non-resident enterprises with respect to a filing or the transferees with respect

to withholding obligation, and request our PRC subsidiaries to assist in the filing. As a result,

we and non-resident enterprises in such transactions may become at risk of being subject to

filing obligations or being taxed under SAT Public Notice 7 and SAT Bulletin 37, and may be

required to expend valuable resources to comply with them or to establish that we and our

non-resident enterprises should not be taxed under these regulations, which may have a

material adverse effect on our financial condition and results of operations.
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If the custodians or authorized users of controlling non-tangible assets of our company,
including our corporate chops and seals, fail to fulfill their responsibilities, or
misappropriate or misuse these assets, our business and operations could be materially
and adversely affected.

Under PRC law, legal documents for corporate transactions are executed using the chops

or seal of the signing entity or with the signature of a legal representative whose designation

is registered and filed with the relevant branch of the State Administration for Market

Regulation. Although we usually utilize chops to enter into contracts, the designated legal

representatives of each of our PRC subsidiaries have the apparent authority to enter into

contracts on behalf of such entities without chops and bind such entities. All designated legal

representatives of our PRC subsidiaries are members of our senior management team who have

signed employment agreements with us or our PRC subsidiaries under which they agree to

abide by various duties they owe to us. In order to maintain the physical security of our chops

and chops of our PRC entities, we generally store these items in secured locations accessible

only by the authorized personnel in the legal or finance or other functional departments of each

of our subsidiaries. Although we monitor such authorized personnel, there is no assurance such

procedures will prevent all instances of abuse or negligence. Accordingly, if any of our

authorized personnel misuse or misappropriate our corporate chops or seals, we could

encounter difficulties in maintaining control over the relevant entities and experience

significant disruption to our operations. If a designated legal representative obtains control of

the chops in an effort to obtain control over any of our PRC subsidiaries, we or our PRC

subsidiaries would need to pass a new shareholder or board resolution to designate a new legal

representative and we would need to take legal action to seek the return of the chops, apply for

new chops with the relevant authorities, or otherwise seek legal redress for the violation of the

representative’s fiduciary duties to us, which could involve significant time and resources and

divert management attention away from our regular business. In addition, the affected entity

may not be able to recover corporate assets that are sold or transferred out of our control in the

event of such a misappropriation if a transferee relies on the apparent authority of the

representative and acts in good faith.

RISKS RELATED TO OUR SHARES AND ADSS

The trading price of the ADSs has been and the trading price of our Shares can be volatile,
which could result in substantial losses to investors.

The trading price of the ADSs has been volatile and could fluctuate widely due to factors

beyond our control. The trading price of our Shares, likewise, can be volatile for similar or

different reasons. This may happen because of broad market and industry factors, including the

performance and fluctuation of the market prices of other companies with business operations

located mainly in China that have listed their securities in Hong Kong or the United States. The

securities of some of these companies, including internet-based companies, have experienced

significant volatility since their initial public offerings, including, in some cases, substantial

price declines in their trading prices. The trading performances of other Chinese companies’
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securities after their offerings may affect the attitudes of investors toward Chinese companies

listed in Hong Kong or the United States in general and consequently may impact the trading

performance of our Shares or the ADSs, regardless of our actual operating performance.

In addition to market and industry factors, the price and trading volume for our Shares or

the ADSs may be highly volatile for factors specific to our own operations, including the

following:

• actual or anticipated variations in our revenues, earnings and cash flow;

• the financial projections we may provide to the public, any changes in these

projections or our failure to meet these projections;

• announcements of new investments, acquisitions, strategic partnerships or joint

ventures by us or our competitors;

• announcements of new offerings, solutions and expansions by us or our competitors;

• failure of securities analysts to initiate or maintain coverage of our company,

changes in financial estimates by securities analysts who follow our company or our

failure to meet these estimates or the expectations of investors;

• detrimental adverse publicity about us, our services or our industry;

• announcements of new regulations, rules or policies relevant to our business;

• additions or departures of key personnel;

• release of lockup or other transfer restrictions on our outstanding equity securities

or sales of additional equity securities;

• potential litigation or regulatory investigations; and

• other events or factors, including those resulting from war, epidemics, incidents of

terrorism or responses to these events.

Any of these factors may result in large and sudden changes in the volume and price at

which our Shares or the ADSs will trade.

In the past, shareholders of public companies have often brought securities class action

suits against those companies following periods of instability in the market price of their

securities. If we were involved in a class action suit, it could divert a significant amount of our

management’s attention and other resources from our business and operations and require us

to incur significant expenses to defend the suit, which could harm our results of operations.

Any such class action suit, whether or not successful, could harm our reputation and restrict
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our ability to raise capital in the future. In addition, if a claim is successfully made against us,

we may be required to pay significant damages, which could have a material adverse effect on

our financial condition and results of operations.

Techniques employed by short sellers may drive down the market price of our Shares or
the ADSs.

Short selling is the practice of selling securities that the seller does not own but rather has

borrowed from a third party with the intention of buying identical securities back at a later date

to return to the lender. The short seller hopes to profit from a decline in the value of the

securities between the sale of the borrowed securities and the purchase of the replacement

shares, as the short seller expects to pay less in that purchase than it received in the sale. As

it is in the short seller’s interest for the price of the security to decline, many short sellers

publish, or arrange for the publication of, negative opinions regarding the relevant issuer and

its business prospects in order to create negative market momentum and generate profits for

themselves after selling a security short.

Public companies listed in the United States that have substantially all of their operations

in China have been the subject of short selling. Much of the scrutiny and negative publicity has

centered on allegations of a lack of effective internal control over financial reporting resulting

in financial and accounting irregularities and mistakes, inadequate corporate governance

policies or a lack of adherence thereto and, in many cases, allegations of fraud. As a result,

many of these companies are now conducting internal and external investigations into the

allegations and, in the interim, are subject to shareholder lawsuits and/or SEC enforcement

actions.

It is not clear what effect such negative publicity could have on us. If we were to become

the subject of any unfavorable allegations, whether such allegations are proven to be true or

untrue, we could have to expend a significant amount of resources to investigate such

allegations and/or defend ourselves. While we would strongly defend against any such short

seller attacks, we may be constrained in the manner in which we can proceed against the

relevant short seller by principles of freedom of speech, applicable state law or issues of

commercial confidentiality. Such a situation could be costly and time-consuming, and could

distract our management from growing our business. Even if such allegations are ultimately

proven to be groundless, allegations against us could severely impact our business operations,

and any investment in our Shares or the ADSs could be greatly reduced or even rendered

worthless.
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If securities or industry analysts do not publish research or publishes inaccurate or
unfavorable research about our business, or if they adversely change their
recommendations regarding our Shares or the ADSs, the market price for our Shares or
the ADSs and trading volume could decline.

The trading market for our Shares or the ADSs will depend in part on the research and

reports that securities or industry analysts publish about us or our business. If research analysts

do not establish and maintain adequate research coverage or if one or more of the analysts who

covers us downgrades our Shares or the ADSs or publishes inaccurate or unfavorable research

about our business, the market price for our Shares or the ADSs would likely decline. If one

or more of these analysts cease coverage of our company or fail to publish reports on us

regularly, we could lose visibility in the financial markets, which, in turn, could cause the

market price or trading volume for our Shares or the ADSs to decline.

The sale or availability for sale of a substantial amount of our Shares or the ADSs could
adversely affect their market price.

Sales of a substantial amount of our Shares or the ADSs in the public market, or the

perception that these sales could occur, could adversely affect the market price of our Shares

or the ADSs and could materially impair our ability to raise capital through equity offerings in

the future. Shares held by existing shareholders may also be sold in the public market in the

future subject to volume and other restrictions as applicable under Rules 144 and 701 under the

Securities Act. Certain holders of our Shares may cause us to register under the Securities Act

the sale of their Shares, subject to the applicable lock-up period. Registration of these Shares

under the Securities Act would result in ADSs representing these Shares becoming freely

tradable without restriction under the Securities Act immediately upon the effectiveness of the

registration. Sales of these registered Shares in the form of ADSs in the public market could

cause the price of the ADSs to decline. We cannot predict what effect, if any, market sales of

securities held by our significant shareholders or any other shareholder or the availability of

these securities for future sale will have on the market price of our Shares or the ADSs.

Because the amount, timing, and whether or not we distribute dividends at all is entirely
at the discretion of our board of directors, you must rely on price appreciation of our
Shares or the ADSs for return on your investment.

Although we currently intend to distribute dividends in the future, the amount, timing,

and whether or not we actually distribute dividends at all is entirely at the discretion of our

board of directors. Our board of directors has discretion as to whether to distribute dividends,

subject to certain requirements of Cayman Islands law. In addition, our shareholders may by

ordinary resolution declare a dividend, but no dividend may exceed the amount recommended

by our directors. Under Cayman Islands law, a Cayman Islands company may pay a dividend

out of either profit or share premium account provided that in no circumstances may a dividend

be paid if this would result in the company being unable to pay its debts as they fall due in the

ordinary course of business. Even if our board of directors decides to declare and pay

dividends, the timing, amount and form of future dividends, if any, will depend on our future
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results of operations and cash flow, our capital requirements and surplus, the amount of

distributions, if any, received by us from our subsidiaries, our financial condition, contractual

restrictions and other factors deemed relevant by our board of directors. Accordingly, the return

on your investment in our Shares or the ADSs will likely depend entirely upon any future price

appreciation of our Shares or the ADSs. There is no guarantee that our Shares or the ADSs will

appreciate in value after our initial public offering or even maintain the price at which you

purchased our Shares or the ADSs. You may not realize a return on your investment in our

Shares or the ADSs, and you may even lose your entire investment in our Shares or the ADSs.

We are a “controlled company” within the meaning of the NYSE Listed Company Manual
and, as a result, may rely on exemptions from certain corporate governance requirements
that provide protection to shareholders of other companies.

We are a “controlled company” as defined under the NYSE Listed Company Manual

because Mr. Guofu Ye, our chairman of the board of directors and our chief executive officer,

and Ms. Yunyun Yang, our vice president, own more than 50% of our total voting power

through their holding entities. Mr. Ye and Ms. Yang, through YYY MC Limited, an entity

controlled by them, pledged certain amount of Shares in our Company beneficially owned by

them. See “Substantial Shareholders” for more details. For so long as we remain a controlled

company under that definition, we are permitted to elect to rely, and may rely, on certain

exemptions from corporate governance rules, including an exemption from the rule that a

majority of our board of directors must be independent directors or that we have to establish

a nominating committee and a compensation committee composed entirely of independent

directors. Currently, we rely on the exemption with respect to the requirement that a majority

of the board of directors consist of independent directors. If we rely on additional exemptions

in the future, you will not have the same protection afforded to shareholders of companies that

are subject to these corporate governance requirements.

You may face difficulties in protecting your interests, and your ability to protect your
rights through Hong Kong or U.S. courts may be limited, because we are incorporated
under Cayman Islands law.

We are an exempted company incorporated under the laws of the Cayman Islands. Our

corporate affairs are governed by our memorandum and articles of association, the Companies

Act, and the common law of the Cayman Islands. The rights of shareholders to take action

against our directors, actions by our minority shareholders and the fiduciary duties of our

directors owed to us under Cayman Islands law are to a large extent governed by the common

law of the Cayman Islands. The common law of the Cayman Islands is derived in part from

comparatively limited judicial precedent in the Cayman Islands as well as from the common

law of England, the decisions of whose courts are of persuasive authority, but are not binding,

on a court in the Cayman Islands. The rights of our shareholders and the fiduciary duties of our

directors owed to us under Cayman Islands law are not as clearly established as they would be

under statutes or judicial precedent in Hong Kong or some jurisdictions in the United States.

In particular, the Cayman Islands has a less developed body of securities laws than Hong Kong

or the United States. Some U.S. states, such as Delaware, have more fully developed, clearly
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pronounced and judicially interpreted bodies of corporate law than the Cayman Islands. In

addition, Cayman Islands companies may not have the standing to initiate a shareholder

derivative action in a Hong Kong court or a federal court of the United States.

Shareholders of Cayman Islands exempted companies like us have no general rights under

Cayman Islands law to inspect corporate records or to obtain copies of lists of shareholders of

these companies (other than the memorandum and articles of association, the register of

mortgages and charges and special resolutions passed by the company’s shareholders). Our

directors have discretion under our Memorandum and Articles to determine whether or not, and

under what conditions, our corporate records may be inspected by our shareholders, but are not

obliged to make them available to our shareholders, save that any register held in Hong Kong

shall during normal business hours (subject to such reasonable restrictions as the Board may

impose) be open to inspection by our shareholder without charge and any other person on

payment of a fee of such amount not exceeding the maximum amount as may from time to time

be permitted under the Listing Rules as the Board may determine for each inspection, provided

that we may be permitted to close the register in terms equivalent to section 632 of the

Companies Ordinance. This may make it more difficult for you to obtain the information

needed to establish any facts necessary for a shareholder motion or to solicit proxies from other

shareholders in connection with a proxy contest.

As a result of all of the above, our public shareholders may have more difficulty in

protecting their interests in the face of actions taken by management, members of our board of

directors or controlling shareholders than they would as public shareholders of a company

incorporated in Hong Kong or the United States.

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

We are an exempted company incorporated under the laws of the Cayman Islands,

however, we conduct substantially all of our operations outside of Hong Kong or the United

States and a majority of our assets are located in China. In addition, all our directors and

officers reside within China for a significant portion of the time and all of them are PRC

nationals. As a result, it may be difficult for you to effect service of process upon us or our

management residing in China. In addition, China does not have treaties providing for

reciprocal recognition and enforcement of judgments of courts with the Cayman Islands and

many other countries and regions. Therefore, recognition and enforcement in China of

judgments of a court in any of these non-PRC jurisdictions in relation to any matter not subject

to a binding arbitration provision may be difficult or impossible.
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It may be difficult for overseas regulators to conduct investigation or collect evidence
within China.

Shareholder claims or regulatory investigation that are common in the United States

generally are difficult to pursue as a matter of law or practicality in China. For example, in

China, there are significant legal and other obstacles to providing information needed for

regulatory investigations or litigation initiated outside China. Although the authorities in China

may establish a regulatory cooperation mechanism with the securities regulatory authorities of

another country or region to implement cross-border supervision and administration, such

cooperation with the securities regulatory authorities in the Unities States may not be efficient

in the absence of mutual and practical cooperation mechanism. Furthermore, according to

Article 177 of the PRC Securities Law, or Article 177, which became effective in March 2020,

no overseas securities regulator is allowed to directly conduct investigation or evidence

collection activities within the territory of the PRC. While detailed interpretation of or

implementation rules under Article 177 have yet to be promulgated, the inability for an

overseas securities regulator to directly conduct investigation or evidence collection activities

within China may further increase difficulties faced by you in protecting your interests. See

also “–You may face difficulties in protecting your interests, and your ability to protect your

rights through Hong Kong or U.S. courts may be limited, because we are incorporated under

Cayman Islands law” for risks associated with investing in us as a Cayman Islands company.

You may experience dilution of your holdings due to inability to participate in rights
offerings.

We may, from time to time, distribute rights to our shareholders, including rights to

acquire securities. However, we cannot make such rights available to you in the United States

unless we register both the rights and the securities to which the rights relate under the

Securities Act or an exemption from the registration requirements is available. Under the

deposit agreement, the depositary will not distribute rights to holders of ADSs unless the

distribution and sale of rights and the securities to which these rights relate are either exempt

from registration under the Securities Act with respect to all holders of ADSs, or are registered

under the provisions of the Securities Act. The depositary may, but is not required to, attempt

to sell these undistributed rights to third parties, and may allow the rights to lapse. We may be

unable to establish an exemption from registration under the Securities Act, and we are under

no obligation to file a registration statement with respect to these rights or underlying securities

or to endeavor to have a registration statement declared effective. Accordingly, holders of

ADSs may be unable to participate in our rights offerings and may experience dilution of their

holdings as a result.

You may not receive cash dividends if the depositary decides it is impractical to make
them available to you.

The depositary will pay cash dividends on the ADSs only to the extent that we decide to

distribute dividends on our Shares or other deposited securities. To the extent that there is a

distribution, the depositary of the ADSs has agreed to pay to you the cash dividends or other
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distributions it or the custodian receives on our Shares or other deposited securities after

deducting its fees and expenses. You will receive these distributions in proportion to the

number of Shares your ADSs represent. However, the depositary may, at its discretion, decide

that it is inequitable or impractical to make a distribution available to any holders of ADSs. For

example, the depositary may determine that it is not practicable to distribute certain property

through the mail, or that the value of certain distributions may be less than the cost of mailing

them. In these cases, the depositary may decide not to distribute such property to you.

Holders of the ADSs may be subject to limitations on transfer of ADSs.

ADSs are transferable on the books of the depositary. However, the depositary may close

its books at any time or from time to time when it deems expedient in connection with the

performance of its duties. The depositary may close its books from time to time for a number

of reasons, including in connection with corporate events such as a rights offering, during

which time the depositary needs to maintain an exact number of ADS holders on its books for

a specified period. The depositary may also close its books in emergencies, and on weekends

and public holidays. The depositary may refuse to deliver, transfer or register transfers of the

ADSs generally when our share register or the books of the depositary are closed, or at any

time if we or the depositary thinks it is advisable to do so because of any requirement of law

or of any government or governmental body, or under any provision of the deposit agreement,

or for any other reason.

We incur increased costs as a result of being a public company.

We are a public company and expect to incur significant legal, accounting and other

expenses that we did not incur as a private company. The Sarbanes-Oxley Act of 2002, as well

as rules subsequently implemented by the Securities and Exchange Commission, or the SEC,

the NYSE, impose various requirements on the corporate governance practices of public

companies. We expect these rules and regulations to increase our legal and financial

compliance costs and to make some corporate activities more time-consuming and costly.

As a result of being a public company, we will need to adopt policies regarding internal

controls and disclosure controls and procedures. We also expect that operating as a public

company will make it more difficult and more expensive for us to obtain director and officer

liability insurance, and we may be required to accept reduced policy limits and coverage or

incur substantially higher costs to obtain the same or similar coverage. In addition, we will

incur additional costs associated with our public company reporting requirements. It may also

be more difficult for us to find qualified persons to serve on our board of directors or as

executive officers. We are currently evaluating and monitoring developments with respect to

these rules and regulations, and we cannot predict or estimate with any degree of certainty the

number of additional costs we may incur or the timing of such costs.
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In addition, we will incur expenses in relation to management assessment according to

requirements of Section 404(a) of the Sarbanes-Oxley Act of 2002. We also expect to incur

additional significant expenses and devote substantial management effort toward ensuring

compliance with the requirements of Section 404(b) of the Sarbanes-Oxley Act of 2002 and the

other rules and regulations of the SEC.

After we become a public company listed on the Stock Exchange, we will be subject to

laws, rules and regulations in Hong Kong that are applicable to us. As a dual-listed company

in Hong Kong and the United States, we will have to comply with laws and regulations on both

markets. However, Hong Kong and the United States have different regulatory regime

governing matters related to listed companies and in certain cases have fairly different

requirements on certain matters. We will incur additional costs and expenses in complying with

the complex regulatory systems on both markets. Failure to comply with any regulatory

requirements could result in material adverse impact on the trading of our Share or the ADSs

and reputation and subject us to administrative penalties.

We are a foreign private issuer within the meaning of the rules under the Exchange Act,
and as such we are exempt from certain provisions applicable to United States domestic
public companies.

Because we qualify as a foreign private issuer under the Exchange Act, we are exempt

from certain provisions of the securities rules and regulations in the United States that are

applicable to U.S. domestic issuers, including:

• the rules under the Exchange Act requiring the filing with the SEC of quarterly

reports on Form 10-Q or current reports on Form 8-K;

• the sections of the Exchange Act regulating the solicitation of proxies, consents, or

authorizations in respect of a security registered under the Exchange Act;

• the sections of the Exchange Act requiring insiders to file public reports of their

stock ownership and trading activities and liability for insiders who profit from

trades made in a short period of time; and

• the selective disclosure rules by issuers of material non-public information under

Regulation FD.

We are required to file an annual report on Form 20-F within four months of the end of

each fiscal year. In addition, we intend to publish our results on a quarterly basis as press

releases, distributed pursuant to the rules and regulations of the NYSE. Press releases relating

to financial results and material events will also be furnished to the SEC on Form 6-K.

However, the information we are required to file with or furnish to the SEC will be less

extensive and less timely compared to that required to be filed with the SEC by U.S. domestic

issuers. As a result, you may not be afforded the same protections or information that would

be made available to you were you investing in a U.S. domestic issuer.
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As an exempted company incorporated in the Cayman Islands, we are permitted to adopt
certain home country practices in relation to corporate governance matters that differ
significantly from the NYSE listing standards; these practices may afford less protection
to shareholders than they would enjoy if we complied fully with such corporate
governance listing standards.

We are subject to the NYSE’s corporate governance listing standards. However, the

NYSE’s rules permit a foreign private issuer like us to follow the corporate governance

practices of its home country. Based on the Corporate Governance Rules of the NYSE and Rule

10A-3 under the Exchange Act, we also have one year from October 14, 2020, the date of

effectiveness of the registration statement on Form F-1 (File Number 333- 248991) for our

initial public offering, to meet the requirement that all of the members of our audit committee,

compensation committee, and nominating and corporate governance committee must be

independent directors, which we currently do not meet with respect to any committee.

Currently, we do not rely on home country practice with respect to any corporate governance

matter, but if we choose to follow home country practices in the future, our shareholders may

be afforded less protection than they would otherwise enjoy under the NYSE corporate

governance listing standards applicable to U.S. domestic issuers.

The voting rights of holders of ADSs are limited by the terms of the deposit agreement,
and holders of ADSs may not be able to exercise the right to direct how the Shares, which
are represented by ADSs, are voted.

Holders of the ADSs do not have the same rights as our shareholders. Holders of the ADSs

will not have any direct right to attend general meetings of our shareholders or to cast any votes

at such meetings. Holders of the ADSs will only be able to exercise the voting rights carried

by the underlying Shares, which are represented by ADSs, indirectly by giving voting

instructions to the depositary in accordance with the provisions of the deposit agreement.

Under the deposit agreement, holders of the ADSs may vote only by giving voting instructions

to the depositary. Upon receipt of the voting instructions, the depositary will try, as far as is

practicable, to vote the Shares underlying the ADSs in accordance with the instructions. If we

ask for instructions from holders of the ADSs, then upon receipt of the voting instructions, the

depositary will try to vote the underlying Shares in accordance with these instructions. If we

do not instruct the depositary to ask for instructions from holders of the ADSs, the depositary

may still vote in accordance with instructions given by holders of the ADSs, but it is not

required to do so. Holders of the ADSs will not be able to directly exercise the right to vote

with respect to the underlying Shares unless holders of the ADSs withdraw the shares, and

become the registered holder of such shares prior to the record date for the general meeting.

Under our Memorandum and Articles, the minimum notice period required to be given by our

company to our registered shareholders to convene a general meeting will not be less 21 days

for an annual general meeting and not less than 14 days for any other general meetings

(including an extraordinary general meeting). When a general meeting is convened, holders of

the ADSs may not receive sufficient advance notice of the meeting to withdraw the underlying

Shares represented by the ADSs and become the registered holder of such Shares to allow

holders of the ADSs to attend the general meeting and to vote directly with respect to any
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specific matter or resolution to be considered and voted upon at the general meeting. In

addition, under our Memorandum and Articles, for the purposes of determining those

shareholders who are entitled to attend and vote at any general meeting, our directors may close

our register of members and/or fix in advance a record date for such meeting, and such closure

of our register of members or the setting of such a record date may prevent holders of the ADSs

from withdrawing the Shares underlying the ADSs and becoming the registered holder of such

shares prior to the record date, so that holders of the ADSs would not be able to attend the

general meeting or to vote directly. If we ask for instructions from holders of the ADSs, the

depositary will notify holders of the ADSs of the upcoming vote and will arrange to deliver our

voting materials to holders of the ADSs. We have agreed to give the depositary notice of

shareholder meetings at least 40 days in advance of such meetings. Nevertheless, we cannot

ensure that holders of the ADSs will receive the voting materials in time to ensure that holders

of the ADSs can instruct the depositary to vote the underlying Shares represented by the ADSs.

In addition, the depositary and its agents are not responsible for failing to carry out voting

instructions or for their manner of carrying out voting instructions. This means that holders of

the ADSs may not be able to exercise the right to direct how the underlying Shares represented

by the ADSs are voted and holders of the ADSs may have no legal remedy if the underlying

Shares represented by the ADSs are not voted as requested by holders of the ADSs. In addition,

an ADS holder will not be able to call a shareholders’ meeting. Except in limited

circumstances, the depositary for the ADSs will give us a discretionary proxy to vote the

underlying Shares represented by the ADSs if holders of the ADSs do not vote at shareholders’

meetings, which could adversely affect interests of holders of the ADSs.

Forum selection provisions in our Memorandum and Articles and our deposit agreement
with the depositary bank could limit the ability of holders of our Shares, ADSs or other
securities to obtain a favorable judicial forum for disputes with us, our directors and
officers, the depositary bank, and potentially others.

Our Memorandum and Articles provide that the federal district courts of the United States

are the exclusive forum within the United States for the resolution of any complaint asserting

a cause of action arising under the Securities Act and the Exchange Act. Our agreement with

the depositary bank also provides that the United States District Court for the Southern District

of New York (or, if the United States District Court for the Southern District of New York lacks

subject matter jurisdiction over a particular dispute, the state courts in New York County, New

York) is the exclusive forum for the resolution of any complaint asserting a cause of action

arising under the Securities Act or the Exchange Act. However, the enforceability of similar

federal court choice of forum provisions has been challenged in legal proceedings in the United

States, and it is possible that a court could find this type of provision to be inapplicable,

unenforceable, or inconsistent with other documents that are relevant to the filing of such

lawsuits. If a court were to find the federal choice of forum provision contained in our

Memorandum and Articles or our deposit agreement with the depositary bank to be

inapplicable or unenforceable in an action, we may incur additional costs associated with

resolving such action in other jurisdictions. If upheld, the forum selection clause in our

Memorandum and Articles, as well as the forum selection provisions in the deposit agreement,

may limit a security-holder’s ability to bring a claim against us, our directors and officers, the
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depositary bank, and potentially others in his or her preferred judicial forum, and this

limitation may discourage such lawsuits. In addition, the Securities Act provides that both

federal and state courts have jurisdiction over suits brought to enforce any duty or liability

under the Securities Act or the rules and regulations thereunder. Accepting or consent to this

forum selection provision does not constitute a waiver by you of compliance with federal

securities laws and the rules and regulations thereunder. You may not waive compliance with

federal securities laws and the rules and regulations thereunder. The exclusive forum provision

in our Memorandum and Articles will not operate so as to deprive the courts of the Cayman

Islands from having jurisdiction over matters relating to our internal affairs.

We are entitled to amend the deposit agreement and to change the rights of ADS holders
under the terms of such agreement, or to terminate the deposit agreement, without the
prior consent of the ADS holders.

We are entitled to amend the deposit agreement and to change the rights of the ADS

holders under the terms of such agreement, without the prior consent of the ADS holders. We

and the depositary may agree to amend the deposit agreement in any way we decide is

necessary or advantageous to us. Amendments may reflect, among other things, operational

changes in the ADS program, legal developments affecting ADSs or changes in the terms of our

business relationship with the depositary. In the event that the terms of an amendment impose

or increase fees or charges (other than taxes and other governmental charges, registration fees,

cable (including SWIFT) or facsimile transmission costs, delivery costs or other such

expenses) or that would otherwise prejudice any substantial existing right of the ADS holders,

such amendment will not become effective as to outstanding ADSs until the expiration of 30

days after notice of that amendment has been disseminated to the ADS holders, but no prior

consent of the ADS holders is required under the deposit agreement. Furthermore, we may

decide to terminate the ADS facility at any time for any reason. For example, terminations may

occur when the ADSs are delisted from the stock exchange in the United States on which the

ADSs are listed and we do not list the ADSs on another stock exchange in the United States,

nor is there a symbol available for over-the-counter trading of the ADSs in the United States.

If the ADS facility will terminate, ADS holders will receive at least 90 days’ prior notice, but

no prior consent is required from them. Under the circumstances that we decide to make an

amendment to the deposit agreement that is disadvantageous to ADS holders or terminate the

deposit agreement, the ADS holders may choose to sell their ADSs or surrender their ADSs and

become direct holders of the underlying Shares, but will have no right to any compensation

whatsoever.

Your rights to pursue claims against the depositary as a holder of ADSs are limited by the
terms of the deposit agreement.

Under the deposit agreement, any legal suit, action or proceeding against or involving us

or the depositary, arising out of or relating in any way to the deposit agreement or the

transactions contemplated thereby or by virtue of owning the ADSs may only be instituted in

the United States District Court for the Southern District of New York (or, if the United States

District Court for the Southern District of New York lacks subject matter jurisdiction over a
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particular dispute, in the state courts in New York County, New York), and you, as a holder of

the ADSs, will have irrevocably waived any objection which you may have to the laying of

venue of any such proceeding, and irrevocably submitted to the exclusive jurisdiction of such

courts in any such action or proceeding. It is possible that a court could find this type of forum

selection provision to be inapplicable, unenforceable, or inconsistent with other documents that

are relevant to the filing of such lawsuits. For risks related to the enforceability of such

exclusive forum selection provision, please see “–Forum selection provisions in our

Memorandum and Articles and our deposit agreement with the depositary bank could limit the

ability of holders of our Shares, ADSs or other securities to obtain a favorable judicial forum

for disputes with us, our directors and officers, the depositary bank, and potentially others.”

Accepting or consent to this forum selection provision does not constitute a waiver by you of

compliance with federal securities laws and the rules and regulations thereunder. You may not

waive compliance with federal securities laws and the rules and regulations thereunder.

The deposit agreement provides that the depositary or an ADS holder may require any

claim asserted by it against us arising out of or relating to our Shares, the ADSs or the deposit

agreement be referred to and finally settled by an arbitration conducted under the terms

described in the deposit agreement, although the arbitration provisions do not preclude you

from pursuing any claim, including claims under the Securities Act or the Exchange Act in the

United States District Court for the Southern District of New York (or such state courts if the

United States District Court for the Southern District of New York lacks subject matter

jurisdiction). The exclusive forum selection provisions in the deposit agreement also do not

affect the right of any party to the deposit agreement to elect to submit a claim against us to

arbitration, or our duty to submit that claim to arbitration, as provided in the deposit agreement,

or the right of any party to an arbitration under the deposit agreement, to commence an action

to compel that arbitration, or to enter judgment upon or to enforce an award by the arbitrators,

in any court having jurisdiction over an action of that kind.

ADS holders may not be entitled to a jury trial with respect to claims arising under the
deposit agreement, which could result in less favorable outcomes to the plaintiff(s) in any
such action.

The deposit agreement governing the ADSs representing our Shares provides that the

United States District Court for the Southern District of New York (or, if the United States

District Court for the Southern District of New York lacks subject matter jurisdiction over a

particular dispute, in the state courts in New York County, New York) have exclusive

jurisdiction to hear and determine claims arising under the deposit agreement (including claims

arising under the Exchange Act or the Securities Act) and in that regard, to the fullest extent

permitted by law, ADS holders waive the right to a jury trial of any claim they may have against

us or the depositary arising out of or relating to our Shares, the ADSs or the deposit agreement,

including any claim under the U.S. federal securities laws.

If we or the depositary opposed a jury trial demand based on the waiver, the court would

determine whether the waiver was enforceable based on the facts and circumstances of that

case in accordance with the applicable state and federal law. To our knowledge, the
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enforceability of a contractual pre-dispute jury trial waiver in connection with claims arising

under the federal securities laws has not been finally adjudicated by the United States Supreme

Court. However, we believe that a contractual pre-dispute jury trial waiver provision is

generally enforceable, including under the laws of the State of New York, which govern the

deposit agreement. In determining whether to enforce a contractual pre-dispute jury trial

waiver provision, courts will generally consider whether a party knowingly, intelligently and

voluntarily waived the right to a jury trial. We believe that this is the case with respect to the

deposit agreement and the ADSs. It is advisable that you consult legal counsel regarding the

jury waiver provision before investing in the ADSs.

If you or any other holders or beneficial owners of ADSs bring a claim against us or the

depositary in connection with matters arising under the deposit agreement or the ADSs,

including claims under federal securities laws, you or such other holder or beneficial owner

may not be entitled to a jury trial with respect to such claims, which may have the effect of

limiting and discouraging lawsuits against us and/or the depositary. If a lawsuit is brought

against us and/or the depositary under the deposit agreement, it may be heard only by a judge

or justice of the applicable trial court, which would be conducted according to different civil

procedures and may result in different outcomes than a trial by jury would have had, including

results that could be less favorable to the plaintiff(s) in any such action.

Nevertheless, if this jury trial waiver provision is not enforced, to the extent a court action

proceeds, it would proceed under the terms of the deposit agreement with a jury trial. No

condition, stipulation or provision of the deposit agreement or ADSs serves as a waiver by any

holder or beneficial owner of ADSs or by us or the depositary of compliance with any

substantive provision of the U.S. federal securities laws and the rules and regulations

promulgated thereunder.

The depositary for the ADSs will give us a discretionary proxy to vote our Shares
underlying your ADSs if you do not vote at shareholders’ meetings, except in limited
circumstances, which could adversely affect your interests.

Under the deposit agreement for the ADSs, if you do not vote, the depositary will give

us a discretionary proxy to vote our Shares underlying your ADSs at shareholders’ meetings if:

• we have instructed the depositary that we wish a discretionary proxy to be given;

• we reasonably do not know of any substantial opposition to the matter to be voted

on at the meeting; or

• the matter to be voted on at the meeting is not materially adverse to the interests of

shareholders.
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The effect of this discretionary proxy is that if you do not vote at shareholders’ meetings,

you cannot prevent our Shares underlying your ADSs from being voted, except under the

circumstances described above. This may make it more difficult for shareholders to influence

the management of our company. Holders of our Shares are not subject to this discretionary

proxy.

RISKS RELATED TO THE GLOBAL OFFERING AND THE DUAL LISTING

An active trading market for our Shares on the Hong Kong Stock Exchange might not
develop or be sustained and trading prices of our Shares might fluctuate significantly.

Following the completion of the Global Offering, we cannot assure you that an active

trading market for our Shares on the Hong Kong Stock Exchange will develop or be sustained.

The trading price or liquidity for the ADSs on the New York Stock Exchange might not be

indicative of those of our Shares on the Hong Kong Stock Exchange following the completion

of the Global Offering. If an active trading market of our Shares on the Hong Kong Stock

Exchange does not develop or is not sustained after the Global Offering, the market price and

liquidity of our Shares could be materially and adversely affected.

In 2014, the Hong Kong, Shanghai, and Shenzhen stock exchanges collaborated to create

an inter-exchange trading mechanism called Stock Connect that allows international and PRC

investors to trade eligible equity securities listed in each other’s markets through the trading

and clearing facilities of their home exchange. Stock Connect currently covers over 2,000

equity securities trading in the Hong Kong, Shanghai, and Shenzhen markets. Stock Connect

allows PRC investors to trade directly in eligible equity securities listed on the Hong Kong

Stock Exchange, known as Southbound Trading; without Stock Connect, PRC investors would

not otherwise have a direct and established means of engaging in Southbound Trading.

However, there remains uncertainty as to the implementation details, especially with respect to

shares of those companies with a secondary or dual-primary listing on the Hong Kong Stock

Exchange. It is unclear whether and when the Shares of our Company, a company with a

dual-primary listing in Hong Kong upon the Listing, will be eligible to be traded through Stock

Connect, if at all. The ineligibility or any delay of our Shares for trading through Stock

Connect will affect PRC investors’ ability to trade our Shares and therefore may limit the

liquidity of the trading of our Shares on the Hong Kong Stock Exchange.

Since there will be a gap of several days between pricing and trading of our Shares, the
price of the ADSs traded on the New York Stock Exchange may fall during this period and
could result in a fall in the price of our Shares to be traded on the Hong Kong Stock
Exchange.

The pricing of the Offer Shares will be determined on the Price Determination Date.

However, our Shares will not commence trading on the Hong Kong Stock Exchange until they

are delivered, which is expected to be about four Hong Kong business days after the Price

Determination Date. As a result, investors may not be able to sell or otherwise deal in our

Shares during that period. Accordingly, holders of our Shares are subject to the risk that the
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trading price of our Shares could fall when trading commences as a result of adverse market

conditions or other adverse developments that could occur between the Price Determination

Date and the time trading begins. In particular, as the ADSs will continue to be traded on the

New York Stock Exchange and their price can be volatile, any fall in the price of the ADSs may

result in a fall in the price of our Shares to be traded on the Hong Kong Stock Exchange.

The characteristics of the U.S. capital markets and the Hong Kong capital markets are
different.

The New York Stock Exchange and the Hong Kong Stock Exchange have different trading

hours, trading characteristics (including trading volume and liquidity), trading and listing

rules, and investor bases (including different levels of retail and institutional participation). As

a result of these differences, the trading prices of our Shares and the ADSs representing them

might not be the same, even allowing for currency differences. Fluctuations in the price of the

ADSs due to circumstances peculiar to its home capital market could materially and adversely

affect the price of the Shares. Because of the different characteristics of the U.S. and Hong

Kong equity markets, the historic market prices of the ADSs may not be indicative of the

performance of our securities (including the ordinary shares) after the Global Offering.

Exchange between our Shares and the ADSs may adversely affect the liquidity or trading
price of each other.

The ADSs are currently traded on the New York Stock Exchange. Subject to compliance

with U.S. securities laws and the terms of the deposit agreement, holders of our Shares may

deposit Shares with the depositary in exchange for the issuance of the ADSs. Any holder of

ADSs may also withdraw the underlying Shares represented by the ADSs pursuant to the terms

of the deposit agreement for trading on the Hong Kong Stock Exchange. In the event that a

substantial number of Shares are deposited with the depositary in exchange for ADSs or vice

versa, the liquidity and trading price of our Shares on the Hong Kong Stock Exchange and the

ADSs on the New York Stock Exchange may be adversely affected.

The time required for the exchange between our Shares and the ADSs might be longer
than expected and investors might not be able to settle or effect any sale of their securities
during this period, and the exchange of Shares into ADSs involves costs.

There is no direct trading or settlement between the New York Stock Exchange and the

Hong Kong Stock Exchange on which the ADSs and our Shares are respectively traded. In

addition, the time differences between Hong Kong and New York, unforeseen market

circumstances, or other factors may delay the deposit of Shares in exchange for the ADSs or

the withdrawal of Shares underlying the ADSs. Investors will be prevented from settling or

effecting the sale of their securities during such periods of delay. In addition, we cannot assure

you that any exchange for Shares into ADSs (and vice versa) will be completed in accordance

with the timelines that investors may anticipate.
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Furthermore, the depositary for the ADSs is entitled to charge holders fees for various

services including for the issuance of ADSs upon deposit of Shares, cancelation of ADSs,

distributions of cash dividends or other cash distributions, distributions of ADSs pursuant to

share dividends or other free share distributions, distributions of securities other than ADSs,

and annual service fees. As a result, shareholders who exchange Shares into ADSs, and vice

versa, may not achieve the level of economic return the shareholders may anticipate.

We may be subject to securities litigation, which is expensive and could divert
management attention.

Companies that have experienced volatility in the volume and market price of their shares

have been subject to an increased incidence of securities class action litigation. We may be the

target of this type of litigation in the future. Securities litigation against us could result in

substantial costs and divert our management’s attention from other business concerns, and, if

adversely determined, could have a material adverse effect on our business, financial condition

and results of operations.

As the public offering price is substantially higher than our net tangible book value per
ordinary share, you will incur immediate and substantial dilution.

If you purchase ordinary shares in the Global Offering, you will pay more for your Shares

than the amount paid by existing holders for their Shares or ADSs on a per ordinary share basis.

As a result, you will experience immediate and substantial dilution after giving effect to the

Global Offering. In addition, you will experience further dilution to the extent that our ordinary

shares are issued upon the exercise of share options or vesting of restricted share units. All of

the ordinary shares issuable upon the exercise of currently outstanding share options will be

issued at a purchase price on a per ordinary share basis that is less than the public offering price

per ordinary share in the Global Offering.
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