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EXPECTED TIMETABLE®™°" *)

If there is any change in the following expected timetable of the Global Offering, our
Company will issue an announcement in Hong Kong to be published on the website of the
Stock Exchange at www.hkexnews.hk and on the website of our Company at

www.morrisholdings.com.hk.

Latest time to complete electronic applications under
HK eIPO White Form service through the designated

KVt 2 11:30 a.m. on

Thursday, 5 January 2017

website www.hkeipo.h

Application lists of the Hong Kong Public Offering

open N D 11:45 a.m. on

Thursday, 5 January 2017

Latest time to lodge WHITE and YELLOW
Application Forms and to give electronic
CNore ) 12:00 noon on

Thursday, 5 January 2017

application instructions to HKSC

Latest time to complete payment of HK eIPO White Form
applications by effecting internet banking transfer(s)
or PPS payment transfer(s). . ... ... .. 12:00 noon on
Thursday, 5 January 2017

Application lists of the Hong Kong Public Offering

close™Oome 3 12:00 noon on

Thursday, 5 January 2017

Expected Price Determination Date™* > ... ... .. .. ... .. .. .. Thursday, 5 January 2017
(1) Announcement of

. the Offer Price;

. the level of applications in the Hong Kong Public Offering;

. the indication of level of interest in the International Offering; and

. the basis of allocation of the Hong Kong Offer Shares

to be published (a) in The Standard

(in English) and Hong Kong Economic Times

(in Chinese); and (b) on the Stock Exchange’s website
at www.hkexnews.hk and on our Company’s website

at www.morrisholdings.com.hk on or before .......... Wednesday, 11 January 2017
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EXPECTED TIMETABLE®™°" *)

(2)

(3)

Announcement of results of allocations in the Hong Kong

Public Offering (with successful applicants’ identification

document or business registration numbers, where appropriate)

to be available through a variety of channels as described in

the subsection headed “11. Publication of Results” under the

section headed “How to Apply for Hong Kong

Offer Shares” in this prospectus . . .. ................. Wednesday, 11 January 2017

A full announcement of the Hong Kong Public

Offering containing (1) and (2) above to be

published on the Stock Exchange’s website

at www.hkexnews.hk and our Company’s website

at www.morrisholdings.com.hk™** * from ........... Wednesday, 11 January 2017

Results of allocations for the Hong Kong Public Offering
will be available at www.tricor.com.hk/ipo/result with a
“search by ID” function from. .. ....... ... ............ Wednesday, 11 January 2017

Despatch of Share certificates in respect of wholly

or

partially successful applications pursuant to the

Hong Kong Public Offering on or before™?/* 7 «nd 9 Wednesday, 11 January 2017

Despatch of HK eIPO White Form e-Auto Refund payment

ins

tructions/ refund cheques in respect of wholly successful

(where applicable) or wholly or partially unsuccessful
applications pursuant to the Hong Kong Public Offering

on or before™ores 8 and 9) . Wednesday, 11 January 2017
Dealings in the Shares on the Stock Exchange to commence on .............. Thursday,
12 January 2017

Notes:

All times and dates refer to Hong Kong local times and dates, except as otherwise stated. Details of the
structure of the Global Offering, including its conditions are set out in the section headed “Structure of the
Global Offering” in this prospectus.

You will not be permitted to submit your application through the designated website at www.hkeipo.hk after
11:30 a.m. on the last day for submitting applications. If you have already submitted your application and
obtained an application reference number from the designated website prior to 11:30 a.m., you will be
permitted to continue the application process (by completing payment of application monies) until 12:00 noon
on the last day for submitting applications, when the application lists close.

If there is a tropical cyclone warning signal number 8 or above or a “black” rainstorm warning in force in Hong
Kong at any time between 9:00 a.m. and 12:00 noon on Thursday, 5 January 2017, the application lists will
not open or close on that day. Please see the subsection headed “10. Effect of Bad Weather on the Opening
of the Application Lists” under the section headed “How to Apply for Hong Kong Offer Shares” in this
prospectus.

Applicants who apply for the Hong Kong Offer Shares by giving electronic application instructions to
HKSCC should refer to the subsection headed “6. Applying by Giving Electronic Application Instructions
to HKSCC via CCASS” under the section headed “How to Apply for Hong Kong Offer Shares” in this
prospectus for details.
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EXPECTED TIMETABLE®™°" *)

The Price Determination Date is expected to be on or around Thursday, 5 January 2017 and, in any event, not
later than Tuesday, 10 January 2017 (Hong Kong time). If, for any reason, the Offer Price is not agreed between
our Company and the Sole Global Coordinator (for itself and on behalf of the Underwriters) by Tuesday, 10
January 2017, the Global Offering will not proceed.

None of the website or any of the information contained on the website forms part of this prospectus.

Share certificates will only become valid certificates of title at 8:00 a.m. on Thursday, 12 January 2017
provided that the Global Offering has become unconditional in all respects and the Underwriting Agreements
have not been terminated in accordance with its terms. Investors who trade Shares prior to the receipt of the
Share certificates or the Share certificates becoming valid do so at their own risk.

e-Auto Refund payment instructions or refund cheques will be issued in respect of wholly or partially
unsuccessful applications pursuant to the Hong Kong Public Offering and also in respect of wholly or partially
successful applications in the event that the final Offer Price is less than the price payable per Offer Share on
application. Part of the applicant’s Hong Kong identity card number or passport number, or, if the application
is made by joint applicants, part of the Hong Kong identity card number or passport number of the first-named
applicant, provided by the applicant(s) may be printed on the refund cheque, if any. Such data would also be
transferred to a third party for refund purpose. Banks may require verification of an applicant’s Hong Kong
identity card number or passport number before cashing the refund cheque. Inaccurate completion of an
applicant’s Hong Kong identity card number or passport number may lead to delay in encashment of or may
invalidate the refund cheque.

Applicants who have applied on WHITE Application Forms or through the HK eIPO White Form service for
1,000,000 or more Hong Kong Offer Shares and have provided all information required by the Application
Form may collect any refund cheques and/or Share certificates in person from our Company’s Hong Kong
Branch Share Registrar, Tricor Investor Services Limited at Level 22, Hopewell Centre, 183 Queen’s Road
East, Hong Kong from 9:00 a.m. to 1:00 p.m. on Wednesday, 11 January 2017 or such other date as notified
by our Company in the newspapers as the date of despatch/collection of Share certificates/e-Auto Refund
payment instructions/refund cheques. Applicants being individuals who are eligible and opt for personal
collection must not authorise any other person to make collection on their behalf. Applicants being
corporations who are eligible and opt for personal collection must attend through their authorised
representatives bearing letters of authorisation from their corporations stamped with the corporations’ chop.
Identification documents and (where applicable) authorisation documents acceptable to our Hong Kong Branch
Share Registrar must be produced at the time of collection.

Applicants who have applied on YELLOW Application Forms for 1,000,000 or more Hong Kong Offer Shares
may collect their refund cheques, if any, in person but may not elect to collect their Share certificates, which
will be deposited into CCASS for credit to their designated CCASS Participant’s stock accounts or CCASS
Investor Participant stock accounts, as appropriate. The procedures for collection of refund cheques for
YELLOW Application Forms applicants are the same as those for WHITE Application Forms applicants.

Applicants who have applied for Hong Kong Offer Shares by giving electronic application instructions to
HKSCC should refer to the subsection headed “14. Despatch/Collection of Share Certificates and Refund
Monies — Personal Collection — (iv) If you apply via electronic application instructions to HKSCC” under the
section headed “How to Apply for Hong Kong Offer Shares” in this prospectus for details.

Applicants who have applied through the HK eIPO White Form service and paid their applications monies
through single bank accounts may have refund monies (if any) despatched to that bank account in the form of
e-Auto Refund payment instructions. Applicants who have applied through the HK eIPO White Form service
and paid their application monies through multiple bank accounts may have refund monies (if any) despatched
to the address as specified in their application instructions in the form of refund cheques by ordinary post at
their own risk.

Applicants who have applied for less than 1,000,000 Hong Kong Offer Shares and any uncollected Share
certificates and/or refund cheques will be despatched by ordinary post, at the applicants’ risk, to the addresses
specified in the relevant applications. Further information is set out in the subsections headed “13. Refund of
Application Monies” and “14. Despatch/Collection of Share Certificates and Refund Monies” under the section
headed “How to Apply for Hong Kong Offer Shares” in this prospectus.

The above expected timetable is a summary only. You should refer to the sections

headed “Structure of the Global Offering” and ‘“How to Apply for Hong Kong Offer
Shares” in this prospectus for details of the structure of the Global Offering, including the
conditions of the Global Offering, and the procedures for application for Hong Kong
Offer Shares.
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SUMMARY

This summary aims to give you an overview of the information contained in this
prospectus. As this is a summary, it does not contain all the information that may be
important to you and is qualified in its entirety, and should be read in conjunction with
the full text of this prospectus. Information contained in our website, located at
www.morrisholdings.com.hk, does not form part of this prospectus. You should read the
whole prospectus including the appendices to this prospectus before you decide to invest

in our Offer Shares. There are risks associated with any investment. Some of the
particular risks in investing in our Offer Shares are summarised in the section entitled
“Risk Factors” in this prospectus. You should read that section carefully before you
decide to invest in our Offer Shares.

OVERVIEW

We principally engage in the manufacturing of sofas and sofa covers in the PRC with an
integrated design, manufacturing, sales and marketing operation. We are one of the top three
PRC upholstered sofa manufacturers in terms of export value to the U.S. in 2015 according to
the Euromonitor Report. The export market of upholstered sofas from the PRC to the U.S. is
highly fragmented. We accounted for approximately 3.6% of the export value of upholstered
sofas to the U.S. from the PRC in 2015. Our products are generally marketed under two brands,
“Morris Holdings Limited” and “Morris Zou”. We mainly export “Morris Holdings Limited”
branded sofas to customers in the U.S. market as well as sell “Morris Zou” brand of sofas and
wood based furniture products domestically through our direct sale stores in Zhejiang Province
of the PRC.

OUR BUSINESS MODEL

We are one of the leading and long established manufacturers of sofas and sofa covers in
the PRC sofa export industry, and one of the top three PRC upholstered sofa manufacturers in
terms of export value to the U.S. in 2015 according to the Euromonitor Report. We design,
manufacture and sell a wide range of sofas, sofa covers and other furniture products through
OEM, ODM and OBM business models. The following charts illustrates our OEM, ODM and
OBM business models:

Our OEM business operations

The following diagram illustrates our OEM business operations:

Customer Counter samples

rovides made and
P Customer

places order

design, provided to Production
specifications customer for

and samples approval
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Our ODM business operations

The following diagram illustrates our ODM business operations:

Design and
development Prototypes
with made for

Customer’s
approval of

Customer
places
order

- - Production
customer’s customer’s

general selection
concept

design and
specifications

Our OBM business operations

The following diagram illustrates our OBM business operations:

Model or Customer
We design and sample chooses its

Customer
evaluate new sofas preferred model,

places Production
order

conceptual are shown to sample sofa
design customer or at under our own
exhibitions brands

For further details, please refer to the subsection headed “Our Business Model” under the
section headed “Business” in this prospectus.

OUR PRODUCTS AND BRANDS

We sell a wide range of sofas including stationary sofas and motion sofas (with or without
smart-home functions) under the brand “Morris Holdings Limited” and sofa covers
predominantly to overseas markets including the U.S., Canada, United Kingdom, Australia,
Ireland and Korea and other furniture products domestically in our two direct sale stores under
the brand “Morris Zou”.

The following table sets forth our revenue by product type for the years ended 31
December 2013, 2014 and 2015 and the eight months ended 31 August 2015 and 2016:

For the year ended 31 December For the eight months ended 31 August

Product Type 2013 2014 2015 2015 2016
RMB’000 % RMB’000 % RMB’000 % RMB’000 %  RMB’000 %
Sofas 556,985 56.6 540,258 655 666,733 72.0 374319 662 472,515 81.3
Sofa covers 379,327 385 253,032 30.7 226482 244 172,151 305 104,848 18.0
Others (Note) 47,714 49 31385 3.8 33256 36 18488 33 4,203 0.7
Total 984,026 100.0 824,675 100.0 926,471 100.0 564,958 100.0 581,566 100.0

Note: For the year ended 31 December 2013, others primarily included leather products processed by Haining
Mengnu Leather Products Co., Ltd. (%5 %5 5 47 FR/A A), which was disposed of by our Group on 12
January 2015. For the years ended 31 December 2014 and 2015, others primarily included (i) leather products
and (ii) wood based furniture products. For the eight months ended 31 August 2016, others primarily included
leather pieces and wood based furniture products.

_2_



SUMMARY

PRODUCT DESIGN, RESEARCH AND DEVELOPMENT

In general, sofa covers manufactured by us are designed by our customers. In contrast,
sofas and other furniture products manufactured by us are designed by our Haining Research
and Development Centre itself or with the assistance of our U.S. designer.

We believe our strong capability in design, research and development will help strengthen
our market position in the PRC sofa export market. As at the Latest Practicable Date, our
Haining Research and Development Centre comprised more than 40 staff stationed in Haining,
Zhejiang Province, the PRC. These staff have extensive experience in the sofa production
industry, of which a number of senior members have had over 10 years of experience in design,
research and development of sofas and other furniture products. Our Haining Research and
Development Centre is responsible for developing new sofas and other furniture products as
well as finding ways to enhance and improve the functionality of our existing products. Since
the establishment of the Haining Research and Development Centre in 2003 and through
continuous investments in research and development, we have obtained numerous
achievements including but not limited to obtaining the recognition of High Technology
Enterprise granted by the Science Technology Department of Zhejiang Province (#77LH& F}2
F71l7E), the Department of Finance of Zhejiang Province (#7{L#& BFE{#E), the State
Administration of Taxation of Zhejiang Province (Wi{LEBIZKBIF5)F) and the Local Tax
Bureau of Zhejiang Province (Wi{L#E ML FLH;R) on 27 October 2014. As at the Latest
Practicable Date, we possessed 25 issued patents in sofa manufacturing. From 1 January 2016
and up to the Latest Practicable Date, six of our provincial-level projects were approved by
Zhejiang Provincial Economic and Information Technology Commission and 15 were approved
by Science Technology Department of Zhejiang Province. Please refer to the subsection headed
“Product Design, Research and Development” under the section headed “Business” in this
prospectus for further details.

OUR PRODUCTION FACILITIES AND PROCESSES
Production facilities

Our manufacturing facilities are located in Haining, Zhejiang Province, the PRC, which
were leased from Morris PRC. Please refer to the subsection headed “Properties” under the
section headed “Business” and the subsection headed “Non-exempt Continuing Connected
Transactions — The Lease Agreements” under the section headed “Connected Transactions” in
this prospectus for further details. As at the Latest Practicable Date, we operated 15 production
lines for sofas, 25 production lines for sofa covers and one production line for other furniture
products. These production facilities occupy a combined area of approximately 99,529 sq. m.
with an annual production capacity of approximately 892,000 pieces of sofas, 1,613,000 pieces
of sofa covers and 11,000 pieces of other furniture products as at 31 December 2015.

After taking into consideration of the growth of the U.S. economy and retail upholstered
sofa market in the U.S., our plan of further expansion of sales and marketing network, the
utilisation rate of our current designed production capacity and the operating costs in
Cambodia, we decided to set up a new production facility in Cambodia. Please refer to the
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subsection headed “Our Production Facilities and Processes — New production facility in
Cambodia” under the section headed “Business” in this prospectus for further details. We are
currently in the construction stage of the production facility in Cambodia with expected annual
production capacity of sofa covers and sofas are approximately 145,000 pieces and 95,000

pieces, respectively.

The following table sets out the designed production capacity, actual production volume
and utilisation rate for each of our product types during the Track Record Period:

For the year ended For the eight months
31 December ended 31 August
2013 2014 2015 2015 2016
number of  number of  number of  number of  number of
pieces pieces pieces pieces pieces
"000 000 "000 000 "000

(Note 3) (Note 3) (Note 3) (Note 3) (Note 3)

Sofas

— Designed production capacity (Note 1) 806 806 892 595 595
- Actual production volume 603 523 664 418 429
- Utilisation rate (Note 2) 74.8% 64.9% 74.4% 70.2% 72.0%
Sofa covers

— Designed production capacity (Note 1) 2,177 1,712 1,613 1,075 1,075
- Actual production volume 1,805 1,345 1,271 794 644
- Utilisation rate (Note 2) 82.9% 78.6% 78.8% 73.9% 59.9%
Other furniture products

- Designed production capacity (Note I) 8 11 11 7 7
— Actual production volume 5 8 9 6 6
- Utilisation rate (Note 2) 06.1% 73.8% 81.1% 79.8% 81.0%
Notes:

1. Designed production capacity is calculated by multiplying the designed daily production capacity by

planned production days (28 days x number of months in the year/period) for the year/period.

2. Utilisation rate is calculated by dividing the actual production volume for the year/period by the
designed production capacity for the year/period.

3. The number of pieces set forth in this table is calculated based on the number of single-seater sofas and
sofa covers sold; for example, a set of three-seater sofa is counted as three pieces of sofa.

OUR CUSTOMERS

Our sofas mainly target overseas consumers who tend to have greater demands regarding
the quality and functionality of sofas. Our customers of sofas are mainly some of the largest
furniture retail chains and retail warehouse clubs located in the U.S.. We sold our sofa covers
to furniture manufacturers and retailers primarily in the U.S.. Sofas and wood based furniture
products manufactured by us are sold domestically to consumers in the PRC through our direct

sale stores in Haining City and Jiaxing City.
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MARKETING

We conduct our marketing activities through a variety of channels, including participation
in trade exhibitions, media marketing campaigns, and through our sales and marketing staff. In
addition, our consultancy firm and agent in the U.S. assist us in brand building, and sales and
marketing.

COMPETITION

The furniture industry is mature and is highly fragmented and competitive. Our
competitors are mainly PRC-based sofa manufacturers. According to the Euromonitor Report,
the upholstered sofa market in the U.S can be divided into high-end market and mass market
and we compete in the mass market based on our pricing and the retailers where our products
are sold. During the period from 2011 to 2015, upholstered sofas exported to the U.S.
accounted for about 30% of China’s total exports of upholstered sofas in terms of export value.
We compete with these PRC-based sofa manufacturers principally on product quality,
reputation, know-how, product research, development and design skills, price, product range,
delivery and customer service. Our Directors believe that our competitive strengths distinguish
us from our competitors.

OUR COMPETITIVE STRENGTHS

We believe that the following competitive strengths have been the key factors for our
success and will enable us to maintain our market position and capture the anticipated future
growth in our target markets.

. Market leadership in the PRC-based sofa export industry

. Integrated business model consolidating the functions of design, research and
development, manufacturing and sales and marketing functions

. Strong and innovative design, research and development team

. Large-scale and cost effective production operations

. Highly experienced professional management team

OUR BUSINESS STRATEGIES

We intend to maintain and further strengthen our position in the upholstered sofa export
industry and to expand our business by implementing the following business strategies:

. Further expand our sales and marketing network

. Expand our manufacturing capabilities in Cambodia and reduce production cost
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. Continue to enhance our brand recognition in the furniture market

SUMMARY OF CONSOLIDATED FINANCIAL INFORMATION

The below summary of consolidated financial information for the years ended 31
December 2013, 2014 and 2015 and the eight months ended 31 August 2015 and 2016 should
be read together with the consolidated financial information in the Accountants’ Report as set
out in Appendix I to this prospectus, together with the accompanying notes, which have been

prepared in accordance with HKFRSs.

Consolidated statements of profit or loss

For the eight months

Year ended 31 December ended 31 August
2013 2014 2015 2015 2016
RMB’000  RMB’000  RMB’000  RMB’000  RMB’000
(Unaudited)
Revenue 984,026 824,675 926,471 564,958 581,566
Cost of sales (787,450)  (652,051) (706,557) (425,644) (413,633)
Gross profit 196,576 172,624 219,914 139,314 167,933
Other income and gains 19,350 9,857 34,968 19,669 5,491
Selling and distribution
expenses (75,642) (68,057) (79,873) (52,948) (48,298)
Administrative expenses (57,579) (47,558) (51,102) (30,727) (51,719)
Other expenses and losses (3,709) (741) (2,300) (1,402) (475)
Finance costs (34,922) (28,321) (18,441) (10,501) (8,516)
Profit before tax 44,074 37,804 103,166 63,405 64,416
Income tax expense (10,531) (13,440) (20,098) (13,223) (24,282)
Profit for the year/period
(Note) 33,543 24,364 83,068 50,182 40,134

Note: Our income tax expenses included tax credit from utilisation of previous years’ tax losses of approximately
RMB5.4 million, nil, RMB10.3 million and nil for the years ended 31 December 2013, 2014 and 2015 and for
the eight months 31 August 2016. If the impact of tax credit arising from the utilisation of previous years’ tax
losses were excluded during the Track Record Period, our profit for the year would have decreased to
RMB28.2 million and RMB72.7 million for the years ended 31 December 2013 and 31 December 2015,
respectively. As at 31 August 2016, we had tax losses carried forward of approximately RMBS5.2 million.
Deferred tax assets have not been recognised in respect of the tax losses carried forward as they have arisen
in subsidiaries that have been loss-making for some time and it is not considered probable that taxable profits
will be available against which the tax losses can be utilised.
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The following table below sets forth our revenue by business model for the periods

indicated:

For the eight months

For the year ended 31 December ended 31 August
Business model 2013 2014 2015 2015 2016
RMB’000  RMB’000  RMB’000  RMB’000  RMB’000
OEM 379,327 253,032 226,482 172,151 104,848
ODM 113,205 88,575 99,128 73,175 118,451
OBM 491,494 483,068 600,861 319,632 358,267
Total 984,026 824,675 926,471 564,958 581,566

Please refer to the subsection headed “Principal Statement of Profit or Loss Components”
under the section headed “Financial Information” in this prospectus for detailed analysis of

fluctuations of our revenue by business model during the Track Record Period.

The following table sets forth the gross profit and gross profit margin of our products and

the percentage of our total gross profit for the periods indicated:

Year ended 31 December For the eight months ended 31 August
Products 2013 2014 2015 2015 2016
Gross Gross Gross Gross Gross
Gross  Profit Gross  Profit Gross  Profit Gross  Profit Gross Profit
Profit  Margin Profit  Margin Profit  Margin Profit  Margin Profit Margin

RMB’000 % RMB’000 % RMB’000 % RMB’000 %  RMB’000 %
Sofas 80236 144 89,733 166 132583 199 80,329 215 133,369 282
Sofa covers 106,056 280 75364 298 74244 328 50,615 294 32,865 313
Others 10284 216 1527 240 13087 394 8370 453 1,699 404
Total 196576 200 172,624 209 219914 237 139314 247 167933 289

Please refer to the subsection headed “Principal Statement of Profit or Loss Components”
under the section headed “Financial Information” in this prospectus for detailed analysis of
fluctuations of our gross profit and gross profit margin of our products and the percentage of
our total gross profit during the Track Record Period.
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The following table below sets forth the gross profit and gross profit margin by business

model for the periods indicated:

Year ended 31 December For the eight months ended 31 August
Business model 2013 2014 2018 2015 2016
Gross Gross Gross Gross Gross
Gross  Profit Gross  Profit Gross  Profit ~ Gross  Profit Gross Profit
Profit  Margin Profit  Margin Profit - Margin Profit  Margin Profit Margin

RMB000 % RMB000 % RMB000 % RMB’000 %  RMB'000 %
OEM 106,056 280 75364 298 74244 328 50615 294 32,865 313
ODM 2,176 205 20524 232 27,151 274 18861 258 25,081 212
OBM 67344 137 76736 159 118519 197 69838 218 109,987 30.7
Total 196576 200 172,624 209 219914 237 139314 247 167933 289

Please refer to the subsection headed “Principal Statement of Profit or Loss Components”
under the section headed “Financial Information” in this prospectus for the detailed analysis of
fluctuations of our gross profit and gross profit margin by business model during the Track
Record Period.

The following table sets forth the number of pieces sold and the average selling price

(“ASP”) of our sofas and sofa covers during the Track Record Period:

Unit and Price For the eight months ended 31 August
(Notes I and 2) 2013 2014 2015 2015 2016

Number Number Number Number Number of

of pieces ~ ASP of pieces ~ ASP of pieces ~ ASP of pieces  ASP pieces ASP

RMB RMB RMB RMB RMB

Product type
Sofas 537,901 1,035 450,339 1,200 530,863 1,256 358,965 1,043 392,724 1,203
Sofa covers 1,166,480 325 764,838 331 363,031 024 288,435 597 167,306 627
Notes:
1 The number of sofas and sofa covers sold as set forth in this table is calculated based on the number

of single-seater sofas and sofa covers sold; for example, a set of three-seater sofa is counted as three
pieces of sofa. Our products comprise sofas and sofa covers with different sizes and features.

2 The selling price of other furniture products generally has a wide range due to diversified product types.
As such, ASP of other furniture products does not have any indicative meaning.

Please refer to the subsection headed “Principal Statement of Profit or Loss Components”
under the section headed “Financial Information” in this prospectus for detailed analysis of
fluctuations of the number of pieces sold and the ASP of our sofas and sofa covers during the
Track Record Period.
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Other income and gains

Our other income and gains primarily consists of interest income, net exchange gains,
government subsidies and gain on disposal of Haining Mengnu Leather Products Co., Ltd. (I
BB R A PR/ F]). The table below sets forth a breakdown of our other income and

gains for the period indicated.

Eight months ended

Year ended 31 December 31 August
2013 2014 2015 2015 2016
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Other income and gains
Interest income 7,097 5,767 2,008 1,125 1,328
Exchange gains, net - - 18,681 6,810 4,100
Government subsidiesV°’® 9,961 3,352 2,714 263 25
Sales of scrap materials 1,909 34 148 129 -

Product development

income - 611 - - -

Gain on disposal of

a subsidiary - - 11,336 11,336 -
Gain on disposal of items of

property, plant and

equipment, net 56 - - - -
Gain on disposal of

an available-for-sale

investment - - - - 9
Others 327 93 81 6 29
19,350 9,857 34,968 19,669 5,491

Note: Subsidies have been received from the local governments in Zhejiang Province in respect of the Group’s
significant tax contribution and significant contribution to sofa export. There were no unfulfilled
conditions or contingencies relating to these subsidies as at 31 December 2013, 2014 and 2015 and 31
August 2016.

Our other income and gains increased by approximately 254.8% from approximately
RMB9.9 million for the year ended 31 December 2014 to approximately RMB35.0 million for
the year ended 31 December 2015. Such increase was primarily due to (i) an exchange gain of
approximately RMB18.7 million in the year ended 31 December 2015 resulting from
appreciation of the U.S. dollar against Renminbi, which is the functional currency of our major

operating subsidiaries; and (ii) a gain on disposal of Haining Mengnu Leather Products Co.,

Ltd. (355 R H &G AHRAA) in 2015.
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RMB

Our other income and gains decreased by approximately 49.1% from approximately
19.4 million for the year ended 31 December 2013 to approximately RMB9.9 million for

the year ended 31 December 2014. Such change was primarily the result of (i) the reduction

in government subsidies for the year ended 31 December 2014; and (ii) the decrease in the sales

of scrap materials of approximately RMB1.9 million.

RMB

Our other income and gains decreased by approximately 72.1% from approximately
19.7 million for the eight months ended 31 August 2015 to approximately RMBS5.5

million for the eight months ended 31 August 2016, which was primarily due to the gain of

approximately RMB11.3 million on disposal of Haining Mengnu Leather Products Co., Ltd.
(RS 4% P A FR/A 7)) recorded in the eight months ended 31 August 2015.

Summary of consolidated statements of financial position

Immediately
prior to the
deemed As at
As at 31 December distribution 31 August
2013 2014 2015 2015 2016
RMB’000  RMB’000  RMB’000 RMB’000 RMB’000
(Unaudited)
Non-current assets 132,490 142,570 51,554 95,016 52,518
Current assets 1,891,375 1,586,052 885,805 1,628,179 935,366
Current liabilities 1,742,289 1,423,246 862,195 1,333,943 868,753
Net current assets
(Note 1) 149,086 162,806 23,610 294,236 66,613
Total assets less
current liabilities 281,576 305,376 75,164 389,252 119,131
Non-current
liabilities 691 - 107 107 3,667
Net assets (Note 2) 280,885 305,376 75,057 389,145 115,464
Notes:

Our net current assets increased from approximately RMB23.6 million as at 31 December 2015 to
approximately RMB66.6 million as at 31 August 2016, which was primarily due to the combined effect of (i)
an increase in inventories of approximately RMB101.1 million primarily due to expected production needs for
our peak season, which usually occurs in every October to January; (ii) a decrease in trade and bills receivables
of approximately RMB118.5 million primarily due to that June to August of each year is normally not our peak
season of sales; (iii) a decrease in due to related parties of approximately RMBS88.2 million; and (iv) an
increase in interest-bearing bank borrowings of approximately RMB53.5 million due to increased working
capital needs as a result of an increase in sales for the eight months ended 31 August 2016. As at 31 December
2015, we had net current assets of approximately RMB23.6 million as compared to net current assets of
approximately RMB162.8 million as at 31 December 2014. Such change was primarily due to the deemed
distribution to Mr. Zou and Ms. Wu, which resulted in a substantial decrease in net current assets by RMB270.6
million, partly offset by increase in (i) pledged deposits of RMB21.4 million; (ii) cash and cash equivalents
of RMB22.5 million; and (iii) available-for-sale investment of RMB26.0 million. For details of the deemed
distribution to Mr. Zou and Ms. Wu, please see the subsection headed “Deemed Distribution to Mr. Zou and
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Ms. Wu” under the section headed “Financial Information” in this prospectus. As at 31 December 2014, we
had net current assets of approximately RMB162.8 million as compared to net current assets of RMB149.1
million as at 31 December 2013, which was primarily due to the combined effect of (i) an increase in
inventories of RMB42.2 million primarily due to slow down in the sales of our products in the year ended 31
December 2014; (ii) a decrease in due from related parties of RMB203.3 million; (iii) a decrease in pledged
deposits of RMB150.4 million as a result of a reduction of discounted bills loans due to reduced sale volume;
(iv) a decrease in trade and bills payables of RMB277.1 million; and (v) a decrease in interest-bearing bank
borrowings of RMB82.8 million as a result of reduced sale volume.

Our net assets increased from approximately RMB75.1 million as at 31 December 2015 to approximately
RMBI115.5 million as at 31 August 2016, which was primarily resulted from the net profit of approximately
RMB40.1 million recorded for the eight months ended 31 August 2016. Our net assets increased from
approximately RMB305.4 million as at 31 December 2014 to approximately RMB389.1 million immediately
prior to the deemed distribution as at 31 December 2015, which was primarily resulted from the net profit of
approximately RMBS83.1 million recorded for the year ended 31 December 2015. Our net assets decreased from
approximately RMB389.1 million immediately prior to the deemed distribution as at 31 December 2015 to
approximately RMB75.1 million as at 31 December 2015, mainly as a result of the deemed distribution to Mr.
Zou and Ms. Wu, please see the subsection headed “Deemed Distribution to Mr. Zou and Ms. Wu” under the
section headed “Financial Information” in this prospectus. Our net assets increased from RMB280.9 million
as at 31 December 2013 to RMB305.4 million as at 31 December 2014 mainly as a result of the profit of
RMB24.4 million recorded for the year ended 31 December 2014.

Summary of consolidated statements of cash flows

For the eight months

Year ended 31 December ended 31 August
2013 2014 2015 2015 2016
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

(Unaudited)

Net cash flows from operating

activities (Note) 57,442 34,204 110,636 38,518 92,524
Net cash flows from/(used in)

investing activities (56,904) 186,231 (18,628) 7,508 (114,715)
Net cash flows from/(used in)

financing activities (87,417) (241,278) (70,073) 5,130 47,057
Net increase/(decrease) in cash

and cash equivalents (86,879) (20,843) 21,935 51,156 24,866
Cash and cash equivalents at

beginning of year/period 118,187 31,297 10,640 10,640 33,131
Effect of foreign exchange rate

changes, net (11) 186 556 336 2,260
Cash and cash equivalents at

end of year/period 31,297 10,640 33,131 62,132 60,257

Note: Net cash flows from operating activities increased from approximately RMB34.2 million for the year ended

31 December 2014 to approximately RMB110.6 million for the year ended 31 December 2015, which was
primarily due to (i) increase in profit before tax as a result of an increase in average selling prices and sales
volume of our sofas; and (ii) increase in trade payables as a result of an increase in purchase of raw materials.
Net cash flows from operating activities decreased from approximately RMB57.4 million for the year ended
31 December 2013 to approximately RMB34.2 million for the year ended 31 December 2014, which was
primarily due to a decrease in profit before tax as we were in the transitional period of business strategies. We
had net cash flows from operating activities of approximately RMB92.5 million for the eight months ended 31
August 2016 as compared to net cash flows from operating activities of approximately RMB38.5 million for
the eight months ended 31 August 2015, which was primarily due to (i) slight increase in profit before tax as
a result of an increase in average selling prices and sales volume of our sofas; and (ii) decrease in trade and
bills receivables.
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KEY FINANCIAL RATIOS

Immediately As at/for the
prior to the eight months

As at/for the year ended deemed ended

31 December distribution 31 August

2013 2014 2015 2015 2016

Net profit margin 3.4% 3.0% 9.0% 9.0% 6.9%

Return on assets 1.7% 1.4% 8.9% 4.8% N/ANere 2)

Return on equity 11.9% 8.0% 110.7% 21.3% N/ANeore 2)

Current ratio 108.6% 111.4% 102.7% 122.1% 107.7%

Quick ratio 96.1% 93.3% 79.4% 98.8% 72.9%

Gearing ratio ™V’ ) 78.5% 45.1% 264.0% 50.9% 217.9%

Debt to equity ratio 67.3% 41.6% 219.8% 42.4% 165.7%
Interest coverage

ratio 2.3 2.3 6.6 6.6 8.6

Notes:
1 Our gearing ratio increased from approximately 45.1% as at 31 December 2014 to approximately 50.9%

immediately prior to the deemed distribution as at 31 December 2015, which was primarily due to an increase
in the interest-bearing borrowings as a result of increased working capital needs from increased business
volume in the year ended 31 December 2015. Our gearing ratio decreased from approximately 78.5% as at 31
December 2013 to approximately 45.1% as at 31 December 2014, which was primarily due to decrease in
interest-bearing bank borrowings and increase in total equity, as at 31 December 2014. Our gearing ratio
decreased from approximately 264.0% as at 31 December 2015 to approximately 217.9% as at 31 August 2016,
which was primarily due to a greater proportional increase in our total equity than in interest-bearing bank
borrowings as at 31 August 2016.

2 Such ratio is not applicable as it is not comparable to annual numbers.

For details on the formula and explanation of fluctuation of the financial ratios, please see
the subsection headed “Key Financial Ratios” under the section headed “Financial

Information” in this prospectus.

BUSINESS TRANSFER

The furniture division of Morris PRC historically acted as the import and export vehicle
of our Group’s business since the export business has been set up and customers’ and suppliers’
relationships has been established by the furniture division of Morris PRC. The furniture
division of Morris PRC was strategically complementary to our Group as the business activities
conducted by the furniture division of Morris PRC were essential to the operation of our Group
prior to the completion of the Business Transfer. In that regard, the financial results of the
subsidiaries now comprising our Group and the financial results of the furniture division of
Morris PRC for the three years ended 31 December 2015 have been consolidated in accordance
with HKFRSs to reflect the financial results of our business for the three years ended 31
December 2015.

The Business Transfer was undertaken gradually throughout the three years ended 31
December 2015 to legally transfer the furniture business functions formerly operated by Morris
PRC, including customers’ and suppliers’ business relationships, import and export businesses,
related personnel and related intellectual property rights, to our Group. The completion of the
Business Transfer took place on 31 December 2015. Please refer to the subsection headed
“Transfer of Functions and Certain Assets of the Furniture Division in Morris PRC to our
Group” under the section headed “History, Reorganisation and Corporate Structure” in this
prospectus for further details of the Business Transfer.
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DEEMED DISTRIBUTION TO MR. ZOU AND MS. WU

On 31 December 2015, as part of the Reorganisation, the Business Transfer was
completed, in which the assets and liabilities of the furniture division of Morris PRC that were
necessary for the operation of the Group’s business and that could be transferred without any
consent or approval from third parties had been legally transferred to our Group. However,
since the financial results of our Group for the three years ended 31 December 2015 were
comprised of those of our subsidiaries and the furniture division of Morris PRC, upon
completion of the Business Transfer, the remaining assets and liabilities of the furniture
division of Morris PRC that were not legally transferred to our Group pursuant to the Business
Transfer but have been reflected on the financial statements of our Group for the three years
ended 31 December 2015 were deemed distributed in form of dividend distribution in specie
to Mr. Zou and Ms. Wu. Please refer to the subsection headed “Deemed Distribution to Mr. Zou
and Ms. Wu” under the section headed “Financial Information” in this prospectus for further
details of the assets and liabilities that were deemed distributed and the financial position of
our Group immediately prior to and after the deemed distribution. Such assets includes
inventories realised by the sale of processed leather and sofas in-transit to our Group, details
of which were disclosed in the section headed “Business” in this prospectus, with sales amount
of approximately RMB55.4 million and Morris PRC recorded a gross profit of approximately
RMBS5.4 million. The assets and liabilities that were deemed distributed and did not pass from
Morris PRC to our Group primarily due to that: (i) our Directors consider that the ownership
of the premises that houses our Group’s production lines is not crucial to the operation of our
business and it would not be commercially viable for our Group to acquire these premises from
Morris PRC as the substantial capital expenditure required would have an adverse impact on
our Group’s cash flow and return on equity, which would not be in the best interests of
maximising Shareholders’ value. Besides, on 1 January 2016, certain subsidiaries of our Group
entered into the Lease Agreements with Morris PRC for the lease of our production premises
on a long term basis of 10 years with lease term till 1 January 2026. As such, the deemed
distribution of such premises would not have any impact on our business operation; (ii) the
assignment of rights to collect the receivables, and the obligation to settle payables which were
deemed distributed requires the consents and approval of third parties including customers,
suppliers, banks, and/or regulatory bodies. As those orders which had given rise to such trade
receivables have already been completed and related products have already been delivered to
the customers, the particulars of the orders, including supplier’s information, lead time for
delivery and credit period, have been recorded in the sales and accounting systems of such
customers. Despite our repeated requests and demands, we have still not obtained consents
from related customers to the transfer of the trade receivables from Morris PRC to our
Company. In addition, those orders which had given rise to such trade payables have already
been completed by related suppliers and their related materials procured by us have already
been delivered to the furniture division of Morris PRC, the particulars of the orders, including
customer’s information, lead time for delivery and credit period, have already been recorded
in the sales and accounting systems of such suppliers. Despite our repeated requests and
demands, we have still not obtained consents from related suppliers to the transfer of the trade
payables from Morris PRC to our Company. Those bills receivables/payables were issued by
third party banks and cannot be altered or cancelled once issued; (iii) prepayments, deposits
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and other receivables mainly consists of VAT refund arisen from exports of furniture products
before Business Transfer which was only collectible by Morris PRC and therefore it was
necessary to deem distribute such amount as at 31 December 2015; (iv) inventories that were
deemed distributed were imported or processed from materials imported by Morris PRC as
importer registered under the PRC Customs through its import and export customs declaration
certificate. Pursuant to the relevant laws and regulations in the PRC, importer must strictly
control and monitor the imported materials for processing and circulation, sell or export the
same via the importer’s custom practical manual after processing and write off the same via the
relevant custom practical manual after processing. To comply with the relevant customs
policies, these inventories that had been imported by Morris PRC were retained in Morris PRC
and it was necessary to deem distribute them as at 31 December 2015; and (v) our Directors
believe that there was no difference to our Group whether to assign the current account
balances of the furniture division of Morris PRC to companies now comprising the Group or
directly distribute to Mr. Zou and Ms. Wu using dividend distribution in specie because these
amounts due from/to related parties mainly represented amounts due from the non-furniture
division of Morris PRC to our Group.

RECENT DEVELOPMENTS

From 1 September 2016 and up to the Latest Practicable Date, our production capacity
generally remained at a similar level as that of the year ended 31 December 2015. As at the
Latest Practicable Date, we were still in the preparation stage of setting up our production
facility in Cambodia. Please refer to the subsection headed “Our Production Facilities and
Processes — New production facility in Cambodia” under the section headed “Business” in this
prospectus for the reasons our Group is expanding its production facility in Cambodia.

Our Directors consider that the effect of the recent slowdown in global economy on our
Group’s financial position is minimal, given that the economy of the U.S. has maintained
relatively stable with its gross domestic product increased by 1.8% in the third quarter of 2016
compared to the second quarter of 2016, and its disposable personal income increased by 0.2%
in October 2016 compared to September 2016, according to the Bureau of Economic Analysis
of the U.S. Department of Commerce. For the eleven months ended 30 November 2016, the
total export value of our sofas and sofa covers decreased slightly by approximately 3.7% as
compared to the same period last year. U.S. dollar continued to appreciate against Renminbi
in the period from September to November of 2016 with the daily mid-point ranged from a low
of US$1.00 to RMB6.6513 on 22 September 2016 to a high of US$1.00 to RMB6.9168 on 25
November 2016 as compared to a low of US$1.00 to RMB6.4565 on 3 May 2016 to a high of
US$1.00 to RMB6.6971 on 19 July 2016 for the eight months ended 31 August 2016 as
announced by the PBOC. U.S. dollar further appreciated against Renminbi in December 2016,
with the daily mid-point price ranged from a low of US$1.00 to RMB6.8575 on 6 December
2016 to a high of US$1.00 to RMB6.9508 on 16 December 2016. We consider that the
appreciation of the U.S. dollar against Renminbi would have a positive effect on our business,
operations and financial results as (i) over 90% of our sales are made to the U.S. market and
settled in U.S. dollars; (ii) most of our raw materials are procured within the PRC and settled
in Renminbi; and (iii) majority of our expenses for our operations such as selling and
administrative expenses are incurred in the PRC and settled in Renminbi.
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In order to fulfill the remaining purchase orders placed by our customers to Morris PRC
that were unable to be assigned to our Group upon completion of the Business Transfer on 31
December 2015, in particular, orders placed by Customer C from April to November 2015,
Haining Gelin Furniture, Zhejiang Apollo Leather Products and Haining Morris Home Gallery
had appointed Morris PRC as an agent in providing export businesses on behalf of them from
31 December 2015 to 30 June 2016. Up to mid June 2016, all such orders from Customer C
were completed and delivered. Morris PRC ceased to make any receipts and payments on
behalf of our Group after collection of related sales receipts from Customer C.

From 1 January 2016 and up to the Latest Practicable Date, six of our research and
development projects were approved by Zhejiang Provincial Economic and Information
Technology Commission and 15 were approved by Science Technology Department of
Zhejiang Province as provincial-level research and development projects.

We currently expect that our net profit for the year ending 31 December 2016 will
decrease as compared to that for the year ended 31 December 2015, which was primarily due
to (i) the non-recurring Listing expenses of approximately HK$18.5 million recorded for the
eight months ended 31 August 2016 and approximately RMB4.2 million expected to be charged
from 1 September 2016 to 31 December 2016 (assuming an Offer Price of HK$1.18 per Share,
being the mid-point of the indicated Offer Price range between HK$1.05 and HK$1.31, and
assuming that the Over-allotment Option is not exercised), all of which will be Listing
expenses to be recognised as administrative expenses in our consolidated statement of profit
or loss and comprehensive income in 2016; and (ii) a gain on disposal of Haining Mengnu
Leather Products Co., Ltd. (%252 8% f 45 % i A PR3 ) of approximately RMB11.3 million in
2015 whereas no such gain will be recorded in 2016.

DIRECTORS’ CONFIRMATION ON NO MATERIAL ADVERSE CHANGE

Our Directors confirm that they have performed sufficient due diligence to ensure that, up
to the date of this prospectus, save for the impact brought by the Listing expenses on our net
profit for the year ending 31 December 2016, there had been no material adverse change in our
financial position or prospects since 31 August 2016 (being the date up to which our
Company’s latest consolidated audited financial results were prepared) and there has been no
event since 31 August 2016, which would materially affect the information shown in the
Accountants’ Report set out in Appendix I to this prospectus.

LISTING EXPENSES

We expect to incur a total of approximately RMB39.9 million (which is equivalent to
approximately HK$44.7 million) of Listing expenses (assuming an Offer Price of HK$1.18,
being the mid-point of the indicative Offer Price range between HK$1.05 and HK$1.31, and
assuming that the Over-allotment Option is not exercised) until the completion of the Global
Offering, of which approximately RMB3.1 million and RMB18.5 million of the Listing
expenses were charged as administrative expense on our consolidated statements of profit or
loss and comprehensive income for the year ended 31 December 2015 and for eight months
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ended 31 August 2016, respectively. Approximately RMB4.2 million is expected to be charged
to our consolidated statement of comprehensive income for the period beginning 1 September
2016 and ending 31 December 2016, and approximately RMB14.1 million is directly
attributable to the issue of Shares to the public and to be capitalised. Listing expenses represent
professional fees and other fees incurred in connection with the Listing, including underwriting
commissions but excluding discretionary bonus. The Listing expenses above are the best
estimate as at the Latest Practicable Date and for reference only and the actual amount may
differ from this estimate.

USE OF PROCEEDS

We estimate the net proceeds of the Global Offering which we will receive, assuming an
Offer Price of HK$1.18 per Offer Share (being the mid-point of the Offer Price range stated
in this prospectus, and assuming that the Over-allotment Option is not exercised), will be
approximately HK$250.3 million, after deduction of underwriting fees and commissions
(taking into no account of any discretionary fee) and estimated expenses incurred by us in
connection with the Global Offering, which is approximately HK$44.7 million.

We intend to use the net proceeds of the Global Offering for the following purposes:

. Approximately 31.3%, or HK$78.4 million will be used for the further expansion of
our sales and marketing network in both overseas markets and the PRC.

. Approximately 26.4%, or HK$66.1 million will be used to repay part of our
outstanding bank borrowings.

. Approximately 26.0%, or HK$65.0 million will be used for the enhancement of our
brand recognition in the furniture market, to intensify our marketing efforts through
marketing and promotion of our existing self-branded furniture, and to develop our
design capabilities.

. Approximately 9.8%, or HK$24.5 million will be used for general working capital
and other general corporate purposes.

. Approximately 6.5%, or HK$16.3 million will be used for the expansion of our
manufacturing capabilities in Cambodia. For details, please refer to the subsection
headed “Our Business Strategies — Expand our manufacturing capabilities in
Cambodia and reduce production cost” under the section headed “Business” and the
subsection headed “Risks Relating to Doing Business in Cambodia” under the
section headed “Risk Factors” in this prospectus.

The above allocation of the proceeds will be adjusted on a pro rata basis in the event that
the Offer Price is fixed at a higher or lower level compared to the midpoint of the estimated
offer price range.

To the extent that the net proceeds are not immediately applied to the above purposes and
to the extent permitted by applicable law and regulations, we intend to deposit the net proceeds
into interest-bearing bank accounts with licensed banks and/or financial institutions in Hong
Kong.
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DIVIDENDS POLICY

Our Company had not declared any dividends for the years ended 31 December 2013,
2014 and 2015, respectively. Dividends declared and paid in the past should not be regarded
as an indication of the dividend policy to be adopted by our Company upon Listing.

Our Company currently intends to pay out an annual dividend payment at a payout ratio
of not less than 20%. The declaration of future dividends will be subject to the decision by our
Board and will depend on, among other things, the earnings, financial condition, cash
requirements and availability, the availability of funds to meet the financial covenants of our
Group’s bank loans, if any and any other factors that our Directors may consider relevant.

GLOBAL OFFERING STATISTICS

All statistics in this table are based on the assumption that the Over-allotment Option is
not exercised.

Based on Based on
an Offer Price of an Offer Price of
HK$1.05 per Share =~ HKS$1.31 per Share

Number of Offer Shares 250,000,000 250,000,000
Market capitalisation“) HK$1,050 million HK$1,310 million
Unaudited pro forma adjusted

consolidated net tangible assets

of our Group®” RMB332.3 million RMB388.9 million
Unaudited pro forma adjusted

consolidated net tangible assets

of our Group per Share” HK$0.371 HK$0.435

Notes:

1 The calculation of market capitalisation is based on 1,000,000,000 Shares expected to be issued and
outstanding following completion of the Global Offering.

2 The unaudited pro forma adjusted consolidated net tangible assets and the unaudited pro forma adjusted
consolidated net tangible assets per Share are arrived on the basis of 1,000,000,000 Shares in issue
following completion of the Global Offering at the respective Offer Prices of HK$1.05 per Share and
HK$1.31 per Share.

RELATIONSHIP WITH JENNIFER CONVERTIBLES

After Reorganisation and completion of the Business Transfer, the business of operating
domestic furniture retail chains in the eastern part of the U.S. is conducted by Jennifer
Convertibles, a subsidiary of Morris PRC. Jennifer Convertibles is a retail store in the U.S. and
was a customer of Morris PRC before it became a subsidiary of Morris PRC. In 2010, Jennifer
Convertibles experienced serious financial difficulties and filed a joint plan of reorganisation.
As part of such reorganisation, Morris PRC agreed to convert most of its unsecured debt into
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SUMMARY

equity and became a shareholder of Jennifer Convertibles, since Mr. Zou, the shareholder of
Morris PRC, considered that (i) it was possibly once-in-a-lifetime opportunity for Mr. Zou to
gain control of a long-established U.S. furniture retail chain; and (ii) he is confident that the
U.S. furniture retail market will recover from the economic downturn that followed the global
financial crisis of 2008 to 2009 and the financial performance of Jennifer Convertibles could
turn around through long-term dedication and effort by the management of Jennifer
Convertibles through business reorganisation, restructuring and business strategy rebuilding.
For details, please refer to the subsection headed “Delineation of Business” under the section
headed “Relationship with Controlling Shareholders” in this prospectus.

OUR CONTROLLING SHAREHOLDERS

Immediately upon completion of the Global Offering (without taking into account of any
allotment and issue of Shares pursuant to the exercise of the Over-allotment Option or any
option which may be granted under the Share Option Scheme), 75% of the issued share capital
of our Company will be owned by Morris Capital, which is in turn owned as to 85% by Mr.
Zou. Accordingly, Mr. Zou and Morris Capital are our Controlling Shareholders within the
meaning of the Listing Rules. Furthermore, Ms. Wu is the spouse of Mr. Zou, and they would
through discussion reach consensus among themselves before making any major decision in
respect of our Group to vote in shareholders meetings on an unanimous basis. Our Controlling
Shareholders have executed a confirmation, whereby they confirmed the existence of such
acting-in-concert arrangement so far as the voting rights of our Company are concerned, and
such arrangements will continue to have effect until one year after the Listing. In view of the
above, Mr. Zou, Ms. Wu and Morris Capital are considered to be parties acting in concert
regarding the control of our Company under the meaning of the Takeovers Code and therefore
Ms. Wu is considered to also be one of our Controlling Shareholders within the meaning of the
Listing Rules.

Mr. Zou and his associates have entered into certain transactions with members of our
Group and these transactions are expected to continue on a continuing or recurring basis after
Listing, thereby constituting continuing connected transactions for our Group under the Listing

Rules. For details, please see the section headed “Connected Transactions” in this prospectus.

RISK FACTORS

There are certain risks involved in our operations and in connection with the Global
Offering, many of which are beyond our control. These risks can be categorised into (i) risks
relating to our industry and our business, (ii) risks relating to doing business in the PRC, (iii)
risks relating to doing business in the Cambodia, and (iv) risks relating to our Shares. A
detailed discussion of all the risk factors involved are set forth in “Risk Factors” and you

should read the whole section carefully before you decide to invest in the Offer Shares.
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SUMMARY

Some of the major risks relating to the business of our Group include but not limited to
the following:

. We rely significantly on the U.S. market and (i) any changes in the economic and
regulatory conditions and global trade policy of the U.S.; or (ii) changes in the

business strategy of our U.S. customers, may have an adverse effect on our business.

. We are vulnerable to future exchange rate fluctuations between the U.S. dollar and

certain other currencies.

. Our current levels of indebtedness and additional indebtedness that may be incurred
in the future may materially and adversely affect our financial condition and results

of operations.

. An increase in raw materials costs or our inability to procure raw materials at
satisfactory prices or unable to pass increased costs on to our customers may

adversely affect our profitability.

NON-COMPLIANCE

There were instances where our Group had failed to be in material compliance with
certain applicable laws and regulations in Cambodia during the Track Record Period,
including, among others, non-compliance with Cambodia law in respect of late payment of
share capital. For details of such non-compliance incidents and the respective remedial actions
taken, please refer to the subsection headed “Legal Compliance” under the section headed

“Business” in this prospectus.
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DEFINITIONS

have the meanings set out below.

In this prospectus, unless the context otherwise requires, the following terms shall

“Application Form(s)”

“Articles of Association” or
“Articles”

“associate(s)”

“Board” or “our Board”

“Business Day”

“Business Transfer”

“Business Transfer Agreement”

“BVI”

“CAGR”

“Cambodia”

“Cambodian Government”

“Cambodian Legal Advisers”

WHITE Application Form(s), YELLOW Application
Form(s) and GREEN Application Form(s), or where the
context so requires, any of them, relating to the Hong
Kong Public Offering

articles of association of our Company conditionally
adopted on 10 December 2016 which will become
effective on the Listing Date, and as amended,
supplemented and otherwise modified from time to time,
a summary of which is set out in Appendix III to this
prospectus

has the meaning ascribed to it under the Listing Rules
the board of Directors

any day (other than a Saturday, Sunday or public holiday)
on which licensed banks in Hong Kong are open

generally for normal banking business to the public

the transfer of the furniture division of Morris PRC to our
Group pursuant to the Business Transfer Agreement

the business transfer agreement dated 31 December 2015
entered into among Morris PRC, our Company, Haining
Gelin Furniture, Zhejiang Apollo Leather Products, Mstar
International Trading (HK), Haining Morris Home
Gallery and Mozo Investments, pursuant to which Morris
PRC transferred its furniture division to the
abovementioned subsidiaries of our Company

the British Virgin Islands

compound annual growth rate

the Kingdom of Cambodia

the Royal Government of Cambodia

Mekong Law Group, the legal advisers to our Company

as to Cambodian law
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DEFINITIONS

“Cambodian Parliament”

“Capitalisation Issue”

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant”

“CCASS Participant”

“CEO”

“Chairman” or “our Chairman’

“China” or “PRC”

“close associate(s)”

“Companies Law” or “Cayman
Companies Law”

“Companies Ordinance”

the National Assembly and the Senate of the Kingdom of
Cambodia

the issue of Shares to be made upon capitalisation of
certain sum standing to the credit of the share premium
account of our Company referred to under the subsection
headed “1. Further Information about Our Company — C.
Written resolutions of our Shareholder passed on 10
December 2016 in Appendix IV to this prospectus

the Central Clearing and Settlement System established
and operated by HKSCC

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

a person admitted to participate in CCASS as a custodian
participant

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

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

chief executive officer of our Group

the chairman of our Board

People’s Republic of China, but for the purpose of this
prospectus and for geographical reference only and
except where the context requires otherwise, references
in this prospectus to “China” and the “PRC” do not apply
to Hong Kong, Macau and Taiwan

has the meaning ascribed to it under the Listing Rules

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

the Companies Ordinance, Chapter 622 of the Laws of

Hong Kong, as amended, supplemented or otherwise
modified from time to time
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DEFINITIONS

“Companies (Winding Up and
Miscellaneous Provisions)
Ordinance”

“Company” or “our Company”

“connected person(s)”

“connected transaction(s)”

“Controlling Shareholder(s)”

“Corporate Governance Code”

“CSRC”

“Deed of Indemnity”

“Deed of Non-competition”

“Director(s)” or “our Director(s)”

the Companies (Winding Up and Miscellaneous
Provisions) Ordinance, Chapter 32 of the Laws of Hong
Kong, as amended, supplemented or otherwise modified
from time to time

Morris Holdings Limited (G2 #EBA R/ F]) (formerly
known as Teagle Holdings Limited (K JE&E#E A FRA 7)),
an exempted company incorporated under the laws of the
Cayman Islands with limited liability on 18 December
2013 and registered as a non-Hong Kong company under
Part 16 of the Companies Ordinance on 17 March 2016

has the meaning ascribed to it under the Listing Rules
has the meaning ascribed to it under the Listing Rules

has the meaning ascribed thereto in the Listing Rules, and
in the content of this prospectus unless otherwise
required, refers to Mr. Zou, Ms. Wu and Morris Capital

the Corporate Governance Code and Corporate
Governance Report as set out in Appendix 14 to the
Listing Rules, as amended, supplemented or otherwise
modified from time to time

China Securities Regulatory Commission (* 7575 B &
EHZERE)

the deed of indemnity dated 10 December 2016 and
executed by our Controlling Shareholders in favour of
our Company (for itself and as trustee for our
subsidiaries) with particulars set forth in the subsection
headed “8. Other Information — A. Tax and other
indemnities” in Appendix IV to this prospectus

the deed of non-competition dated 10 December 2016
entered into by each of our Controlling Shareholders in
favour of our Company (for itself and as trustee for our
subsidiaries), as described more particularly in the
section headed  “Relationship with  Controlling
Shareholders™ in this prospectus

the director(s) of our Company
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DEFINITIONS

“EIT Law”

“Euromonitor”

“Euromonitor Report”

“Excluded Businesses”

“Excluded Group”

“Formal Notice”

“Global Offering”

“GREEN Application Form(s)”

the PRC Enterprise Income Tax Law (- A R LA E 4
HT198i75), as enacted by the NPC on 16 March 2007
and effective on 1 January 2008, as amended,
supplemented or otherwise modified from time to time

Euromonitor International Limited, a global research
organisation established in 1972 that provides strategic
market research

an independent research report commissioned by our
Company and prepared by our industry consultant,
Euromonitor

business owned by Mr. Zou and Ms. Wu or their
respective close associates apart from our Group’s
business and the details are set out in the subsection
headed “Delineation of Business” under the section
headed ‘“Relationship with Controlling Shareholders” in
this prospectus

companies conducting the Excluded Businesses after the
Reorganisation being Morris PRC and its subsidiaries,
namely Jennifer Convertibles, Inc., Haining Mengnu
Leather Co., Ltd. (i %25 %5 {2 254 FR/\ 7]), Haining Morris
International Fur Products Co., Ltd. (%5525 B f5% i &
A BRZF]), Haining Morris Leather Co., Ltd. (FF#H%
R A4 By F]), Zhejiang Morris Property Co., Ltd. (#77L
RAMEHEAFR/AF]), Haining Morris Trading Co.,
Ltd. (BEFEAESARAA]), Haining Meizheng
Advertisement Co., Ltd. (7% 3 1E #4545 R 22 7]) and the
details are set out in the subsection headed “Delineation
of Business” under the section headed “Relationship with
Controlling Shareholders” in this prospectus

means the formal notice to be published in connection
with the Hong Kong Public Offering on or around 30
December 2016, in substantially agreed form and in
accordance with the requirements under Rule 12.02 of the
Listing Rules (as amended or supplemented)

the Hong Kong Public Offering and the International
Offering

the application form(s) to be completed by the HK eIPO
WHITE Form Service Provider
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DEFINITIONS

9

“Group”,

13

9 9

our Group”, “our”,
uS” 01' “We”

“Haining Gelin Furniture”

“Haining Morris Home Gallery”

“Haining Morris International”

“HK eIPO White Form”

“HK eIPO White Form Service

Provider”

“HK$” or “Hong Kong dollars”
“HKFRSs”
“HKSCC”

“HKSCC Nominees”

“Hong Kong”

“Hong Kong Branch Share
Registrar”

our Company and all of its subsidiaries or, where the
context so requires, in respect of the period before our
Company became the holding company of its present
subsidiaries, the businesses operated by such subsidiaries
or their predecessors (as the case may be)

TSR K LA R A (Haining Gelin Furniture Co.,
Ltd.), a company established in the PRC with limited
liability on 4 November 2004, an indirect wholly-owned
subsidiary of our Company after the Reorganisation

HEZERMAREAR/AF  (Haining Morris Home
Gallery Co., Ltd.) (formerly known as I %53 50 ZFAH
FR/vF] (Haining Mengdiya Furnitures Co., Ltd.)), a
company established in the PRC with limited liability on
23 December 2005, an indirect wholly-owned subsidiary
of our Company after the Reorganisation

BB BB A R

International Home Furnishings Co., Ltd.), a company
established in the PRC with limited liability on 25
September 2014, an indirect wholly-owned subsidiary of

(Haining Morris

our Company after the Reorganisation

the application of Hong Kong Offer Shares to be issued in
the applicant’s own name by submitting applications
online through the designated website at www.hkeipo.hk

the HK eIPO White Form service provider designated
by our Company, as specified on the designated website
at www.hkeipo.hk

Hong Kong dollars, the lawful currency of Hong Kong

Hong Kong Financial Reporting Standards

Hong Kong Securities Clearing Company Limited

HKSCC Nominees Limited, a wholly-owned subsidiary
of HKSCC

the Hong Kong Special Administrative Region of the
PRC

Tricor Investor Services Limited
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DEFINITIONS

“Hong Kong Offer Shares”

“Hong Kong Public Offering”

“Hong Kong Underwriters”

“Hong Kong Underwriting
Agreement”

“Independent Third Party(ies)”

“Independent Valuer”

“International Offer Shares”

“International Offering”

the 25,000,000 Shares being initially offered by our
Company for subscription at the Offer Price pursuant to
the Hong Kong Public Offering (subject to adjustment as
described in the section headed “Structure of the Global
Offering” in this prospectus)

the offering for subscription of the Hong Kong Offer
Shares to the public in Hong Kong at the Offer Price,
subject to and in accordance with the terms and
conditions set out in this prospectus and the Application
Forms

the underwriters of the Hong Kong Public Offering
whose names are set out in the subsection headed
“Underwriters” under the section headed “Underwriting”
in this prospectus

the conditional underwriting agreement dated 29
December 2016 relating to the Hong Kong Public
Offering entered into by, among other parties, our
Company, the Sole Global Coordinator and the Hong
Kong Underwriters

person(s) or entity(ies) that is or are not connected
person(s) (within the meaning of the Listing Rules)

Haining Zhengming Asset Appraisal Firm (I %2 1F B & /&
AT, an independent and qualified valuer in the
PRC

the 225,000,000 Shares being offered by our Company
for subscription under the International Offering,
together, where relevant, with any additional Shares
which may be issued pursuant to the exercise of the
Over-allotment Option, subject to reallocation as
described under the section headed “Structure of the
Global Offering” in this prospectus

the conditional offering of the International Offer Shares
at the Offer Price to selected professional, institutional
and other investors outside the United States in offshore
transactions in accordance with Regulation S, as further
described in the section headed “Structure of the Global
Offering” in this prospectus
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DEFINITIONS

“International Underwriters”

“International Underwriting
Agreement”

“Joint Lead Managers”

“KHR”

“Latest Practicable Date”

“Lease Agreements”

“Listing”

“Listing Committee”

“Listing Date”

“Listing Rules”

the underwriters of the International Offering whose
names are set out in the subsection headed
“Underwriters” under the section headed “Underwriting”
in this prospectus

the conditional international underwriting agreement
relating to the International Offering to be entered into
by, among other parties, our Company, the Sole Global
Coordinator and the International Underwriters on or
about the Price Determination Date

Sinolink Securities (Hong Kong) Company Limited and
China Galaxy International Securities (Hong Kong) Co.,
Limited

Cambodian Riel, the lawful currency of Cambodia

20 December 2016, being the latest practicable date for
the purpose of ascertaining certain information contained
in this prospectus prior to its publication

the lease agreements entered into between each of
Zhejiang Apollo Leather Products, Haining Gelin
Furniture, Haining Morris Home Gallery, Haining Morris
International as tenants and Morris PRC as landlord,
details of which are set out in the subsection headed
“Non-exempt Continuing Connected Transactions — The
Lease Agreements” under the section headed “Connected
Transactions” in this prospectus

the listing of our Shares on the Main Board

the listing committee of the Stock Exchange

the date, expected to be on or about Thursday,
12 January 2017, on which dealings in our Shares first
commence on the Main Board

the Rules Governing the Listing of Securities on The

Stock Exchange of Hong Kong Limited, as amended,
supplemented or otherwise modified from time to time
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DEFINITIONS

“M&A Rules”

“Macau”

“Main Board”

“Masia Industries”

“Masia Investments”

“Memorandum of Association” or

“Memorandum”

“MOFCOM” or “Ministry of
Commerce”

“Morris Capital”

“Morris International”

Regulations on Mergers and Acquisitions of Domestic
Companies by Foreign Investors (575 & 3 1 5
INARZERIRLE), which were jointly promulgated by
MOFCOM, the State Assets Supervision and
Administration Commission, the SAT, the SAIC, the
CSRC and the SAFE on 8 August 2006, and came into
effect on 8 September 2006 and subsequently amended on
22 June 2009, as amended, supplemented or otherwise
modified from time to time

the Macau Special Administrative Region of the PRC

the stock exchange (excluding the option market)
operated by the Stock Exchange which is independent
from and operated in parallel with the Growth Enterprise
Market of the Stock Exchange

Masia Industries Co., Ltd. (formerly known as Morris
Zou (Cambodia) Co., Ltd.), a company incorporated in
Cambodia with limited liability on 27 December 2013
and an indirect wholly-owned subsidiary of our Company

Masia Investments Limited (EIEHEHRAA), a
company incorporated in the BVI with limited liability on
27 December 2013 and an indirect wholly-owned
subsidiary of our Company

memorandum of association of our Company, adopted on
10 December 2016 and as amended, supplemented or
otherwise modified from time to time, a summary of
which is set forth in Appendix III to this prospectus

the Ministry of Commerce of the PRC (H#E A [ ILFN[E]
PB5 EB )

Morris Capital Limited (G2 &EAAFR/AF]), a company
incorporated in the BVI with limited liability on 21 May
2015, one of our Controlling Shareholders and owned as
to 85% by Mr. Zou and 15% by Ms. Wu

Morris International Group Limited (%% B M5 E A R
/vH]) (formerly known as Teagle International Group
Limited R B [ R4 18 A5 R 7)), a company
incorporated in the BVI with limited liability on 27
December 2013 and an indirect wholly-owned subsidiary
of our Company
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DEFINITIONS

“Morris PRC”

“Mozo Investments”

“Mr. Zou”

“Ms. Wu”

“Mstar Home Furnishings”

“Mstar International”

“Mstar International Group
(HK)’?

“Mstar International Trading
(HK)??

“Musa International”

SAEBAMRARF (Morris Group Co., Ltd.) (formerly
known as WEFELEEAMRAF (Haining Mengnu
Group Co., Ltd.)), a company established in the PRC with
limited liability on 26 June 2001 and owned as to 85% by
Mr. Zou and as to 15% by Ms. Wu

Mozo Investments Limited (GEIEFERRAA)
(formerly known as Hongkong Xiangzhi Investments
Limited (FHMHEHREERAR)), a  company
incorporated in Hong Kong with limited liability on 4
December 2009 and an indirect wholly-owned subsidiary
of our Company after the Reorganisation

Mr. Zou Gebing (##%£%), our Chairman, CEO and an
executive Director

Ms. Wu Xiangfei (58I7171€), the spouse of Mr. Zou

Mstar Home Furnishings Limited (3ERZEH R A
(formerly known as Mstar International Trading Limited
(EE B E % A B/ ), a company incorporated in the
BVI with limited liability on 27 December 2013 and an
indirect wholly-owned subsidiary of our Company

Mstar International Group Limited (32 5| PR 45 B A FR &
F]), a company incorporated in the BVI with limited
liability on 27 December 2013 and an indirect wholly-
owned subsidiary of our Company

Mstar International Group (HK) Limited (32 5 FR4E ]
(W) A PR F]), a company incorporated in Hong Kong
with limited liability on 15 January 2014 and an indirect
wholly-owned subsidiary of our Company

Mstar International Trading (HK) Limited (325 B P % %)
(& #5) A PFR/AF]), a company incorporated in Hong Kong
with limited liability on 14 January 2014 and an indirect
wholly-owned subsidiary of our Company

Musa International Limited CEVWEIMEARAR), a
company incorporated in the BVI with limited liability on
27 December 2013 and an indirect wholly-owned
subsidiary of our Company
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DEFINITIONS

“MZL”

“NPC” or “National People’s
Congress”

“Offer Price”

“Offer Shares”

“Over-allotment Option”

“PBOC”

“PRC Legal Advisers” or “our
PRC legal advisers”

“Price Determination Agreement”

Morris Zou Limited (formerly known as Jennifer
Convertibles (HK) Limited ({E0E XEKEEH)ARA
A])), a company incorporated in Hong Kong with limited
liability on 30 March 2015 and an indirect wholly-owned
subsidiary of our Company

the National People’s Congress of the PRC (H#E A [t
DI ET PN YN )

the final offer price per Offer Share (exclusive of
brokerage fee of 1%, SFC transaction levy of 0.0027%
and Stock Exchange trading fee of 0.005%) of not more
than HK$1.31 and expected to be not less than HK$1.05,
such price to be agreed upon by us and the Sole Global
Coordinator (for itself and on behalf of the Underwriters)
on or before the Price Determination Date

the Hong Kong Offer Shares and the International Offer
Shares

the option to be granted by us to and exercisable by the
Sole Global Coordinator (for itself and on behalf of the
International Underwriters), pursuant to which we may be
required to allot and issue up to an aggregate of
37,500,000 additional Shares (representing 15% of our
Shares initially being offered under the Global Offering)
to cover over-allocations in the International Offering, if
any, details of which are described in the subsection
headed “International Offering — Over-allotment Option”
under the section headed “Underwriting” in this
prospectus

People’s Bank of China ("' AR #R4T), the central bank
of China

AllBright Law Offices, the legal advisers to our Company
as to PRC law

the agreement expected to be entered into between our
Company and the Sole Global Coordinator (for itself and
on behalf of the Underwriters) on or before the Price
Determination Date to record the agreement on the Offer
Price
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DEFINITIONS

“Price Determination Date”

“Regulation S”

“Renminbi” or “RMB”

“Reorganisation”

“SAFE”

“SAIC”

“SAT”

“SFC”

“SFO”

“Share(s)”

“Share Option Scheme”

“Shareholder(s)”

“Sole Sponsor”,

“Sole Global Coordinator” or

“Sole Bookrunner”

the date, expected to be on or about Thursday, 5 January
2017, on which the Offer Price is to be fixed by
agreement between us and the Sole Global Coordinator
(for itself and on behalf of the Underwriters)

Regulation S under the U.S. Securities Act
Renminbi, the lawful currency of the PRC
the corporate reorganisation of our Group in preparation
for the Listing, particulars of which are set out in the
section headed “History, Reorganisation and Corporate

Structure” in this prospectus

the State Administration of Foreign Exchange of the PRC
(Hh i N RN [ [ 5 S REAE 2L /Ry )

the State Administration for Industry and Commerce of

the PRC ("3 A\ B A0 B B 5% 1P 47 BUE B AR R))

the State Administration of Taxation of the PRC ("F#E A
B LN 0 [ K B AR )

the Securities and Futures Commission of Hong Kong

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

ordinary shares in the share capital of our Company of
US$0.001 each

the share option scheme conditionally approved and
adopted by our Company on 10 December 2016, a
summary of the principal terms of which is set out under
the subsection headed *“7. Share Option Scheme” in
Appendix IV to this prospectus

holder(s) of our Share(s)

Sinolink Securities (Hong Kong) Company Limited

square metres
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DEFINITIONS

“Stabilising Manager”

“State” or “state”

“State Council”

tH)

“Stock Borrowing Agreement

“Stock Exchange”

“subsidiary(ies)”

“substantial shareholder(s)”

“Takeovers Code”

“Track Record Period”

“Trademark Office”

“U.S.” or “United States”

“U.S. dollars” or “US$”

“U.S. Securities Act”

“Underwriters”

“Underwriting Agreements”

Sinolink Securities (Hong Kong) Company Limited

the central government of China including all
government subdivisions (including provincial municipal
and other regional or local government entities) and
instrumentalities thereof or, where the context requires,
any of them

the State Council of the PRC (H 3 A R 30 B B %5 B¢ )

a stock borrowing agreement expected to be entered into
between Morris Capital and the Stabilising Manager

The Stock Exchange of Hong Kong Limited
has the meaning ascribed to it under the Listing Rules
has the meaning ascribed to it under the Listing Rules

the Codes on Takeovers and Mergers and Share Buy-
backs issued by the SFC, as amended, supplemented or
otherwise modified from time to time

the period comprising the three financial years ended 31
December 2013, 2014 and 2015 and the eight months
ended 31 August 2016

the Trademark Office of the State Administration for
Industry and Commerce of the PRC (HFHE A [ 3H: A 5] [
F L AT B FRAR R A 5D

the United States of America

United States dollars, the lawful currency of the United
States

the U.S. Securities Act of 1933, as amended

the Hong Kong Underwriters and the International
Underwriters

the Hong Kong Underwriting Agreement and the
International Underwriting Agreement
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DEFINITIONS

“WHITE Application Form(s)” the form(s) of application for the Hong Kong Offer
Shares for use by the public who require such Hong Kong
Offer Shares to be Issued in an applicant’s own name

“YELLOW Application Form(s)” the form(s) of application for the Hong Kong Offer
Shares for use by the public who require such Hong Kong
Offer Shares to be deposited directly into CCASS

“Zhejiang Apollo Leather WYL BRI 28 R A FRZA A] (Zhejiang Apollo Leather
Products” Products Co., Ltd.), a company established in the PRC
with limited liability on 22 October 2001, an indirect
wholly-owned subsidiary of our Company after the

Reorganisation

“%” per cent.
In this prospectus, where otherwise specified:
J All dates and times refer to Hong Kong dates and time.

. Amounts denominated in Hong Kong dollars and U.S. dollars have been translated,
for the purpose of illustration only, into Renminbi, and vice versa, in this prospectus
at the rates of HK$1 to RMB0.8944 and US$1 to RMBG6.9468, respectively, which
were the PBOC rates prevailing on the Latest Practicable Date. No representation
is made that any amounts in Renminbi, Hong Kong dollars or U.S. dollars can be
or could have been at the relevant date converted at the above rates or any other

rates or at all.

. The English translation and/or transliteration of the names of PRC nationals,
entities, enterprises, government authorities, departments, facilities, certificates,
titles, laws and regulations included in this prospectus is included for identification
purposes only. In the event of any inconsistency between the English translation

and/or transliteration and the Chinese versions, the Chinese versions shall prevail.

. Certain amounts and percentage figures included in this prospectus have been

subject to rounding adjustments.

J Any discrepancies in any table between totals and sums of amounts listed therein are
due to rounding. Accordingly, figures shown as totals in certain tables may not be

an arithmetic aggregation of the figures preceding them.

J All references to any shareholdings in our Company following the completion of the

Global Offering assume that the Over-allotment Option is not exercised.
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GLOSSARY OF TECHNICAL TERMS

This glossary of technical terms contains terms used in this prospectus as they relate
to our business. As such, these terms and their meanings may not always correspond to

the standard industry meaning or usage of these terms.

“ERP” enterprise resource planning

“FOB” free on board, i.e. delivery of goods on board the vessel
at the named port of origin (loading) at the seller’s
expense. The buyer is responsible for main
carriage/freight, cargo insurance and other costs and risks

“Haining Research and our research and development centre, established in 2003
Development Centre” and accredited as a Zhejiang Enterprise Technical Centre
(BT A A ZEFAMTHLr) in the same year by the Zhejiang

Province Economic and Trade Commission (#i7L# ZE7%

SO ES =4

“OBM” original brand manufacturing, a type of manufacturing
under which the manufacturers develop and own the
design of products which are marketed and sold under
such manufacturers’ own brand names

“ODM” original design manufacturing, a type of manufacturing
under which products are designed and manufactured by
the manufacturers with reference to the general
concept(s) provided by the customers and are marketed
and sold under the customers’ brand names

“OEM” original equipment manufacturing, a type of
manufacturing under which products are manufactured,
in whole or in part, in accordance with the specifications
of the customers and are then marketed and sold under
the customers’ brand names

“PU leather” a material made from polyurethane which is a synthetic
material formed by reacting a polyol with a diisocyanate
or a polymeric isocyanate in the presence of suitable

catalysts and additives

“VAT” value-added tax
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FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements that are, by their nature, subject to
significant risks and uncertainties. In some cases words such as “aim”, “anticipate”, “believe”,
“estimate”, “expect”’, “intend”, “may”, “plan”, “potential”, “predict”’, “propose”’, “seek”,
“should”, “will”, “would” and other similar expressions are used to identify forward-looking
statements. These forward-looking statements include, without limitation, statements relating

to:
. the business strategies and the various measures to implement such strategies;
. the future plans;

. future developments, trends and conditions in the industry and markets in which our
Group operates;

. general economic, political and business conditions in the markets in which our
Group operates;

. changes to the political and regulatory environments in the industry and markets in
which our Group operates;

. our Group’s expectations with respect to our Group’s ability to acquire and maintain
regulatory licences or permits;

. the general industry outlook;

. the trend of the global economy in general;

. effects of the global financial markets and economic crisis;
. our Group’s financial conditions and performance;

. our Group’s dividend policy;

. change or volatility in interest rates, foreign exchange rates, equity prices, volumes,
operations, margins, risk management and overall market trends; and

. other factors beyond our Group’s control.

These statements are based on numerous assumptions, including those regarding the
present and future business strategy and the environment in which our Group will operate in
the future. Our Directors confirm that these bases and assumptions are made after due and
careful considerations and are fair and reasonable. The future results could differ materially
from those expressed or implied by such forward-looking statements. In addition, the future
performance may be affected by various factors including, without limitation, those discussed
in the sections headed “Risk Factors”, “Business” and “Financial Information” in this
prospectus.
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Should one or more risks or uncertainties stated in the aforesaid sections materialise, or
should any underlying assumptions be proven incorrect, actual outcomes may vary materially
from those indicated. Prospective investors should therefore not place undue reliance on any

of these forward-looking statements.

In this prospectus, statements of, or references to, the intentions of our Group or any of
our Directors are made as at the date of this prospectus. Any such intentions may change in
light of future developments. Subject to the requirements of the applicable laws, rules and
regulations, our Group does not have any obligation to update or otherwise revise the
forward-looking statements in this prospectus, whether as a result of new information, future

events or otherwise.
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RISK FACTORS

You should carefully consider all of the information in this prospectus, including the
risks and uncertainties described below in respect of, among others, our business and
industry, before making an investment in the Shares being offered in the Global Offering.
You should pay particular attention to the fact that our principal business and operations
are conducted in the PRC and, in the future, Cambodia, and are governed by a legal and
regulatory environment which in certain aspects differs from that prevailing in other
countries. Our business, financial condition and results of operations could be materially
and adversely affected by any of these risks. The trading price of our Shares being offered
in the Global Offering may decline due to any of these risks, and you may lose all or part
of your investment.

We believe that an investment in our Shares involves certain risks, some of which are
beyond our control. These risks can be broadly categorised into (i) risks relating to our business
and our industry; (ii) risks relating to doing business in the PRC; (iii) risks relating to doing
business in Cambodia; and (iv) risks relating to our Shares. Prospective investors in our Shares
should consider carefully all the information set forth in this prospectus and, in particular, this

section in connection with an investment in us.

RISKS RELATING TO OUR BUSINESS AND OUR INDUSTRY

We rely significantly on the U.S. market and (i) any changes in the economic and regulatory
conditions and global trade policy of the U.S.; or (ii) changes in the business strategy of our

U.S. customers, may have an adverse effect on our business.

Almost all of our customers, including most of our five largest customers for the Track
Record Period, are located in the U.S.. Sales to the U.S. market accounted for more than 90%
of our revenue for the three years ended 31 December 2015 and the eight months ended 31
August 2016.

Our performance depends significantly on general economic conditions in the U.S. and
their impact on consumer confidence and discretionary consumer spending. Our sales and trade
receivables may decline due to the depreciation in the US$ or appreciation in the RMB.
Further, economic factors in the U.S. such as a reduction in the availability of credit, increased
unemployment levels, higher oil and energy costs, rising interest rates, adverse conditions in
the housing markets, financial market volatility, recession, reduced consumer confidence, and
other factors affecting consumer spending behaviour such as acts of terrorism or major
epidemics could reduce demand for our products. On the other hand, any change in the U.S.
global trade policy, including tightening regulatory restrictions, industry-specific quotas,
tariffs, non-tariff barriers and taxes, may have the effect of limiting sofas exports from the PRC
and, hence, an adverse effect on our Group’s business.
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If there is any change in the management or control of our U.S. customers, then our U.S.
customers may in turn change their business strategy which may cause their demand for sofas
to decrease, and this may have an adverse effect on our business performance, financial
condition and results of operations.

We do not have long term agreements with our customers. Our sales to customers are
made on an order-by-order basis. As such, our sales to our customers are susceptible to
economic factors affecting the demand from our customers. A serious downturn in the overall
economy of the U.S. or in the U.S. furniture industry, measures that may be introduced to
tighten the U.S. credit policy for controlling inflation in the U.S., or unfavourable policies to
the import of goods into the U.S. may all cause the financial conditions and purchasing powers
of our customers in the U.S. to deteriorate. Our customers are not obliged to place orders with
us, so order quantities may fluctuate depending on the profitability of our customers’
businesses and the spending power of the consumers. An economic downturn in the U.S. or
continued uncertainties regarding future prospects that affect consumer spending habits in the
U.S. may have an adverse effect on the placing of orders by our customers. We can offer no
assurance that we will be able to respond quickly to any economic, market or regulatory
changes in the U.S. market, and any failure to do so may cause an adverse effect on our

business performance, financial condition and results of operations.

We are vulnerable to future exchange rate fluctuations between the U.S. dollar and certain
other currencies.

As most of our sales are to the U.S., most of our revenue is denominated in U.S. dollars.
However, we pay most of our cost based on the relevant local currency. For PRC operations,
we incur and settle the costs of raw materials procured within the PRC, staff salaries,
transportation and delivery expenses, local tax payments and marketing cost in Renminbi. For
the production facility in Cambodia, we expect to incur and settle the local tax payments in
KHR. We are therefore susceptible to currency exchange rate fluctuations between the U.S.
dollars, Renminbi and KHR.

We have not entered into any agreements to hedge our exchange rate exposure relating to
any of these currencies and there is no assurance that we will be able to enter into such
agreements on commercially viable terms in the future. Accordingly, we can offer no assurance
that future exchange rate fluctuations between the U.S. dollar and certain other currencies will
not adversely affect our business.

Our current levels of indebtedness and additional indebtedness that may be incurred in the
future may materially and adversely affect our financial condition and results of operations.

Our total outstanding bank borrowings amounted to approximately RMB220.5 million,
RMB137.7 million, RMB198.1 million, RMB251.6 million and RMB279.7 million,
respectively, as at 31 December 2013, 2014 and 2015, 31 August 2016 and 30 November 2016.
Our gearing ratio, calculated by total interest-bearing bank borrowings divided by total equity
as at the end of the year multiplied by 100%, was approximately 78.5%, 45.1%, 264.0% and
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217.9%, respectively, as at 31 December 2013, 2014 and 2015 and 31 August 2016. The
increase in the gearing ratio as at 31 December 2015, compared with 31 December 2014, was
primarily due to an increase in the interest-bearing borrowings as a result of increased working
capital needs from increased business volume in the year ended 31 December 2015. Please see
the section headed “Financial Information” in this prospectus for further details. Our current
levels of indebtedness could limit our ability to obtain the necessary financing or obtain
favourable terms for the financing to fund future capital expenditures and working capital.
Such limitations could reduce our competitiveness, increase our vulnerability to adverse
general economic and industry conditions and limit our flexibility in planning for, or reacting
to, changes in our business and the industry in which we operate, which could materially and
adversely affect our financial condition and results of operations. In the future, we may from
time to time incur substantial additional indebtedness, which could intensify the risks that we
face as a result of our indebtedness.

An increase in raw materials costs or our inability to procure raw materials at satisfactory
prices or unable to pass increased costs on to our customers may adversely affect our
profitability.

The principal raw materials we use in our production processes are leather, PU leather
fabric, foam, metal components, wood and other components. Cost of raw materials accounted
for approximately 75.9%, 72.3%, 78.1% and 74.9%, respectively, of our cost of sales for the
years ended 31 December 2013, 2014 and 2015 and the eight months ended 31 August 2016.
The prices of leather may fluctuate due to supply factors such as an outbreak of bovine
spongiform encephalopathy (commonly known as the “mad cow disease”) which may result in
widespread destruction of cattle thereby affecting the supply of leather, and demand factors
such as general market conditions and the availability of alternative comparable materials. An
increase in oil prices, which have been volatile in recent years, will also result in an increase
in prices of raw materials such as foam and fabric which are petroleum-based products. We are
subject to risks from fluctuations in raw materials costs and the risk of not being able to
purchase sufficient quantities of raw materials to meet our production requirements. If we are
unable to obtain raw materials at satisfactory prices or unable to pass increased costs to our
customers, our profitability and hence financial performance may be adversely affected. In
addition, if we are unable to find alternative supplies of raw materials, our production activities

will be adversely affected.

We have engaged an agent and a consultancy firm in the U.S. to assist in the sales and
marketing process and a designer based in the U.S. to assist in the designing process and
failure to renew these engagements may adversely affect our revenue and profitability.

We have engaged an agent and a consultancy firm in the U.S. to assist in the sales and
marketing process, which we believe is crucial to our sales expansion in the U.S. As such, in
the event that the agent and/or the consultancy firm refuses to continue engaging with us, our
operating results and growth prospects in the U.S. market may be affected and could have a
material adverse effect on our revenue and profitability.
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The furniture industry is subject to constantly evolving designs and consumer
preferences. Our success depends on our ability to continually develop new conceptual designs
and products to meet consumers changing tastes and preferences. We have engaged a designer
based in the U.S. to assist in the designing process. In the event we are unable to develop new
and commercially viable designs and products to cater for changes in consumer taste or meet
the specifications of our customers, or the U.S. designer refuses to continue engaging with us,
the demand for our products and hence our business, financial results and growth may decline.

We usually pay the full amount of all costs due to suppliers and arrange for delivery to our
overseas customers before we receive payment from our customers. If any significant
amount of payments cannot be collected from such customers in the future, our financial
condition and results of operations could be adversely affected.

We usually pay the full amount of the raw material costs due to the suppliers, before we
receive payment for the relevant products from our customers. We also generally arrange for
the delivery of products to our overseas customers before we receive any payment from such

customers and without any deposit as security.

We can offer no assurance that we will not encounter doubtful or bad debts due to
slowdown in industry growth, an individual customer’s deteriorating financial condition, or
otherwise, in future. If any significant amount of receivables cannot be collected from our
customers in the future, for example, due to cancellation of purchase orders subsequently or
other unexpected delay or difficulty, our cash flow, financial condition and results of
operations could be adversely affected. If we adopt a different practice with our customers,
such as requiring them to pay before delivery, our relationship with them may deteriorate and
they may cease to place orders with us, which may adversely affect our business and financial

performance.

We may not be able to protect our intellectual property rights successfully which could have
a material adverse effect on our business, results of operations and financial condition.

Intellectual property rights, such as trademarks and patents, are important in the furniture
industry as they are important to our business and competitive position and they protect brand
images. Our competitors or other third parties may have intellectual property rights and

interests which could potentially come into conflict with ours.

In respect of trademarks registered in Hong Kong which are material to our business as
at the Latest Practicable Date, our Group owned five trademarks in Hong Kong. In respect of
trademarks in the PRC, as at the Latest Practicable Date, our Group used 10 registered
trademarks owned by Morris PRC under the Trademark Licence Agreement. For details
regarding our intellectual property, please refer to the subsection headed “Intellectual
Property” under the section headed “Business” in this prospectus and Appendix IV to this

prospectus.
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On 31 December 2015, Morris PRC and our Group entered into a trademark transfer
agreement, pursuant to which Morris PRC agreed to transfer the relevant trademarks to our
Group for nil consideration. We submitted the application to the Trademark Office for approval
of the transfer in December 2015. We expect this approval process will be completed within
one to two years from the date of submission of the application, upon which Haining Gelin
Furniture will become the legal owner of the relevant trademarks and will license these
trademarks to our Group. If we are unable to get the approval of the transfer of the ownership
of the trademarks, or if we are involved in disputes and litigation over intellectual property
rights, our business may be disrupted.

The assertion of rights under PRC intellectual property law is time consuming and
complicated. In addition, policing unauthorised use of intellectual property may be difficult
and potentially expensive, and we may need to resort to litigation to enforce or defend
intellectual property issued to us or to determine the enforceability, scope and validity of our
proprietary rights or those of others. Such litigation and an adverse determination in any such
litigation, if any, could result in substantial costs and diversion of resources and management
attention, which could harm our business and competitive position. During the Track Record
Period and up to the Latest Practicable Date, we did not experience any infringement of our
intellectual property rights by third parties. If any third party makes any trademark and/or
patent infringement or other intellectual property claims against us and is successful, we may
be required to expend significant resources to redevelop our brands so that they do not infringe
third parties’ intellectual property rights, or we may be required to obtain relevant licences to
avoid further infringements. Intellectual property litigation against us could significantly
disrupt our business, divert our management’s attention, or consume much of our financial
resources. As a result, such intellectual property disputes could have a material adverse effect
on our business, financial condition and results of operations.

We rely significantly on our export sales, and the inherent risk associated thereto may
adversely affect our business, results of operations and financial conditions.

We derive a significant portion of our revenue from our export sales which accounted for
over 95% of our revenue for the Track Record Period. Our export sales operations are generally
subject to certain inherent risks, including:

o exposure to local, economic, political and labour conditions;

. changes in laws, regulations, trade, monetary or fiscal policy;

. tariffs, quotas, customs and other import or export restrictions and other trade
barriers, trade sanctions or anti-dumping measures; and

. compliance with the requirements of applicable sanctions, anti-bribery and related
laws and regulations.

These uncertainties could have a material adverse effect on the continuity of our business,
results of operation and financial condition.
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We may not succeed in further expanding our sales networks in new regions.
A part of our growth strategy involves expanding our sales networks to new regions. Our
success in continuing to expand our sales networks to new regions is dependent on various

factors including, among others:

. developing a qualified labour force of the new regions;

. existing competition in the new regions;
. complying with local laws and regulations of the new regions;
. assessing the impact of local taxes and exemptions on our operations;

o understanding cultural differences; and

. effectively enforcing contractual or other legal rights.

If we fail to successfully manage these factors, or other risks that we do not anticipate,
we may incur increased and unbudgeted expenses, or our revenues may not increase
sufficiently to offset any increase in unbudgeted expenses, which could in turn adversely affect
our business and results of operations.

We depend on a certain number of customers for a substantial portion of our sales.

For the years ended 31 December 2013, 2014 and 2015 and the eight months ended 31
August 2016, aggregate sales to our five largest customers in aggregate amounted to
approximately 66.9%, 67.5%, 68.1% and 63.1%, of our revenue, respectively. We expect that
we will continue to depend on a certain number of customers for a significant portion of our
revenue. Sales generated from these customers, individually or in the aggregate, may not reach
or exceed our expectations or historical levels in any future period. We could experience a
significant reduction in sales if any of our major customers’ experiences financial difficulty,
cancels or reduces its orders, demands lower prices or chooses to replace us with a different
supplier.

We may fail to cater for changes in consumer taste and preferences and produce
commercially viable designs.

The furniture industry is subject to constantly evolving designs and consumer
preferences. Our success depends largely on our ability to continually develop new designs and
products to meet the customers’ changing tastes and preferences. In addition, we may need to
acquire new processing technology or machinery to enhance our product quality. In the event
we are unable to develop new and commercially viable designs and products to cater for
changes in consumer taste or meet the specifications of our customers, the demand for our
products and hence our business, financial results and growth may decline.
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We are exposed to the risks of slow-moving inventory, which may adversely affect our
financial condition and results of operations.

The turnover rate of our inventories is susceptible to overall economic conditions, market
trends and changes in individual preferences and tastes, all of which are beyond our control.
Accordingly, we are exposed to the risks of slow-moving inventory. As at 31 December 2013,
2014 and 2015 and as at 31 August 2016, we had inventories in the amount of approximately
RMB216.3 million, RMB258.5 million, RMB200.8 million and RMB302.0 million,
respectively, and our average inventory turnover days were approximately 89.2 days, 132.9
days, 118.6 days and 145.9 days, respectively. Inventories amounted to approximately
RMB146.0 million, representing approximately 48.4% of the inventory balance as at 31 August
2016, have been used or sold as at 30 November 2016.

We cannot assure you that our inventory turnover days will not further increase in the
future, and we may need to write off our slow-moving inventory or sell off our slow-moving
inventory at a lower price, any of which could adversely affect our financial condition and
results of operations.

The brand names and the quality of the services offered by our customers may adversely
affect our brand building efforts.

Our continuous success depends to a large extent on our ability to continue to build our
“Morris Holdings Limited” and “Morris Zou” brands. However, our brand and reputation are
impacted by the service that consumers receive in connection with purchases of our products.
We sell most of our products to customers, some of which are the largest furniture retail chains
and retail warehouse clubs in the U.S. that sell our products to consumers and we have little
ability to influence the levels of customer service received by the consumers. If our customers
are unable to deliver satisfactory services to the consumers, our reputation, products or brand
names may be adversely affected, which could in turn negatively impact our business, financial
condition or results of operations.

We may not be able to retain or secure key qualified personnel, key senior management or
other personnel for our operations.

We depend on certain key qualified personnel, key senior management and other
employees in our business, including those personnel set out in the section headed “Directors
and Senior Management” in this prospectus. In particular, we depend on the services of our
Chairman and CEO, Mr. Zou, who has over 15 years of experience in the sofa manufacturing
and export industry, to further our growth and expansion. The expertise, industry experience
and contributions of Mr. Zou and our other senior management team members are crucial to our
success. There can be no assurance that such persons will continue to provide services to us
or will honour the agreed upon terms and conditions of their employment contracts. Any loss
of key personnel or failure to recruit and retain personnel for our future operations and

development may have a material adverse effect on our business.
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Our Chairman, CEO and executive Director, Mr. Zou, will retain significant control over our
Company immediately after the Global Offering, which will allow him to influence the
outcome of matters submitted to our Shareholders for approval.

Upon completion of the Reorganisation, one of our Controlling Shareholders, our
Chairman, CEO and executive Director, Mr. Zou, and his spouse Ms. Wu will hold 85% and
15% of Morris Capital, respectively, which in turn will immediately after the Global Offering
(without taking into account of any allotment and issue of Shares pursuant to the exercise of
the Over-allotment Option or any option which may be granted under the Share Option
Scheme) own 75% of the issued share capital of our Company. As a result, Mr. Zou, through
Morris Capital will be able to exercise significant influence over all matters requiring
Shareholders’ approval, including the election of Directors, approval of significant corporate
transactions and amendment of our Memorandum or Articles or with respect to any Shareholder
action that requires a majority vote. Such concentration of ownership may also have the effect
of delaying, preventing or deterring a change in control which may conflict with the interests
of our public Shareholders.

Pricing pressure in the markets we operate in may adversely affect our revenue and
profitability.

We operate in markets which may be subject to pricing pressure, affecting the prices we
charged for new and existing customers for our sofas and sofa covers. The effects of
competition on our business are uncertain and may depend on a variety of factors, including
economic conditions, regulatory developments, technology developments on production
facilities, the behaviour of consumers and competitors and effectiveness of measures we take
in respond to the competition we face.

A decrease in our price of the products in respond to competitive pressure or other reasons
could have an adverse effect on our business and results of operations. We may need to lower
our prices in response to the competition in our industry. In particular, when one or more of
our competitors engage in active price reductions, we may be forced to reduce our prices in
order to remain competitive, which may negatively affect our revenue and profitability.

We may fail to maintain effective quality control systems at our facilities.

The performance and quality of our products are critical to the success of our business,
and depend significantly on the effectiveness of our quality control systems, which in turn, rely
on a number of factors, including the design of such quality control systems, our quality
training program, and our ability to ensure that our employees adhere to our quality control
policies and guidelines. Any significant failure or deterioration of our quality control systems
could have a material adverse effect on our business, reputation, financial condition and results
of operations.

We may be affected by disruptions to our production facilities, which may severely disrupt
our business.

Our production facilities may be exposed to natural disasters, such as fires, floods,
tsunamis and earthquakes and to other events beyond our control such as pandemics, political
instabilities, outage of critical utilities or terrorist attacks. Events like these occurring in the
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future could disrupt production at our facilities, materially increase our cost of sales and other
operating expenses and result in material asset losses. Such events could also disrupt shipping
and freight forwarding services and interrupt the availability of basic services and
infrastructure, including power and water. Disruptions such as these would have an adverse
impact on our business, operating results and financial condition.

Furthermore, if we are unable to find suitable alternative facilities in a timely manner in
the event that our production facilities are destroyed or become inoperable, our business,
financial condition, results of operations and prospects may be materially and adversely
affected.

Our insurance coverage may be inadequate to protect us from potential loss.

We have taken out insurance policies to cover the risks associated with our business
operation as described in the subsection headed “Insurance” under the section headed
“Business” in this prospectus. However, there is no certainty that we will be able to
successfully claim any of our losses under our current insurance policy on a timely basis. We
do not maintain business interruption or key-man life insurance. The occurrence of any of these
events may result in us incurring substantial costs and the diversion of our resources. Our
insurance coverage may not be sufficient to prevent us from such loss. If 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 and financial condition could be materially and adversely affected.

We may have labour issues, such as shortage of labour, increase in staff costs and labour
disputes that may adversely affect our business and results of operations.

Our production operations are labour-intensive. As at the Latest Practicable Date, we
employed over 1,600 workers in our production department located at Haining, Zhejiang
Province in the PRC. With increasing demand for skilled labour in neighbouring regions and
other rapidly developing cities, there is no assurance that we will continue to attract workers
at our current level of wages or that our current workers will continue to work for us.

We have also observed an overall tightening of the labour market in recent years. For
instance, the Labour Contract Law ("% A\ R ILFN 458 & [F]7%) which first came into effect
on 1 January 2008, and was amended on 28 December 2012 and its implementation rules
(together with the Labour Contract Law, the “LC Law”) were promulgated and became
effective on 18 September 2008. The LC Law imposes more stringent requirements on
employers in relation to the entry into written employment contracts, the hiring of temporary
employees and the dismissal of employees. The LC Law also establishes requirements relating
to, among others, minimum wages, severance payments and non-fixed term employment
contracts, time limits for probation periods as well as the duration and the number of times that
an employee can be placed on fixed-term employment contracts. It also provides that social
insurance is required to be paid on behalf of the employees and that the employees are entitled
to unilaterally terminate their respective labour contract if this requirement is not satisfied.
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Due to the tightening labour market as well as the increase in the minimum wage
requirements set by the relevant authorities, we have faced a general increase in labour costs
from 2014 to 2015. If the labour market continues to tighten, we may not be able to employ
sufficient suitable workers in a timely manner or we may have to pay higher wages for such
employees and as a result, our financial performance could be materially and adversely
affected.

Our business and reputation may be affected by product liability or other claims, litigation,
complaints or adverse publicity and insurance coverage may not be sufficient.

Our products may expose to risks of claims, litigation, complaints or adverse publicity.
Such risks include product liability claims, such as unsafe or defective products and
inadequacy of warnings and instructions on the usage of our products. Product liability claims
may arise in the event that the use or misuse of any of our products results in personal injury
or property damage. We currently maintain product liability insurance for the products we sell
to our customers overseas. If any successful product liability claim is brought against us for
damages, and our products proved to be defective, we may be required to recall or redesign
such products. If we are found to be liable for a product liability claim, we could be required
to pay any monetary damages not covered by insurance, which could adversely affect our
financial condition. Furthermore, violation of PRC or other applicable product quality and
safety requirements may result in fines or sanctions by the relevant regulatory authorities.

We could be involved in conflicts and litigation, which could disrupt our business, divert
management attention and we may incur substantial amount of costs to protect our rights or
defend ourselves against claims. Even if we successfully defend ourselves against a claim, we
could be forced to spend a substantial amount of money and time in defending such a claim and
our reputation and future prospects could suffer. If we are unable to defend ourselves, our
reputation, our brand and our business could be adversely affected.

If we fail to maintain an effective system of internal controls, we may not be able to comply
with relevant regulatory requirements.

We have established procedures and systems of internal controls (including accounting
and management systems) which we believe are adequate to assist us and our Directors in our
obligations to comply with relevant regulatory requirements. For details regarding our internal
control policies, please refer to the subsection headed “Internal Control” under the section
headed “Business” in this prospectus. Our internal controls may not prevent or detect
misstatements with regard to our operations, financial position and prospects. Any failure to
maintain an effective internal controls system could result in our financial statements being
unreliable and could adversely affect our operating results or cause us to fail to manage our
business effectively or to meet our various regulatory obligations.

Our business operations may be adversely affected by present or future import and export,
work safety and environmental regulations or enforcement.

Our revenue is dependent on the continued operations of our production facilities in the
PRC. Our production facilities are subject to various PRC work safety and environmental
regulations. Import of certain raw materials and export our products is subject to PRC import

_ 45—



RISK FACTORS

and export regulations. We are not always able to quantify the cost of complying with such
laws and regulations. Our group has manufacture plant in the PRC, and if a work safety
accident occurs, the relevant company shall bear the liability to compensate the injured
employee or a third party. Any violation of applicable import and export regulations could
subject us to a substantial fine, damage our reputation and sanctions on exporting.
Additionally, if any one of our suppliers fails to comply with environmental regulations or the
raw materials failed to meet the requirements under the various import and export regulations,
we may need to seek alternative supplies of certain raw materials, which may not be available
on favourable terms. We cannot assure you that the national or local authorities will not enact
additional laws or regulations or amend or enforce new regulations in a more rigorous manner.
Changes in import and export and environmental regulations may require us or our suppliers
to alter production processes, which could result in increased costs and could adversely affect
our financial condition and results of operations. In addition, as environmental liability
insurance is not mandatory in the PRC, we have not maintained any such insurance. Any
significant environmental liability would adversely affect our business, financial condition and
results of operations.

We may be subject to additional tax liabilities, which could have adverse impacts on our
financial condition.

Our income tax filing positions, consolidated income tax provisions and accruals are
based on interpretations of applicable tax law in various countries in which we operate,
including the PRC, the U.S., Hong Kong and Cambodia as well as underlying rules and
regulations of the PRC, Hong Kong and Cambodia with respect to transfer pricing, details of
which are set out in the subsections headed “Regulatory Requirements in the PRC — Laws and
regulations relating to taxation” and “Regulatory Requirements in Hong Kong — Laws and
regulations relating to the transfer pricing regulations” under the section headed “Regulatory
Overview” and the subsection headed “Marketing — Transfer pricing” under the section headed
“Business” in this prospectus. Significant judgment and the use of estimates are required in
determining our provisions for income taxes. If the final determination of the relevant tax
authorities in the PRC, the U.S., Hong Kong and Cambodia with respect to the tax payable by
our Group is different from our historical income tax provisions and accruals due to a change
of the applicable tax rates, or modification or a different interpretation of the relevant
provisions of the tax treaties or of the laws and regulations relating to transfer pricing, which
could have been otherwise favourable to our Group, we may face adverse tax consequences.
This could have a material effect on our financial statements in the period or periods for which
that determination is made.

We may be subject to anti-dumping duties or trade quotas with respect to overseas sales,
which could adversely affect our business and results of operations.

We export most of our products to customers in other countries, including but not limited
to the U.S. Any trade restrictions such as anti-dumping duties, tariffs or quota fees imposed by
the countries to which we export our products, or a trade war involving our products could
significantly increase the prices of our products in such countries. If we were not able to pass
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such additional costs on to our customers, our sales margins could be adversely affected, which
could adversely affect our financial position, business or results of operations. As we cannot
accurately predict whether any anti-dumping duties, tariffs or quota fees will be imposed in the
future, we do not make any provisions in our accounts for any anti-dumping duty payments,
tariffs or quota fees.

The global financial markets, including the financial markets in China, have experienced
significant slowdown and volatility during the past years and any significant deterioration
may adversely affect our business and results of operations.

The economic slowdown and turmoil in the global financial markets starting in the second
half of 2008 has negatively affected the PRC and U.S. economies. In the Middle East, Eastern
Europe and Africa, political unrest in various countries has resulted in economic instability and
uncertainty. Any slowdown in the economies of the U.S., the European Union and certain Asian
countries with which the PRC has important trade relationships or any future calamities may
materially and adversely affect the economic growth of the PRC. On the other hand, rapid
economic growth can lead to growth in money supply and inflation. Some countries are
expecting increasing inflationary pressure as a consequence of liberal monetary policy. These
and other issues resulting from the global economic slowdown and financial market turmoil
may have adversely impacted, and may continue to adversely impact, some of our customers
and their customers, which may lead to a decline in the general demand for our products and
erosion of their selling prices. Any further tightening of liquidity in the global financial
markets may in the future negatively affect our liquidity. If the global economic slowdown and
financial crisis continue or become more severe than currently anticipated, or if the PRC or
U.S. economy continues to slow down, our business, results of operations, financial condition
and prospects could be materially and adversely affected.

We may not be able to continue to lease properties from Morris PRC.

As at the Latest Practicable Date, approximately 62.0% of our properties, as measured by
the gross floor area (including owned and leased buildings), were leased from Morris PRC.
Please see the subsection headed “Non-exempt Continuing Connected Transaction — The Lease
Agreements” under the section headed “Connected Transactions” in this prospectus for the
detailed information of the Lease Agreements. If Morris PRC becomes unwilling to continue
to lease the relevant properties to us and if we are unable to lease other similar properties on
similar commercial terms, our business may be adversely affected.

RISKS RELATING TO DOING BUSINESS IN THE PRC

Political and economic policies of the PRC government may affect our business and results
of operations and may result in our inability to sustain our growth and expansion strategies.

Substantially all of our business are located in the PRC and all of our products are
manufactured in the PRC. Accordingly, our results of operations, financial position and
prospects are subject, to a significant degree, to the economic, political and legal developments
of the PRC. Political and economic policies of the PRC government could affect our business
and financial performance and may result in us being unable to sustain our growth.
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The economy of the PRC differs from the economies of most developed countries in a
number of respects, including its structure, the extent of government involvement, level of
development, growth rate, control of capital investment, control of foreign exchange and
allocation of resources. The PRC’s economy is in the midst of transitioning from a centrally
planned economy to a more market-oriented economy. In the past few decades, the PRC
government has implemented economic reform measures to utilise market forces to spur the
development of the PRC economy. In addition, the PRC government continues to play a
significant role in regulating industries and the economy through policy measures. As such, we
cannot assure you that we may be able to benefit from all, or any, of these measures that are
under continuous adjustments. Furthermore, we cannot predict whether changes in the PRC’s
economic, political or social conditions and in the PRC laws, regulations and policies will have
a material adverse effect on our business, results of operations, financial condition and future
prospects.

To control inflation in the past, the PRC government has imposed control on bank credits,
limits on loans for fixed assets and restrictions on state bank lending. Such austerity measures
can lead to a slowdown in the economic growth. Recently, there have been growing concerns
about the volatility of the China economy and the adjustments of China fiscal policies. For
example, after a rapid surge from the second half of 2014 to early June 2015, the PRC domestic
equity markets experienced sharp declines and severe volatility beginning from the second half
of 2015. The PRC government has taken monetary and regulatory measures to stabilise the
market, including measures affecting market liquidity, suspension of initial public offerings
and prohibition of trading activities of certain market participants.

The PRC government has authority to regulate the furniture industry in the PRC. The PRC
government can also regulate economic growth in the PRC and, as a result, plays a significant
role in regulating industrial development. New regulations or adjustments of previously
implemented regulations could require us to change our business plan, increase our costs or
limit our ability to sell products and conduct activities in the PRC, which could adversely affect
our business and operating results.

Our ability to continue to expand our business is dependent on a number of factors,
including general economic and capital market conditions in the PRC and credit availability
from banks or other lenders in the PRC. The PRC government has articulated a need to contain
the build-up of a property bubble and may tighten its bank lending policies, including
increasing interest rates on bank loans and deposits and tightening the money supply to control
growth in lending. Stricter lending policies may, among other things, affect our ability to obtain
financing which may in turn adversely affect our growth and financial condition. We cannot
give any assurances that further measures to control growth in lending will not be implemented
in a manner that may adversely affect our growth and profitability over time.
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Uncertainties with respect to the PRC legal system could have a material adverse effect on
us.

Our operations in the PRC are governed by the legal system of the PRC which is a civil
law system. Unlike the common law system, the PRC civil law system is based on written
statutes and prior court decisions may be cited for reference but have little precedential value.
Since the late 1970s, the PRC government has promulgated laws and regulations dealing with
such economic matters as foreign investment, corporate organisation and governance,
commerce, taxation and trade. However, as these laws and regulations continue to evolve,
interpretation and enforcement of these laws and regulations involve uncertainties and certain
degrees of inconsistencies. Some of the laws and regulations are still at a developing stage and
are therefore subject to policy changes. We cannot predict the effect of future legal
developments in the PRC, including the promulgation of new laws, changes to existing laws
or the interpretation or enforcement thereof, or the pre-emption of local regulations by national
law. As a result, there is substantial uncertainty as to the legal protection available to us and
investors in our Shares. Furthermore, due to the limited volume of published cases and the
non-binding nature of prior court decisions, the outcome of dispute resolution may not be
consistent or predictable, which may limit the legal protection available to us. In addition, any
litigation in the PRC may be protracted and result in substantial costs and the diversion of
resources and management attention. From time to time, changes in law and regulations or the
implementation thereof may also require us to obtain additional approvals and licences from
the PRC authorities for the conduct of our operations in the PRC. In such event, we may need
to incur additional expenses in order to comply with such requirements. This will in turn affect
our financial performance as our business cost will increase. Furthermore, there can be no
assurance that such approvals or licences will be granted to us promptly or at all. If we
experience delay in obtaining or are unable to obtain such required approvals or licences, our
operations and business in the PRC, and hence our overall financial performance and condition,
will be adversely affected.

The enforcement of the labour-related regulations in the PRC such as the LC Law may
adversely affect our business and our results of operations.

The LC Law imposes stringent requirements on employers in relation to the entry into
written employment contracts, the hiring of temporary employees and the dismissal of
employees. The LC Law also establishes requirements relating to, among others, minimum
wages, severance payments and non-fixed term employment contracts, time limits that an
employee can be placed on fixed-term employment contracts.

Under the LC Law, an employer is required to sign an unlimited term labour contract with
an employee if the employer continues to employ the employee after the expiration of two
consecutive fixed term labour contracts except in certain circumstances as specified in the LC
Law. An employer is also required to make severance payments to fixed term contract
employees when the term of their employment contracts expire, except in certain circumstances
as prescribed in the LC Law including where an employee voluntarily rejects an offer to renew
the contract where the conditions offered by the employer are the same as or better than those
stipulated in the existing contract. In addition, employees have the right to receive payment of
overtime wages when working overtime and the right to terminate or modify the terms of the
labour contracts under the LC Law.
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In addition, under the Regulations on Paid Annual Leave for Employees (3 45 #Hi4F-AK
B A1), which was implemented on 1 January 2008, employees who have served more than
one year with an employer are entitled to paid vacation ranging from 5 to 15 days, depending
on their length of service. Employees who agree to waive their holiday time at the request of
their employers must be compensated with three times their normal daily salary for each day
of holiday waived.

There can be no assurance that there will not be any additional or new labour laws, rules
or regulations in the PRC, which may lead to potential increases in labour costs or future
disputes with our employees. There can also be no assurance that any disputes, work stoppages
or strikes will not arise in the future. Compliance with the relevant laws and regulations may
substantially affect our operating costs, or those of the third-party suppliers, and thus may have
a material adverse effect on our results of operations.

Dividends payable by us to our foreign investors and gain on the sale of our Shares may
become subject to withholding taxes under the PRC tax laws.

Under the EIT Law and Implementing Rules for the Enterprise Income Tax Law of the
PRC (¥ A\ RILANE A 2E PTG BLL Bt 6]), we may in the future be deemed as a PRC
resident enterprise by the PRC tax authorities for tax purpose. As such, it may be required to
withhold PRC income tax on capital gains realised from sales of our Shares and dividends
distributed to Shareholders. In this case, our foreign corporate Shareholders who are not
deemed as PRC resident enterprise may become subject to a 10% withholding income tax,
unless any such foreign corporate Shareholder is qualified for a preferential withholding rate
under a tax treaty. If the PRC tax authorities deem us as a PRC resident enterprise,
Shareholders who are not PRC tax residents and seek to enjoy preferential tax rates under
relevant tax treaties will need to apply to the PRC tax authorities for recognition of eligibility
for such benefits in accordance with the Administrative Measures on Entitlement of
Non-residents to Treatment under Tax Treaties (IEJFEEMBINEZ 0 E PSS HIHE, the
“Circular 60”), which became effective on 1 November 2015. With respect to dividends, the
beneficial ownership tests under Notice of State Administration of Taxation in Interpretation
and Determination of “Beneficial Owners” under Double Taxation Agreements (B ZFiH 45
B8 7 T o UL AR N R B AL 2 52 4 T A N BYZE A, the “Circular 6017) will also apply. If
determined to be ineligible for treaty benefits, such a Shareholder would become subject to
higher PRC tax rates on capital gains realised from sales of our Shares and on dividends on our
Shares. In such circumstances, the value of such Shareholders’ investment in our Shares sold
in the Global Offering may be materially and adversely affected.

We rely principally on dividends paid by our subsidiaries to fund any cash and financing
requirements we may have, and any limitation on the ability of our PRC subsidiaries to pay
dividends to us could have a material adverse effect on our ability to conduct our business or
the non-resident investors’ investments in us.

We are a holding company incorporated in the Cayman Islands and the core business
operation of our Group are primarily based, managed and conducted in the PRC. Therefore, the
availability of funds to pay dividends to our Shareholders depends upon dividends received
from these subsidiaries. If our subsidiaries incur debts or losses, such indebtedness or loss may
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impair their ability to pay dividends or other distributions to us. As a result, our ability to pay
dividends will be restricted. The PRC laws and regulations require PRC companies to set aside
part of their net profit as statutory reserves. These statutory reserves are not available for
distribution as cash dividends. In addition, restrictive covenants in bank credit facilities or
other agreements that we or our subsidiaries may enter into in the future may also restrict the
ability of our subsidiaries to provide capital or declare dividends to us and our ability to receive
distributions. Therefore, these restrictions on the availability and usage of our major source of
funding may impact our ability to pay dividends to our Shareholders.

It may be difficult to effect service of process upon us or our Directors or officers who live
in the PRC or to enforce against them in the PRC judgments obtained from non-PRC courts.

A significant portion of our assets and our subsidiaries are located in the PRC. In addition,
most of our Directors reside within the PRC. As a result, investors may encounter difficulties
in effecting service of process from outside the PRC upon us or most of our Directors and
officers, including matters arising under applicable securities laws. Moreover, a judgment of
a court of another jurisdiction may be reciprocally recognised or enforced if the jurisdiction has
a treaty with the PRC or if judgments of the PRC courts have been recognised before in that
jurisdiction, subject to the satisfaction of other requirements. We have been advised by our
PRC Legal Advisers that the PRC does not have treaties providing for the reciprocal
enforcement of judgments in civil and commercial matters of courts with countries such as the
U.S.. In addition, Hong Kong has no arrangement for the reciprocal enforcement of judgments
with the U.S. As a result, recognition and enforcement in the PRC or Hong Kong of judgments
of a court in these jurisdictions in relation to any matter not subject to a binding arbitration
provision is subject to uncertainties.

On 14 July 2006, Hong Kong and the PRC entered into the Arrangement on Reciprocal
Recognition and Enforcement of Judgments in Civil and Commercial Matters by the Courts of
the Mainland and of the Hong Kong Special Administrative Region Pursuant to Choice of
Court Agreements Between Parties Concerned (the “Arrangement”), which was adopted in
Hong Kong by the enactment of the Mainland Judgments (Reciprocal Enforcement) Ordinance
(Cap. 597) on 1 August 2008, pursuant to which where any people’s court of the PRC or any
court of Hong Kong has made an enforceable final judgment requiring payment of money in
a civil and commercial case pursuant to a choice of court agreement in writing, any party
concerned may apply under the Arrangement to a people’s court of the PRC or a court of Hong
Kong for recognition and enforcement of the judgment. A choice of court agreement in writing
is defined as any agreement in writing entered into between parties after the effective date of
the Arrangement in which a Hong Kong court or a PRC court is expressly designated as the
court having sole jurisdiction for the dispute. It may be time consuming or difficult for
investors to effect service of process against our assets or Directors in the PRC in order to seek
recognition and enforcement of foreign judgments in the PRC.

RISKS RELATING TO DOING BUSINESS IN CAMBODIA
Uncertainties with respect to Cambodia legal system could have an adverse impact on us.

Our operations in Cambodia are subject to laws, rules and regulations promulgated by the
Cambodian Parliament or the Cambodian Government. The laws in Cambodia and its legal
system are still in a developmental stage and are subject to change. In addition, business entry
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and business operations in Cambodia involve bureaucratic and legal procedures, which change
from time to time without notice. This means that there is a lack of consistency and
predictability in the interpretation and enforcement of laws and regulations and dispute
resolution. Cambodia’s investment laws and related regulations are under review and our
business and future expansion plan in Cambodia may be affected if material changes are made
to these laws and the accompanying investment incentive framework. Accordingly, conducting
business in Cambodia entails a certain degree of risk and uncertainty. In the event that new
laws are imposed, new policies are adopted or existing laws, rules, regulations or policies are
interpreted or enforced in a way which is adverse to our operations, our business and financial
performance could be adversely affected.

Failure to effectively protect the non-current assets of our Cambodia facility could have a
material adverse effect on us.

After the completion of construction and installation of equipment and upon the
commencement of operation in our Cambodia facility, it is estimated that our non-current
assets in Cambodia would be around RMB46.7 million, which would represent over 88% of our
total non-current assets of approximately RMB52.5 million as at 31 August 2016, over 213%
of our total non-current assets as at 31 August 2016, excluding the construction in progress in
respect of the Cambodia operation, and over 79% of our estimated enlarged total non-current
assets upon completion of construction and installation of equipment. According to our
Cambodian Legal Advisers, foreign investors are guaranteed with the non-discriminatory
treatment (except to ownership of land) by the Cambodian Government, which includes, among
others, protection against nationalisation policy that could adversely affect private properties
ownership in Cambodia under the Law on Amendments to the Law on Investment of Cambodia.
Nevertheless, if we are unable to effectively protect the non-current assets of our Cambodia
facility, and/or if new laws in relation to foreign investors are imposed, new policies are
adopted or existing laws, rules, regulations or policies are interpreted or enforced in such
manner which is adverse to our interest in our Cambodia facility, we may lose our assets in
Cambodia or the value thereof which may in turn have a material adverse effect on our
business, results of operation and financial position.

Failure to comply with investment compliance obligations could affect our financial
performance.

Masia Industries may have its investment incentives revoked if certain compliance
obligations imposed by Cambodia’s investment regulations are not strictly met, which may
affect our financial performance. Masia Industries submitted its application for the certificate
of compliance on 18 April 2016 and obtained the 2014 certificate of compliance from the
Council for the Development of Cambodia on 3 May 2016. As advised by our Cambodian
Legal Advisers, the investment laws in Cambodia are not explicit as to what sanctions would
be imposed when a company obtains an annual certificate of compliance after a particular
financial year has lapsed. Based on our Cambodian Legal Advisers’ knowledge and experience,
sanctions are rarely imposed on such late obtaining of the certificate of compliance. If Masia
Industries fails to obtain the certificate of compliance from the Council for the Development
of Cambodia going forward on a timely basis, its qualified investment project status may be
withdrawn, resulting in the failure to continue obtaining the accompanying investment
incentives such as tax holiday and import duty exemption, which may adversely affect the
financial performance of our Group.
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Failure to obtain operating licence could have an adverse impact on our financial
performance.

Masia Industries obtained the factory permit on 6 June 2016. However, Masia Industries
is still required to hold an operating licence before its commencement of operation in 2017. If
Masia Industries fails to obtain such operating licence before its commencement of operation
in 2017, it may, among other things, not be able to operate its factory in Cambodia, which may
adversely affect the financial performance of our Group.

Our future expansion plan in Cambodia may affect our Group’s cost structure and other
associated costs.

Our new production facility in Cambodia are expected to commence operation in the first
half of 2017. Such expansion plan in Cambodia will include, among other things, purchase of
machinery and equipment, building construction as well as staff recruitment and training costs.
Accordingly, our depreciation charge, labour costs, utilities and other production costs will
increase. We therefore expect a change in our Group’s cost structure as both of our fixed and
variable costs will increase as a result of our future expansion plan in Cambodia. The expected
increase in depreciation charges and labour costs as a result of the completion of construction
of the new production facility in Cambodia may adversely affect our results of operation and
our financial results.

The non-registration of the lease assignment between Masia Industries and Morris PRC in
relation to the land in Cambodia where our Cambodia facility is located with the relevant
department of the Ministry of Land Management, Urban Planning and Construction
(“MLMUPC”) could cause interruption to our operation if Masia Industries is forced to
vacate the lease area after 15 years.

As at the Latest Practicable Date, the lease assignment between Masia Industries, as an
assignee, and Morris PRC, as an assignor, and acknowledged by Sihanoukville Special
Economy Zone Co., Ltd (“SSEZ”), as the landlord in relation to the land in Cambodia, had not
been registered with the Preah Sihanouk Provincial Department of Land Management, Urban
Planning, Construction and Cadastre. As advised by our Cambodian Legal Advisers, a
long-term lease is still valid and enforceable vis-a-vis the landlord if not registered with
MLMUPC. However, if a long-term lease is not registered with MLMUPC, it can only be
enforced against a subsequent third party acquirer (i.e. new zone developer) of a real right to
the lease area for a maximum of 15 years during which time the lessee must have occupied,
and continuously used and profited from the lease area.

SSEZ possesses a certificate of title (“Master Title”) of the entire zone area. Before the
lease assignment can be registered, the land leased by Masia Industries upon which our
Cambodia facility is located must be sub-divided from the Master Title. After our continuous
communication with SSEZ, SSEZ still preferred not to sub-divide the leased land from the
Master Title at this stage. In order to mitigate the potential risks of being forced to vacate the
lease area after 15 years, Masia Industries and Morris PRC entered into a supplemental
agreement with SSEZ on 15 June 2016, pursuant to which the parties agree as follows: (1)
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SSEZ shall not sell or hypothecate the leased land to any third party or otherwise set up
restrictions on the rights to use the leased land in any other forms without Masia Industries’
written consent; (2) if such sale occurred due to unforeseen circumstances, then SSEZ would
have to ensure that the buyer (being the new landlord) shall continue to perform its obligations
as the landlord towards Masia Industries under the original lease agreement; (3) Masia
Industries shall have a right of first refusal to purchase the leased land in the event that SSEZ
has to sell the leased land due to unforeseen circumstances; and (4) SSEZ shall indemnify
Masia Industries for any financial loss incurred by Masia Industries as a result of any breach
of the original lease agreement or the supplemental agreement by SSEZ. Our Cambodian Legal
Advisers are of the view that, in the absence of default by Masia Industries, if SSEZ seeks to
unilaterally terminate the lease and forcefully expel Masia Industries from the leased land at
any time during the term of the lease, whether or not registered as a long term lease with the
the Preah Sihanouk Provincial Department of Land Management, Urban Planning,
Construction and Cadastre, Masia Industries would have a right to file a petition for injunctive
relief and seek compensation for any resultant damages against SSEZ. Based on the above, our
Directors believe that the risk of Masia Industries being forced to vacate the leased land during
the term of the lease due to the non-registration of the lease assignment is remote. In the
worst-case scenario, despite the fact that Masia Industries will be indemnified by SSEZ for the
loss or damage incurred if we are forced to vacate the lease area after 15 years, our operation
in Cambodia could be interrupted during the period of relocation.

Masia Industries will keep communicating with SSEZ regarding sub-division of the
leased land during the term of the lease. Once SSEZ agrees to sub-divide the Master Title for
the land leased by Masia Industries, Masia Industries will proceed to apply for registration
immediately. It may take around 3 to 4 months to obtain the certificate of title for the land
leased by Masia Industries upon successful filing of the application with the the Preah
Sihanouk Provincial Department of Land Management, Urban Planning, Construction and
Cadastre. Once the certificate of title is obtained and the application for lease registration is
successfully submitted, the official prescribed timeline to obtain lease registration is around 20
working days. However, based on past experience of our Cambodian Legal Advisers, it may
take approximately 6 to 8 weeks to obtain the registration as the ultimate time frame and
approval are subject to the discretion of the relevant authority.

Our business and future expansion plan in Cambodia may be subject to labour unrest and
political unrest in Cambodia which may adversely affect our business and operations.

Our non-Cambodian employees working in Cambodia may be subject to deportation if
they do not hold a valid work permit, which may adversely impact the management of our
operations in Cambodia.

Furthermore, the recent history of Cambodia has been characterised by political
instability, with protests between different political parties over claims of electoral
irregularities following the general election in 2013. Such tensions may resurface during the
lead up to the national elections in Cambodia in 2018.
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During the Track Record Period, there were demands from garment factory workers for
better pay and working conditions. Labour strikes have been frequently used by garment
factory workers and unions to pressure employer associations and the Cambodian Government
for increases in the monthly minimum wage. While the monthly minimum wage is applicable
only to the garment, textile and footwear sectors, workers in other sectors, particularly workers
in other manufacturing sectors, have been demanding higher pay and better working
conditions.

Hence, labour market risks are high in Cambodia, mainly reflecting the increased
incidence of labour unrest and the limited supply of skilled labour in Cambodia. The incidence
of labour unrest may increase costs for production in Cambodia which may result in the
disruption to production schedules, adversely affect our ability to deliver sofas and other
furniture products to our customers on time and/or result in the closure of our production sites.
In addition, increases in the minimum wage of Cambodian workers in the garment, textile and
footwear sectors and pressure to improve working conditions may increase our labour costs and
further adversely affect our business operations and financial condition. If we are not able to
offer competitive compensation packages, we may face higher turnover of workers, in
particular skilled labour.

Industrial relations in Cambodia have also been adversely impacted by the formation of
multiple unions at an enterprise level. The existence of multiple but small enterprise-level
unions has resulted in competition for membership among unions and the need for employers
to negotiate with multiple unions on overlapping and competing entitlements, which may
adversely affect our operations in Cambodia. One of the objectives of the recent Trade Union
Law is to promote harmonious industrial relations in the workplace. To tackle the issue of
multiple unions, the Trade Union Law, for the first time, introduces a membership threshold to
form an enterprise-level union (or local union). The membership threshold is set at 10, each of
whom must be employees at the applicable enterprise. As at the Latest Practicable Date, it
remained unclear as to how the new law will address issues of labour unrest and multiple

unions.

RISKS RELATING TO OUR SHARES

There is no prior public market for our Shares.

Prior to the Global Offering, there has been no public market for our Shares. The initial
issue price range to the public for our Shares was the result of negotiations between us and the
Sole Global Coordinator (for itself and on behalf of the Underwriters), and the Offer Price may
differ significantly from the market price for our Shares following the Global Offering. A
Listing on the Stock Exchange, however, does not guarantee that an active trading market for
the Shares will develop, or if it does develop, will be sustained following the Global Offering,
or that the market price of the Shares will not decline following the Global Offering.
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The market price of our Shares may be volatile, which could result in substantial losses for
investors purchasing Shares in the Global Offering.

The price and trading volume of our Shares may be volatile. The price at which our Shares
will trade after the Global Offering will be determined by the market price of our Shares, which

may be influenced by many factors some of which are beyond our control, including:

o our financial results;

. changes in securities analysts’ estimates, if any, of our financial performance;
. the history of, and the prospects for, us and the industry in which we compete;
. an assessment of our management, our past and present operations, and the

prospects for, and timing of, our future revenues and cost structures such as the
views of independent research analysts, if any;

. the present state of our development;

. the valuation of publicly traded companies that are engaged in business activities
similar to ours;

. variations of our results of operations (including variations arising from foreign
exchange rate fluctuations);

. loss of significant customers or material defaults by our customers;

. announcement by us of significant acquisitions, strategic alliances or joint ventures;
. addition or departure of key personnel;

. involvement in litigation; and

. general economic and stock market conditions.

In addition, shares of some companies listed on the Stock Exchange with significant
operations and assets in the PRC have experienced unusual price and volume fluctuations in
recent years, some of which have been unrelated or disproportionate to the operating
performance of such companies. These broad market and industry fluctuations may adversely
affect the market price of our Shares. As a result, investors in our Shares may experience
volatility in the market price of their Shares and a decrease in the value of Shares regardless
of our operating performance or prospects.

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 adverse effect on our
ability to conduct our business.

We are a holding company and rely principally on dividends paid by our subsidiaries,
including our PRC subsidiaries to fund any cash and financing requirements we may have. The
PRC laws and regulations require PRC companies to set aside part of their net profit as
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statutory reserves. These statutory reserves are not available for distribution as cash dividends.
In addition, restrictive covenants in bank credit facilities or other agreements that we or our
subsidiaries may enter into in the future may also restrict the ability of our subsidiaries to
provide capital or declare dividends to us and our ability to receive distributions. Therefore,
these restrictions on the availability and usage of our major source of funding may impact our
ability to pay dividends to our Shareholders and may adversely affect our business operations.

Shareholders may face difficulties in protecting their interests because we are incorporated
under Cayman Companies Law which may provide less protection to minority Shareholders
than the laws of Hong Kong and other jurisdictions.

We are incorporated in the Cayman Islands as an exempted company and substantially all
of our assets are located outside of Hong Kong. Our corporate affairs are governed by our
Memorandum and Articles of Association as well as the Cayman Companies Law and common
law of the Cayman Islands. The laws of the Cayman Islands relating to the protection of the
interests of minority Shareholders differ in certain respects from those in Hong Kong and other
jurisdictions. Such differences may mean that our minority Shareholders may have less
protection than they would otherwise have under the laws of Hong Kong or other jurisdictions.

Certain statistics contained in this prospectus are derived from the Euromonitor Report and
publicly available official sources.

Certain statistics contained in this prospectus relating to the U.S. and PRC economies and
the U.S. and the PRC furniture markets, particularly in the section headed “Industry Overview”
in this prospectus, have been derived from various official government publications or the
Euromonitor Report we generally believe to be reliable. We have taken reasonable care in the
reproduction or extraction of such report for the purpose of disclosure in this prospectus. We
have no reason to believe that such information is false or misleading in any material respect
or that any fact has been omitted that would render such information false or misleading in any
material respect. However, we cannot guarantee the quality or reliability of such source
materials. They have not been prepared or independently verified by us, the Sole Global
Coordinator, the Sole Bookrunner, the Joint Lead Managers, the Sole Sponsor, the
Underwriters or any of their respective affiliates or advisers, directors, officers or
representatives or any other person involved in the Global Offering and, therefore, we make no
representation as to the accuracy of such statistics, which may not be consistent with other
information compiled within or outside the PRC. Due to possibly flawed or ineffective
collection methods or discrepancies between published information and market practice, such
statistics in this prospectus may be inaccurate or may not be comparable to statistics produced
with respect to other economies. Further, there is no assurance that they are stated or compiled
on the same basis or with the same degree of accuracy as the case may be in other jurisdictions.
In all cases, you should give consideration as to how much weight or importance they should
attach to or place on such facts, and you should not unduly rely upon the industry facts and
statistics contained in this prospectus.

You should rely on this prospectus, and should not rely on any information contained in
press articles or other media regarding our Company, in making your investment decision.

Prior to the publication of this prospectus, there may have been certain press and media
coverage regarding our Group and our products. We have not authorised the disclosure of any
such information in the press or media which may be untrue and may not reflect what is

— 57 -



RISK FACTORS

disclosed in this prospectus and accordingly do not accept any responsibility for any such press
or media coverage or the accuracy or completeness of any such information. We make no
representation as to the appropriateness, accuracy, completeness or reliability of any such
information or publication. You should not rely on any such information contained in any press
articles or other media and, in making your decision whether to purchase our Shares, you
should rely only on the information included in this prospectus and the Application Forms.

Our financial results for the year ending 31 December 2016 are expected to be affected by
the expenses in relation to the Global Offering and the absence of an one-off gain of
disposal, which was recorded in 2015.

Our financial results will be affected by the expenses in relation to the Global Offering.
The non-recurring Listing expenses of approximately HK$18.5 million recorded for the eight
months ended 31 August 2016 and approximately RMB4.2 million expected to be charged from
1 September 2016 to 31 December 2016 (assuming an Offer Price of HK$1.18 per Share, being
the mid-point of the indicated Offer Price range between HK$1.05 and HK$1.31, and assuming
that the Over-allotment Option is not exercised) will be recognised as administrative expenses
in our consolidated statements of profit or loss and comprehensive income in 2016. In addition,
an one-off gain on disposal of Haining Mengnu Leather Products Co., Ltd. (%258 %% iy 4
i A FRZ>F]) of approximately RMB11.3 million was recorded in 2015 whereas no such gain
will be recorded in 2016. Therefore, our financial results for the year ending 31 December 2016
will be affected by the expenses in relation to the Global Offering and the absence of an one-off
gain of disposal, which was recorded in 2015.

Certain undertakings we and our Controlling Shareholders have given pursuant to the Hong
Kong Underwriting Agreement may not be enforced effectively by the Sole Global
Coordinator and the Hong Kong Underwriters.

Pursuant to the Hong Kong Underwriting Agreement, we and our Controlling
Shareholders have irrevocably and unconditionally undertaken to the Sole Global Coordinator
and the Hong Kong Underwriters for an additional 12 months commencing on the expiry date
of the first 12 months period after Listing not to, among other things, offer, allot, issue, sell,
transfer or dispose of any Shares such that our Controlling Shareholders would, immediately
following such events, cease to be a Controlling Shareholder of our Company. Please refer to
the subsection headed “Undertakings to the Hong Kong Underwriters Pursuant to the Hong
Kong Underwriting Agreement” under the section headed “Underwriting” in this prospectus for
further details. Given that these undertakings are given to the Sole Global Coordinator and the
Hong Kong Underwriters only and are in addition to the undertakings required to be given by
us and our Controlling Shareholders pursuant to Rules 10.07(1) and 10.08 of the Listing Rules,
there is a risk that the Sole Global Coordinator and the Hong Kong Underwriters may fail to
enforce such undertakings effectively. The issue or sale of a substantial number of Shares by
our Company or our Controlling Shareholders (as the case may be) or the market perception
that such issue or sale may occur during the said 12-month period could materially and
adversely affect the prevailing market price of the Shares.
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Any disposal by Morris Capital, our Controlling Shareholder, of a substantial number of
Shares in the public market could materially and adversely affect the market price of the

Shares.

There is no guarantee that Morris Capital, our Controlling Shareholder, will not dispose
of its Shares following the expiration of its lock-up period after the Listing. Our Group cannot
predict the effect, if any, of any future sales of the Shares by Morris Capital may have on the
market price of the Shares. Sales of a substantial number of Shares by Morris Capital or the
market perception that such sales may occur could materially and adversely affect the

prevailing market price of the Shares.
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WAIVERS FROM STRICT COMPLIANCE WITH THE LISTING RULES

In preparation for the Global Offering, our Company has sought the following waivers
from strict compliance with the relevant provisions of the Listing Rules.

MANAGEMENT PRESENCE IN HONG KONG

Pursuant to Rule 8.12 of the Listing Rules, we must have sufficient management presence
in Hong Kong. This normally means that at least two of the executive Directors must be
ordinarily resident in Hong Kong. Since our head office and substantially all of our business
operations are based, managed and conducted in the PRC, our executive Directors are and will
continue to be based in the PRC after the Listing. Accordingly, our Company does not, and for
the foreseeable future will not, have a sufficient management presence in Hong Kong for the
purpose of satisfying the requirements under Rule 8.12 of the Listing Rules.

Accordingly, we have applied to the Stock Exchange for, and the Stock Exchange has
granted, a waiver from strict compliance with the requirements under Rule 8.12 of the Listing
Rules on the following grounds:

(a) the core business and operations of our Group are primarily based, managed and
conducted in the PRC;

(b) most of our Group’s senior management are based outside of Hong Kong and are
expected to continue to be based in the PRC;

(c) most of our Group’s assets are based in the PRC;

(d) for the purposes of the management and operations of our Group, the appointment
of additional executive directors who are ordinarily resident in Hong Kong would
not only increase the administrative expenses of our Group, but would also reduce
the effectiveness and responsiveness of our Board in making business decisions for
our Group, especially when business decisions are required to be made within a
short period of time. In addition, appointing new executive directors, who may not
be familiar with the operations of our Group, to the Board for the sole purpose of
satisfying the requirements of Rule 8.12 of the Listing Rules may not be in the best
interest of our Company and our Shareholders as a whole;

(e) if additional executive directors who are ordinarily resident in Hong Kong are
appointed, as mentioned in paragraph (d) above, they will not be able to fully
understand the daily operations of the core business of our Group or fully appreciate
the circumstances surrounding or affecting the core business operations and
development of our Group from time to time, as they will be not be physically
present in the operational and management centre of our Group in the PRC all the
time. As such, such executive directors may not be able to exercise their discretion
on a fully informed basis, or make appropriate business decisions or judgments that
are most beneficial to the operations and development of our Group; and

(f) to relocate any of the existing PRC-based executive Directors to Hong Kong may
not be desirable as such Directors, after the relocation, will not be able to physically
attend to the operations and management of our Group in the PRC at all times, and
may encounter the management difficulties as described in paragraph (e) above.
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Based on the above reasons, our Directors consider that it would be unduly burdensome
and unnecessary for our Company to require two executive directors to be based in Hong Kong
simply to maintain the management presence pursuant to Rule 8.12 of the Listing Rules.

In order to maintain effective communication with the Stock Exchange, we will put in
place the following measures in order to ensure that regular communication is maintained
between the Stock Exchange and us:

(a) our Company has appointed two authorised representatives pursuant to Rule 3.05 of
the Listing Rules, who will act as our Company’s principal channel of
communication with the Stock Exchange and ensure that our Group complies with
the Listing Rules at all times. The authorised representatives appointed are Mr. Chen
Guohua, an executive Director, and Ms. Li Oi Lai, our company secretary. Ms. Li
is a Hong Kong permanent resident and Mr. Chen possesses valid travel documents
to visit Hong Kong and will be available to meet with the Stock Exchange within a
reasonable time frame upon the request of the Stock Exchange and will be readily
contactable by telephone, facsimile or email. Our Company has been registered as
a non-Hong Kong company under Part 16 of the Companies Ordinance, and Ms. Li
Oi Lai has been authorised to accept service of legal process and notices in Hong
Kong on behalf of our Company. Mr. Chen Guohua, his alternate to be appointed
under Rule 3.06(2) of the Listing Rules, and Ms. Li Oi Lai have provided or will
provide to the Stock Exchange their mobile and/or office telephone numbers and
facsimile numbers.

(b) each of the authorised representatives has means to contact all members of our
Board (including the independent non-executive Directors) and of the senior
management team promptly at all times as and when the Stock Exchange wishes to
contact our Directors for any matters. To enhance the communication between the
Stock Exchange, and the authorised representatives and our Directors, our Company
will implement a policy that (a) each of our Directors will provide his mobile phone
number, office phone number, email address and facsimile number to the authorised
representatives; (b) in the event that a Director of our Company expects to travel and
be out of the office, he/she will provide the phone number of the place of his/her
accommodation to the authorised representatives; and (c) all our Directors will
provide their mobile phone numbers, office phone numbers, email addresses and
facsimile numbers to the Stock Exchange. Our Company have appointed Sinolink
Securities (Hong Kong) Company Limited as its compliance adviser upon Listing
pursuant to Rule 3A.19 of the Listing Rules for a period commencing on the Listing
Date and ending on the date on which our Company complies with Rule 13.46 of the
Listing Rules in respect of its financial results for the first full financial year
commencing after the date of Listing. The compliance adviser has access at all times
to the authorised representatives, our Directors and other senior management of our
Company, and act as the alternate channel of communication with the Stock
Exchange when the authorised representatives are not available. We ensure that
there are adequate and efficient means of communication among itself, its
authorised representatives, Directors, other officers and the compliance adviser.
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(c) meetings between the Stock Exchange and all our Directors could be arranged
through our authorised representatives or the compliance adviser, or directly with
our Directors within a reasonable time frame. Our Company will inform the Stock
Exchange promptly in respect of any change in its authorised representatives and the

compliance adviser.

(d) in addition, all our Directors who are not ordinarily resident in Hong Kong have
confirmed that they possess or can apply for valid travel documents to visit Hong
Kong and would be able to meet with the Stock Exchange within a reasonable period
of time, if required.

CONTINUING CONNECTED TRANSACTIONS

We have entered into, and we expected to continue, certain transactions which will
constitute non-exempt continuing connected transactions for our Company under the Listing
Rules upon the Listing. We have applied to the Stock Exchange for, and the Stock Exchange
has granted, a waiver from strict compliance with the announcement requirement set out in
Chapter 14A of the Listing Rules for such non-exempt continuing connected transactions.
Further details of such non-exempt continuing connected transactions and the waiver are set

out in the section headed “Connected Transactions” in this prospectus.
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DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS PROSPECTUS

This prospectus, for which our Directors collectively and individually accept full
responsibility, includes particulars given in compliance with the Companies (Winding Up and
Miscellaneous Provisions) Ordinance, the Securities and Futures (Stock Market Listing) Rules
(Chapter 571V of the Laws of Hong Kong) and the Listing Rules for the purpose of giving
information to the public with regard to our Company. Our Directors, having made all
reasonable enquiries, confirm that to the best of their knowledge and belief that (i) the
information contained in this prospectus is accurate and complete in all material respects and
not misleading or deceptive; (ii) there are no other matters the omission of which would make
any statement herein or this prospectus misleading; and (iii) all opinions expressed in this
prospectus have been arrived at after due and careful considerations, and are founded on bases
and assumptions that are fair and reasonable.

INFORMATION ON THE GLOBAL OFFERING

The Offer Shares are offered solely on the basis of the information contained and
representations made in this prospectus and the Application Forms and on the terms and subject
to the conditions set out herein and therein. No person is authorised to give any information
in connection with the Global Offering or to make any representation not contained in this
prospectus, and any information or representation not contained herein must not be relied upon
as having been authorised by our Company, our Controlling Shareholders, the Sole Sponsor,
the Sole Global Coordinator, the Sole Bookrunner or the Underwriters, any of our or their
respective directors, officers, agents, employees or advisers or any other party involved in the
Global Offering.

Details of the structure of the Global Offering, including its conditions, are set out in the
section headed “Structure of the Global Offering” in this prospectus, and the procedures for
applying for Hong Kong Offer Shares are set out in the section headed “How to Apply for Hong
Kong Offer Shares” in this prospectus and in the relevant Application Forms.

UNDERWRITING

This prospectus is published solely in connection with the Hong Kong Public Offering,
which forms part of the Global Offering. For applicants under the Hong Kong Public Offering,
this prospectus and the Application Forms set out the terms and conditions of the Hong Kong
Public Offering.

The Hong Kong Public Offering is fully underwritten by the Hong Kong Underwriters
under the terms of the Hong Kong Underwriting Agreement and is subject to us and the Sole
Global Coordinator (for itself and on behalf of the Underwriters) agreeing on the Offer Price.

The International Offering will be fully underwritten by the International Underwriters
under the terms of the International Underwriting Agreement. For further information about the
Underwriters and the underwriting arrangements, please refer to the section headed
“Underwriting” in this prospectus.
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RESTRICTIONS ON OFFER AND SALE OF THE OFFER SHARES

Each person acquiring the Hong Kong Offer Shares under the Hong Kong Public Offering
will be required to, or be deemed by his acquisition of Offer Shares to, confirm that he is aware
of the restrictions on offers of the Offer Shares described in this prospectus.

No action has been taken to permit a public offering of the Offer Shares in any
jurisdiction other than in Hong Kong, or the distribution of this prospectus and/or the
Application Forms in any jurisdiction other than Hong Kong. Accordingly, this prospectus may
not be used for the purpose of, and does not constitute an offer or invitation in any jurisdiction
or in any circumstances in which such an offer or invitation is not authorised or to any person
to whom it is unlawful to make such an offer or invitation. The distribution of this prospectus
and the offering and sale of the Offer Shares in other jurisdictions are subject to restrictions
and may not be made except as permitted under the applicable securities laws of such
jurisdictions pursuant to registration with or authorisation by the relevant securities regulatory
authorities or an exemption therefrom. In particular, the Offer Shares have not been offered and
sold, and will not be offered or sold, directly or indirectly in the U.S., except in compliance

with the relevant laws and regulations of such jurisdiction.

APPLICATION FOR LISTING ON THE STOCK EXCHANGE

Our Company has applied to the Listing Committee of the Stock Exchange for the listing
of, and permission to deal in, the Shares in issue, the Shares to be issued as mentioned in this
prospectus (including the additional Shares which may be issued pursuant to the exercise of the
Over-allotment Option), and any Shares which may fall to be allotted and issued upon the
exercise of options which may be granted under the Share Option Scheme.

No part of the Shares or loan capital is listed or dealt in on any other stock exchange. At
present, our Company is not seeking or proposing to seek the listing of or permission to deal
in the Shares and loan capital on any other stock exchange.

SHARES WILL BE ELIGIBLE FOR ADMISSION INTO CCASS

If the Stock Exchange grants the Listing of, and permission to deal in, the Shares on the
Stock Exchange and our Company complies with the stock admission requirements of HKSCC,
the Shares will be accepted as eligible securities by HKSCC for deposit, clearance and
settlement in CCASS with effect from the Listing Date or such other date HKSCC chooses.
Investors should seek the advice of their stockbroker or other professional adviser for details
of those settlement arrangements as such arrangements will affect their rights, interest and
liabilities.

Settlement of transactions between participants of the Stock Exchange is required to take
place in CCASS on the second business day after any trading day.

All necessary arrangements have been made for the Shares to be admitted to CCASS.
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All activities under CCASS are subject to the General Rules of CCASS and CCASS
Operational Procedures in effect from time to time.

EXCHANGE RATE CONVERSION

Amounts denominated in Hong Kong dollars and U.S. dollars have been translated, for
the purpose of illustration only, into RMB, and vice versa, in this prospectus at the rates of
HKS$1 to RMB0.8944 and US$1 to RMB6.9468, respectively, which were the PBOC rates
prevailing on the Latest Practicable Date. No representation is made that any amounts in
Renminbi, Hong Kong dollars or U.S. dollars can be or could have been at the relevant date
converted at the above rates or any other rates or at all.

PROFESSIONAL TAX ADVICE RECOMMENDED

If you are not sure about the taxation implications of subscribing for or purchasing,
holding or disposing of or dealing in the Shares, you should consult an expert. None of our
Company, our Directors, the Sole Sponsor, the Sole Global Coordinator, the Sole Bookrunner,
the Joint Lead Managers, the Underwriters, their respective directors, agents or advisers and
any other person involved in the Global Offering accepts responsibility for any tax effects on,
or liability of, any person or holders of Shares resulting from subscribing for, purchasing,
holding or disposing of or dealing in the Shares.

HONG KONG REGISTER OF MEMBERS AND STAMP DUTY

Our Company’s principal register of members will be maintained by our principal share
registrar, Codan Trust Company (Cayman) Limited, in the Cayman Islands and our Company’s
Hong Kong register of members will be maintained by our Hong Kong Branch Share Registrar,
Tricor Investor Services Limited, in Hong Kong.

All Offer Shares will be registered on the Hong Kong register of members of our
Company in Hong Kong, and only securities registered on the Hong Kong register of members
may be traded on the Stock Exchange unless the Stock Exchange otherwise agrees. Dealings
in the Shares registered on our Hong Kong register of members will be subject to Hong Kong
stamp duty. Unless our Company determines otherwise, dividends payable in HKS$ in respect
of the Shares will be paid by cheque sent at the Shareholder’s risk to each Shareholder’s
registered address, or in the case of joint holders, the first-named holder.

OVER-ALLOTMENT OPTION AND STABILISATION

Details of the arrangements relating to the Over-allotment Option and the related
stabilisation exercise are set out in the section headed “Structure of the Global Offering” in this
prospectus.

PROCEDURE FOR APPLICATION FOR THE HONG KONG OFFER SHARE

The procedure for application for the Hong Kong Offer Shares is set out in the section
headed “How to Apply for Hong Kong Offer Shares” in this prospectus and in the relevant
Application Forms.
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STRUCTURE OF THE GLOBAL OFFERING

Details of the structure of the Global Offering, including conditions of the Global

Offering, are set out in the section headed “Structure of the Global Offering” in this prospectus.

STOCK BORROWING ARRANGEMENT

Details of the stock borrowing arrangement are set out in the subsection headed “Stock
Borrowing Arrangement” under the section headed “Structure of the Global Offering” in this

prospectus.

COMMENCEMENT OF DEALINGS IN THE SHARES

Dealings in the Shares on the Stock Exchange are expected to commence at 9:00 a.m on
Thursday, 12 January 2017.

The Shares will be traded in board lots of 2,000 Shares each and the stock code is 1575.

LANGUAGE

If there is any inconsistency between this prospectus and the Chinese translation of this
prospectus, English prospectus shall prevail. However, the translated English names for the
PRC nationals, entities, departments, facilities, certificates, titles, laws, regulations and the like
included in this prospectus and for which no official English translation exists are unofficial
translations for identification purposes only. In case of inconsistency in such case, the Chinese

name shall prevail.

ROUNDINGS

Amounts and percentage figures, including share ownership and operating data in this
prospectus, may have been subject to rounding adjustments. In this prospectus, where
information is presented in thousands or millions, amounts of less than one thousand or one
million, as the case may be, have been rounded to the nearest hundred or hundred thousand,
respectively, unless otherwise indicated or the context requires otherwise. Amounts presented
as percentages have been rounded to the nearest tenth of a percent, unless otherwise indicated
or the context requires otherwise. Accordingly, totals of rows or columns of numbers in tables

may not be equal to the apparent total of the individual items.

WEBSITE

The contents of any website mentioned in this prospectus do not form a part of this
prospectus.
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DIRECTORS AND PARTIES INVOLVED IN THE GLOBAL OFFERING

DIRECTORS

Name Address Nationality

Executive Directors

Mr. ZOU Gebing (¥F4% %) No. 41, Lane 3535, Yindu Road Chinese
Minhang District, Shanghai
PRC

Mr. CHEN Guohua (B [2] %) Flat 102, No. 51, Block 21 Chinese

Mei Yuan Sun Li, Haizhou Subdistrict
Haining City, Zhejiang Province

PRC

Mr. ZENG Jin (% 4) Flat 401, No. 26, Lane 789 Chinese
Xincun Road, Baoshan District, Shanghai
PRC

Mr. WANG Ming (F %) No. 226 Haizhou West Road Chinese

Haizhou Subdistrict
Haining City, Zhejiang Province
PRC

Independent non-executive Directors

Ms. ZHANG Bingbing Flat 142, Unit 1, 1/F. Chinese
(3R VK ¥K) 101 Fuwai North Street
Xicheng District, Beijing
PRC
Mr. HUANG Wenli (8 3C&) No. 38 Zheda Road Chinese

Xihu District
Hangzhou City, Zhejiang Province
PRC

Mr. SHAO Shaomin (H”>#0)  Flat 301, Unit 2, Block 30 Chinese
Tao Yuan Xin Cun
Xihu District
Hangzhou City, Zhejiang Province
PRC

Please refer to the section headed “Directors and Senior Management” in this prospectus

for further information on our Directors.
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PARTIES INVOLVED

Sole Sponsor

Sole Global Coordinator

Sole Bookrunner

Joint Lead Managers

Sinolink Securities (Hong Kong) Company Limited
Units 2503, 2505-06, 25/F, Low Block

Grand Millennium Plaza

181 Queen’s Road Central

Hong Kong

Sinolink Securities (Hong Kong) Company Limited
Units 2503, 2505-06, 25/F, Low Block

Grand Millennium Plaza

181 Queen’s Road Central

Hong Kong

Sinolink Securities (Hong Kong) Company Limited
Units 2503, 2505-06, 25/F, Low Block

Grand Millennium Plaza

181 Queen’s Road Central

Hong Kong

Sinolink Securities (Hong Kong) Company Limited
Units 2503, 2505-06, 25/F, Low Block

Grand Millennium Plaza

181 Queen’s Road Central

Hong Kong

China Galaxy International Securities (Hong Kong)
Co., Limited

Units 3501-3507 & 3513-3514, 35/F

Cosco Tower

183 Queen’s Road Central

Hong Kong
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Co-lead Managers

Legal advisers to our Company

Innovax Capital Limited
Room 2002, 20/F
Chinachem Century Tower
178 Gloucester Road
Wanchai, Hong Kong

Gransing Securities Co., Limited

Rm 805-6, Far East Consortium Building
121 Des Voeux Road Central

Hong Kong

Convoy Investment Services Limited
21/F, Tesbury Centre

28 Queen’s Road East

Admiralty, Hong Kong

BMI Securities Limited
Units 909-916, 9/F

Shui On Centre

6-8 Harbour Road
Wanchai, Hong Kong

As to Hong Kong law:

Stevenson, Wong & Co.
4/F, 5/F & 1602

Central Tower

28 Queen’s Road Central
Hong Kong

As to PRC law:

AllBright Law Offices

11th, 12th Floor

Shanghai Tower

No. 501, Yincheng Middle Rd
Pudong New Area, Shanghai 200120
PRC
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As to Cayman Islands law:

Conyers Dill & Pearman
Cricket Square

Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111
Cayman Islands

As to Cambodia law:

Mekong Law Group
#13, 1st Floor, Street 29
Sangkat Tonle Bassac
Khan Chamkarmon
Phnom Penh

Cambodia

As to U.S. law:

Mei & Mark LLP

818, 18th Street NW

Suite 410

Washington, DC 20035-3506
U.S.

Legal advisers to the Sole As to Hong Kong law:
Sponsor and the Underwriters
Howse Williams Bowers
27/F Alexandra House
18 Chater Road, Central
Hong Kong

As to PRC law:

Jingtian & Gongcheng

34/F, Tower 3

China Central Place

77 Jianguo Road, Chaoyang District, Beijing
PRC
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Auditors and reporting
accountants

Industry Consultant

Compliance Adviser

Receiving banks

Ernst & Young

22/F, CITIC Tower

1 Tim Mei Avenue Central
Hong Kong

Euromonitor International Limited
Unit 01-08, 11/F, Cross Tower

No. 318 Fuzhou Road

Shanghai

PRC

Sinolink Securities (Hong Kong) Company Limited
Units 2503, 2505-06, 25/F, Low Block

Grand Millennium Plaza

181 Queen’s Road Central

Hong Kong

Wing Lung Bank Limited

16 Floor, Wing Lung Bank Building
45 Des Voeux Road Central

Hong Kong

Bank of Communications Co., Ltd. Hong Kong
Branch

20 Pedder Street, Central

Hong Kong
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Registered office Cricket Square
Hutchins Drive
P.O. Box 2681
Grand Cayman KY1-1111
Cayman Islands

Headquarters in the PRC No. 500 Youquan Road
Haining Economic Development Zone

Zhejiang Province, PRC

Principal place of business in Hong Kong Unit 6707, 67/F, The Center
99 Queen’s Road Central, Hong Kong

Company’s website www.morrisholdings.com.hk™°'®’

Company secretary Ms. LI Oi Lai (ZEE)
(ACIS, ACS, FCPA, FAIA)
18/F, Tesbury Centre
28 Queen’s Road East

Wanchai
Hong Kong
Authorised representatives Mr. CHEN Guohua (FRE%)

Flat 102, No. 51, Block 21
Mei Yuan San Li

Haizhou Subdistrict
Haining City

Zhejiang Province

PRC

Ms. LI Oi Lai (ZEE)
(ACIS, ACS, FCPA, FAIA)
18/F, Tesbury Centre

28 Queen’s Road East
Wanchai

Hong Kong

Note: The information contained on the website of our Company does not form part of this prospectus.
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Audit committee

Remuneration committee

Nomination committee

Principal share registrar and transfer
office in the Cayman Islands

Hong Kong Branch Share Registrar

Principal bankers

Mr. SHAO Shaomin (BB (chairman)
Mr. HUANG Wenli (8 3C%)
Ms. ZHANG Bingbing (5&7K7K)

Mr. HUANG Wenli (% 3%) (chairman)
Mr. SHAO Shaomin (FF > f)
Ms. ZHANG Bingbing (5RVKK)

Ms. ZHANG Bingbing (3&¥KVK) (chairman)
Mr. SHAO Shaomin (AR )
Mr. HUANG Wenli (B73C%)

Codan Trust Company (Cayman) Limited
Cricket Square

Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111

Cayman Islands

Tricor Investor Services Limited
Level 22, Hopewell Centre

183 Queen’s Road East

Hong Kong

Bank of Jiaxing
Haining Branch
Haining City, Zhejiang Province, PRC

Agricultural Bank of China Limited
Haining Sub-branch
Haining City, Zhejiang Province, PRC

Ping An Bank Co., Ltd.
Jiaxing Haining Branch
Haining City, Zhejiang Province, PRC

China Merchants Bank Co., Ltd.
Hangzhou Jiefang Branch
Haining City, Zhejiang Province, PRC
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INDUSTRY OVERVIEW

The information presented in this section, unless otherwise indicated, is derived
Jfrom various official government publications and other publications and from the
Euromonitor Report, which was commissioned by us. The Euromonitor Report is intended
to reflect estimates of market conditions based on publicly available sources and trade
opinion surveys, and is prepared primarily as a market research tool. References to
Euromonitor should not be considered as the opinion of Euromonitor as to the value of
any security or the advisability of investing in our Company. We believe that the
information has been derived from appropriate sources and we have taken reasonable
care in extracting and reproducing the information. Our Directors have no reason to
believe that such information is false or misleading or that any material fact has been
omitted that would render such information false or misleading. The information has not
been independently verified by us, the Sole Sponsor or any of our or their respective
directors, officers or representatives or any other person involved in the Global Offering
nor is any representations given as to its accuracy or completeness.

SOURCES OF INFORMATION

We commissioned Euromonitor, an Independent Third Party, to conduct a research report
on the upholstered sofa industry in the U.S. and the PRC for the period from 2011 to 2020. The
report prepared by Euromonitor for us is referred to in this prospectus as the Euromonitor
Report. Founded in 1972, Euromonitor is a research institute focused on strategy research for
consumer markets. We have included certain information from the Euromonitor Report in this
prospectus because we believe such information facilitates an understanding of the industry.
We have agreed to pay a total fee of US$99,373 for the preparation of the Euromonitor Report.

Euromonitor primarily undertook primary and secondary research in preparing the
Euromonitor Report. Primary research involved interviews with a sample of leading industry
participants and industry experts for latest data and insights on future trends. Secondary
research involved reviewing published sources including national statistics and official
sources, company reports, independent research reports, and data based on Euromonitor’s own
research database. All primary and secondary research sources were standardised, cross-
checked and analysed by Euromonitor to ensure a robust research feed to their analysis of the
information.

The bases and assumptions for the projections in the Euromonitor Report include the
following:

. the PRC is expected to maintain steady macro-economic growth from 2016 to 2020
(“the Forecast Period”);

. the social, economic and political environment in the PRC is expected to remain
stable during the Forecast Period;

. there will be no external shock, such as financial crisis or raw material shortage that
affects the demand and supply of upholstered sofa in China and the U.S. during the
Forecast Period; and

. key market drivers such as economy and real estate market’s growth, continued
urbanisation, improved distribution network are expected to boost the development
of upholstered sofa market in China and the U.S..
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Our Directors confirm that, after taking reasonable care, there is no material adverse
change in the market information since the issue date of the abovementioned sources which
may qualify, contradict or have adverse impact on the information in this section.

We have extracted certain information from the Euromonitor Report in this section, as
well as in the sections headed “Summary”, “Risk Factors”, “Business”, “Financial
Information” and elsewhere in this prospectus to provide our potential investors with a more
comprehensive presentation of the industries in which we operate.

OVERVIEW OF THE GLOBAL UPHOLSTERED SOFA INDUSTRY

The modern industrial production of upholstered sofa originated from Europe in the early
20th century. However, as a labour-intensive industry, the production of upholstered sofa has
been gradually transferred to developing countries with lower labour costs and abundant supply
of raw materials.

China is currently a major producer of upholstered sofas and the largest exporter in the
world. According to the statistics from the International Trade Centre, a subsidiary organisation
of the World Trade Organization (WTO) and the United Nations Conference on Trade and
Development (UNCTAD), China accounted for approximately 50% of the global export value
of upholstered sofas in 2015, followed by Poland (11%), Italy (7%), Germany (3%) and the
U.S. (3%). It is expected that China will maintain its leading position in the global upholstered
sofa production industry in the coming years, due to its relatively low costs, mature
manufacturing techniques, as well as the manufacturers’ efforts in enhancing technical
strength, enabling it to serve the mid-to high-end market globally.

Nevertheless, some Southeast Asian countries, such as Vietnam have increased their
competitiveness in upholstered sofa exports in recent years, which was primarily due to the
increasing labour cost in China in recent years. For instance, Vietnam has demonstrated its
potential for the development of upholstered sofa manufacturing and exporting industry based
on its relatively stable economy, abundant labour force supply and comparatively lower labour
costs. However, in comparison to China and developed countries such as Germany and the
U.S., these Southeast Asian countries are usually constrained by certain domestic problems
such as frequent labour strikes, unstable electricity supply and high humidity climate which
may adversely affect the development of upholstered sofa industry. Faced with the increasingly
fierce competition, manufacturers of upholstered sofas in China continue to upgrade the
manufacturing techniques and design capabilities, and enhance the awareness of the
manufacturers’ own brands to maintain their market position and compete with the high-end
upholstered sofa manufacturers in Europe.

The global economy is expected to continue its recovery in the Forecast Period. IMF
predicted that the world’s real GDP growth will increase to 3.2% in 2016 and 3.5% in 2017,
as compared with 3.1% in 2015. In particular, the U.S., as the world’s major importer and
consumer of upholstered sofas, is outperforming as compared to other developed economies.
The recovering real estate market and consumer sentiment in the U.S. are expected to boost the
demand for upholstered sofa in the Forecast Period. Since the developed countries rely heavily
on the import of upholstered sofa, the growing demand will also provide opportunities for
major upholstered sofa manufacturing countries to increase their production and export. In
addition, developing countries’ demand for upholstered sofa is expected to remain robust due
to their domestic economic growth and consumers’ improving disposable income in those
countries. For example, the recovery in China’s real estate market is expected to increase the
demand for upholstered sofas. In addition, the continuous effort from manufacturers on new
product launch, improvement in textile and manufacturing crafts, and the diversity in design
and style will also promote the development of the global upholstered sofa industry.
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OVERVIEW OF THE UPHOLSTERED SOFA MARKET IN THE U.S.

Growth of economy and consumer spending in the U.S.

The economy of the U.S. rebounded from the global financial crisis in the late 2008.
According to the statistics from the World Bank and International Monetary Fund, real gross
domestic product of the U.S. grew by 2.6% in 2015 and will grow by 2.8%, 2.8% and 2.7%
from 2016-2018, respectively. Personal disposable income and consumer spending per
household grew as a result of improving macroeconomic environment of the U.S..

According to the World Bank, gross national income and gross national income per capita
of the U.S. increased at a CAGR of approximately 3.5% and 2.2% from 2011 to 2015
respectively. In addition, personal disposable income increased at a CAGR of approximately
1.2% from 2011 to 2015, and reached approximately US$38,000 in 2015. With the increasing
personal disposal income, consumer spending per household increased in line with it and grew
at a CAGR of approximately 3.0% from 2011 to 2015, and reached to approximately
US$55,978 in 2015.

Size and growth of the retail upholstered sofa market

The retail upholstered sofa market in the U.S. has experienced steady growth in recent
years. The market size of retail upholstered sofa market increased from US$13.3 billion in 2011
to approximately US$15.3 billion in 2015, representing an increase of a CAGR of
approximately 3.6%. For the forecast period, the retail upholstered sofa market in the U.S. is
estimated to grow at a CAGR of 4.8% and reach approximately US$19.3 billion in 2020. The
following chart illustrates the retail sales value of upholstered sofa in the U.S. for the period
from 2011 to 2015 and the Forecast Period.

Retail sales value of upholstered sofa in the U.S., 2011-2020
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Source: Euromonitor estimates from trade interview and desk research
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Segment of sofa market in the U.S.

The upholstered sofa market in the U.S can be divided into high-end market and mass
market. The mass upholstered sofa market in the U.S. is defined often by price point, as many
retailers and manufactures offer a wide range of prices. This mass market for upholstered sofas
is referred to as “budget” with a price point of US$800 or below. In 2015, our Company sold
sofas to its customers, i.e. retailers, at an average selling price of RMB1,256, or approximately
USD181. Retailers typically sell the sofas to the end users at an average price of approximately
USD344. Therefore, the pricing of the upholstered sofas produced by our Company falls into
the mass market segment. In addition, most of our customers are retailers targeting the mass
market.

Size and growth of the mass upholstered sofa market in the U.S.

The mass upholstered sofa market accounted for approximately 48.4%, or USD7.4 billion,
of the overall upholstered sofa market in terms of retail sales value in the U.S. in 2015. The
mass upholstered sofa market in the U.S. is growing faster than the premium market today.
When shopping for upholstered sofas, American consumers are most focused on getting a good
deal and looking for the best quality at the lowest price possible, which continues to drive the
mass market growth. In recent years, there has also been an increased availability and selection
of mass upholstered sofas offered at a variety of retailers. Traditional furniture stores remain
popular choices for often more premium priced products while mass merchandisers and online
outlets are becoming much more popular with consumers offering larger selections of more
budget friendly upholstered sofas.

Channel of upholstered sofas sales in the U.S.

Upholstered sofas are typically sold in the U.S. through furniture specialist retailers,
online shops, retail chains and/or department stores. Furniture specialist retailers are the largest
channel for sales of upholstered sofas in the U.S., which accounted for approximately 70% of
the upholstered sofas sold in the U.S. in 2015. Online shops, retail chains, department stores
and other retail channels (such as home shopping and warehouse clubs) and other non-grocery
specialist retails accounted for approximately 9%, 8%, 3% and 10% of the upholstered sofas
sold in the U.S. in 2015, respectively.

Import of upholstered products into the U.S.

China is the largest trading partner for the U.S.’s imports of upholstered sofas. In 2015,
China’s exports of upholstered sofas accounted for more than 60% of the U.S.’s total import
value of upholstered sofas according to the statistics from the International Trade Centre. Other
major trading partners for the U.S. include Canada, Mexico and Italy. Import value of
upholstered wooden framed seats, upholstered metal framed seats and seats that can be
convertible into beds, in aggregate, increased from US$4.3 billion in 2011 to US$6.8 billion
in 2015, representing a CAGR of approximately 12.1% between the period from 2011 to 2015,
among which the import of upholstered wooden framed seats grew at approximately 12.1%,
import of upholstered metal framed seats grew at approximately 12.3% and seats that can be
convertible into beds imports grew at approximately 10.7%. As (i) the U.S. dollar remains
strong; (ii) the U.S. real estate market continues to grow; and (iii) unemployment rate in the
U.S. continues to decrease, the growth of import of sofas is expected to continue.
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OVERVIEW OF THE UPHOLSTERED SOFA PRODUCTION EXPORT INDUSTRY IN
THE PRC

Growth of upholstered sofa market in the PRC

China is also currently the largest upholstered furniture producer in the world. Along with
the continuous upgrade of production equipment and technique, and domestic manufacturer’s
relentless efforts to improve product quality and ability of research and development, the sales
value of the PRC domestic sofa manufacturers grew steadily at a CAGR of approximately 6.1%
for the period from 2011 to 2015 from RMB119.0 billion in 2011 to RMB150.7 billion in 2015.

It is expected that in the Forecast Period, the continued progress in urbanisation, steadily
rising household income, government’s efforts to regulate the housing market and expected
measures to prop up the upholstered furniture industry will drive the growth in domestic sales
of upholstered sofas. The following chart illustrates the sales value of the PRC domestic sofa
manufacturers for the period from 2011 to 2015 and the Forecast Period:

Sales value of PRC domestic sofa manufacturers, 2011-2020
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Historical price trends of major raw materials

Genuine leather, foam, cloth, wood and hardware are the major materials for
manufacturing upholstered sofas, of which genuine leather accounts for approximately 40% of
the total cost of raw materials for manufacturing leather sofas. Many PRC based manufacturers
of upholstered sofas decide to import raw cowhide due to limited domestic supply of cowhide.
According to statistics from China Customs, the average import price of raw cowhide grew
from US$2,350 per tonne in 2011 to US$2,550 per tonne in 2015, representing a CAGR of
approximately 2.1%. Raw cowhide prices are largely determined by slaughter volume and
changes in demand for raw cowhide from downstream industries, such as home furniture,
apparel and footwear. Meanwhile, more manufacturers, after taking into consideration of
environmental impact or raw cowhide processing, have started to import wet blue leather,
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which is the leather product after tanning process, to replace raw cowhide. The average price
of imported wet blue leather increased from US$3,230 per tonne in 2011 to US$3,400 per tonne
in 2015, representing a CAGR of approximately 1.3% during the period from 2011 to 2015.
Brazil and the U.S. are China’s main source of wet blue leather. The following charts illustrate
the import prices of raw cowhide and wet blue leather in China for the period from 2011 to
2015:

Import price of raw cowhide in China, 2011-2015

5,000.0 [
4,000.0 [~
3,040
3,000.0 [ 2,770
, 2,550
2350 2,470
2,000.0 [
1,000.0 [
0.0
2011 2012 2013 2014 2015

B Import price of raw cowhide (US$ per tonne)

Source: General Administration of Customs of the People’s Republic of China

Note: Import price of raw cowhide is the average price of Hscode 41015019, which referring to whole bovine
hide/skin, >16kg.

Import price of wet blue leather in China, 2011-2015
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bovine skin leather, wet-blue, tanned or crust, no hair, wet state.
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Growth of upholstered sofa exports in the PRC

China is the world’s largest exporter of upholstered sofas, accounting for about half of
global upholstered sofas trade value in 2015. Over the period of 2011-2015, China’s
upholstered sofas exports grew at a CAGR of approximately 4.4%, and reached US$9,794.5
million in 2015. The chart below illustrates the total export value of upholstered sofas in the
PRC from 2011 to 2015:

Export value of upholstered sofa in China, 2011-2015
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Source: Euromonitor estimates from trade interviews, desk research and General Administration of Customs
of the People’s Republic of China

Note: Total export value of upholstered sofa also included the export value of leather sofa covers.

Export price of upholstered sofas

According to General Administration of Customs of the PRC, the average export price of
wooden-framed upholstered sofas was approximately US$111 per unit in 2015, with a CAGR
of approximately 6.3% for the period from 2011 to 2015. The increase in the export price of
upholstered sofas during the period from 2011 to 2015 was largely driven by the increased cost
of labour and raw materials as well as the appreciation of the RMB.

Fluctuations of exchange rate of RMB against USD

According to the National Bureau of Statistics of China, the RMB appreciated against the
U.S. dollar from RMB645.88 for US$100 in 2011 to RMB622.84 for US$100 in 2015. The
appreciation of the RMB devalued PRC based exporters’ foreign assets and foreign income
which resulted in exchange losses. The appreciation of the RMB has also adversely affected
sofa export market in the PRC as the sofas become more expensive in U.S. dollar terms.

The appreciation of RMB has come to a halt in 2015, which was mainly attributable to
an increase in interest rates by the U.S. Federal Reserve at the end of 2015. The appreciation
of U.S. dollar may lead to higher profit margin of the PRC based exporter.
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KEY ENTRY BARRIERS

The following is a summary of the key entry barriers to the upholstered sofas industry,
according to the Euromonitor Report:

Brand building

Brand recognition and reputation are the key factors affecting consumers’ decision on the
purchase of durable goods such as furniture and sofas. A brand is a comprehensive reflection
of product quality and design. Consumers tend to trust and stick to well-known and reputable
brands. However, brand building is usually a long process that requires long-term investment,
construction and management.

Customer resource

Both domestic and overseas customers are critical to upholstered sofa manufacturers in
the PRC. Overseas customers of upholstered sofas are mainly large furniture retailers and
well-known furniture brand owners, while domestic customers of upholstered sofas are mainly
distributors and consumers. Overseas customers usually require higher standards of product
quality and design than domestic customers in general. Sofa manufacturers usually have to
spend a lot of time and efforts to build relationship with its overseas customers. For new
entrants into the upholstered sofa manufacturing industry, building a stable and quality
customer base is a high entry barrier.

Design and research and development

Consumers’ demand for personalised and differentiated products has been increasing.
Design, research, innovation and development capabilities have become the main competitive
advantages of upholstered sofa manufacturers. Strong design and research capabilities enable
the sofas exporter to provide more varieties of high value-added products for customers and
stand out from the competition.

Craftsmanship and production technique

Sophisticated, exquisite and quality-focused craftsmanship and production technique
have been becoming one of the core competitiveness of upholstered sofa manufacturers. For a
potential entrant into the upholstered sofa manufacturing industry, it is difficult to ensure its
product quality and control its production costs without an experienced technical team and
sophisticated production techniques.

EXPORT LANDSCAPE OF UPHOLSTERED SOFA TO THE UNITED STATES

The U.S. is China’s largest upholstered sofa export destination

The U.S. is China’s largest export market for upholstered sofas. During the period from
2011 to 2015, upholstered sofa exports to the U.S. accounted for about 30% of China’s total
exports of upholstered sofas in terms of export value. China’s exports of upholstered sofas to
the U.S. increased from US$2,537.7 million in 2011 to US$3,400.0 million in 2015,
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representing a CAGR of approximately 7.6%. In 2015, the U.S. economy continued to recover
with lower unemployment rate, growing household income and consumer spending and
booming housing market. Accordingly, demand for upholstered sofas is expected to rise.
China’s upholstered sofa exports to the U.S. are estimated to grow at a moderate rate within
the Forecast Period. During the Forecast Period, the U.S. will remain as China’s most important
trading partner for upholstered sofas. The following chart illustrates the total export value of
upholstered sofas to the U.S. from 2011 to 2015.

Export value of upholstered sofa to the U.S., 2011-2015
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Source: Euromonitor estimates from trade interviews, desk research and General Administration of Customs
of the PRC

Note: Total export value of upholstered sofa also included the export value of leather sofa covers.

Most of the upholstered sofa manufacturers in China serve as OEMs of U.S. customers,
which are mainly furniture brand owners and home furnishing retailers. Usually, U.S. furniture
brand owners outsource manufacturing processes to sofa manufacturers in the PRC with
confirmed design and specification. Large furniture retailers in the U.S. also cooperate with
ODMs in China by outsourcing both design and manufacturing processes to their suppliers in
the PRC.

COMPETITIVE LANDSCAPE OF EXPORT MARKET TO THE UNITED STATES
Fragmented industry

The market of upholstered sofa exported from the PRC to the U.S. is highly fragmented,
with the top ten players taking approximately 33.7% of the market share in terms of sales value
in 2015. In 2015, only four upholstered sofas exporters each realised an aggregate export value
of over US$100 million. Meanwhile, our Company was the second largest upholstered sofa
manufacturer in the PRC in terms of export value to the U.S. in 2015.

The majorities of the upholstered sofa manufacturers in China competing with our
Company are targeting the mass market. Among the top 10 China-based companies exporting
upholstered sofas to the US measured by export value, 8 companies target the mass market in
the US.
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Top 10 upholstered sofa manufacturers in terms of export value to the U.S., 2015
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Export value of
upholstered sofas to

the U.S. Share

Company Name (US$ million)™o® / (% 2015)
Competitor A 333.8 9.8%
Our Company 121.0 3.6%
Competitor B 115.0 3.4%
Competitor C 105.7 3.1%
Competitor D 89.5 2.6%
Competitor E 82.2 2.4%
Competitor F 77.3 2.3%
Competitor G 76.0 2.2%
Competitor H 75.7 2.2%
Competitor I 70.4 2.1%
Subtotal 1,146.6 33.7%

Sources: General Administration of Customs of the People’s Republic of China

Note 1:

- Export value of upholstered sofa and leather sofa cover comprises value of HS codes 940161, 940171,
940140 and 42050010.

- HS code 940161: Seats with wooden frames, upholstered

- HS code 940171: Seats with metal frames, upholstered

- HS code 940140: Seats excluding garden seats or camping equipment, convertible into beds
- HS code 42050010: Seat cover, of leather or composition leather

Note 2:

As at Latest Practicable Date, Competitor A and Competitor C were listed on the Stock Exchange. Competitor
D is the group company of a company listed on the New York Stock Exchange.
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OVERVIEW

Our business operations are subject to respective supervisions and regulations from the
PRC and Cambodian governments. Below is a summary of laws, regulations and policies which

are material to our Group:
REGULATORY REQUIREMENTS IN THE PRC
Laws and regulations relating to the upholstered furniture industry requirement

According to the Catalogue of Industries for Guiding Foreign Investment (2015 revised)
OMEPCE e 2535 E H 3k (201 5F187])) issued by MOFCOM and the National Development
and Reform Commission of the PRC (FF 2 A\ RLAN B Z 5 AN CEZ B &) (“NDRC”) on
10 March 2015, which became effective on 10 April 2015, the industries listed in this catalogue
are divided into three categories, which are encouraged, restricted and prohibited category.

Upholstered furniture industry does not belong to the abovementioned three categories.

Pursuant to the Guiding Catalogue of Industry Structure Adjustments (2011 Version) (5
LR E H $R(20114F 7)) promulgated by the NDRC on 27 March 2011, revised on 16
February 2013 and became effective on 1 May 2013, the industries listed in this catalogue are
divided into three categories, which are encouraged, restricted and eliminated category. Any
industry in accordance with the laws, regulations and policies and not belonging to the three
categories shall be classed as “permissible”, which are not included in the catalogue. As such,

the upholstered furniture industry is classified as “permissible”.

GB 5296.6-2004 Instruction for Use of Consumer Products — Part 6: Furniture (3472 &
B ER 67 %), which took effect on 1 October 2004, was promulgated by the
Standardisation Administration of the PRC (BIZIFHE(LEMZE®) and the General
Administration of Quality Supervision, Inspection and Quarantine of the PRC (H % A [ ALHN
B8] 5 % R B AR B AR AJR)). This rule provides the basic requirements, methods, and
contents to be included for the preparation of furniture manuals, which include the following:
(1) a manual must be included with all sales of furniture; (ii) in accordance with the national
or industrial standards, the name of the furniture item must reflect the real item; (iii) the
manual must clearly define the purpose and application under the specified environmental
conditions; (iv) the furniture item must comply with relevant national safety, health,
environmental protection laws, rules, regulations and standards; (v) the manual must also
specify any special attention required for the usage of such furniture item; (vi) the manual
should be amended accordingly when the structure, form and material changes; (vii) all
manuals must clearly state the description and production date of the furniture item and date
of press of the manual; (viii) the information contained in the manual must be consistent with
the related advertisements and promotional materials; and (ix) if applicable, the manual must

state “Before installation or usage, please read the instructions carefully.” on the cover page.
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Industry Standards of Light Industry of PRC QB/T 1952.1-2012 Upholstered Furniture:
Sofa (THHEN RILANGES T A7 BRAE R AW % (QB/T 1952.1-2012)), released by the
Ministry of Industry and Information Technology of PRC (H#E A R ILFNE T 26F115 8L #K) on
7 November 2012 and implemented on 1 March 2013, applies to the sofas that are designed for
indoor use. These standards provides for the (i) terminology and definition of sofas; (ii) sofa
categorisation in terms of cover materials and functions; (iii) detailed requirements for
measurements and exterior symmetry, materials and processing, appearance and function,
physical and chemical properties, safety and instruction manuals; (iv) testing of the aforesaid
requirements; (v) inspection rules in terms of type inspection and factory inspection; and (vi)
standards on marks, packaging, transportation and storage. These standards serve as
recommended standards to be observed by industry players at their discretion and are of no

mandatory force.
Laws and regulations relating to import and export of goods

The Foreign Trade Law of the PRC (2004 Revision) ("F#HEN RILAEHHNE 55 1E) (the
“Foreign Trade Law”) promulgated by the NPC on 12 May 1994, amended on 6 April 2004,
7 November 2016 and effective as at 7 November 2016, the State allows free import and export
of goods and technologies, unless it is otherwise provided under the laws and administrative
regulations. According to the provisions of the Foreign Trade Law, the State may restrict or
prohibit the import or export of relevant goods or technologies for any of the following
reasons: (1) the State needs to restrict or prohibit import or export in order to maintain national
security, public interests or public morals; (2) the State needs to restrict or prohibit import or
export in order to protect the health or safety of the people, the lives or health of animals and
plants, and the environment; (3) the State needs to restrict or prohibit import or export in order
to implement measures related to gold or silver import and export; (4) the State needs to restrict
or prohibit export due to short supply in the PRC or in order to effectively protect natural
resources that are likely to be exhaustible; (5) the State needs to restrict export due to the
limited market capacity of importing countries or regions; (6) the State needs to restrict export
due to the serious disorder of export; (7) the State needs to restrict import in order to establish
or step up establishing specific industries in the PRC; (8) it is necessary to restrict the import
of agricultural, animal husbandry and fishery products in any form; (9) the State needs to
restrict import in order to maintain the State’s international financial status and balance of
international payments; (10) the State needs to restrict or prohibit import or export for other
reasons in accordance with the provisions of laws and administrative regulations; and (11) the
State needs to restrict or prohibit import or export for other reasons in accordance with the
provisions of international treaties and agreements that China has concluded or acceded to. As
for the products of our Group, namely sofas, sofa covers and other furniture products, such

products do not belong to the “restricted” or “prohibited” import or export of goods.
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The Foreign Trade Law and the Measures for the Archival Filing and Registration of
Foreign Trade Operators (¥15MNE 5y &&EWZFFHFEE) promulgated by the MOFCOM on
25 June 2004 (amended on 18 August 2016) require enterprises engaged in import or export of
goods or technology to register with the relevant authorities in charge of foreign trade under
the State Council unless otherwise provided by other laws, administrative regulations or by the
relevant authorities in charge of foreign trade under the State Council. According to the local
authority, our Group companies which engage in import or export of goods in the PRC are not
required to apply for filing registration since they are either wholly foreign owned enterprise
or sino-foreign equity joint venture.

According to the Customs Law of the PRC (¥ N RALHIE 5 B %) promulgated by the
Standing Committee of the NPC on 22 January 1987 and amended on 8 July 2000, 29 June
2013, 28 December 2013 and 7 November 2016, where an enterprise engages in import or
export of goods which goes through customs declaration formalities, it shall be subject to
registration by customs or shall authorise a customs clearing enterprise to handle customs
declaration formalities. Our Group companies which engage in import and export business
have obtained the relevant certificate and conduct online annual inspection every year.

Laws and regulations relating to product quality

According to the PRC General Principles of Civil Law (F1#ENRILANE] R,
manufacturers and sellers of defective products are subject to civil liability for damages or
injuries caused by their products. Liable manufacturers and sellers may seek indemnification
from shippers or storers of the products who are actually responsible for the damages or
injuries

According to the PRC Product Quality Law ("3 N RILFE 2 5B 8#7%), the PRC Law
on Protection of Consumer Rights and Interests (H 3N LA B 1H 2 & HE 45 f77%) and the
PRC Tort Law (FHENRILFBEZRETT1%), a retailer must repair, exchange or accept for
return defective or flawed products and compensate consumers for their losses caused by the
products. Manufacturers of defective or flawed products are also liable for the loses suffered
by consumers. Consumers may seek compensation from manufacturers, distributors or retailers
for physical injuries or property damages caused by defective or flawed products. Distributors
and retailers may claim manufacturers of defective or flawed products for the compensation
paid to the consumers. Manufacturers may also claim from retailers who are responsible for
product defects or flaws.

Laws and regulations relating to work safety

Work Safety Law of the PRC (¥ N RILANE % 4 1E & 1) promulgated by the Standing
Committee of NPC on 29 June 2002, amended on 27 August 2009 and 31 August 2014, requires
production entities to meet the relevant legal requirements, such as providing their staff with
training and handbooks on production safety, and providing safe working conditions in
compliance with relevant laws, rules and regulations. Our Group has manufacturing facilities
in the PRC. If a work safety related accident occurs in our manufacturing facilities, we may
have to bear the liability to compensate the injured employee or a third party.
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Laws and regulations relating to environmental protection

The Environmental Protection Law of the PRC (3 N RALFI B ERBE5E L), which was
promulgated by the Standing Committee of NPC and amended on 24 April 2014, and became
effective on 1 January 2015, establishes the legal framework for environmental protection in
the PRC. The Ministry of Environmental Protection of the PRC supervises and administers the
environmental protection work in the PRC, and establishes national standards for the
environmental quality and discharge of pollutants. Local environmental protection bureaus are
in turn responsible for the environmental protection work within their respective jurisdictions.

The latest amendment of Environmental Protection Law became effective on 1 January
2015, pursuant to which enterprises that discharge pollutants shall take measures to prevent and
control pollution and other hazards caused to the environment by waste gas, waste water, waste
residues, medical wastes, dust, malodorous gases, radioactive substances, noise, vibration and
optical and electromagnetic radiation generated in the course of production, construction or
other activities. Enterprises that discharge pollutants shall establish an environmental
protection responsibility system and specify the responsibilities of the persons-in-charge of the
entities and the relevant personnel. In addition, key pollution discharge entities shall truthfully
disclose the names of their major pollutants, discharge modes, emission concentration and total
emissions, excessive emissions as well as the construction and operation of pollution
prevention and control facilities and accept the social supervision. Enterprises that illegally
discharge pollutants are fined or ordered to make corrections, and if they refuse to do so, the
administrative authorities that made the penalty decisions may, as at the date after the order of
making corrections, impose continuous punishment on a daily basis based on the original fines.

The PRC government successively promulgates a series of laws and regulations with
regard to environmental protection. After the disposal of Haining Mengnu Leather Products
Co., Ltd. in 2015, details of which as set out in the subsection headed “Disposal of Haining
Mengnu Leather Products Co., Ltd. (555 H 8 A BR /2 A])” under the section headed
“History, Reorganisation and Corporate Structure” in this prospectus, our Group is no longer
involved in any polluting industry.

Laws and regulations relating to foreign investment

The establishment, operation and management of corporate entities in the PRC are
governed by the Company Law of the PRC ("3 NRILFMEA i) (the “PRC Company
Law”), which was promulgated on 29 December 1993, and amended on 25 December 1999, 28
August 2004, 27 October 2005 and 28 December 2013. Under the PRC Company Law,
companies are generally classified into two categories: limited liability companies and limited
companies by shares. The PRC Company Law also applies to foreign-invested limited liability
companies but where other relevant laws regarding foreign investment have provided
otherwise, such other laws shall prevail.

The latest amendment to the PRC Company Law took effect from 1 March 2014, pursuant
to which there is no longer a prescribed time frame for the shareholders to make full capital
contribution to a company, except in situations where there are requirements otherwise in other
relevant laws, administrative regulations and State Council decisions. Instead, shareholders are
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only required to state the capital amount that they commit to subscribe in the articles of
association of the company. Further, the initial payment of a company’s registered capital is no
longer subject to a minimum amount requirement and the business licence of a company will
not show its paid-up capital. In addition, shareholders’ contribution of the registered capital is
no longer required to be verified by capital verification agencies.

The Law of the PRC on Foreign-funded Enterprises ("F3ENRILFIEINEZTE) (the
“Law on Foreign-funded Enterprises”) which was promulgated on 12 April 1986, amended
on 31 October 2000, 3 September 2016 and came into effect on 1 October 2016, forms the
fundamental legal basis for the PRC government to regulate a wholly foreign-owned enterprise.
According to the Law on Foreign-funded Enterprises, for enterprises which are not subject to
the implementation of special administrative measures for admission stipulated by the State,
examination and approval matters concerning establishment, division, merger or other major

changes of foreign-owned enterprises shall be subject to filing administration.

According to the Rules for the Implementation of the Law of the PRC on Foreign-funded
Enterprises (" NERALFNEHSMNE M FEDE AR promulgated on 12 December 1990 and
amended on 12 April 2001 and 19 February 2014, foreign-funded enterprises may pay
dividends only out of their accumulated profits, determined in accordance with PRC
accounting standards and regulations. Foreign-funded enterprises are also required to set aside
at least 10% of their respective after-tax profits each year, if any, to fund certain statutory
reserve funds until the aggregate amount of such reserve funds reaches 50% of their registered
capital and to allocate a discretionary portion of their respective after-tax profits to staff
welfare and bonus funds. These reserves are not distributable as cash dividends.

Laws and regulations relating to taxation
(1) Enterprise income tax

The EIT Law and Implementing Rules for the Enterprise Income Tax law of the PRC (*f
e N RN B A 2E T A3 B B4 1) which came into effect on 1 January 2008 replaced the
Income Tax Law of the PRC for Enterprises with Foreign Investment and Foreign Enterprises
(P N RSN B A1 B A A SE AN A 2E TS BLI%) and the Provisional Regulations of the
PRC On Enterprises Income Tax (WFHEN RILFNE 2 r 5B B 176 45). The revised EIT Law
applies a unified EIT rate of 25% to both domestic enterprises and foreign-invested enterprises
and stipulates respective transitional periods and measures. According to the EIT Law,
taxpayers consist of resident enterprises and non-resident enterprises. Resident enterprises are
defined as enterprises that are established in China in accordance with PRC laws, or that are
established in accordance with the laws of foreign countries but whose actual or de facto
control entity is within the PRC. Non-resident enterprises are defined as enterprises that are set
up in accordance with the laws of foreign countries and whose actual administration is
conducted outside the PRC, but (i) have entities or premises in China, or (ii) have no entities
or premises but have income generated from China. According to the EIT Law, foreign invested
enterprises in the PRC are subject to enterprise income tax at a uniform rate of 25%. A
non-resident enterprise that has an establishment or premises within the PRC shall pay
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enterprise income tax at a rate of 25% on its income that is derived from such establishment
or premises inside the PRC and that is sourced outside the PRC but is actually connected with
the said establishment or premises. A non-resident enterprise that has no establishment or
premises within the PRC but has income from the PRC, and a non-resident enterprise that has
establishment or premises in the PRC but its income has no actual connection to such
establishment or premises in the PRC, shall be subject to PRC withholding tax at the rate of
20% on its income sourced from the PRC.

(2) Value-added tax

The Interim Regulation of the PRC on Value-Added Tax (2008 Revision) (P3N AL
B 4 (B 170 B)), promulgated by the State Council and amended on 5 November 2008 and
6 February 2016, and came into effect on 6 February 2016. In accordance with this regulations
and the Implementing Rules of the Interim Regulations on Value-Added Tax of the PRC (3
N BRI B HE (BB B A T 491 B e 40 HIJ) which were promulgated by the Ministry of Finance and
the SAT on 18 December 2008 and were amended on 28 October 2011 and came into effect on
1 November 2011, value-added tax (“VAT”) is imposed on goods sold in or imported, and
provision of processing, repair and replacement service within the territory of the PRC. The
value-added rate shall be 17% or 13%.

(3) Dividend tax

According to the EIT Law, and Implementing Rules for the Enterprise Income Tax law of
the PRC (F#NRILHE M ZEIERILE MG, dividends paid by foreign-invested
companies to their foreign investors that are non-resident enterprises those have no
establishment or premises in the PRC or have establishment or premises but their income has
no actual connection to such establishment or premises are subject to withholding tax at a rate
of 10%, unless otherwise provided in the relevant tax agreements entered into with the central
government of the PRC. According to the Specification of Arrangements between the Mainland
of China and the Hong Kong Special Administrative Region on Avoidance of Double Taxation
and the Prevention of Fiscal Evasion with Respect to Taxes on Income (INHFIF #5455 HIl 17
16 B8] 7 3 T A5 0 2kt G B FE OB AN B LR AT BL B % HE)  (“Tax Arrangements”) executed and
agreed by the PRC government and Hong Kong, where the beneficial owner is a company
directly owning at least 25% of the capital of the company which pays the dividends, the tax
so charged shall not exceed 5% of the gross amount of the dividends. In any other case, the tax
so charged shall not exceed 10% of the gross amount of the dividends. According to the Notice
on How to Understand and Define the “Beneficial Owner” Stipulated in the Tax Arrangements
(R G o] 2 A 0 8 B A T o w32 4 T A N 48 1) promulgated by the SAT on 27 October
2009, the “beneficial owner” shall be the person entitled to be the ownership and control of the
rights and property incurred from income or income. The “beneficial owner” may be an
individual, a company or any other body of persons. An agent or conduit company shall be
excluded from the definition of “the beneficial owner”. A conduit company means a company
established for the purpose of avoiding or reducing tax, transfer or accumulation of profit. Such
a company is registered in its country only to satisfy the applicable laws and regulations, and
is not involved in any substantive business activities such as manufacturing, sales or
management.
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Pursuant to the Circular of the State Administration of Taxation on Relevant Issues
relating to the Implementation of Dividend Clauses in Tax Agreements (BZZBiHH 5 BB
TR I o L E 3 A B TH) A #8 %0), which was promulgated by the SAT and became
effective on 20 February 2009, all of the following requirements shall be satisfied in order to
enjoy the preferential tax rates provided under the tax agreements: (i) the tax resident that
receives dividends should be a company as provided in the tax agreement; (ii) the equity
interests and voting shares of the PRC resident company directly owned by the tax resident
reaches the percentages specified in the tax agreement; and (iii) the equity interests of the PRC
resident company directly owned by such tax resident at any time during the 12 months prior

to receiving the dividends reach a percentage specified in the tax agreement.

According to the Administrative Measures for Non-resident Enterprises to Enjoy
Treatments under Tax Treaties (I & B2 LU & 77 8 8 HLH#HE), which came into force on
1 November 2015, if a non-resident enterprise (as defined under the PRC tax laws) that
receives dividends from a PRC resident enterprise wishes to enjoy the preferential tax
treatments under the tax agreements, it shall submit an application for approval to the
competent tax authority.

(4) Export tax rebate

For the purpose of avoiding double taxation on exported commodities, the PRC
government practices the tax rebate system in connection with foreign trade export
commodities, that is, paying back the VAT to the enterprises on the basis of different product
tax rebate. According to the Circular of the State Administration of Taxation on Issuing the
Measures for the Administration of Tax Refund (Exemption) of Exported Goods (For Trial
Implementation) (11 EWIR(F) Bl & L GAIT)) promulgated by the SAT on 16 March
2005 and came into effect on 1 May 2005, as regards to goods exported by an exporter or goods
exported thereby upon entrustment, except as otherwise specified, after export customs
declaration and financial accounting for sales, the exporter may report to the office of the State
Taxation Bureau at the domicile for the approval of rebate or exemption of VAT or consumption
tax with the relevant vouchers. The scope of tax rebate (exemption) of exported goods, tax
rebate rate and tax rebate (exemption) methods shall be implemented in accordance with

relevant provisions of the State.
(5) Administration of transfer pricing

According to the EIT Law and Law of the PRC on the Administration of Tax Collection
(Revision 2015) ("H3E N AN BB 0l S 25 (201518 %T)) which was promulgated by the
Standing Committee of NPC and became effective on 24 April 2015, where business dealings
between an enterprise and its interested parties fail to comply with the independent transaction
principle, and reductions are made to the taxable income or the amount of income of the
enterprise or its interested parties, the tax authorities have a right to make adjustments

according to a reasonable method.
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Pursuant to the Implementation Measures for Special Tax Adjustment (for Trial
Implementation) (F#H| B EHHLGAT)) (“Circular 2”), promulgated by SAT and
became effective on 1 January 2008, and Announcement of the State Administration of Taxation
on Matters Relating to Improved Administration of Related Party Declarations and
Contemporaneous Documentation (B Z<BiH5 58 JR B I 56 35 B M R SR 7] J07 0k 87 A B = I
19/345) which became effective on 29 June 2016, the tax authorities shall have the right to
determine enterprises to be investigated and carry out transfer pricing investigation and
adjustment. An enterprise under investigation shall truthfully report its related party
transactions and provide, and shall not refuse or conceal, the relevant materials. When
submitting yearly tax returns for enterprise income tax to the tax authorities, resident
enterprises implementing tax assessment based on examination of accounts and non-resident
enterprises which have established an organization or premises in China and are subject to
declaration and payment of enterprise income tax shall declare related party transactions with
their related parties, and attach a Report of Yearly Related Party Business Transactions of
Enterprises in the People’s Republic of China (2016 Version).

Laws and regulations relating to labour and employment

The Labour Law of the PRC ("h#ENRILHEZ58)i%) promulgated by the Standing
Committee of NPC on 5 July 1994 and came into effect on 1 January 1995 and amended on
27 August 2009, together with the relevant laws and regulations, emphasises issues on working
hours, rest and vacations, and the principle of distribution of wages and equal pay for equal
work, establishes a system of guaranteed minimum wages and provides special protection to
female staff and juvenile workers.

The Labour Contract Law of the PRC ("F#E A\ RILFIE 258 &A1) promulgated by the
Standing Committee of NPC on 29 June 2007 and revised on 28 December 2012 is applicable
where the employers establish labour relationships with employees through concluding,
performing, modifying, revoking or terminating labour contracts with them. Labour contracts
in written form shall be executed to establish labour relationship between employees and
employers, and the labour contracts consist of fixed-term labour contracts, open-ended labour
contracts and labour contracts that expire upon completion of given jobs. Where the employer
fails to conclude a written labour contract with an employee for more than a month but less
than a year from the date of employment, it shall pay the worker two times his salary for each
month. In addition, the conditions of concluding open-ended labour contracts and the payable
financial compensation undertaken by employers shall also be emphasised in this law.

Laws and regulations relating to social insurance

According to the Labour Law of the PRC ({13 N RILFNEH 558 i%), the Decisions of the
State Council on Establishing the Unified Basic Pension Insurance System for the Employees
of Enterprises (55 Bt BRI 6 7. 50— 1Y £ ZE0 TR AT 2 AR | B2 19 PR JE), issued on 16 July
1997, the Decisions of the State Council on Establishing the Basic Medical Insurance System
for the Urban Employees (BI75 5t BT B 57 K T AR BB LR B il FE (W P 2E), promulgated
on 14 December 1998, the Regulation on Work-related Injury Insurance (L 15P-BaMGMH1),
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issued on 27 April 2003 and amended on 20 December 2010, the Regulation on Unemployment
Insurance (KRB, promulgated on 22 January 1999, the Provisional Insurance
Measures for Maternity of Employees (1228 LAE B PRIREATHHE), issued on 14 December
1994, the Interim Provisions on Registration of Social Insurance (41 & PRSI B 17HF
%), issued on 19 March 1999, the Interim Regulation on the Collection and Payment of Social
Insurance Premiums (At &R EEHCE1T46]), issued on 22 January 1999, and the
Regulations on the Administration of Housing Fund (1¥ 55 A8 4 & #%49]), issued on 3 April
1999 and amended on 24 March 2002, the employing units and employees must participate in
social insurance and pay social insurance premiums in accordance with the law. The employing
units responsible for payment shall establish and complete the registration of social insurance
and housing fund, and pay fees on basic pension insurance, work-related injury insurance,
maternity insurance, basic medical insurance, unemployment insurance and housing fund for
the employees.

According to the Social Insurance Law of the PRC ("PHEARILANEI4E € fRER %)
promulgated on 28 October 2010 and came into effect on 1 July 2011, the PRC government
establishes social insurance systems such as basic pension insurance, basic medical insurance,
work-related injury insurance, unemployment insurance and maternity insurance so as to
protect the right of citizens in receiving material assistance from the State and the society in
accordance with the law when getting old, sick, injured at work, unemployed and giving birth,
and emphasises the legal obligations and responsibilities of units to pay social insurance

premiums for employees.

According to the Regulation on the Administration of Housing Funds (2002 Revision) (f£
5 R4 PR 5]) amended by the State Council on 24 March 2002, a unit shall go to the
housing fund management centre to undertake registration of payment and deposit of the
housing fund. A newly established unit shall go to the housing fund management centre to
undertake housing fund payment and deposit registration within 30 days from the date of its
establishment, and go to a commissioned bank to go through the formalities of opening housing
fund accounts on behalf of its staff and workers within 20 days from the date of the registration
with the verified documents of the housing fund management centre. When employing new
staff or workers, the units shall undertake housing fund payment and deposit registration at a
housing fund management centre within 30 days from the date of the employment, and shall
go through the formalities of opening or transferring housing fund accounts of staff and
workers at a commissioned bank with the verified documents of the housing fund management
centre. Where, in violation of the provisions of these regulations, a unit fails to undertake
payment and deposit registration of housing fund or fails to go through the formalities of
opening housing fund accounts for its staff and workers, the housing fund management centre
shall order it to go through the formalities within a prescribed time limit; where failing to do
so at the expiration of the time limit, a fine of not less than RMB10,000 nor more than
RMB50,000 shall be imposed. Where, in violation of the provisions of these regulations, a unit
is overdue in the payment and deposit of, or underpays, the housing fund, the housing fund
management centre shall order it to make the payment and deposit within a prescribed time
limit; where the payment and deposit has not been made after the expiration of the time limit,
an application may be made to a people’s court for compulsory enforcement.
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Laws and regulations relating to foreign exchange control

Pursuant to the Regulation of the PRC on Foreign Exchange Administration (2008
Revision) (HF#E N RILFNE SMEE FEHH]) promulgated by the State Council on 29 January
1996 and subsequently amended on 14 January 1997 and on 1 August 2008, the payments,
including the trade balance, in foreign exchange and the transferring of foreign exchange for
current international transactions shall not be restricted, provided that such payments shall be
based on truthful and legal transactions. If foreign exchange receipts for capital account
transactions are to be retained at or sold to financial institutions engaged in settlement or sale
of foreign exchange, the retaining or sale shall be subject to approval of foreign exchange
control organs, except those not subject to approval as specified by the State. Domestic
institutions or individuals that make direct investment abroad or are engaged in distribution or
deal of overseas valuable securities or derivative products or borrow external debts or provide
external guaranty or any other capital account transactions shall be subject to filing application
or approval in accordance with the relevant provisions of the foreign exchange control
department of the State Council.

Summary of Circular No. 37

According to Notice on Relevant Issues Concerning Foreign Exchange Administration for
PRC Residents to Engage in Overseas Investment Financing and Inbound Investment via
Special Purpose Vehicles (i~ 45 X & BB 8 FFI H 1928 W) BE SRRl & BOR P A5 & S HLG
B[R R %0) (the “Circular No. 37”) promulgated on 4 July 2014 by the SAFE, domestic
resident natural persons or domestic resident legal persons shall, before contributing the
domestic and overseas lawful assets or interests to a special purpose vehicle, apply to the
competent local branch of the SAFE for going through the procedures for foreign exchange
registration of overseas investments. Pursuant to the Circular No. 37, the domestic resident
natural persons include those individuals who hold PRC citizenship and those individuals who
have no legal identity within the territory of China but reside habitually in the PRC for the

purpose of economic interests.

Our PRC resident shareholders with offshore investments in our Group, Mr. Zou and Ms.
Wu, completed their registration on 30 March 2016 with SAFE as to their offshore investments
in accordance with the Circular No. 37.

Summary of M&A Rules

Pursuant to the Regulation on the Acquisitions of Domestic Enterprises by Foreign
Investors (B IMNEBCEH IR A BEMNHE) (“M&A  Rules”) promulgated by the
MOFCOM, the State-owned Assets Supervision and Management Committee of the State
Council (BIBPEE A EEEEEMZE ), the State Administration of Industry and
Commerce (% TrI1TBUE 44 5)), the China Securities Regulatory Commission (9B 775
ARSI T B ), the State Administration of Taxation (BIZEFiKA4)/E) and the State
Administration of Foreign Exchange ([ Z¢/MHEE 3 J5)) became effective on 8 September 2006
and subsequently revised on 22 June 2009, a foreign investor is required to obtain necessary
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approvals when (i) a foreign investor acquires equity in a domestic non-foreign invested
enterprise thereby converting it into a foreign-invested enterprise, or subscribes for new equity
in a domestic enterprise via an increase of registered capital thereby converting it into a
foreign-invested enterprise; or (ii) a foreign investor establishes a foreign-invested enterprise
which purchases and operates the assets of a domestic enterprise, or which purchases the assets
of a domestic enterprise and injects those assets to establish a foreign-invested enterprise.
According to Article 11 of the M&A Rules, where a domestic company or enterprise, or a
domestic natural person, through an overseas company established or controlled by it/him,
acquires a domestic company which is related to or connected with it/him, approval from
MOFCOM is required.

Haining Gelin Furniture Co., Ltd, Haining Morris Home Gallery Co., Ltd and Zhejiang
Apollo Leather Products Co., Ltd were established as foreign-invested enterprises in China
before the implementation date of the M&A Rules. As such, the M&A Rules do not apply to
the reorganisation of Haining Gelin Furniture, Haining Morris Home Gallery and Zhejiang
Apollo Leather Products. Besides, though Haining Morris International was established as a
domestic company, it was acquired by Haining Gelin Furniture when it was a sino-foreign
equity joint venture (rather than a foreign investor). As advised by our PRC Legal Advisers,

the M&A Rules shall not be applicable to our Group.
Laws and regulations relating to intellectual property

According to the Patent Law of the PRC ("F#NRIMLFEEF]L) which was
promulgated on 12 March 1984 and came into effect on 1 April 1985 and was subsequently
amended on 4 September 1992, 25 August 2000 and 27 December 2008 and the Implementing
Rules of the Patent Law of the PRC ("3 N\ B AL FNE SAL B 41 HIl) amended by the State
Council on 9 January 2010, patent protection is divided into three categories: invention patent,
utility model patent and design patent. Invention patent and utility models for which patent
rights are granted shall be of novelty, creativity and practical applicability. Patent rights shall
not be granted for scientific discoveries, rules and methods for intellectual activities, methods
for the diagnosis or treatment of diseases, animal or plant varieties, substances obtained by
means of nuclear transformation and designs that are mainly used for marking the pattern,
colour or combination of these two of prints. The duration of the invention patent right shall
be 20 years and that of the utility model patent right or design patent right shall be 10 years,
commencing from the date of application. Unauthorised use of a patent infringes the patent
right of the patentee. If a dispute arises as a result of such infringement, the dispute shall be
settled through negotiation by the parties. If the parties are not willing to negotiate or
negotiation fails, the patentee or interested parties may file an action with the people’s court,
and may also request the department of the administration of patent-related work to handle the
dispute.
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According to the Trademark Law of the PRC ("' N\ RALHNE P H%E1E) promulgated by
the NPC Standing Committee on 23 August 1982 and came into effect on 1 March 1983 and
was subsequently amended on 22 February 1993, 27 October 2001 and 30 August 2013 and the
Implementing Regulations of the Trademark Law of the PRC ("3 N &M 5] i A2 vk B i 6 191
promulgated by the State Council on 3 August 2002 and amended on 29 April 2014, natural
persons, legal persons, or other organisations that need to obtain the exclusive right to use
trademarks for the goods or services they create shall apply to the Trademark Office for
trademark registration. Trademarks registered upon verification and approval of the Trademark
Office are registered trademarks, and a trademark registrant shall be entitled to the exclusive
right to use the registered trademark. A registered trademark shall be valid for ten years,
commencing from the date of registration approval. To assign a registered trademark, the
assignor and the assignee shall enter into an assignment agreement, and shall jointly file an
application with the Trademark Office. A trademark registrant may licence its registered
trademark to another party by entering into a trademark licence contract. The licensor shall
supervise the quality of the licencees’ goods bearing the licensor’s registered trademark. The
licencee shall ensure the quality of their goods on which the registered trademark is used.

REGULATORY REQUIREMENTS IN THE U.S.

We sell our sofas and sofa covers to the U.S. market. Sales to the U.S. market accounted
for more than 90% of our revenue for each of the years ended 31 December 2013, 2014 and
2015 and the eight months ended 31 August 2016. We are subject to the following U.S. laws
and regulations:

Laws and regulations related to imported goods
(1) Title 19 of the Code of Federal Regulations

According to Title 19 of the Code of Federal Regulations (“CFR”) contains the principal
rules and regulations issued by U.S. federal agencies regarding customs duties. The rules
provide detailed information about the importing process and import requirements to assure
that the U.S. Customs and Border Protection (“CBP”) is provided with accurate and timely data
pertaining to importations. All merchandise coming into the U.S. must clear customs and is
subject to a customs duty unless specifically exempted from this duty by law. Clearance
involves entry, inspection, appraisal, classification and liquidation.

Specifically, all products imported into the U.S. must conform to 19 CFR 134, Country
of Origin Marking regulations. This regulation requires that every article of foreign origin (or
its container) imported into the U.S. be marked in a conspicuous place as legibly, indelibly, and
permanently as the nature of the article (or container) will permit, and in such a manner as to
indicate to the ultimate purchaser in the U.S., the English name of the country of origin of the
article at the time of importation. Any intentional removal, defacement, destruction, or
alteration of a marking of the country of origin in order to conceal this information may result

in criminal penalties of up to US$5,000 and/or imprisonment for one year.
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(2) Title VII of the Tariff Act of 1930

According to Title VII of the Tariff Act of 1930, U.S. industries may make petition to the
government for relief from imports that are sold in the U.S. at less than fair value or which
benefit from subsidies provided through foreign government programs. Under the law, the U.S.
Department of Commerce determines whether the dumping or subsidising exists and, if so, the
margin of dumping or amount of the subsidy, and the U.S. International Trade Commission
(“ITC”) determines whether there is material injury or threat of material injury to the domestic
industry by reason of the dumped or subsidised imports. An antidumping duty order imposes
antidumping duties on the imported goods, over and above regular import duties, in amounts
reflecting the margin of dumping determined in Commerce’s investigation of the imports.

Laws and regulations related to intellectual property enforcement of imported goods
(1) Trademark: the Tariff Act of 1930 and the Lanham Act of 1946

CBP has the powers of search, seizure, and arrest, and the legal authority to make
substantive determinations regarding infringement of trademarks and copyrights, pursuant to
the Tariff Act of 1930 and the Lanham Act of 1946. CBP may detain any article of domestic
or foreign manufacture imported into the United States that bears a mark suspected by CBP of
being a counterfeit version of a mark that is registered with the U.S. Patent and Trademark
Office and is recorded with CBP.

(2) Patent: Section 337 of the Tariff Act of 1930

A patent registered with the United States Patent and Trademark Office may not be
recorded with CBP. However, CBP enforces exclusion orders issued by the ITC pursuant to
Section 337 of the Tariff Act of 1930. ITC exclusion orders are issued for findings of
infringement, among other things, of patents. Accordingly, CBP has authority to exclude from
entry articles infringing a patent pursuant to an exclusion order issued by the ITC.

Laws and regulations related to product quality, health and safety
(1) Consumer Product Safety Act

According to the Consumer Product Safety Act (“CPSA”) which came into effect on 27
October 1972, CPSA established the Consumer Product Safety Commission (“CPSC”) as an
independent agency of the U.S. federal government. The main purposes of CPSA are: (i) to
protect the public against unreasonable risks of injury associated with consumer products; (ii)
to assist consumers in evaluating the comparative safety of consumer products; (iii) to develop
uniform safety standards for consumer products and to minimise conflicting state and local
regulations; and (iv) to promote research and investigation into the causes and prevention of
product related deaths, illness and injuries. The CPSC imposes both civil and criminal penalties
on violations of CPSA. The maximum penalty is US$100,000 per occurrence and US$15
million for a related series of violations. The maximum criminal penalty is five years for
corporations and their directors, officers or agents to knowingly and wilfully authorise, order
or perform any violating act.
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(2) Consumer Product Safety Improvement Act of 2008 (CPSIA)

The CPSC regulates the sale and manufacture of consumer products. The Consumer
Product Safety Improvement Act of 2008 (“CPSIA”) was promulgated on 14 August 2008 and
provided CPSC with significant new regulatory and enforcement tools to protect the public
from unreasonable risks of injury or death associated with the use of different types of
consumer products. It imposes requirements on manufacturers of apparel, shoes, personal care
products, accessories, jewellery, home furnishings, bedding, toys, electronics and video games,
books, school supplies, educational materials and science Kkits. It is targeted mostly toward
children’s products. CPSIA defines a “children’s product” as a consumer product designed or
intended primarily for children 12 years of age or younger. In determining whether a consumer
product is primarily intended for a child 12 years of age or younger, the following factors will
be considered:

(1) a statement by the manufacturer about the intended use of the product, including a
label on the product, if such statement is reasonable;

(2) whether the product is represented in its packaging, display, promotion, or
advertising as appropriate for use by children 12 years of age or younger;

(3) whether the product is commonly recognised by consumers as being intended for use
by a child 12 years of age or younger; and

(4) the Age Determination Guidelines issued by the CPSC staff in September 2002, and
any successor to such guidelines.

The CPSC generally requires that children’s products to:

(1) comply with all applicable children’s product safety rules;

(2) be tested for compliance by a CPSC-accepted accredited laboratory using the
methods approved by the CPSC, unless subject to an exception;

(3) have a written Children’s Product Certificate that provides evidence of the product’s

compliance; and

(4) have permanent tracking information affixed to the product and its packaging where

practicable.

Specifically, our products may be subject to CPSIA concerning lead content of children’s
furniture. Section 101 of CPSIA contains two distinct requirements. One requirement states
that all children’s products manufactured must not contain more than 100 parts per million
(ppm) of total lead content in accessible parts. The other requirement states that all children’s
products, and some furniture, for adult and children, must not contain a concentration of lead
greater than 0.009 percent (90 ppm) in paint or any similar surface coatings.
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Laws and regulations relating to environmental protection

Toxic Substances Control Act

According to the Toxic Substances Control Act of 1976 (“TSCA”) provides the
Environmental Protection Agency (“EPA”) with authority to require reporting, record-keeping
and testing requirements, and restrictions relating to chemical substances and/or mixtures. Title
VI of TSCA, also known as the Formaldehyde Standards for Composite Wood Products Act,
establishes limits for formaldehyde emissions from composite wood products: hardwood
plywood, medium-density fibreboard, and particleboard. The EPA is developing final
regulations to address public risks associated with exposure to formaldehyde that can be
emitted from composite wood products. The regulations may cover sell-through provisions
(including a prohibition on stockpiling), ultra-low emitting formaldehyde (“ULEF”) resins,
no-added formaldehyde (“NAF”)-based resins, finished goods, third-party testing and
certification, auditing of and reporting for third-party certifiers, chain of custody requirements,
recordkeeping, labelling, enforcement, laminated products, hardboard, and other provisions

aside from the emissions limits.

On 10 June 2013, EPA proposed two regulations as follows:

1. The first proposal would establish a framework for a third-party certification
program to ensure that composite wood panel producers comply with the
formaldehyde emission limits established under TSCA Title VI.

2. The second proposal would implement formaldehyde emission standards under Title
VI of TSCA and would apply to hardwood plywood, medium-density fibreboard,
particleboard, and finished goods containing these products that are sold, supplied,
offered for sale, or manufactured (including imported) in the United States.

Laws and regulations related to unfair or deceptive acts

Federal Trade Commission Act

According to the Federal Trade Commission Act (“FTCA”) broadly prohibits unfair or
deceptive acts or practices in or affecting commerce. FTCA was enacted to (i) prevent unfair
methods of competition, and unfair or deceptive acts or practices in or affecting commerce; (ii)
seek monetary redress and other relief for conduct injurious to consumers; (iii) prescribe trade
regulation rules defining with specificity acts or practices that are unfair or deceptive, and
establishing requirements designed to prevent such acts or practices; (iv) conduct
investigations relating to the organisation, business, practices, and management of entities
engaged in commerce; and (v) make reports and legislative recommendations to the U.S.
Congress. Anyone who violates FTCA is liable for civil penalties. In addition, any person who
violates a rule is liable for injury caused to consumers by the rule violation.
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REGULATORY REQUIREMENTS IN CAMBODIA

Laws and regulations relating to foreign investment

(1) Foreign investment

Any business activity conducted in Cambodia is subject to the Law on Commercial
Regulation and the Commercial Register enacted on 3 May 1995, as amended on 18 November
1999, and the Law on Commercial Enterprises promulgated on 19 June 2005, which regulate
the establishment, operation and management of a company or business conducted in
Cambodia.

In addition to the general legal framework described above, any investment in Cambodia
is subject to the Law on Investment of Cambodia enacted on 4 August 1994 (“LOI”), as
amended by the Amendment of the Investment Law dated 24 March 2003 (“LOI
Amendment”), and the implementing Sub-Decree 111 of the Amendment to the Law on
Investment of Cambodia enacted on 27 September 2005 (“Sub-Decree 1117).

All business activities in Cambodia are permitted, subject to the prohibitions set out in the
‘Negative List” in Sub-Decree 111 based on national security, social safety and/or protection
of the national economy. Other forms of investment are allowed but ineligible for any
government incentives. The production of sofas and sofa covers is not listed in the ‘Negative
List’ and, as a result, it is not prohibited or restricted in Cambodia. Notwithstanding the above,
any production using poisonous chemicals, agricultural pesticides or insecticides and other
goods using chemical substances prohibited by international regulations and/or the World
Health Organization that affect public health and the environment, are also prohibited.

Investment companies encompass those that undertake large scale investments in
Cambodia, which are entitled to government incentives. Investment companies are regulated by
the Council for the Development of Cambodia, which is the executive government institution
led by the Prime Minister of Cambodia, and are subject to the LOI, the LOI Amendment and
Sub-Decree 111. Furniture production that does not use natural wood with a total investment
capital of at least US$500,000 is qualified to be registered as a qualified investment project and
is eligible for various government incentives, as described below in the subsection headed
“Regulatory Requirements in Cambodia — Laws and regulations relating to foreign investment
— (3) Government incentive scheme” under the section headed “Regulatory Overview” in this

prospectus.

On 6 March 2015, the Royal Government of Cambodia adopted the Cambodia Industrial
Development Policy for 2015-2025 aiming to promote and modernise the country’s industrial
sector. One of the key policy objectives of the Industrial Development Policy is the review and
amendment of the LOI and related regulations to facilitate the development of industrial
sectors by making the business climate in Cambodia more conducive to investment, enabling
technology transfers, enhancing skills and increasing the focus on value added manufacturing.
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(2) Regulatory entities in Cambodia

The main relevant governmental authorities responsible for supervising and regulating
our business activities in Cambodia are the Ministry of Commerce, the Ministry of Economy
and Finance and the Council for the Development of Cambodia. The Ministry of Commerce
and, in particular, the Legal Affairs Department of the Ministry of Commerce, is responsible
for regulating the establishment and ongoing registration of new companies in Cambodia. The
Ministry of Economy and Finance oversees State properties, has authority to collect tax and
non-tax revenue and regulates the import and export sectors. The Council for the Development
of Cambodia is the highest decision-making body of the Royal Government of Cambodia for
the private and public sector investment. The Council for the Development of Cambodia has
the Cambodian Special Economic Zone Board as its operational arm for investment projects
located in special economic zones.

(3) Government incentive scheme

Pursuant to the LOI Amendment, any qualified investment, either domestic or foreign, is
eligible for the following incentives:

(a) exemption from tax on profit for a certain period or special depreciation allowance
on the value of the new or used tangible properties used in production or processing,
at the election of an investment company;

(b) exemption from duties on the importation of production equipment and construction
materials for a domestic qualified investment project; and

(c) exemption from duties on the importation of production equipment, construction
materials, raw materials, intermediate goods and production input for an export
qualified investment project, other than an export qualified investment project
which elects or which has elected to use the customs manufacturing bonded
warehouse mechanism.

Further, under Letter 3841 dated 2 July 2009, any investment operated in a special
economic zone (“SEZ”) is entitled to VAT exemptions as follows:

(a) temporary and automatic exemption on VAT payments for the importation of
construction materials, machinery/equipment for production and raw materials for
export oriented industry; and

(b) temporary exemption of VAT payments for the importation of construction materials
and machinery/equipment for production for domestic manufacturing industry.

(4) Foreign relations in Cambodia

Cambodia has established diplomatic relations with most countries, including the PRC,
where our operations are conducted. Cambodia is also a member of the United Nations and
became a member of the Association of Southeast Asian Nations in 1999. In 2015, the

- 100 -



REGULATORY OVERVIEW

Association of Southeast Asian Nations formally established an ASEAN Economic
Community, which aims to introduce free flow of goods, service, investment, capital and
skilled labour. In addition, Cambodia is a member of the World Bank, the International
Monetary Fund and the Asian Development Bank. On 13 October 2004, Cambodia became the
148th member of the World Trade Organization. As a consequence, a number of international
legal instruments and mechanisms aimed at promoting international trade with Cambodia were
enacted. A significant development was the adoption of the ‘Everything But Arms’ trading
scheme by the European Union, which granted Cambodia with duty-free and quota-free exports
to the European Union for all goods, except arms and ammunition. The ‘Everything But Arms’
scheme also relaxes the rules of origin for products imported under the Generalised System of
Preferences, effective from 1 January 2011. These relaxed rules of origin allow Cambodia to

claim origin for its products, even if the primary materials do not originate in Cambodia.

Laws and regulations relating to factory establishment

According to Prakas 242 of 4 March 2011 on the Procedures for Implementing the
provisions related to the Operation of Factories and Handicrafts, a factory is defined as a
manufacturing facility that uses or is expected to use tools, machines, equipment and furniture
for production, which have a total replacement value of at least US$50,000.

Pursuant to the Law on the Amendment to the Law on Management of Factories and
Handicrafts dated 23 June 2006, issued on 23 October 2014 (“Amendment Law”) and Prakas
607 on the Procedures and Formalities for the Establishment of Factories and Handicrafts dated
22 July 2009, a factory that manufactures and sells products in any of the following industrial
sectors, which are under the authority of the Ministry of Industry and Handicrafts (“MIH”),
must comply with certain establishment procedures and formalities:

(1) food, beverages and tobacco;

(2) textile, wearing apparel and leather products;

(3) paper products;

(4) chemical, rubber and plastic products (except oil and gas);

(5) non-metallic mineral based products;

(6) Dbasic metals;

(7) fabricated metal, machinery and equipment; and

(8) other sectors such as production of jewellery, decoration material, musical

instruments, sports equipment, toys and office equipment.
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In accordance with the Amendment Law, the establishment or relocation of a factory is
subject to receipt of the following from the MIH:

(1) a factory establishment permit; and

(2) a factory operating licence.

A factory establishment permit is issued with permanent validity. Once the factory owner
has obtained the establishment permit and the factory is ready to commence operations, a
factory operating licence must be sought from the MIH.

The factory operating licence, valid for three years, is a written acknowledgement from
the MIH that a new factory has been established in accordance with its factory establishment
permit and, as a result, the owner of the factory is authorised to start manufacturing.

In addition to the above factory establishment permit and operating licence, before
building any structure on land, or substantially remodelling a building, the owner of the land
or building must obtain a construction permit from either the government delegate to the city,
if construction is occurring in an urban area, or from the provincial governor in rural areas. A
construction permit must be approved by the Ministry of Land Management, Urban Planning
and Construction (“MLMUPC”) for commercial buildings of more than 3,000 sq.m..

Laws and regulations relating to import and export approvals

In general, both Cambodian and foreign companies are permitted to freely import and
export goods in Cambodia. In most cases, no licence is required to import goods into
Cambodia. Similarly, no export licence or permission is required for the exportation of goods
out of Cambodia to other countries, except for imports or exports that are subject to
prohibition.

A list of prohibited and restricted imports or exports is provided in Sub-Decree 209 on the
Enforcement of the List of Prohibited and Restricted Goods dated 31 December 2007
(“Sub-Decree 209”). Pursuant to Sub-Decree 209, imports or exports are prohibited or
restricted, as the case may be, on the following grounds:

(1) protection of national security;

(2) protection of public order and standards of decency and morality;

(3) protection of human, animal, or plant life or health;

(4) protection of national treasures of artistic, historic and/or archaeological value;

(5) conservation of natural resources;

(6) compliance with the prevailing laws of Cambodia; and
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(7) fulfillment of obligations under the Charter of the United Nations.

Importation of raw materials or leather or exportation of furniture or textiles is permitted
on the condition that the relevant licence or authorisation required for import or export, as the
case may be, is approved by the relevant authority.

The List of Prohibited and Restricted Goods, as listed in Sub-Decree 209, was updated by
the Ministry of Economy and Finance by Letter 3784 dated 19 June 2012 in order to be in
alignment with ASEAN Harmonized Tariff Nomenclature (AHTN 2012), with the entirety of
the related provisions in Sub-Decree 209 remaining intact.

Laws and regulations relating to long-term leases over land

Pursuant to the Civil Code promulgated on 8 December 2007 and the Law on
Enforcement on the Civil Code dated 31 May 2011 (“Civil Code”), leases can be either
short-term or long-term (perpetual). Articles 244 and 247 of the Civil Code provide that a
long-term lease is a lease with a minimum duration of 15 years and a maximum of 50 years
(“Maximum Term”). If a long-term lease is made with a term exceeding the Maximum Term,
it will be shortened to 50 years. The long-term lease may be renewed provided that the renewed
term may not exceed the Maximum Term counting from the date of renewal.

A long-term lease must be perfected by way of registering such leasehold interest on the
certificate of title to the land with the relevant Provincial/Municipal Department of Land
Management Urban Planning Construction and Cadastre (“Land Office”) of the MLMUPC.
The relevant Land Office will issue a certificate of long-term lease once the long-term lease
has been registered on the condition that all relevant documentation has been provided and the
registration formalities have been completed.

Registration of a long-term lease constitutes a right in rem over the immovable property
and such right may be assigned for valuable consideration or transferred by succession. A
registered long-term lease gives notice to any potential purchaser or subsequent lender that its
rights would be subordinated to the rights of the lessee. Nevertheless, unless the lessee
registers the long-term lease, it can only be up held against the third party acquirer of a real
right to the leased property for a maximum of 15 years during which time the lessee must have
occupied, and continuously used and profited from the leased property.

For land leased from the owner or developer of a SEZ, it is necessary to register the
long-term lease over the certificate of title to the land owned by the owner or developer of the
SEZ. Consequently, the relevant Land Office will issue a certificate of long-term lease to the
lessee.

Laws and regulations relating to environmental protection

Companies carrying out wooden furniture production and textile activities are subject to
the Law on Environmental Protection and Management of Natural Resources, enacted on 24
December 1996 and Sub-Decree 72 on Environmental Impact Assessment Process dated 11
August 1999, a governmental regulation providing guidance on the implementation of the Law
on Environmental Protection and Management of Natural Resources.
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A company carrying out any of the following activities is required to submit an initial
environmental impact assessment and then a full environmental impact assessment:

(1) the operation of wood sawmill and wooden furniture production (= 1,000 cubic

meter/year/round log);

(2) the operation of a leather tanning, glue and/or leather processing factory (all sizes);

(3) the operation of a textile factory (all sizes);

(4) the operation of a garment, printing and dyeing factory (all sizes); and

(5) the operation of a sponge-rubber factory (all sizes).

The Ministry of Environment (“MOE”) is the main competent governmental authority
approving the initial environmental impact assessment (“IEIA”) and the full environmental
impact assessment (“EIA”) and has authority to inspect any premises or any means of transport
if the MOE considers that it affects the environment. Before starting business activities, a
company is required to conduct an IEIA and pre-feasibility study, which the MOE will review

and provide findings and recommendations.

In addition, if the activities of a company are deemed to have serious impacts on natural
resources, ecosystems or health or public welfare, it is required to conduct an EIA and
pre-feasibility study, for the MOE to review and provide findings and recommendations.

While an applicable company will be responsible for contributing to the environment
endowment fund for environmental protection, in such amount voluntarily determined by the
company, as at the Latest Practicable Date, we were not aware of any regulation that sets the
specific amount of such contribution to be paid by an applicable company, although the MOE
may determine such amount at its discretion. Based on our Cambodian Legal Advisers’
experience, such amount determined by the MOE is minimal.

Laws and regulations relating to intellectual property

In order to comply with World Trade Organization obligations, Cambodia has introduced
laws and regulations on intellectual property rights. The Law on Marks, Trade Names and Acts
of Unfair Competition was enacted on 7 February 2002 and supplemented by implementing
Sub-Decree 64, enacted on 12 July 2006. All industrial property rights in Cambodia are
protected by the Law on Patent, Utility Model Certificates and Industrial Designs, enacted 22
January 2003, with its implementation ordinance issued on 29 June 2006. Copyrights and
related rights are protected by the Law on Copyright and Related Rights, which was enacted
on 5 March 2003. A company that wishes to protect its intellectual property rights is required
to register its marks at the Department of Intellectual Property of the Ministry of Commerce
and its patents (as well as other industrial properties, such as industrial designs) at the
Department of Industrial Property of the MIH.
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Laws and regulations relating to product liability

There is no law or regulation in Cambodia specifically governing the protection of
consumers. However, the concept of product liability exists in Cambodia and is governed by
the Civil Code. According to the Civil Code, a product liability claim may be brought against
the manufacturer of defective products (whether or not injury or loss is caused by defective raw
materials) or against the importer or seller, who are deemed to be the manufacturer for this
purpose.

The Cambodian legal system recognises the concept of a tortious act, which is also
governed by the Civil Code. Under the Civil Code, a person who, in violation of the law,
intentionally or negligently infringes the rights or benefits of another is liable to pay damages
to the injured party. Liability for tortious acts is also extended to employers (for tortious acts
committed by employees), legal persons (for tortious acts committed by their representatives)
and persons having ownership or control over dangerous products, including poisonous
chemical substances.

Laws and regulations relating to health and safety measures

The Ministry of Labour and Vocational Training prescribes certain standards for health
and safety. Generally, a company must provide a sanitary environment and a company with at
least 50 employees must maintain a permanent infirmary on its premises. Further, the Ministry
of Labour and Vocational Training and other relevant ministries prescribe certain safety
requirements, including those relating to the lifting of heavy objects, the protection from
machinery and equipment and preventive measures in relation to toxic substances and
flammable materials.

Laws and regulations relating to labour and employment

Employment relations in Cambodia are governed by the Labour Law passed on 10
January 1997 and individual employment contracts and/or collective bargaining agreements.
The terms of employment contracts must be at least as favourable to employees as the terms
provided in the Labour Law. Employment contracts may have a specified duration of up to two
years or an unspecified duration.

Prior to commencing operations, the Labour Law requires companies to submit written
declarations of enterprise and employees to the Ministry of Labour and Vocational Training,
including an enterprise opening declaration form, an employee declaration, payroll ledger
forms, an application for quota for the hiring of non-Cambodian employees and, for enterprises
with eight or more employees, an application for approval of the internal work rules.

The payroll ledger must record the work done, wages paid, holidays granted and certain
other information regarding each employee. The internal work rules must include provisions
related to hiring, calculation and payment of wages, working hours, holidays, safety and
sanitation measures, duties of the employees, and disciplinary sanctions imposed upon the
employees for breach of the company’s internal work rules. The internal work rules and payroll
ledger must be approved by a labour inspector, who may make additional comments on both
the payroll ledger and the business registry during periodic inspections.
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After completing the initial declaration of enterprise and employees, an enterprise must
apply to obtain a work book for its employees, being a document that identifies the employee
and the details of employment. Non-Cambodian employees are also required to obtain a work
permit once the enterprise has received quota approval for the hiring of non-Cambodian
employees. An enterprise must submit a further declaration to the Ministry of Labour and
Vocational Training each time it hires or dismisses an employee. Such declaration is not
required for short-term employment of less than 30 continuous days or intermittent

employment of less than three months in any consecutive 12 month period.

The Labour Law empowers the Ministry of Labour and Vocational Training to set a
minimum wage for all industry sections in Cambodia based on the recommendations made by
the Labour Advisory Committee. The minimum wage may be adjusted from time to time in

accordance with economic conditions and the cost of living.

The first minimum wage regulation was introduced by the Ministry of Labour and
Vocational Training in 1997 but was limited to the textile, garment and footwear industries. The
minimum wage for the textile, garment and footwear industries is US$140 per month for 2016
and such rate is subject to ongoing negotiation. In addition to the minimum wage, the Ministry
of Labour and Vocational Training has regulated other benefits for the textile, garment and
footwear industries, such as a seniority bonus, attendance bonus, accommodation and
transportation allowances and meal allowance to be paid by an enterprise to its employees.

The Cambodian legal system also recognises the difference between a contractor, who is
not subject to the provisions of the Labour Law, and an employee contracted to perform
services under an employment contract. The contractual relationship of consultants and service
providers is governed by the Civil Code and individual contracts.

Cambodia has recently introduced the Law on Trade Unions dated 17 May 2016. The
Trade Union Law is intended to, among others, set out the organization and functioning of
professional organizations of employees and employers. The Trade Union Law guarantees the
rights of all employees and employers to form, or to join or not to join as members of, a union
or employer association. Under the Trade Union Law, a local union must be registered with the
Ministry of Labour and Vocational Training, following which the local union will acquire legal
person status and, therefore, can lawfully carry out its activities. This law also addresses
provisions related to staff representatives, employee unions with the most representative status,
termination procedures of specially protected employees and negotiation of collective

bargaining agreements.

Laws and regulations relating to insurance and pension schemes

There is no compulsory insurance for companies conducting business in Cambodia,
except for companies operating in the transportation sector or undertaking construction
activities, which are both subject to the Insurance Law dated 4 August 2014. Furthermore, it

is not mandatory for a company to insure its employees or for employees to insure themselves.
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Under the Labour Law, there is a social security scheme for employees who are subject
to the provisions of the Labour Law. Based on the Law on Social Security Schemes for Persons
defined by the Provisions of the Labour Law, enacted on 25 September 2002, employees should
be covered by a pension scheme and occupational risks scheme. In accordance with the Prakas
on Determination of the Phase and Scope of Implementation of Occupational Risk Scheme,
dated 11 February 2008, only occupational risk insurance, including work-related accidents

and occupational diseases, has been implemented, effective from 2008.

On 6 January 2016, the Royal Government of Cambodia issued Sub-Decree 01 bringing
into effect a health care scheme for employees who are subject to the provisions of the Labour
Law, which covers preventive health service, treatment and medical care services and daily
allowances during work suspension resulting from disease treatment or accidents other than

occupational risk and maternity leave.

REGULATORY REQUIREMENTS IN HONG KONG

Laws and regulations relating to the transfer pricing regulations

Section 20(2) of the Inland Revenue Ordinance (Chapter 112 of the Laws of Hong Kong)
(the “IRO”) provides that where a resident person conducts transactions with a “closely
connected” non-resident person in such a way that if the profits arising in Hong Kong are less
than the ordinary profits that might be expected to arise, the business performed by the
non-resident person in pursuance of his or her connection with the resident person shall be
deemed to be carried on in Hong Kong, and the non-resident person shall be assessable and
chargeable with tax in respect of his or her profits from such business in the name of the
resident person. Section 20A of the IRO gives the Inland Revenue Department (the “IRD”)
wide powers to collect tax due from non-residents. The IRD may also make transfer pricing
adjustments by disallowing expenses incurred by the Hong Kong resident under sections 16(1),
17(1)(b) and 17(1)(c) of the IRO and challenging the entire arrangement under general

anti-avoidance provisions such as sections 61 and 61A of the IRO.

In December 2009, the IRD released Departmental Interpretation and Practice Notes
No.46 (“DIPN 467). DIPN 46 provides clarifications and guidance on the IRD’s views on
transfer pricing and how it intends to apply the existing provisions of the IRO to establish
whether related parties are transacting at arm’s length prices. In general the practices followed
by the IRD are based on the transfer pricing methodologies recommended by the OECD

Transfer Pricing Guidelines.
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OVERVIEW

The history of our Group could be traced back to 2002, when Mr. Zou, our Chairman,
CEO and one of our Controlling Shareholders, became part of the management of Morris PRC.
In 2005, Mr. Zou became the vice chairman and general manager of Morris PRC. Mr. Zou and
his mother acquired 60% equity interest in Morris PRC from its then founders, all of whom are
Independent Third Parties at a consideration of RMB18 million which was determined with
reference to the registered capital of Morris PRC. Such consideration was funded with the
personal funds of Mr. Zou and his mother accumulated from their engagement in various
business ventures. Mr. Zou has over 15 years of experience in the sofa manufacturing and
export industry in the PRC. He began his involvement in sofa industry when he worked at a
Hong Kong-listed sofa and furniture manufacturer with operations in the PRC prior to 2000.
During such time, Mr. Zou has accumulated extensive experience in and exposure to the
manufacturing, marketing and exporting of sofas and has built up business network and

relationships with various retailers in the U.S..

Prior to the acquisition of equity interest by Mr. Zou and his mother, Morris PRC was
engaged in leather products manufacturing business. Upon becoming part of the management
of Morris PRC in 2002, Mr. Zou set up the furniture products manufacturing business in Morris
PRC and commenced manufacturing of sofa covers as an OEM for export to the U.S.. As our
Group began to expand into the sofa manufacturing business, we established Haining Gelin
Furniture in 2004 and Haining Morris Home Gallery in 2005 for the manufacturing and sales

of upholstered sofas.

In 2003, we set up our Haining Research and Development Centre, which was accredited
as a Zhejiang Enterprise Technical Centre (#I{LHMFEH .0 in the same year by the
Zhejiang Province Economic and Trade Commission (Wi{LERHEEZZE®). It is
responsible for conducting research on the materials used on sofas and sofa covers as well as
designing sofas according to the needs of our customers. As our Group gained more
experience, knowledge and market understanding on the U.S. sofa industry, and coupled with
the continual success of our sofas production and sales business, we decided to expand our
business model from an OEM to an ODM by tapping into the designing and manufacturing of
sofas for our customers. In 2010, we commenced the manufacturing of our self-designed sofas
for export into the U.S.. Meanwhile, in order to gain better understanding of the U.S. sofa
market and to further promote our sofas in the U.S., we engaged an independent agent and an
independent consultancy firm both based in the U.S. in 2013 to provide our Group with sales
and marketing services in the U.S. market.
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In 2012, Mr. Zou acquired the remaining 40% equity interest of Morris PRC from the then
remaining shareholder, who is an Independent Third Party, at a consideration of RMBI12
million which was determined between Mr. Zou and the then remaining shareholder with
reference to the then registered capital of Morris PRC. At the relevant time of acquisition, the
principal businesses of Morris PRC comprised (i) manufacturing and sales of sofa covers and
sofas; (ii) manufacturing and sales of clothes; and (iii) leather processing. As advised by Mr.
Zou, when determining the consideration, the then remaining shareholder and Mr. Zou himself
had taken into consideration that (i) the then remaining shareholder intended to focus on his
business of manufacturing and sales of clothes and did not wish to continue running the
manufacturing and sales of sofa covers and sofas business of Morris PRC. In 2012, the
trademarks relating to Morris PRC’s clothing business were transferred from Morris PRC to a
company owned by the then remaining shareholder and its family members at nil consideration
and employees who worked for the clothing business also joined such company in the same
year; and (ii) Mr. Zou’s over ten years of contribution to the business development of Morris
PRC, in particular, the sofa manufacturing and export business of Morris PRC which was
founded and developed by Mr. Zou. Such consideration was funded from the personal funds of

Mr. Zou. The above acquisition has been properly and legally completed and settled.

In 2013, we developed and launched our “Morris Holdings Limited” brand for our sofas
exported to customers in the U.S.. In the same year, we started exporting our sofas to the U.S.
market under the “Morris Holdings Limited” brand. During 2013 to 2014, our Group has
gradually increased the sales of our sofas exported to the U.S. market under the “Morris
Holdings Limited” brand. After one year’s development of “Morris Holdings Limited”, in
2014, almost all of our OBM sofas exported to the U.S. market by our Group were “Morris
Holdings Limited” branded. In order to cater to our growing business, we began the preparation
of constructing our new production facility in Cambodia in the same year. Between 2014 and
2015, we launched our “Morris Zou” brand for our sofas and other furniture products sold in
the PRC and set up two direct sale stores in Haining City and Jiaxing City under the “Morris
Zou” brand in the PRC.

On 31 December 2015, Morris PRC, our Company, Haining Gelin Furniture, Zhejiang
Apollo Leather Products, Mstar International Trading (HK), Haining Morris Home Gallery and
Mozo Investments entered into the Business Transfer Agreement, pursuant to which Morris
PRC transferred its furniture division to abovementioned subsidiaries of our Group. The
completion of the Business Transfer took place on 31 December 2015. Please refer to the
subsection headed “Transfer of Functions and Certain Assets of the Furniture Division in

Morris PRC to our Group” under this section for further details.
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BUSINESS MILESTONES

The following table outlines our key business development milestones:

Year Event
2002 Mr. Zou joined Morris PRC as part of its management and was responsible for
daily operation, setting up sofas and other furnitures’ business, and development
and expansion of international market.
2003 We set up our Haining Research and Development Centre.
2004 We established Haining Gelin Furniture to operate businesses of manufacturing
and sales of upholstered sofas.
2005 . Mr. Zou became the vice chairman and general manager of Morris PRC.
. We established Haining Morris Home Gallery to operate businesses of
manufacturing and sales of upholstered sofas.
2010 . We expanded our business model from OEM to ODM.
. We commenced showcase of our sofas at High Point Market.
2013 . We launched the “Morris Holdings Limited” brand for our sofas exported
to customers in the U.S..
. We began preparing for the construction of our production facility in
Cambodia.
2014 . We launched the “Morris Zou” brand for our sofa and wood based furniture
products sold in the PRC.
. We set up our first direct sale store in Haining City, Zhejiang Province, the
PRC.
2015 . We disposed of Haining Mengnu Leather Products Co., Ltd. (/8525557

HHR AR A]) to an Independent Third Party.

. Morris PRC transferred its furniture division to our Group pursuant to the
Business Transfer Agreement.

. We set up our second direct sale store in Jiaxing City, Zhejiang Province,
the PRC.
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HISTORY AND DEVELOPMENT
Our PRC subsidiaries
Zhejiang Apollo Leather Products

Zhejiang Apollo Leather Products is principally engaged in the manufacturing and sales
of sofa covers. It was established on 22 October 2001 with a registered capital of
US$4,100,000 which was owned as to 51.22% by Morris PRC and as to 48.78% by Apollo
Industries (Holdings) Co., Ltd. (FTZEEECGER)ARAF), (a former name of Apollo
Trading Development Limited (&% % #EAMRAF)) (“Apollo Industries”), an
Independent Third Party.

On 5 June 2002, Morris PRC acquired the 21.95% equity interest in Zhejiang Apollo
Leather Products from Apollo Industries at nil consideration given that such registered capital
of Zhejiang Apollo Leather Products being nil-paid. Upon completion of such acquisition,
Zhejiang Apollo Leather Products was owned as to 73.17% by Morris PRC and as to 26.83%
by Apollo Industries.

On 15 November 2004, the registered capital of Zhejiang Apollo Leather Products was
reduced to US$615,000 with the respective shareholding interest owned by Morris PRC and
Apollo Industries remained unchanged.

On 4 March 2010, Mozo Investments acquired the 26.83% equity interest in Zhejiang
Apollo Leather Products from Apollo Industries at a consideration of US$165,000, which was
determined with reference to the registered capital of Zhejiang Apollo Leather Products. Upon
completion of the acquisition, Zhejiang Apollo Leather Products was owned as to 73.17% by
Morris PRC and as to 26.83% by Mozo Investments.

Haining Gelin Furniture

Haining Gelin Furniture is principally engaged in the manufacturing and sales of
upholstered sofas. It was established on 4 November 2004 with a registered capital of
US$2,100,000 which was owned as to 49% by Morris PRC and 51% by Zhejiang Investments
Limited, an Independent Third Party.

On 31 December 2009, Mozo Investments acquired the 51% equity interest in Haining
Gelin Furniture from Zhejiang Investments Limited at a consideration of US$1,071,000 which
was determined with reference to the registered capital of Haining Gelin Furniture. Upon
completion of such acquisition, Haining Gelin Furniture was owned as to 49% by Morris PRC
and as to 51% by Mozo Investments.

Haining Morris Home Gallery

Haining Morris Home Gallery is principally engaged in the manufacturing and sales of
upholstered sofas. It was established on 23 December 2005 with a registered capital of
US$3,000,000 which was owned as to 51% by Morris PRC and as to 49% by Zhejiang
Investments Limited, an Independent Third Party.
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On 31 December 2009, Mozo Investments acquired the 49% equity interest in Haining
Morris Home Gallery from Zhejiang Investments Limited at a consideration of US$1,470,000
which was determined with reference to the registered capital of Haining Morris Home Gallery.
Upon completion of such acquisition, Haining Morris Home Gallery was owned as to 51% by
Morris PRC and as to 49% by Mozo Investments.

Haining Morris International

Haining Morris International is principally engaged in the trading of other furniture
products. It was established on 25 September 2014 with a registered capital of RMB2,000,000
which was wholly-owned by Haining Mengnu Leather Products Co., Ltd. (%552 %% j 5 i
AR/ F]), a wholly-owned subsidiary of Morris PRC.

Our Hong Kong subsidiary
Mozo Investments

Mozo Investments is principally engaged in investment holding. It was incorporated in
Hong Kong with limited liability on 4 December 2009 with an authorised share capital of
HK$10,000 divided into 10,000 shares of HK$1.00 each. On the date of its incorporation,
10,000 shares were allotted and issued to a former founder of Morris PRC who is an
Independent Third Party.

On 8 February 2012, Ms. Wu acquired 10,000 shares of Mozo Investments, representing
its entire issued share capital, from the abovementioned Independent Third Party for a
consideration of HK$10,000, which was determined with reference to the issued share capital

of Mozo Investments.
Our Cambodia subsidiary
Masia Industries

Masia Industries was incorporated in Cambodia with limited liability on 27 December
2013. As at the Latest Practicable Date, Masia Industries was still in the preparation stage of
setting up new production facility in Cambodia. Its initial registered share capital is
US$5,000,000 divided into 1,000 shares of US$5,000 each. On the date of its incorporation,
1,000 shares were allotted and issued to Morris PRC and these shares were paid for over the
period from 30 April 2014 to 17 March 2016.
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The following chart sets forth the corporate and shareholding structure of our Group and
the Excluded Group prior to the Reorganisation. Please refer to the subsection headed
“Reorganisation” under this section for details of the Reorganisation and the subsection headed
“Transfer of Functions and Certain Assets of the Furniture Division in Morris PRC to our
Group” under this section for details of the Excluded Group.

¢ 100%
85% 15%

Mozo
Investments
(HK)

Jennifer
Convertibles, Inc.
(U.S.)

Masia Industries
(Cambodia)

Offshore

Onshore

Morris PRC
(PRC)

Haining Mengnu | 90%
Leather Co., Ltd.
(PRC)

4

| Zhejiang Apollo 26.83%
—» Leather Products |4—
(PRC)
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Haining Mengnu
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Haining Morris 49% Haining Gelin 519%
International e Furniture 4!
(PRC) (PRC)
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20%

Haining Morris International | g0,
Furs Products Co., Ltd. |«
(PRC)

Haining Morris Leather | 400,
Co., Ltd. <
(PRC)

Zhejiang Morris 100%
Property Co., Ltd. <
(PRC)

Haining Morris Trading 100%
Co., Ltd. <

(PRC)

Haining Meizheng
Advertisement

Co., Ltd. h

(PRC)

100%

Note: Ms. Wu is the spouse of Mr. Zou.

] Excluded Group

] Haining Mengnu Leather Products Co., Ltd. (i #5245 484 i A B2 /]), was disposed of by
Morris PRC and Haining Morris Leather Co., Ltd. on 12 January 2015. Please see the subsection

headed “Disposal of Haining Mengnu Leather Products Co., Ltd. (%2 5¢%% J % 8 5 A BR/A 7)) in
this section.
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Incorporation of our Company and our other offshore subsidiaries

Our Company

Our Company was incorporated as an exempted company with limited liability in the
Cayman Islands on 18 December 2013 to act as the holding company of our Group for the
Listing on the Stock Exchange. The initial authorised share capital of our Company was
US$50,000 divided into 50,000 shares of US$1.00 each. On the date of its incorporation, one
subscriber share was allotted and issued to the initial subscriber, who on the same day
transferred that one share to Mr. Zou, and 99 new shares were allotted and issued at par and
fully paid to Mr. Zou.

On 21 May 2015, Mr. Zou transferred 100 shares of our Company, representing its entire
issued share capital to Morris Capital, which is owned as to 85% by Mr. Zou and 15% by Ms.
Wu.

Please refer to the subsection headed “l. Further Information about Our Company — B.
Changes in share capital of our Company” in Appendix IV to this prospectus for details of
changes in the share capital of our Company. As a result of the Reorganisation, our Company

became the holding company of our Group.

Morris International

Morris International was incorporated in the BVI with limited liability on 27 December
2013 and is the intermediate holding company of our Group. Morris International is authorised
to issue a maximum of 50,000 shares of a single class each with a par value of US$1.00. On
the date of its incorporation, 100 shares were allotted and issued at par and fully paid to our
Company.

Mstar Home Furnishings

Mstar Home Furnishings was incorporated in the BVI with limited liability on 27
December 2013. Mstar Home Furnishings is authorised to issue a maximum of 50,000 shares
of a single class each with a par value of US$1.00. On the date of its incorporation, 100 new
shares were allotted and issued at par and fully paid to Morris International, pursuant to which
Mstar Home Furnishings became a wholly-owned subsidiary of Morris International.

Mstar International Trading (HK)

Mstar International Trading (HK) was incorporated in Hong Kong with limited liability
on 14 January 2014. On the date of its incorporation, 100 ordinary shares were allotted and
issued fully paid to Mstar Home Furnishings. The principal business of Mstar International

Trading (HK) is trading of sofas, sofa covers and other furniture products.
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Mstar International

Mstar International was incorporated in the BVI with limited liability on 27 December
2013. Mstar International is authorised to issue a maximum of 50,000 shares of a single class
each with a par value of US$1.00. On the date of its incorporation, 100 new shares were
allotted and issued at par and fully paid to Morris International, pursuant to which Mstar
International became a wholly-owned subsidiary of Morris International.

Mstar International Group (HK)

Mstar International Group (HK) was incorporated in Hong Kong with limited liability on
15 January 2014. On the date of its incorporation, 100 ordinary shares were allotted and issued
fully paid to Mstar International, pursuant to which Mstar International Group (HK) became a
wholly-owned subsidiary of Morris International. The principal business of Mstar International
Group (HK) is investment holding.

Musa International

Musa International was incorporated in the BVI with limited liability on 27 December
2013. Musa International is authorised to issue a maximum of 50,000 shares of a single class
each with a par value of US$1.00. On the date of its incorporation, 100 new shares were
allotted and issued at par and fully paid to Morris International, pursuant to which Musa
International became a wholly-owned subsidiary of Morris International.

MZL

MZL was incorporated in Hong Kong with limited liability on 30 March 2015. On the date
of its incorporation, 100 ordinary shares were allotted and issued fully paid to Musa
International, pursuant to which MZL became a wholly-owned subsidiary of Musa
International. The principal business of MZL is investment holding.

Masia Investments

Masia Investments was incorporated in the BVI with limited liability on 27 December
2013. Masia Investments is authorised to issue a maximum of 50,000 shares of a single class
each with a par value of US$1.00. On the date of its incorporation, 100 new shares were
allotted and issued at par and fully paid to Morris International, pursuant to which Masia
Investments became a wholly-owned subsidiary of Morris International.

Incorporation of Morris Capital

Morris Capital is a company with limited liability incorporated in the BVI on 21 May
2015 with an authorised share capital of US$50,000 divided into 50,000 shares of US$1.00
each. On the date of its incorporation, 100 shares were allotted and issued at par and fully paid
to Mr. Zou. On 8 December 2015, Mr. Zou transferred 15% shares of Morris Capital to Ms. Wu.
Morris Capital acts as the investment holding vehicle of Mr. Zou and Ms. Wu to hold their
interests on our Group.
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DISPOSAL OF HAINING MENGNU LEATHER PRODUCTS CO., LTD. (REZZEHESH
mAERQT)

With a view to streamline Morris PRC’s manufacturing business, the management of
Morris PRC decided to dispose of its upstream leather processing business operated by Haining
Mengnu Leather Products Co., Ltd. (1 %52 8% K 8 i A PR/ F]). On 12 January 2015, Morris
PRC, Haining Morris Leather Co., Ltd. and an Independent Third Party entered into a share
transfer agreement, pursuant to which Morris PRC and Haining Morris Leather Co., Ltd.
transferred their 80% and 20% equity interests, respectively in Haining Mengnu Leather
Products Co., Ltd. (2555 7 #8  H FR /A 7)) at a consideration of RMB13.44 million and
RMB3.36 million, respectively, to such Independent Third Party. Such consideration was
determined with reference to the net asset value of Haining Mengnu Leather Products Co., Ltd.
(B85 R A5 FR/A A)) as appraised by an Independent Valuer as at 31 December 2014.

Given that Haining Mengnu Leather Products Co., Ltd. (8555 i #8 MARAF]) is
principally engaged in a business that is different from our core business, our Directors are of
the view that the disposal was insignificant to and had no material adverse effect on our

business, operation and financial condition taken as a whole.

As advised by the PRC Legal Advisers, all necessary approvals, permits and licences
required under the PRC laws and regulations have been obtained in relation to the above

disposal. The above disposal has been properly and legally completed and settled.
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TRANSFER OF FUNCTIONS AND CERTAIN ASSETS OF THE FURNITURE
DIVISION IN MORRIS PRC TO OUR GROUP

The following chart shows the functions of each entity/division of our Group’s principal

business prior to the Business Transfer:

Prior to the Reorganisation and the Business Transfer

Morris PRC Furniture Division

Overseas suppliers Overseas customers

* Possess customer contracts and
relationships

* Possess supplier contracts and
relationships

 Possess production premises

* Possess intellectual property rights

 Possess certain patents, patent
application rights and trademarks

* Possess furniture business related
personnel employment contracts,
social insurance and housing fund
payment relationships

 Perform import function for raw
materials and export function for
finished products

PRC Suppliers Sofas and sofa covers

Zhejiang Apollo Leather Products

* Manufacture of sofa covers

Haining Morris Home Gallery

¢ Manufacture of sofas

Haining Gelin Furniture

e Manufacture of sofas

Haining Morris International PRC customers

« Direct sale of sofas and
other furniture products
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As illustrated above, prior to the Business Transfer, our Group’s import of raw materials
and export of sofas and sofa covers were undertaken by the furniture division of Morris PRC.
The furniture division of Morris PRC possessed all overseas customers’ contracts and business
relationship and overseas suppliers’ contracts and business relationship. The production lines
for our Group’s sofas, sofa covers and other furniture products were housed in the premises and
on land that are owned by the furniture division of Morris PRC. The upholstered sofas and sofa
covers related intellectual property rights involved in the furniture manufacturing operation
and sales were possessed by the furniture division of Morris PRC. Certain senior management
responsible for the furniture business of our Group, human resources and administrative

personnel were hired by the furniture division of Morris PRC.

As a result of the Reorganisation, Morris PRC became part of the Excluded Group. The
businesses conducted by the non-furniture division became the Excluded Businesses. However,
the business activities and processes conducted by the furniture division of Morris PRC were
essential to the operation of the furniture business of our Group. Accordingly, pursuant to the
Business Transfer Agreement entered into between our Company, Haining Gelin Furniture,
Zhejiang Apollo Leather Products, Mstar International Trading (HK), Haining Morris Home
Gallery and Mozo Investments, the furniture business functions formerly operated by the
furniture division of Morris PRC including customers’ and suppliers’ business relationships,
import and export businesses, related personnel and related intellectual property rights, were
transferred to certain subsidiaries now comprising our Group during the three years ended 31

December 2015 and the Business Transfer was completed on 31 December 2015.

Pursuant to the Business Transfer Agreement, among other things, on or before 31
December 2015:

(1) Morris PRC transferred its furniture division to the abovementioned subsidiaries of
our Company. In particular, Morris PRC has transferred (i) all its customers’
business relationships to Mstar International Trading (HK); (ii) all its suppliers’
business relationships to Haining Gelin Furniture, Zhejiang Apollo Leather Products
and Haining Morris Home Gallery; and (iii) import and export businesses to Haining
Gelin Furniture, Zhejiang Apollo Leather Products and Mstar International Trading
(HK);

(ii) the transfer of all upholstery furniture and sofa cover related export and import
businesses were completed on 31 December 2015; from 31 December 2015 to 30
April 2016, Haining Gelin Furniture, Zhejiang Apollo Leather Products and Haining
Morris Home Gallery shall appoint Morris PRC as an agent in providing import and
export businesses on behalf of them;

(iii) Morris PRC transferred all personnel carrying on the furniture division to our
Company, Haining Gelin Furniture, Zhejiang Apollo Leather Products, Mstar
International Trading (HK), Haining Morris Home Gallery and Mozo Investments.
Such transfer includes but not limited to the transfers of employment contracts,
social insurance and housing fund payment relationships;
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(iv) Morris PRC has agreed to exclusively license to our Group and agreed to transfer
to Haining Gelin Furniture trademarks which are involved in furniture
manufacturing operation and sales. Morris PRC entered into transfer agreements in
relation to all its furniture division related patents and patent application rights with
Haining Gelin Furniture. For further details, please refer to subsection headed
“Intellectual Property” under the section headed “Business” and the section headed

“Connected Transactions” in this prospectus; and

(v) Morris PRC shall enter into the lease agreements in relation to the Lease Properties
for operations of sofas and sofa covers with Zhejiang Apollo Leather Products,
Haining Gelin Furniture, Haining Morris Home Gallery and Haining Morris
International. For further details of the Lease Agreements, please refer to the
subsection headed ‘“Properties” under the section headed ‘“Business” in this
prospectus and the subsection headed “Non-exempt Continuing Connected
Transactions — The Lease Agreements” under the section headed “Connected

Transactions” in this prospectus.

The consideration of the Business Transfer comprises (i) the consideration for the transfer
of certain vehicles of RMB1,253,000, and (ii) the consideration of the acquisitions of
shareholding of Haining Gelin Furniture, Zhejiang Apollo Leather Products and Haining
Morris Home Gallery, which form part of the Reorganisation. Please see the subsection headed
“Reorganisation” under this section for details of the acquisitions of shareholding of Haining
Gelin Furniture, Zhejiang Apollo Leather Products and Haining Morris Home Gallery. As
advised by the PRC Legal Advisers, the terms of the Business Transfer Agreement, the
consideration of the transfer contemplated thereunder, and the obligations of the parties thereto
contemplated thereunder, have complied with the applicable PRC laws and regulations, and are
legal and valid.

Pursuant to above (ii) of the Business Transfer Agreement, Haining Gelin Furniture,
Zhejiang Apollo Leather Products and Haining Morris Home Gallery entered into an agency
agreement on 31 December 2015 to appoint Morris PRC as an agent in providing import and
export businesses on behalf of them from 31 December 2015 to 30 April 2016 which has
extended to 30 June 2016 pursuant to a supplemental export agency agreement dated 20 April
2016. Such agency agreement and supplemental agreement was entered into mainly for the
purpose of fulfillment of remaining purchase orders placed to Morris PRC by customers that
cannot be assigned to our Group upon completion of the Business Transfer on 31 December
2015, in particular, orders placed by Customer C from April to November 2015. Up to mid June
2016, all such orders from Customer C were completed and delivered. Such agency
arrangement ceased from then accordingly. Customer C has started placing purchase orders
directly to Mstar International Trading (HK) since 20 November 2015.
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Our Directors decided not to inject Morris PRC into our Group and then transfer the

non-furniture businesses back to Mr. Zou and Ms. Wu on the following grounds:

()

(ii)

(iii)

the non-furniture businesses of Morris PRC include five different segments, namely
property development, processing and sale of clothes, knitwear, accessories and
suitcases, advertising, trading of non-furniture products in Haining City, Zhejiang
Province, the PRC and operation of domestic furniture retail chains in the eastern
part of the U.S.. It would have been more complicated to transfer such non-furniture
businesses to Mr. Zou and Ms. Wu because it would have involved substantial work
and would have incurred considerable amount of tax (such as land appreciation tax
and profit tax) for the Reorganisation due to the differences in nature of each

segment of the non-furniture businesses of Morris PRC;

the assets of the non-furniture division of Morris PRC included a substantial amount
of fixed assets, such as factories and land. In particular, Morris PRC owns several
parcels of land for its own use and property development business. If our Group
were to initially acquire the entire equity interest of Morris PRC, the value of all
such fixed assets would have been appraised by an independent valuer in order to
determine the consideration. In addition, substantial cost and tax payable would
have been incurred for the injection of these fixed assets of Morris PRC into our
Group. As we only seek for the Listing of the furniture business, our Directors
considered it not necessary to incur the cost and tax related to the transfer of land

and properties owned by Morris PRC; and

during the Track Record Period, except for the furniture division of Morris PRC, the
operation of our furniture business in the PRC mainly involved Zhejiang Apollo
Leather Products, Haining Morris Home Gallery, Haining Gelin Furniture and
Haining Morris International. These four subsidiaries are separate legal entities and
have their own assets. Furthermore, these four subsidiaries undertook major critical
functions, including design, research and development and manufacturing, and sales
and marketing of our furniture business. On the other hand, Morris PRC mainly
undertook import and export function. As such, it would be simpler and more
efficient to consolidate the function of the furniture division of Morris PRC (i.e. the
import and export function) into our Group in order to operate the whole furniture
business as most of critical functions of furniture business were already retained by
our Group members, as opposed to injecting all businesses of Morris PRC into our
Group and then transfer those non-furniture businesses back to Mr. Zou and Ms. Wu.

Having considered the complexity and costs which may involve, our Directors considered

that the Business Transfer, pursuant to which only the furniture business of Morris PRC was

transferred to our Group, was more appropriate and cost-effective for the purpose of the

Reorganisation and was in the best interest of our Company and our Shareholders as a whole.
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The following chart shows the functions of each entity/division of our Group after the

completion of the Business Transfer:

After the Business Transfer

Assets and liabilities to be deemed
distributed to Mr. Zou and Ms. Wu

Mstar International Trading (HK) Overseas Customers

« Possess customer contracts and
relationships
Export function for finished products

Sofa and sofa covers

Zhejiang Apollo Leather Products

* Manufacture of sofa covers

* Possess supplier contracts and
relationships

* Enter leasing agreement with Morris PRC
in respect of production premises

* Possess furniture business related

personnel employment contracts, social

insurance and housing fund payment

relationship that originally employed by

Morris PRC

Import and export function

PRC Suppliers Haining Gelin Furniture

.

Manufacture of sofas

Possess supplier contracts and
relationships

Enter leasing agreement with Morris PRC
in respect of production premises
Possess certain patents, patent application
rights and trademarks

Possess furniture business related
personnel employment contracts, social
insurance and housing fund payment
relationship that originally employed by
Morris PRC

Import and export function

Haining Morris Home Gallery

0

Manufacture of sofas

Possess supplier contracts and
relationships

Enter leasing agreement with Morris PRC
in respect of production premises
Possess furniture business related
personnel employment contracts, social
insurance and housing fund payment
relationship that originally employed by
Morris PRC

Import and export function

Sofas and other furniture products

Haining Morris International

« Direct sale of sofas and
other furniture products PRC Customers
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Upon completion of the Business Transfer, our Group including our Company, Haining
Gelin Furniture, Zhejiang Apollo Leather Products, Mstar International Trading (HK), Haining
Morris Home Gallery and Mozo Investments will take up the furniture division of Morris PRC
while the Excluded Group will be principally engaged in the sales of fur and leather clothes,
property development, advertising, trading of non-furniture products in the PRC and operating
domestic furniture retail chain in the U.S..

As advised by the PRC Legal Advisers, all necessary approvals, permits and licences
required under the PRC laws and regulations have been obtained in relation to the Business
Transfer Agreement and the transactions contemplated thereunder. The above has been
properly and legally completed and settled.

Since the furniture division of Morris PRC was acting as the import and export vehicle
of our Group’s business and possessed the customers’ and suppliers’ relationships of our
furniture business, the furniture division of Morris PRC was strategically complementary to
our Group as the business activities conducted by the furniture division of Morris PRC were
essential to the operation of our Group prior to the completion of the Business Transfer. In that
regard, the financial results of the subsidiaries now comprising our Group and the financial
results of the furniture division of Morris PRC for the three years ended 31 December 2015
have been consolidated in accordance with HKFRSs to reflect the financial results of our

business for the three years ended 31 December 2015.

The completion of the Business Transfer on 31 December 2015 has legally transferred the
furniture business functions formerly operated by Morris PRC, including customers’ and
suppliers’ business relationships, import and export businesses, related personnel and related
intellectual property rights, to our Group. Subsequent to the completion of the Business
Transfer on 31 December 2015, the functions formerly operated by the furniture division of
Morris PRC are carried out by subsidiaries now comprising our Group. However, since the
financial results of our Group for the three years ended 31 December 2015 were composed of
those of our subsidiaries and the furniture division of Morris PRC, upon completion of the
Business Transfer, the remaining assets and liabilities of the furniture division of Morris PRC
that were not legally transferred to our Group pursuant to the Business Transfer but have been
reflected on the financial statements of our Group for the three years ended 31 December 2015
were required to be deemed distributed in the form of dividend distribution in specie to Mr. Zou
and Ms. Wu. Please refer to the subsection headed “Deemed Distribution to Mr. Zou and Ms.
Wu” under the section headed “Financial Information” in this prospectus for details of the
assets and liabilities that were deemed distributed and financial position of our Group

immediately prior to and after the deemed distribution.
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These assets and liabilities that were deemed distributed and did not pass from Morris
PRC to our Group primarily due to that: (i) our Directors consider that the ownership of the
premises that houses our Group’s production lines is not crucial to the operation of our business
and it would not be commercially viable for our Group to acquire these premises from Morris
PRC as the substantial capital expenditure required would have an adverse impact on our
Group’s cash flow and return on equity, which would not be in the best interests of maximising
Shareholders’ value. Besides, on 1 January 2016, certain subsidiaries of our Group entered into
the Lease Agreements with Morris PRC for the lease of our production premises on a long term
basis of 10 years with lease term till 1 January 2026. As such, the deemed distribution of such
premises would not have any impact on our business operation; (ii) the assignment of rights to
collect the receivables, and the obligation to settle payables which were deemed distributed
requires the consents and approval of third parties including customers, suppliers, banks,
and/or regulatory bodies. As those orders which had given rise to such trade receivables have
already been completed and related products have already been delivered to the customers, the
particulars of the orders, including supplier’s information, lead time for delivery and credit
period, have been recorded in the sales and accounting systems of such customers. Despite our
repeated requests and demands, we have still not obtained consents from related customers to
the transfer of the trade receivables from Morris PRC to our Company. In addition, those orders
which had given rise to such trade payables have already been completed by related suppliers
and their related materials procured by us have already been delivered to the furniture division
of Morris PRC, the particulars of the orders, including customer’s information, lead time for
delivery and credit period, have already been recorded in the sales and accounting systems of
such suppliers. Despite our repeated requests and demands, we have still not obtained consents
from related suppliers to the transfer of the trade payables from Morris PRC to our Company.
Those bills receivables/payables were issued by third party banks and cannot be altered or
cancelled once issued; (iii) prepayments, deposits and other receivables mainly consists of VAT
refund arisen from exports of furniture products before Business Transfer which was only
collectible by Morris PRC and therefore it was necessary to deem distribute such amount as at
31 December 2015; (iv) inventories that were deemed distributed were imported or processed
from materials imported by Morris PRC as importer registered under the PRC Customs through
its import and export customs declaration certificate. Pursuant to the relevant laws and
regulations in the PRC, importer must strictly control and monitor the imported materials for
processing and circulation, sell or export the same via the importer’s custom practical manual
after processing and write off the same via the relevant custom practical manual after
processing. To comply with the relevant customs policies, these inventories that had been
imported by Morris PRC were retained in Morris PRC and it was necessary to deem distribute
them as at 31 December 2015; and (v) our Directors believe that there was no difference to our
Group whether to assign the current account balances of the furniture division of Morris PRC
to companies now comprising the Group or directly distribute to Mr. Zou and Ms. Wu using
dividend distribution in specie because these amounts due from/to related parties mainly

represented amounts due from the non-furniture division of Morris PRC to our Group.
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The following chart shows the functions of each entity of our Group after the deemed
distribution to Mr. Zou and Ms. Wu:

After the deemed distribution to Mr. Zou and Ms. Wu

Mstar International Trading (HK) Overseas Customers

» Possess customer contracts and
relationships
« Export function for finished products

Zhejiang Apollo Leather Products

* Manufacture of sofa covers

Possess supplier contracts and
relationships

Enter leasing agreement with Morris PRC
in respect of production premises
Possess furniture business related
personnel employment contracts, social
insurance and housing fund payment
relationship that originally employed by
Morris PRC

Import and export function

PRC Suppliers

Haining Gelin Furniture

Manufacture of sofas

Possess supplier contracts and
relationships

Enter leasing agreement with Morris PRC
in respect of production premises
Possess certain patents, patent application
rights and trademarks

Possess furniture business related
personnel employment contracts, social
insurance and housing fund payment
relationship that originally employed by
Morris PRC

Import and export function

Haining Morris Home Gallery

Manufacture of sofas

Possess supplier contracts and
relationships

Enter leasing agreement with Morris PRC
in respect of production premises
Possess furniture business related
personnel employment contracts, social
insurance and housing fund payment
relationship that originally employed by
Morris PRC

Import and export function

Haining Morris International PRC Customers

Direct sale of sofas and
other furniture products

— 124 -



HISTORY, REORGANISATION AND CORPORATE STRUCTURE

REORGANISATION

In preparation for the Listing, we underwent the Reorganisation which involved the

following steps:
Acquisition of 100% shareholding of Masia Industries by Masia Investments

On 9 July 2014, Masia Investments acquired from Morris PRC 1,000 shares of Masia
Industries, which represented its entire issued share capital, for nominal consideration. Upon
completion of such acquisition, Masia Industries became a wholly-owned subsidiary of Masia
Investments. Such acquisition has been duly registered with the Council for the Development
of Cambodia and the Ministry of Commerce. Such acquisition has been properly and legally

completed and settled.

Acquisition of 100% equity interest of Haining Morris International by Haining Gelin
Furniture

On 11 January 2015, Haining Gelin Furniture acquired the entire equity interest in
Haining Morris International from Haining Mengnu Leather Products Co., Ltd. (885 %% 7 #:
RAARAF]) at a consideration of RMB2,000,000 which was determined with reference to
the registered capital of Haining Morris International. Upon completion of such acquisition,
Haining Morris International became wholly-owned by Haining Gelin Furniture. Such

acquisition has been properly and legally completed and settled.
Acquisition of 100% shareholding of Mozo Investments by Mstar International

On 15 September 2015, Mstar International acquired from Ms. Wu 10,000 shares of Mozo
Investments, which represented its entire issued share capital, at a consideration of HK$10,000
which was determined with reference to the issued share capital of Mozo Investments. Upon
completion of such acquisition, Mozo Investments became directly wholly-owned by Mstar

International. Such acquisition has been properly and legally completed and settled.
Acquisition of 49% equity interest of Haining Gelin Furniture by Mozo Investments

On 16 November 2015, Mozo Investments acquired the remaining 49% equity interest in
Haining Gelin Furniture from Morris PRC at a consideration of RMB9,033,433.00 which was
determined with reference to the net asset value of Haining Gelin Furniture as appraised by the
Independent Valuer as at 31 December 2014. Upon completion of such acquisition, Haining
Gelin Furniture became wholly-owned by Mozo Investments. Such acquisition has been

properly and legally completed and settled.
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Acquisition of 73.17% equity interest of Zhejiang Apollo Leather Products by Haining
Gelin Furniture from Morris PRC

On 25 November 2015, Haining Gelin Furniture acquired the 73.17% equity interest in
Zhejiang Apollo Leather Products from Morris PRC at a consideration of RMB8,603,594.48
which was determined with reference to the net asset value of Zhejiang Apollo Leather
Products as appraised by the Independent Valuer as at 31 December 2014. Upon completion of
such acquisition, Zhejiang Apollo Leather Products was owned as to 73.17% by Haining Gelin
Furniture and as to 26.83% by Mozo Investments. Such acquisition has been properly and
legally completed and settled.

Acquisition of 51% shares of Haining Morris Home Gallery by Haining Gelin Furniture
from Morris PRC

On 25 November 2015, Haining Gelin Furniture acquired the remaining 51% equity
interest in Haining Morris Home Gallery from Morris PRC at a consideration of
RMB13,079,442.23 which was determined with reference to the net asset value of Haining
Morris Home Gallery as appraised by the Independent Valuer as at 31 December 2014. Upon
completion of such acquisition, Haining Morris Home Gallery was owned as to 51% by
Haining Gelin Furniture and as to 49% by Mozo Investments. Such acquisition has been

properly and legally completed and settled.

Sub-division of shares of our Company

On 10 December 2016, every issued and unissued share of US$1.00 par value each in the
share capital of our Company was subdivided into 1,000 Shares of US$0.001 par value each.
Upon completion of the sub-division, our Company has an authorised share capital of
US$50,000 divided into 50,000,000 Shares of US$0.001 par value each and an issued share
capital of US$100 divided into 100,000 Shares of US$0.001 each.
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CORPORATE AND SHAREHOLDING STRUCTURE

The following chart sets forth our corporate and shareholding structure immediately after
the Reorganisation and the Business Transfer but prior to the Global Offering.
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Note: Ms. Wu is the spouse of Mr. Zou.
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The following chart sets forth our corporate and shareholding structure immediately after
completion of the Global Offering and the Capitalisation Issue, assuming that the Over-
allotment Option has not been exercised and that no Shares have been issued pursuant to the

exercise of the share options which may be granted under the Share Option Scheme:

85% 15%

|

Morris Capital
(BVI)

Ms. Wu More)

Public Shareholders

75% ’ 25%

l

Our Company
(Cayman Islands)

Note: Ms. Wu is the spouse of Mr. Zou.
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PRC LEGAL COMPLIANCE

Our PRC Legal Advisers confirmed that all approvals, permits and licences required
under the PRC laws and regulations in connection with the Reorganisation and the
establishment, equity interests transfer and reduction of registered capital in respect of the PRC
companies in our Group as set forth in this section have been obtained, and the Reorganisation

has complied with all applicable PRC laws and regulations.

SAFE REGISTRATION

As discussed in the subsection headed “Regulatory Requirements in the PRC — Summary
of Circular No. 37” under the section headed “Regulatory Overview” in this prospectus, the
SAFE Circular No. 37 requires PRC residents to register with the local SAFE counterparts
before incorporating or acquiring control of an offshore special purpose vehicle, with assets or
equity interests in an onshore company located in the PRC, for the purpose of offshore equity
financing and to update or amend the registration upon any material change of shareholding or
any other material capital alteration in such special purpose vehicle. Mr. Zou and Ms. Wu, both
being PRC residents and beneficial owners of our Company, have obtained their SAFE
registration in respect of their respective investment in our Group in accordance with PRC laws
and regulations on 30 March 2016.
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OVERVIEW

We principally engage in the manufacturing of sofas and sofa covers in the PRC with an
integrated design, manufacturing, sales and marketing operation. According to the
Euromonitor Report, we are one of the top three PRC upholstered sofa manufacturers in terms
of export value to the U.S. in 2015. Our products are generally marketed under two brands,
namely, “Morris Holdings Limited” and “Morris Zou”. We mainly export “Morris Holdings
Limited” branded sofas to customers in the U.S. and sell “Morris Zou” branded sofas and wood
based furniture products domestically through our direct sale stores in Zhejiang Province, the
PRC. We distinguish ourselves by designing our own sofas and other furniture products. Most
of our sofas and furniture products sold to our customers are designed by our Haining Research
and Development Centre. We have also engaged an independent experienced sofa designer
based in the U.S. to assist us in product design.

We sell a wide range of sofas including stationary sofas and motion sofas (with or without
smart home features) under the brand “Morris Holdings Limited” and sofa covers
predominantly to overseas markets including the U.S., Canada, United Kingdom, Australia,
Ireland and Korea. Customers of our sofas include some of the largest furniture retail chains
and retail warehouse clubs located in the U.S.. Our sofas are mainly targeted at overseas
consumers who tend to have greater demands regarding the quality and functionality of sofas.
In response to consumers’ preferences, we equip our sofas with smart home features such as
audio, massage, beverage cooling functions, Bluetooth, and USB port connections.

Since 2014, we have designed, manufactured, marketed and sold sofas and wood based
furniture products under our “Morris Zou” brand in the PRC. Our “Morris Zou” branded sofas
and wood based furniture products target consumers in the PRC, who have greater and
increasing demands regarding the quality and functionality of furnitures with a preference for
European style in design.

Our Haining Research and Development Centre comprised more than 40 staff as at the
Latest Practicable Date. It is responsible for the conceptualisation, design and development of
new and innovative sofas and other furniture products as well as identification of new trends
and consumers preference in the U.S. and the PRC furniture markets.

As a way to further support our sales and marketing function, we have engaged an
independent agent as well as an independent consultancy firm in the U.S. to assist us in the
sales and marketing of our “Morris Holdings Limited” branded sofas and to expand our
business in the U.S.. Apart from sales and marketing functions, the agent and the consultancy
firm also assist in providing after-sales services including collecting feedbacks from customers
and consumers of our products, and handling product returns and complaints. The agent and the
consultancy firm also communicate with our Haining Research and Development Centre to
assist in determining the latest seasonal themes, colours, appearance, functions and materials
to be used and identify new trends and development in the U.S. market. With the support from
such agent and consultancy firm, we have participated in the High Point Market exhibitions
since 2010 by way of housing a showroom in High Point, North Carolina, the U.S. to promote
and to market our “Morris Holdings Limited” branded sofas in the U.S.. The High Point Market
is established by the High Point Market Authority, which organises trade shows for the
furniture industry in High Point, North Carolina, the U.S..
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Our manufacturing facilities are located in Haining, Zhejiang Province, the PRC. As at
the Latest Practicable Date, we operated 15 production lines for sofas, 25 production lines for
sofa covers and one production line for other furniture products. Our production facilities in
PRC occupied a combined area of approximately 99,529 sq. m. of land and were capable of
producing approximately 892,000 pieces of sofas, 1,613,000 pieces of sofa covers and 11,000
pieces of other furniture products per year as at the Latest Practicable Date. In order to expand
our production capacity, we are in the preparation stage of setting up our production facility
in the Sihanoukville Special Economic Zone in Cambodia. The Cambodia facility is designed
to be equipped with five and nine production lines for sofas and sofa covers, respectively with
an estimated annual production capacity of approximately 95,000 pieces of sofas and 145,000
pieces of sofa covers. Among the nine production lines for sofa covers, six of them will be used
for the production of sofa covers for assembly of our own sofas and the remaining three will
be used for the production of sofa covers which will be sold directly to our customers. Our
production capacity of sofas and sofa covers are estimated to increase by approximately 10.7%
and 9.0%, respectively, over those for the year ended 31 December 2015 after the
commencement of operation of production lines in our production facility in Cambodia in
2017.

For the years ended 31 December 2013, 2014 and 2015 and the eight months ended 31
August 2016, our revenue were approximately RMB984.0 million, RMB824.7 million,
RMB926.5 million and RMB581.6 million, respectively, and our net profit were approximately
RMB33.5 million, RMB24.4 million, RMB83.1 million and RMB40.1 million, respectively.
The U.S. market is our key export market. Sales to the U.S. market accounted for more than
90% of our revenue for each of the years ended 31 December 2013, 2014 and 2015 and the
eight months ended 31 August 2016. We intend to continue leveraging on our competitive
strengths to expand our sales and marketing network, increase production capacity in our
facility in Cambodia and enhance sales and marketing effort to increase brand awareness and

market recognition of our “Morris Holdings Limited” and “Morris Zou” brands.

OUR COMPETITIVE STRENGTHS

We believe that the following competitive strengths have been the key factors for our
success and will enable us to maintain our market position and capture the anticipated future
growth in our target markets.

Market leadership in the PRC-based sofa export industry

We are one of the leading and long established manufacturers of sofas and sofa covers in
the PRC sofa export industry. According to the Euromonitor Report, we are one of the top three
PRC upholstered sofa manufacturers in terms of export value to the U.S. in 2015 with a market
share of approximately 3.6%. As such, we believe we are well positioned in capitalising on the

growth in overseas furniture market, particularly the U.S. market.
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According to the Euromonitor Report, the U.S. is PRC’s largest export market for
upholstered sofas. During the period between 2011 and 2015, upholstered sofas to the U.S.
accounted for about 30% of China’s total exports of upholstered sofas in terms of export value.
China’s exports of upholstered sofas to the U.S. increased from approximately US$2,537.7
million in 2011 to US$3,400.0 million in 2015, representing a CAGR of approximately 7.6%.
Retail sales of consumer goods and sofas in the U.S. has been growing from 2013 to 2015 due
to the general improvement in the U.S. economy, and an improved real estate market coupled
with the growing new-house building along with increasing disposable income in the U.S.. Our
positioning in the U.S. has allowed us to benefit from the growth of the U.S. economy and
furniture market.

We maintained long-term business relationships with various large-scale customers in the
U.S., including some of the largest furniture retail chains and retail warehouse clubs in the U.S.
We believe that such long-term relationships with our customers, supported by our strong
positioning in export of sofas to the U.S., differentiate us from our competitors in the PRC
which similarly manufacture and export sofas and sofa covers to the U.S..

Integrated business model consolidating the functions of design, research and
development, manufacturing, and sales and marketing functions

Our integrated business model, consolidating the most critical functions of design,
research and development, manufacturing, and sales and marketing, is fundamental to our
continued success. Our business model has evolved from a pure OEM to one that is a
combination of (i) OEM; (ii) ODM that incorporates design and manufacturing of sofas; and
(iii) OBM that incorporates design, manufacturing, marketing and selling of our own branded
sofas, domestically and internationally. We believe that our integrated business model
differentiates us from pure OEM sofa manufacturers.

With our integrated business model, we are able to build upon our competitive strengths
by controlling the key elements of the value chain including design, sales and marketing and
branding which are critical to our operations. As at the Latest Practicable Date, we had our own
design team comprising over 40 staff stationed at our headquarters in Haining, the PRC, and
a number of them possessed over 10 years of experience in design. During the Track Record
Period, a majority of our products were self-designed, with no assistance from the external
designer. In order to complement our design capabilities, we have engaged an experienced sofa
designer based in the U.S. who has more than 10 years of experience in the U.S. furniture
industry, for providing us with conceptual product designs reflecting the latest market trend
and consumer preferences in the U.S. sofa market. The conceptual product designs are passed
to our Haining Research and Development Centre for consideration, implementation and final
production of our sofas.

We have direct contacts with a majority of our customers during the Track Record Period.
As a way to further support our sales and marketing function, we have also engaged an agent
and a consultancy firm to assist us in marketing and promoting our sofas as well as providing
customers and our ultimate consumers with after-sales services, such as obtaining customers
and consumers feedbacks on our sofas. Such feedbacks would help us to determine the latest
seasonal themes, colours, appearance, functions and materials to be used on our sofas and
identify new trends and development in the U.S. market.
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Strong and innovative design, research and development team

We believe that a strong and innovative design, research and development team is critical
to our sustainable development and success. In 2003, we established our Haining Research and
Development Centre, which was accredited as a Zhejiang Enterprise Technical Centre (#77LH
AZEF7 T L) in the same year by the Zhejiang Province Economic and Trade Commission (#7
LB LY % Z B ). Our Haining Research and Development Centre is responsible for
developing new types of sofas and other furniture products and their components as well as
finding ways to enhance and improve the functionality of our existing products. By fully
utilising our design, research and development capabilities, we are able to continuously
conceptualise, design and develop new and innovative sofas and other furniture products,
acting in line with the market trend and addressing the desire and demands of our customers.
As at the Latest Practicable Date, our Haining Research and Development Centre had more
than 40 staff, of which a number of senior members have over 10 years of experience in design,
research and development of sofas and other furniture products. They have been working for
our Group for an average of around nine years. Since the establishment of the Haining
Research and Development Centre in 2003 and through continuous investments in research and
developments, we have obtained many achievements including obtaining the recognition of
High Technology Enterprise granted by the Science Technology Department of Zhejiang
Province (#7{L & BHE2FZ17/E), the Department of Finance of Zhejiang Province (#7713 WL
J#&), the State Administration of Taxation of Zhejiang Province (Wi{LEBZKBIF5)) and the
Local Tax Bureau of Zhejiang Province (WILEHM T BLH ) on 27 October 2014 and
registration of various patents. As at the Latest Practicable Date, we possessed 25 issued
patents in sofa manufacturing. From 1 January 2016 and up to the Latest Practicable Date, six
of our research and development projects were approved by Zhejiang Provincial Economic and
Information Technology Commission and 15 were approved by Science Technology
Department of Zhejiang Province as provincial-level research and development projects.
Please refer to the subsection headed “Product Design, Research and Development” under this
section for further details.

The designer whom we engaged in the U.S. has assisted us in identifying and determining
the latest seasonal themes, colours, appearance, functions and materials to be used on our sofas
to match with the preferences of our consumers in the U.S.. Together with the customers
feedbacks on our sofas and the results of market survey from our participation in trade shows
and exhibitions, our Haining Research and Development Centre is able to understand and
accommodate the preferences of our consumers.

Large-scale and cost effective production operations

We have large-scale sofa production facilities in Haining, Zhejiang Province, the PRC. As
at 31 August 2016, we had three production facilities in Haining, Zhejiang Province, the PRC.
These production facilities occupy a combined area of approximately 99,529 sq. m. of land
with 15 production lines for sofas, 25 production lines for sofa covers and one production line
for other furniture products. As at the Latest Practicable Date, we had an annual production
capacity of approximately 892,000 pieces of sofas, 1,613,000 pieces of sofa covers and 11,000
pieces of other furniture products, respectively.
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We believe that our large-scale operation allows us to maintain a highly competitive cost
structure as we are able to benefit from economies of scale, cost effectiveness and efficiencies
in our operations. Our centralised purchasing system of raw materials including wood, leather,
fabric and foam enhances our bargaining power to negotiate better prices on such raw
materials. In addition, our systemic production process enables us to reduce the likelihood of
costly mistakes at the production stage and the rate of reprocessing and reworking, thereby
reducing wastage. We also have detailed quality control system to control each step of the
production process and ensure product quality, details of which are set forth under the
subsection headed “Quality Control Systems” under this section. We also believe that our
large-scale operation equips us with the ability and the production capacity to deliver products
on a timely basis which is crucial to our customers, hence to our continued success.

Highly experienced professional management team

Mr. Zou, Chairman, CEO and one of our Controlling Shareholders, is an award-winning
entrepreneur in manufacturing and exporting of sofas to overseas markets. Mr. Zou has over
15 years of experience in the sofa manufacturing and export industry in the PRC which is
crucial in facilitating us to identify market trends and capitalise business opportunities. After
more than 10 years of efforts, Mr. Zou has successfully turned our Group to become one of the
top three PRC upholstered sofa manufacturers in the PRC in terms of export value to the U.S.
in 2015. Mr. Zou continues to guide the direction of our strategic development and our raw
materials merchandising strategies.

Our senior management team has extensive industry experience including raw materials
sourcing, manufacturing, staff training and development, accounting, sales and marketing,
financial management and corporate governance. We believe the depth and breadth of the
complementary experience of our management team enhances our capability in delivering
quality products and providing high calibre services to our customers, which in turn help us to
achieve our business objectives.

OUR BUSINESS STRATEGIES

We intend to maintain and further strengthen our position in the upholstered sofa export
industry and to expand our business by implementing the following business strategies:

Further expand our sales and marketing network

We plan to further expand our sales and marketing network through a two-pronged
strategy by extending our reach in the overseas furniture market as well as expanding and
strengthening our sales network in the PRC. We aim to achieve this goal through the following
principal strategies:

Continuing to extend our reach in the overseas sofa market: We will continue to further
enhance our competitive advantages as a leading player in the PRC sofa export market to the
U.S. by fortifying existing business relationships with our customers and exploring new
business relationships with potential customers so as to further expand our business network
into territories such as Australia, Europe and Canada. To this end, we have engaged and will
continue to engage a consultancy firm and a sales agent in the U.S. to specifically advise us
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on the sales and marketing strategies and activities to be adopted by our Group for the U.S.
market. We have expanded our sales and marketing team from 11 personnel in 2013 to 22 as
at Latest Practicable Date. Going forward, we will continue to reinforce our sales effort on
export business and engage more U.S. sales agents to assist in expanding our sales network in
the U.S. and to make sure that we have sufficient manpower in the U.S. to implement our sales
and marketing strategies. We intend to recruit no less than 6 U.S. sales agents and 7 sales
personnel for each of the years ending 31 December 2017, 2018, 2019 and 2020.

Expanding and strengthening our network in the PRC: In view of increasing prosperity,
rapid urbanisation and rising consumer spending in the PRC, we will continue tapping into the
PRC domestic furniture market. We currently have two direct sale stores in the PRC. We intend
to expand and strengthen our sales channels network in the PRC by establishing the domestic
sales and marketing teams, opening flagship stores in the Yangtze River Delta region and
setting up our e-commerce platform. We intend to recruit no less than 15 sales and marketing
staff for each of the years ending 31 December 2017 and 2018, who will be responsible for
formulating sales strategies and sales plans, organising marketing and promotion activities and
supervising the implementation of sales activities by staff in our direct sale stores.

Expand our manufacturing capabilities in Cambodia and reduce production cost

As at the Latest Practicable Date, all of our production facilities were located in Zhejiang
Province, the PRC. In order to support our expansion strategies and lower our overall
production cost, we are currently in the preparation stage of setting up a production facility in
Cambodia. The total investment cost of our Cambodia production facility is estimated to be
approximately RMBS56.8 million. We expect that such production facility will commence
operation in the first half of 2017. There will be five and nine production lines for sofas and
sofa covers, respectively. Our annual production capacity of sofas and sofa covers is expected
to increase by approximately 10.7% and 9.0%, respectively, after the commencement of
operation of production lines in our production facility in Cambodia in 2017. Please refer to
the subsection “Our Production Facilities and Processes — New production facility in
Cambodia” under this section and the section headed “Future Plans and Use of Proceeds” in
this prospectus for further details.

In addition, we will adopt the following strategies to reduce our production cost:

. optimise the manufacturing process such as improving the design of furniture and
reducing production wastage;

. continue to monitor our raw materials merchandising and increase the volume of
bulk purchase and to take advantage of our centralised purchasing system; and

. invest further in the development of our ERP system to facilitate us in the evaluation
of manufacturing performance, design and implementation of production processes
to improve our operating efficiency.
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Continue to enhance our brand recognition in the furniture market

Our Directors consider that brand awareness and recognition are critical to our success.
We will continue to enhance our brand recognition in the furniture market through various
mediums, such as television, newspapers, magazines, internet and participation in trade fairs
to increase our brand exposure to existing and prospective customers, to intensify our
marketing efforts through marketing and promotion of our existing self-branded furniture, and
to develop our design capabilities. To this end, we intend to further reinforce our brands of
“Morris Holdings Limited” and “Morris Zou” through the following campaigns and initiatives:

Marketing and Promotions. We intend to pursue a combination of marketing endeavours
which include advertising through various mediums, such as television, newspapers, magazines
and internet. We will also continue to promote ourselves and our products in
“Furniture/Today”, a business newspaper about the U.S. furniture industry that provides news
and research to furniture and bedding retail stores, mass merchants, distributors, executives and
suppliers on a regular basis. In addition, we plan to expand our exhibition room footprint in the
High Point Market in North Carolina, the U.S. and participate in more exhibitions and
showroom events in the PRC, the U.S. and other overseas markets such as the Las Vegas
Market, which is held twice a year in the U.S..

Selective Pursuance of Strategic Alliances and Acquisitions. We intend to selectively
pursue strategic alliances and acquisitions of furniture brands with reputable names that will
enable us to expand our sales network and raise the awareness of our brands and products. We
consider that, through strategic alliances with or acquisitions of other furniture brands, we will
be able to expand our products portfolio and benefit from the established market recognition
of such brands. Our management will carefully evaluate any acquisition, investment or
strategic cooperation opportunities that may arise from time to time based on the reputation and
products portfolio of the target, its strategic fitness and the ability to create value for our Group
and stakeholders. As at the Latest Practicable Date, we had not entered into any binding
commitment, whether oral or written, for any strategic alliance or acquisitions.

OUR BUSINESS MODEL

We are one of the leading manufacturers of sofas and sofa covers in the PRC, being one
of the top three PRC upholstered sofa manufacturers in terms of export value to the U.S. in
2015 according to the Euromonitor Report. We design, manufacture and sell a wide range of
sofas, sofa covers and other furniture products through OEM, ODM and OBM business models.

Our OEM business operations

We manufacture our sofa covers according to the design and specifications provided by
our OEM customers. Our sales department will communicate with the production department
for the detailed products standards and specifications after receiving the samples from our
customers. We will then submit our counter sample to our customers for approval. After our
customers confirm the counter sample and place order, we will commence production. The
following diagram illustrates our OEM business operations:
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Our ODM business operations

We design, develop, manufacture and sell sofas according to the requirements of our
customers. Under ODM model, our customers provide us with a general concept for the type
of sofas that they want or specific requirements for production, such as the requirements of
fulfilling particular quality standards or restrictions on hazardous materials. Our Haining and
Research and Development Centre then designs and develops custom-made prototypes for our
customers’ selection. The ODM customers place orders after they decide the design and
specifications of the products. Upon receipt of sales orders, we commence manufacturing the
sofas under our customers’ own brands. The following diagram illustrates our ODM business
operations:
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made for approval of Customer

places Production
order

customer’s design and
selection specifications

customer’s
general
concept

OBM business operations

Leveraging on our knowledge and market resources accumulated through years of
experience in providing OEM and ODM services, we started to develop our own branded sofas
in 2013. Under our OBM business model, sofas are sold mainly under our own brands, namely,
“Morris Holdings Limited” and “Morris Zou”. We design, research and develop our own
branded sofas in our Haining Research and Development Centre. We have also engaged a U.S.
designer to provide us from time to time with new conceptual designs of sofas in sketches and
drawings reflecting the latest market trend and consumer preferences in the U.S. sofa market.
Model or sample sofas with new conceptual design or collections of materials swatches will be
shown to our customers or potential customers in the showroom at our office in Haining or at
exhibitions such as our showroom at High Point Market in North Carolina, the U.S.. Our
customers or potential customers who visit the showrooms may choose and place orders for our
sofas. In respect of our own branded sofas exported to overseas markets, we manufacture sofas
under our own brands upon receipt of sales orders.

The following diagram illustrates our OBM business operations:

Model or Customer
We design and sample chooses its

X Customer
evaluate new sofas preferred model,

places Production

conceptual are shown to sample sofa order

design customer or at under our own
exhibitions brands
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OUR PRODUCTS AND BRANDS

Our products can be categorised into (i) sofas, (ii) sofa covers and (iii) other furniture
products. The following table sets forth our revenue by product type for the years ended 31
December 2013, 2014 and 2015 and the eight months ended 31 August 2015 and 2016:

For the eight months ended

For the year ended 31 December 31 August
Product Type 2013 2014 2015 2015 2016
RMB’000 % RMB’000 %  RMB’000 %  RMB’000 %  RMB’000 %
(Unaudited)
Sofas 556,985 56.6 540,258 655 666,733 72.0 374319 662 472,515 813

Sofa covers 379,327 385 253,032 307 226482 244 172,151 305 104,848 18.0
Others (Note) 477114 49 31,385 38 33,256 3.6 18,488 33 4,203 0.7

Total 984,026 100.0 824,675 100.0 926,471 100.0 564,958 100.0 581,566 100.0

Note: For the year ended 31 December 2013, others primarily included leather products processed by Haining
Mengnu Leather Products Co., Ltd. (885255 i #5 % §i A FRZA ®]), which was disposed of by our Group on 12
January 2015. For the years ended 31 December 2014 and 2015, others primarily included (i) leather products
and (ii) wood based furniture products. For the eight months ended 31 August 2016, others primarily included
leather pieces and wood based furniture products.

We primarily sell our products to overseas markets, including the U.S., Canada, United
Kingdom, Australia, Ireland and Korea, with the U.S. being our key export market. Sales to the
U.S. market accounted for more than 90% of our revenue for each of the years ended 31
December 2013, 2014 and 2015 and the eight months ended 31 August 2016.

Our products are generally marketed under two brands, namely, “Morris Holdings
Limited” and “Morris Zou”. We mainly export “Morris Holdings Limited” branded sofas to
customers in the U.S. market and sell “Morris Zou” branded sofas and other furniture products
domestically in the PRC.

Sofas

Our sofas are generally categorised into stationary sofas and motion sofas. Some of our
sofas, either stationary or motion, are equipped with certain smart home features to combine
technology with traditional sofa design. Such smart home features include audio, massage,
beverage cooling functions, Bluetooth and USB port connections. Our sofas are mainly
targeted at overseas consumers who tend to have greater demands regarding the quality and
functionality of sofas. In response to different consumers preferences, our sofas are
manufactured in a wide spectrum of sizes, designs, colours, patterns and upholstered in various
materials such as leather, PU leather or fabric. We sell our sofas under “Morris Holdings
Limited” brand to overseas markets and under “Morris Zou” brand in the PRC.
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Stationary sofas

Our stationary sofas are manufactured in
a variety of configurations ranging from one
to three seaters or in different modules or
sections for easy and flexible arrangement and
combination.

Motion sofas

Our motion sofas feature functions, such
as extending footrest, swivel, rocking, gliding
vibrating and sectional reclining mechanisms.
Our motion sofas are also made with various
configurations ranging from one to three
seaters and are also available to customers in
different modules or sections
for the consumers to create their own
combination.

During the years ended 31 December 2013, 2014 and 2015 and the eight months ended
31 August 2016, the average selling price of our sofas was approximately RMB1,035 per set,
RMB1,200 per set, RMB1,256 per set and RMB1,203 per set, respectively.
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Sofa covers

Sofa covers are a major component of sofas and are added to wrap the sofas during the
assembly of sofas. During the Track Record Period, we manufactured sofa covers as an OEM
for our customers. We received orders and specifications of sofa covers from customers in
accordance with which the sofa covers were produced. Depending on our customers’ orders,
we produce leather, fabric and PU leather sofa covers. During the years ended 31 December
2013, 2014 and 2015 and the eight months ended 31 August 2016, the average selling price of
our sofa covers was approximately RMB325 per piece, RMB331 per piece, RMB624 per piece
and RMB627 per piece, respectively.

Other furniture products

Other than sofas, we also design, manufacture and sell
other furniture products in our two direct sale stores in
Haining City and Jiaxing City, Zhejiang Province, the PRC.
These furniture products are wood based furniture products
such as cabinets, tables, bedsteads and chairs, which are
normally designed and suited for living room, dining room,
bedroom and home office. Most of these furniture products
are designed in European style which target consumers in
the PRC who we believe tend to have greater demands
regarding appearance, style, quality and functionality of
furnitures. We sell our other furniture products in the PRC
under “Morris Zou” brand.

The selling price of other furniture products generally has a wide range due to our
diversified product types. For the years ended 31 December 2014 and 2015 and the eight
months ended 31 August 2016, the selling price of our other furniture products ranged from
approximately RMB2,500 to RMB55,000, approximately RMB1,000 to RMB111,000 and
approximately RMB85 to RMB27,747, respectively.

OUR MANAGEMENT STRUCTURE

Our Directors consider that we have developed a management structure that is efficient

in supervising, directing and supporting of our operations.
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Overall management

The overall management of our business and operation is conducted by our core senior
management. Our core senior management is responsible for the overall administration of the
organisation, operational management and supervision of all aspects of the business, such as

financial planning, management level recruitment, and marketing strategies of our Group.

Import and export department

Our import and export department is responsible for processing purchase order and
liaising with our sales department and our production planning department.

Sales department

Our sales department is mainly in charge of (1) communicating with existing and potential
customers, (ii) providing after-sales service and feedbacks of the customers to our production
planning department, (iii) dealing with the requirements, requests and complaints of the
customers, (iv) marketing and promoting “Morris Holdings Limited” and “Morris Zou” brands,
and (v) collaborating with our agent and consultancy firm in the U.S. and U.S. designer for the

matters regarding sales, after-sales service, marketing and product design.

Finance department

Our finance department is responsible for maintaining accounting system and handling

finance and accounting related matters.

Design, research and development department

Our Haining Research and Development Centre, being our design, research and
development team, is responsible for the conceptualisation, design and development of new
and innovative sofas and other furniture products as well as assisting us in identification of new
trends and consumers preference in the U.S. market.

Production planning department

Our production planning department is responsible for planning their production schedule
according to the purchasing orders. Our production planning department receives the
purchasing orders from import and export department and then process the orders. It will notify
our import and export department when the products are produced.

Purchasing department

Our purchasing department is responsible for purchasing raw materials and controlling
the level of inventories.
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Production department

Our production department is responsible for the day-to-day production.

Quality control department

Our quality control department is responsible for monitoring the quality control system

for the overall quality inspection and testing procedure.

General administrative department

Our general administrative department is responsible for providing administrative support
to our Group.

PRODUCT DESIGN, RESEARCH AND DEVELOPMENT

In general, sofa covers manufactured by us are designed by our customers. In contrast,
sofas and other furniture products manufactured by us are designed by our Haining Research
and Development Centre itself or with the assistance of our U.S. designer.

We believe our strong capability in design, research and development will help strengthen
our market position in the PRC sofa export market. As at the Latest Practicable Date, our
Haining Research and Development Centre comprised more than 40 staff stationed in Haining,
Zhejiang Province, the PRC. These staff have extensive experience in the sofa production
industry, of which a number of senior members have had over 10 years of experience in design,

research and development of sofas and other furniture products.

Design of sofas

Every new conceptual design of sofas designed by ourselves or our U.S. designer is
examined and evaluated by our Haining Research and Development Centre as to whether a
product created following the design will be marketable and welcomed by the customers. If our
Haining Research and Development Centre, after the examination and evaluation, determines
that it is feasible to implement the conceptual design to create an actual marketable product,
further detailed drawings with specifications, such as colours, sizes and additional functions,
will be drafted to support the production of an actual model or sample sofa. Such model or
sample sofas will be shown for display to our customers or potential customers in the
showroom at our head office in Haining, Zhejiang Province, the PRC, or at exhibitions such
as our showroom at High Point Market in North Carolina, the U.S.. Our customers or potential
customers who visit the showrooms are free to choose from the samples and place purchase
orders for our sofas. We also deliver sofa samples to our potential or existing customers if they

so request.
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When the customers make special requests regarding the specifications of the sofas and
if any changes are agreed by us, a revised drawing with new specifications will be submitted
to the customers. Once the customers confirm the design, the purchase order will be passed to

our production planning department for production.

Our sales and marketing team is responsible for collecting feedbacks from customers
through our agent and consultancy firm in the U.S.. Our sales department will compile and pass
on such customers feedbacks to our Haining Research and Development Centre which help to
determine the latest seasonal themes, colours, size, functions and materials to be used and
identify new trends and development in the sofa industry to enhance further development of
our products. Furthermore, we have detailed research and development policy which sets forth
our internal rules on each stage of research and development. Pursuant to such policy, our sales
department is responsible for collecting market information and customer feedbacks of our
products or similar products of our competitors and formulating product development
proposals, which are subject to review and assessment before they are implemented by our

Haining Research and Development Centre.

We entered into a design service agreement with our U.S. designer, an Independent Third
Party, on 1 August 2014. The major terms of the design service agreement are as follows:

Scope of service The designer will provide design schemes of
furniture according to the actual demand of our

Group.
Ownership of the intellectual Unless otherwise agreed, the intellectual property
property rights rights of (i) the design, drawings and pictures

created by the designer during the design process
and (ii) the relevant creative ideas and creations,

shall be vested in our Group.

Term of service Five years with no renewal provision.

The service fee is/will be primarily determined by both parties according to the number
of accepted design projects service and complexity of designs.
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Design of other furniture products

Our Haining Research and Development Centre usually produces detailed drawings of
other furniture products from time to time which reflect the latest market trend and consumer
preferences in the PRC. Our production planning department will arrange for production.
Customers of our direct sale stores can also place orders with specific requirements, such as
their preferred size and appearance, for their designated products.

Research and development

Our Haining Research and Development Centre is also responsible for developing new
types of sofas and other furniture products and their components as well as finding ways to
enhance and improve the functionality of our existing products.

As at the Latest Practicable Date, we possessed 25 issued patents in sofa manufacturing.
Please refer to the subsection headed “Intellectual Property” under this section and Appendix
IV to this prospectus for details of our intellectual property. From 1 January 2016 and up to the
Latest Practicable Date, six of our research and development projects were approved by
Zhejiang Provincial Economic and Information Technology Commission and 15 were approved
by Science Technology Department of Zhejiang Province as provincial-level research and
development projects.

For the years ended 31 December 2013, 2014 and 2015 and the eight months ended 31
August 2016, the expenditure incurred related to our research and development projects was
approximately RMB8.0 million, RMB9.1 million, RMB22.8 million and RMB28.2 million,
respectively which was charged to our profit and loss accounts as expenses.

OUR PRODUCTION FACILITIES AND PROCESSES
Production facilities

Our manufacturing facilities are located in Haining, Zhejiang Province, the PRC, which
were leased from Morris PRC. Please refer to the subsection headed “Properties” under this
section and the subsection headed “Non-exempt Continuing Connected Transactions — The
Lease Agreements” under the section headed “Connected Transactions” in this prospectus for
further details. As at the Latest Practicable Date, we operated 15 production lines for sofas, 25
production lines for sofa covers and one production line for other furniture products. These
production facilities occupied a combined area of approximately 99,529 sq. m. with an annual
production capacity of approximately 892,000 pieces of sofas, 1,613,000 pieces of sofa covers
and 11,000 pieces of other furniture products as at the Latest Practicable Date. Each of our
production lines for sofas includes, among others, sewing machines, foam vertical cutting
machines, foam-filling machines and vacuum compressors. Each of our production lines for
sofa covers includes, among others, standard sewing machines, double-needle sewing
machines, electric clippers and CAD graph plotters. Our production line for other furniture
products includes, among others, synchronous sewing machines, multi-axial bench drills, tandem
slitters, 3-dimensional die-sinking machines/engraving machines, and triplex scanners.
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The following table sets out the designed production capacity, actual production volume

and utilisation rate for each of our product types during the Track Record Period:

For the year ended For the eight months
31 December ended 31 August
2013 2014 2015 2015 2016
number of  number of  number of  number of  number of
pieces pieces pieces pieces pieces
000 000 000 '000 000

(Note 3) (Note 3) (Note 3) (Note 3) (Note 3)

Sofas

— Designed production capacity (Note 1) 806 806 892 595 595
— Actual production volume 603 523 664 418 429
- Utilisation rate (Note 2) 74.8% 64.9% 74.4% 70.2% 72.0%
Sofa covers

— Designed production capacity (Note 1) 2,171 1,712 1,613 1,075 1,075
- Actual production volume 1,805 1,345 1,271 794 644
- Utilisation rate (Note 2) 82.9% 78.6% 78.8% 73.9% 59.9%
Other furniture products

— Designed production capacity (Note 1) 8 11 11 7 7
- Actual production volume 5 8 9 6 6
- Utilisation rate (Note 2) 66.1% 73.8% 81.1% 79.8% 81.0%
Notes:

1. Designed production capacity is calculated by multiplying the designed daily production capacity by

planned production days (28 days x number of months in the year/period) for the year/period.

2. Utilisation rate is calculated by dividing the actual production volume for the year/period by the
designed production capacity for the year/period.

3. The number of pieces set forth in this table is calculated based on the number of single-seater sofas and
sofa covers sold; for example, a set of three-seater sofa is counted as three pieces of sofa.

Our designed production capacity of sofas and sofa covers for the eight months ended 31
August 2016 remained the same as compared to that for the eight months ended 31 August
2015. Our designed production capacity of sofas for the year ended 31 December 2015
increased by approximately 10.7% as compared to that of the year ended 31 December 2014,
which was primarily due to the establishment of two new production lines of sofas in 2015. Our
designed production capacity of sofa covers for the year ended 31 December 2014 decreased
by approximately 21.4% as compared to that of the year ended 31 December 2013, which was
primarily due to the reduction of production lines of sofa covers in 2014. We further reduced
our production lines of sofa covers in 2015, which resulted in further decrease of our designed

production capacity of sofa covers.
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The utilisation rate of our production facilities for sofas decreased from approximately
74.8% for the year ended 31 December 2013 to approximately 64.9% for the year ended 31
December 2014, which was primarily due to the decrease of actual production volume of sofas
in 2014 as a result of shifting product mix towards higher margin products. The utilisation rate
of our production facilities for sofas increased from approximately 64.9% for the year ended
31 December 2014 to approximately 74.4% for the year ended 31 December 2015, which was
primarily due to the increase of actual production volume of sofas in 2015 as a result of
increased sales of sofas. The utilisation rate of our production facilities for sofas remained
relatively stable at approximately 72.0% for the eight months ended 31 August 2016 and
approximately 70.2% for the eight months ended 31 August 2015. The utilisation rate of our
production facilities for sofa covers decreased from approximately 82.9% for the year ended
31 December 2013 to approximately 78.6% for the year ended 31 December 2014, which was
primarily due to the reduction of actual production volume of sofa covers in 2014 because we
shifted our focus from manufacturing sofa covers to sofas. The utilisation rate of our
production facilities for sofa covers remained stable at approximately 78.6% for the year ended
31 December 2014 and approximately 78.8% for the year ended 31 December 2015. The
utilisation rate of our production facilities for sofa covers decreased from approximately 73.9%
for the eight months ended 31 August 2015 to approximately 59.9% for the eight months ended
31 August 2016, which was primarily due to adjustments of business strategies made by our
management to reduce orders of sofa covers in order to focus more on OBM of sofas. The
utilisation rate of our production facilities for other furniture products increased for each year
ended 31 December 2013, 2014 and 2015, which was primarily attributable to the increase of
our actual production volume of other furniture products as we established our direct sale
stores in Haining City in 2014 and in Jiaxing City in 2015 to expand sales of our products in
the PRC. The utilisation rate of our production facilities for other furniture products remained
stable at approximately 81.0% for the eight months ended 31 August 2016 and approximately
79.8% for the eight months ended 31 August 2015.

Repair and maintenance

We endeavour to repair and maintain our equipment or machinery on a regular basis. As
at the Latest Practicable Date, our maintenance team, which is under our general administrative
department, consisted of 13 employees, who are responsible for carrying out daily, weekly and
monthly inspections and routine daily cleaning and maintenance of our production equipment
depending on the operating frequency and cycle. Manufacturers of our equipment also provide
equipment maintenance services during warranty period. The average useful life of our
principal machinery and equipment is approximately five years. Our equipment will be
replaced when it is no longer functioning normally.

We did not experience any material or prolonged interruptions to our production process
due to equipment or machinery failure during the Track Record Period.

Production process

Each of the production of sofas, sofa covers and other furniture products is a customised
process that involves significant skills and craftsmanship.
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Production process for sofas

Our sofa production process is set out in the diagram below:

Purchasing of raw materials

No

Wooden frame
processing (normally three days)

Metal
Components

Incoming
inspection

Leather cover
Processing
(normally
three days

Foam
Processing (normally one day)

v

Filling and pre-assembling

Fabric cover
Processing (normally three days)

Assembling
(normally two days)

4

Work in
progress inventory
inspection

v

Assembling all parts

Work in
progress inventory
inspection

Packaging
(normally one day)

!

Storing
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Description of each of the key production steps of our sofas are set forth below:

Wooden frame processing

. Cutting — We purchase wood from local suppliers in the PRC. We will inspect the
type and quantity of the wood delivered against the order specifications. We will
measure and mark the wood before cutting it into various shapes using a table saw
or bandsaw.

. Carpentry and Assembling — The wood pieces are assembled into a wooden frame,
using carpentry tools and equipment such as nails, screws, springs and glue.

. Polishing and marking — The assembled wooden frame is then polished using a
sanding machine, after which the frame is marked with production and purchase
order numbers and stored accordingly.

Leather cover processing

. Cutting — Leather materials are mainly used for sofa upholstery. All the leather we
purchased is subject to general visual and manual inspections for defects spotting by
our quality control team. After the leather passes inspections and tests, it is marked
for cutting, which involves drawing of different sizes and shapes on the leather for
cutting to ensure that the desired size is marked as accurately as possible for optimal
use of the leather. This process can be done manually or by a marking machine. With
the marking machine, our workers are able to perform at a faster rate and more
accurately so as to optimise the use of every piece of leather thereby minimising the
waste of leather in our production process. Manual marking is required in cases
where the original leather has uneven shades caused during the leather dyeing
process. After the leather has been marked, it is then cut manually assisted by cutting
machines into the desired shapes and sizes.

. Sewing — After the leather has been cut into the required shapes and sizes, the
various pieces are then sewn together by our workers using industrial sewing
machines which are commonly used for sewing automative upholstery and produce
stronger seams with greater precision and speed compared to conventional sewing
machines.

Foam processing

. Cutting — Foam is mainly used as cushioning or padding in sofas. We purchased
foam mainly from local suppliers in the PRC. Upon arrival at our production
facilities, the foam is inspected visually by our quality control team to confirm that
they are of the correct specifications and quantity. After the inspection, we cut the
foam into desired shapes and sizes for the various parts of cushioning and padding
in sofas, using manually-operated machinery.
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. Gluing — After the cutting, the various pieces of foam are glued together according
to the designed shape of the sofa such as top layer, seat padding and sofa handrails.

Fabric cover processing

. Cutting — Similar to leather processing, the production of fabric covers components
which are mainly used for sofa upholstery begins with an inspection of the fabrics
that we purchase. All the fabrics purchased are subject to general visual and manual
inspections and certain other tests by our quality control team. Please refer to the
subsection headed “Quality Control Systems” under this section for details. The

fabric is then cut into the required shapes and sizes according to specifications.

. Sewing — After the fabric has been cut into the required shapes and sizes, the various

pieces are then sewn together using sewing machines.

Our quality control team conducts visual and manual inspection on all steps of the
work-in-progress to ensure the processes and the semi-finished products adhere to
specifications. Semi-finished products that passed inspection will be passed for assembly.

Please refer to subsection headed “Quality Control Systems” under this section for details.

Assembling

. Filling and pre-assembling — We have two different stations for assembling wooden
frame and foam filling. At the wooden frame station, we assemble the wood with
springs, elastic bands and cardboards to form the sofa frame. Afterwards, we fill the
cushions which are made of foam into the semi-finished sofas. After completion of
the two pre-assembling processes, we assemble the wooden frame and the foam
filling together.

. Assembling all parts — After the above pre-assembling procedures, we proceed with
general assembly including the wooden frame with accessories, the properly filled

seat cushion, the backrest, the hugging-holding accessories and the wooden frame.

We conduct work in progress inspection on our products to assess product safety,
structural integrity and conformity with design and colour specifications to ensure the products
meet the requirements of our customers as well as the standard as specified in our standard

manual.

If the final product passes work in progress inspection including inspection on size,
standard, sample, structure and function, the product will be sent for final inspection of any
defects before packaging. The final inspection is to check craftsmanship, notches, suture, seam,
stitches per inch, excessive thready, sewing accuracy of the products. If any defects are spotted,

the products will be sent back to the relevant station for reworking or reprocessing.
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Production process for sofa covers

Our production process for sofa cover products mainly involves the following stages:

> Purchasing of raw materials

Incoming inspection

Cutting
(normally one day)

Y

Work in
progress inventory
inspection

Sewing
(normally one day)

Work in
progress inventory
inspection

No

Final inspection

Packaging
(normally half a day)

l

Storing

Cutting

We purchase leather, PU leather and fabrics mainly from suppliers in the PRC for making
sofa covers. All the leather and fabric we purchased are subject to general visual and manual
inspections and certain other tests by our quality control team. After passing the inspections
and tests, the leather and fabric are marked for cutting which involves drawing different sizes
and shapes on the leather and fabric for cutting. After the leather and fabric are marked, they

are cut into the desired shapes and sizes for sewing by machines.
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Sewing

After the leather and fabric are cut into the required shapes and sizes, the various pieces
are then sewn together using sewing machines by our workers at the sewing stations. These
leather and fabric pieces will be sewn into various sofa cover products.

Our quality control team conducts incoming inspection, work in progress inventory
inspection and final inspection on the final sofa cover products. The final inspection includes
checks on craftsmanship, notches, seam, stitches per inch, excessive threads, and sewing
accuracy. If the sofa cover product passed quality inspection, it will be passed to packaging.
For details of the inspection process, please refer to the subsection headed “Quality Control
Systems” under this section.

Production process for other furniture products

Our production process for other furniture products mainly involves the following stages:

—> Purchasing of raw materials

Incoming inspection

Wood processing
(normally one day)

Work in
progress inventory
inspection

(normally one day)

i > Spraying 3 outsourced

Assembling

Work in
progress inventory
inspection

Final inspection

Packaging
(normally half a day)

I

Storing
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Wood processing

We purchase our wood from local suppliers in the PRC, which is inspected against the
order specifications. The wood is measured and marked before being cut into various shapes
using a table saw or bandsaw. The pieces are then assembled into a wooden frame using tools
and equipment such as nails, screws, springs and glue. Finally, the assembled wooden frame

is polished using a sanding machine, marked and stored accordingly.

Spraying and painting

After wood processing, processed wood and parts of the furniture are sent for colour
spraying and painting. We have outsourced the spraying and painting procedure for our
semi-finished products to an Independent Third Party since September 2015. The processing
agreement entered into between the Independent Third Party contains the processing fee and
work scope agreed by both parties.

The amount paid to the above Independent Third Party was approximately RMB97,000
for the year ended 31 December 2015. We normally pay within one month from the issuance
of invoice from such Independent Third Party. We have assigned a staff from our quality

control team to conduct sample site inspection.

Assembling

We produce the frame of the furniture by assembling the wood pieces by inserting spring

clasps, cap nuts and metal components inside the wood through nailing and gluing.

We conduct manual and visual inspections on the quality of the furniture products
including its structural integrity and conformity with our specifications. If the furniture
products passed the quality control, we will pass the products for packaging and delivery. For
details, please refer to the subsection headed “Quality Control Systems” under this section.

New production facility in Cambodia

To cope with our business expansion, in particular, we have considered the following
factors:

(i) according to the Euromonitor Report, the U.S. economy is growing steadily after the

recession and the macroeconomic environment in the U.S. is improving;

(ii) according to the Euromonitor Report, the retail upholstered sofa market in the U.S.
is expected to continuously increase from 2016 to 2020. The CAGR of retail sales
value of the upholstered sofa in the U.S. in the same period is estimated to be
approximately 4.8%;
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(iii) we plan to further expand our sales and marketing network by extending our reach
in the overseas furniture market as well as expanding and strengthening our network
in the PRC;

(iv) the utilisation rate of our production capacity of sofas, sofa covers and other
furniture products for the year ended 31 December 2015 were over 70%. In
particular, the utilisation rate reached over 90% in April, May, June, November and
December, the peak season of our production, during the Track Record Period. The
existing product capacity almost becomes saturate during the peak season. Please
refer to the subsection headed “Our Production Facilities and Processes — Production

facilities” under this section for further details; and

(v) the overall operating costs in Cambodia, including but not limited to, construction
costs and labour costs, are lower than those in China. In particular, the present
minimum wage in Cambodia is substantially lower than the present minimum wage

of workers in China.

Our estimated scale of operation in Cambodia

We have conducted a detailed feasibility study for our production facility in Cambodia,
pursuant to which we plan to design and construct a new production facility with an additional
annual sofa covers and sofas production capability of approximately 145,000 and 95,000
pieces, respectively. We are currently in the construction stage of the production facility and
expect to complete construction in December 2016 and begin commercial production in the
first half of 2017.
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Assuming (i) our Cambodia facility will operate at the same capacity utilisation rate as
our existing production facilities in the PRC for the year ended 31 December 2015; and (ii) the
products manufactured by our Cambodia facility will be sold at the same average selling price
as we sold in the year ended 31 December 2015, the following table illustrates the estimated
capacity, output and revenue of our Cambodia facility upon commencement of its operation:

Our
production Cambodia
facility in Cambodia As% of
the PRC facility total
Capacity (number of pieces ’000) (Note 2)
Sofa covers 1,613 145 8.2%
Sofas 892 95 9.6%
Output (number of pieces *000) (Note 2)
Sofa covers 1,271 114 8.2%
(Note 1)
Sofas 664 71 9.6%
(Note 1)
Revenue (RMB’000)
Sofa covers 226,482 16,294 6.7%
(Note 1)
Sofas 666,733 71,012 9.6%
(Note 1)
Notes:
1. The output of sofa covers and sofas of our Cambodia facility is calculated by multiplying the designed

production capacity by the utilisation rate of our existing production facilities in the PRC for the year
ended 31 December 2015. However, among the 114,000 pieces of sofa covers, 71,000 pieces of them
will be used for sofa production. As such, the estimated revenue of sofa covers and sofas as calculated
by applying the same average selling price as we sold in the year ended 31 December 2015 will be
approximately RMB16.3 million and RMB71.0 million respectively.

2. The number of pieces set forth in this table is calculated based on the number of single-seater sofas and
sofa covers sold; for example, a set of three-seater sofa is counted as three pieces of sofa.

After the completion of construction and installation of equipment and upon the
commencement of operation at our Cambodia factory, it is estimated that our non-current assets
would be approximately RMB46.7 million, which would represent over 88% of our total
non-current assets of approximately RMB52.5 million as at 31 August 2016, over 213% of our
total non-current assets as at 31 August 2016, excluding the construction in progress in respect
of the Cambodia operation, and over 79% of our estimated enlarged total non-current assets
upon completion of construction and installation of equipment.

Our feasibility study covered, among other things, production scale, estimation of
construction costs, financial impact and key sources of raw materials and energy. With respect
to the selection of the location of our new production facility, we have considered a number
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of factors, including, but not limited to, weather, likelihood of earthquake and other natural
disasters, quality of construction site, convenience of transportation, adequacy of water,
electricity and communication systems as well as the availability of other utilities. As at the
Latest Practicable Date, we had identified the exact location for our new production facility to
situate at Sihanoukville Special Economic Zone, Cambodia. We considered having our new
production facilities in Sihanoukville Special Economic Zone after taking into account the
facts that it has a relatively low labour cost and favourable government policies, such as
preferential tax incentives. Notwithstanding the above, we may face numerous potential risks
associated with our expansion plan in Cambodia, such as labour unrest and political unrest. For
details, please refer to the subsection headed “Risks Relating to Doing Business in Cambodia”

under the section headed “Risk Factors” in this prospectus.

Construction scale and cost

The construction of the new production facility commenced in 2013, which is expected
to be completed in December 2016. The expected annual production capacity of sofa covers
and sofas are approximately 145,000 pieces and 95,000 pieces, respectively. In connection with
this expansion plan, we intend to invest an aggregate of approximately RMB56.8 million,
which will be funded by the part of net proceeds of the Global Offering, our internal working

capital and bank borrowings.

The breakdown of the estimated cost is set out below:

Carrying
amount Estimated
as at investment
31 August additional
Expense category 2016 amount Total
(RMB’000) (RMB’000) (RMB’000)

Building construction 30,681 773 31,454
Machinery and equipment 2,309 5,500 7,809
Lease of land 7,585 - 7,585
Working capital and other expenses - 10,000 10,000
Total 40,575 16,273 56,848

The payback period, which refers to the period of time required to recover the initial set
up costs by its net profit (assuming the revenue will increase in line with the overall business
growth and there will be no material impact on the business and operating results of the new
production facility due to fluctuation in market demand, market inflations, increase in new
material costs and labour expenses throughout the operation periods) is expected to be

approximately 7.3 years after the completion of the construction.
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Construction timetable

We expect the construction stage will be completed in December 2016. The equipment
orders will be placed in first quarter of 2017 and the equipment will be delivered and installed
from first quarter of 2017 to second quarter of 2017. Meanwhile, we will provide trainings to
our staff in the new production facility, which will start in second quarter of 2017. Our new
production facility is expected to commence trial operation in first half of 2017 and become

fully operative in 2018.

We will from time to time re-evaluate our projected sales and capital expenditures based
on market demand for our sofa covers and sofas, the plan of the construction of our new
production facility and the technological developments that are relevant to our production
process. We intend to re-assess the construction implementation plan of the new production
facility at the time closer to the commencement of construction and may adjust the construction
schedule and the scale of our operations if needed.

Management and operation plan

The production facility in Cambodia will serve as a complementary production base to
our core production facility in the PRC. It will manufacture and deliver the products mainly by
following the instructions from our Production Planning Department, which include but not
limited to types, units and specifications of products to be produced, manufacturing schedule
and shipping schedule.

Management and control

Masia Industries will set up its own production, quality control, warehouse, finance and
administration departments to facilitate its operation in Cambodia. Our headquarters in
Haining, PRC will supervise and oversee the overall management of our operation in
Cambodia. For the first year of our operation in Cambodia, we will assign one general manager
and two deputy general managers from our PRC facility to stay in Cambodia to oversee the
purchase, production and daily operation of our Cambodia facility. These general managers
will be rotated each year in the following years to oversee our operation in Cambodia. In
addition, periodical on-site inspections will be conducted by our senior management each year.

In order to enhance communication between the management of our Group and our
Cambodia operation and, hence, better monitoring and oversee our Group’s investment in
Cambodia, our Company has engaged Ms. Huang Huanhua (“Ms. Huang”), who is proficient
in Khmer, the official language in Cambodia, as our Group’s regional manager in Cambodia
with effect from the commencement date of our Cambodia operation. She will report directly
to the management of our Group on a weekly basis. Ms. Huang graduated from the Guangxi
University for Nationalities with a bachelor’s degree in Khmer language, and is proficient in
both Khmer and Chinese. She has worked in Cambodia for over eight years and has experience
in office administration and human resources matters. She also has knowledge about
Cambodian governmental policies.
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Besides, all important documents relating to our Group’s operation in Cambodia that are
originally written in Khmer will be translated into Chinese and/or English to increase
management transparency. In addition, our Company will engage a competent consultancy firm
to conduct annual review of the political, social, investment and macro-economic risks in
Cambodia after Listing and incorporate the review report in our Company’s annual reports.

Sales, purchase and intra-group transactions

Masia Industries will purchase a majority of raw materials directly from local suppliers
in Cambodia and make payment itself. Masia Industries will purchase certain raw materials,
such as fabric and foams from our PRC subsidiaries. Our PRC subsidiaries will follow the
existing transfer pricing arrangement adopted by our Group for these raw materials sales to
Masia Industries. For details of transfer pricing arrangement of our Group, please refer to the
subsection headed “Marketing — Transfer pricing” under this section. Further, Masia Industries
will sell its finished products to Mstar International Trading (HK) for export to our customers.
Mstar International Trading (HK) will make payment to Masia Industries for the products
purchased from Masia Industries. The fund flows will be consistent with the flows of the above
intra-group transactions. For the estimated scale of our business and assets in Cambodia, please
refer to the subsection headed “Our Production Facilities and Processes — Our estimated scale
of operation in Cambodia” under this section above for further details. Masia Industries will
adopt strict internal control policies to protect our operation, assets and fund in Cambodia.
Please refer to the subsection headed “Internal Control” under this section below for further
details. As advised by our Cambodian Legal Advisers, under the Law on Amendments to the
Law on Investment of Cambodia, foreign investors are guaranteed with the non-discriminatory
treatment (except to ownership of land), in particular, they are guaranteed against
nationalisation policy of the Cambodian Government which could adversely affect their private
properties in Cambodia. The law also prohibits the Cambodian Government from fixing the
price of products of Qualified Investment Project (QIP) investment activities. Masia Industries,
being an investment company registered with the Council for the Development of Cambodia
and the Ministry of Commerce and granted a final registration certificate for its QIP investment
activities, is eligible for the above protection under the law of Cambodia.

We intend to have transfer pricing arrangements for our operation in Cambodia.
Cambodia does not have specific transfer pricing legislations in place. Nonetheless, the
Cambodian General Department of Taxation would generally apply the OECD Transfer Pricing
Guidelines in assessing related party transactions. As at the Latest Practicable Date, we had not
determined the details of our transfer pricing arrangement for operation in Cambodia. We will
comply with the OECD Transfer Pricing Guidelines and consult our tax consultant before our
implementation of transfer pricing arrangement in Cambodia.

Legal compliance

Masia Industries has engaged our Cambodian Legal Advisers as our legal advisers in
Cambodia for handling legal issues of operation and filings of related documents to the
government authorities after Listing to ensure its compliance with laws and regulations of
Cambodia.
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Notwithstanding that the Securities and Exchange Commission of Cambodia has not
signed any regulatory cooperation agreement or memorandum of understanding with the SFC,
and that it is not a member of the International Organization of Securities Commissions
(IOSCO) or a signatory to the IOSCO Multi-lateral Memorandum of Understanding, our
Company and our Directors, being regulated by the SFO and other applicable laws and
regulations in Hong Kong upon Listing, shall be obliged to provide the SFC with all
information relating to Masia Industries and our Company’s investment in Cambodia that is
necessary for its investigation of our Company’s affairs as requested by law.

Labour training and quality control

In the early stage of commencement of operation in Cambodia, our Group plans to send
several experienced personnel to Cambodia in order to train local labours and manage the
operation in Cambodia. This arrangement is expected to increase certain operating and
administrative expenses in the short run.

In terms of quality control, our Group plans to apply the current quality control policy
adopted in our production facility in the PRC to the new production facility in Cambodia. In
order to ensure the implementation of our quality control procedures in Cambodia, we will send
relevant experienced personnel to monitor the adoption and implementation of quality control

procedures.
Foreign currency

In Cambodia, the currency used to pay for tax, utilities and official fees to departments
of the government are KHR. However, most of other operating expense in Cambodia is paid
in US$. The potential currency risk is immaterial since the major sales and purchase and
operating costs of Masia Industries is expected to be denominated in US$, which are the same
as the functional currency of Masia Industries.

Finance and audit

Masia Industries will employ local accounting and finance staff in Cambodia for the
preparation of its books and records. The books and records will be kept at the office of Masia
Industries. Furthermore, Masia Industries will report its financials to our Company on a
monthly basis. These financial and corporate records will also be uploaded synchronously to
an online database established by our Company. Access rights to such books and records will
only be granted to the accounting staff members who are responsible for the financial reporting
of Masia Industries, our Group’s Chief Financial Officer and other relevant staff. Thus, the
management of our Group will be able to have full and timely access to such books and records
for inspection at any time. Our Company will engage auditors who have affiliate in Cambodia
to perform the audit on Masia Industries for reporting its results to our Company’s auditors.
Therefore, we will be able to access the books and records of Masia Industries in order to
discharge our management or regulatory responsibilities and to provide relevant information
and documents timely in the event of any regulatory enquiry or investigation.

- 159 -



BUSINESS

Internal control

Masia Industries will adopt the same internal control policies and procedures currently
adopted by our Group. ERP system will be installed for better monitoring and to facilitate its
daily operation. Employees will be assigned with different level of authorities based on their
respective roles and positions and have different access rights to internal documents. In
addition, Masia Industries will have strict policies and procedures in place to control its fund
transfers and monetary transactions. For instance, for fund transfers or other monetary
transactions with amount over HK$100,000, authorisation and approval shall be obtained from
our Group’s finance department. For fund transfers or other monetary transactions with amount
over HK$250,000, authorisation and approval shall be obtained from our executive Directors.
Relevant underlying documents such as invoices, purchase orders and original contracts are
required to be submitted to the headquarters for approval and record.

With respect to the high corruption risk associated with our Group’s investment in
Cambodia, our Company is in the process of formulating and implementing the integrity
compliance policies with reference to the Summary of World Bank Group Integrity Compliance
Guidelines issued by the World Bank, which will incorporate standards, principles and
components commonly recognised by many institutions and entities as good governance and
anti-fraud and anti-corruption practices and in compliance with Cambodian Anti-Corruption
Law. Our Directors believe that such integrity compliance policies can be in place before
commencement of operation of our Group’s Cambodia facility. Some of the major measures are
as follows:

(i) To vet employees with any decision-making authority or in a position to influence
business results, including management and the board members, to determine if they
have engaged in misconduct relating to fraud, corruption, collusion or coercive
practices in Cambodia.

(i1)) To impose restrictions on the employment of, or other remunerative arrangements
with, public officials, and with entities and persons associated or related to them,
after their resignation or retirement, where such activities or employment relate
directly to the functions held or supervised by those public officials during their
tenure or those functions over which they were or continue to be able to exercise
material influence.

(iii) To establish controls and procedures covering gifts, hospitality, entertainment,
travel or other expenses to ensure that they are reasonable, do not improperly affect
the outcome of a business transaction, or otherwise result in an improper advantage.

(iv) Appropriate records must be maintained regarding all payment made to and by
Masia Industries and any of its employees in the ordinary course of business.

(v) To conduct properly documented, risk-based due diligence (including to identify any
beneficial owners or other beneficiaries not on record) before entering into a
relationship with a business partner, and on an ongoing basis, and to avoid dealing
with contractors, suppliers and other business partners known or reasonably
suspected to be engaging in any misconduct relating to fraud, corruption, collusion
or coercive practices.
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(vi) To ensure that any payment made to any business partner represents an appropriate
and justifiable remuneration for legitimate services performed or goods provided by
such business partner and that it is paid through bona fide channels.

(vii) To monitor the execution of all contracts to which the members of our Group is a
party in order to ensure, as far as is reasonable, that there is no misconduct relating
to fraud, corruption, collusion or coercive practices in their execution.

(vili) To communicate to all personnel of Masia Industries that they have a duty to report
promptly any concerns they may have concerning Masia Industries’ integrity
compliance policies, whether relating to their own actions or the acts of others. In
particular, to provide channels for communication (including confidential channels)
by, and protection of, persons not willing to violate the policies under instruction or
pressure from hierarchical superiors, as well as for persons willing to report
breaches of the policies occurring within our Group.

(ix) Where any misconduct relating to fraud, corruption, collusion or coercive practices
are identified, to take reasonable steps to respond with appropriate corrective action
and to prevent further or similar misconduct and other violations of the policies,

including but not limited to reporting to the relevant authorities in Cambodia.

Ms. Huang will also be appointed as the integrity compliance officer of Masia Industries
with effect from the commencement date of our Company’s operation in Cambodia. She will
report directly to the management of our Group regarding the compliance of our Company’s
integrity compliance policies. The findings, if any, will also be disclosed in our Company’s
interim reports and annual reports to be published for Shareholders’ information after Listing.
For further details of Ms. Huang’s biography, please refer to the subsection headed “New
production facility in Cambodia — Management and operation plan — Management and control”
under this section. We will continue to look for suitable candidates to join our Company for
overseeing compliance matters. In the event that we are able to find such a more suitable
person to oversee and monitor our compliance of the integrity compliance policies during their
initial implementation and subsequent operation and maintenance, we will replace or
supplement Ms. Huang with such person to ensure the operational effectiveness and continuous
improvement of the policies.

Contingency plan of the Cambodia production line

To mitigate the impact on our Group’s financial performance and operations in the
unlikely event of a material disruption of our Company’s operations in its Cambodia facility,
such as the expropriation of the production facilities and assets, our Company has formulated
a contingency plan pursuant to which the production lines in Cambodia will be relocated to the
PRC. We have entered into a legally binding memorandum of understanding (the “MOU”) with
Morris PRC, pursuant to which we have the right, but not the obligation, to, with reference to
our production needs, determine the time of entering into a formal lease agreement with Morris
PRC, and request Morris PRC to deliver vacant possession of a parcel of land with an aggregate
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gross floor area of not less than 9,543 sq.m. (the “Backup Plant”) located at No. 120,
Longxing Road, Haining City, Zhejiang Province, the PRC (" B #7 V1% i 5 17 PR HLE% 120 9%)
to us within two weeks after we give written notice to Morris PRC requesting for the delivery

of vacant possession of the Backup Plant.

The area of the Backup Plant is determined by us with reference to our production needs.
The Backup Plant must have obtained all the required certificates and complied with all
relevant standards and safety regulations. In the event that we are being forced to relocate from
our factory in Cambodia, we can exercise our right under the MOU so that we can relocate our
operation in Cambodia to the Backup Plant.

We estimate the costs to relocate our operation in Cambodia to the Backup Plant to be
approximately RMB6.0 million, including, amongst others, the costs for purchase and
installation of new equipment, logistic expenses and capital expenditure for refurbishing the
Backup Plant.

Overview of the Backup Plant

The Backup Plant is located at No. 120, Longxing Road, Haining City, Zhejiang Province,
PRC (HEIW{LE SRS 1209%). The area where the Backup Plant is located has an
aggregate gross floor area of approximately 40,226 sq.m. for industrial use. As at the Latest
Practicable Date, although certain part of the area where the Backup Plant is located was leased
to our Group as production plants and office (details of which are set out in the subsection
headed “Properties” under this section), 12,660 sq.m. was still not occupied. Pursuant to the
MOU, Morris PRC shall not lease the Backup Plant to other party without our prior written

consent.

As advised by our PRC Legal Advisers, Morris PRC owns the legal title of the Backup
Plant and is entitled to lease the Backup Plant to us, and the MOU is valid, enforceable and
legally-binding. On the basis that the total aggregate gross floor area of the Backup Plant is
approximately 9,543 sq.m., our Directors consider that the Backup Plant has sufficient space

to accommodate our major operation in Cambodia.

If for any reason Morris PRC cannot lease the Backup Plant to us pursuant to the MOU,
Morris PRC is, under the MOU, obliged to search for appropriate plant for us in approximate
location. Such plant must have obtained all the required certificates and complied with all
relevant standards and safety regulations, and the scale and usage of it must be similar to that
of the Backup Plant.

To the best knowledge of our Directors, after due enquiries with property agencies, there
are other alternative production facilities (other than the Backup Plant) for long term lease of
comparable size and rent for similar usage within close vicinity of the Backup Plant.
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Relocation arrangement

In the event that we are forced to relocate from Cambodia, we will request Morris PRC
to immediately enter into a formal lease agreement with us for the Backup Plant pursuant to
the MOU. Before Morris PRC provides vacant possession at the Backup Plant, we will arrange
for the transportation of the production equipment and fixture (if any) as well as raw materials
and work-in progress in a manner that can be relocated efficiently, and we shall also liaise with
logistic companies to provide necessary support for our relocation. Meanwhile, we will source
from third party suppliers for the provision of new production equipment and machineries. The
relocation of our entire operation in Cambodia to the Backup Plant is expected to take two
weeks, and it shall take an additional two weeks for installation and testing for our production
lines and site refurbishment. We expect our production operations will be fully resumed in four

weeks from the date we commence the actual physical relocation.

For illustrative purposes, in case we are forced to cease our operation in Cambodia and
assuming the Cambodia facility is utilised at the same utilisation rates of our Group in 2015
at the time of such occurrence, the maximum loss of production time will be four weeks, which
will be the aggregate of (i) two weeks for our Group to provide written notice to Morris PRC
to request for delivery of vacant possession of the Backup Plant and to complete the actual
physical relocation; and (ii) two weeks for the installation and setup of the production lines and
site refurbishment after the actual physical relocation. As such, we estimate that the maximum
loss of production volume will be approximately 70,680 pieces of sofas and 114,260 pieces of
sofa covers.

Based on the average selling prices of our sofas and sofa covers for the year ended 31
December 2015, the loss of production volume at 70,680 pieces of sofas and 114,260 pieces
of sofa covers will mean a loss of revenue of approximately RMB8.9 million. However, our
Directors consider that the actual loss of revenue will be much less than RMB8.9 million
because: (i) our production capacity in the PRC has not been fully utilised and we are able to
increase our utilisation rate of our production facilities in the PRC before the cessation of our
operation in Cambodia to further reduce our loss of production volume; and (ii) we will
outsource part of our production orders, if necessary, to third parties for processing to avoid
non-delivery of products. For the maximum production capacity and utilisation rate of our
production facilities in the PRC during the Track Record Period, please refer to the subsection
headed “Our Production Facilities and Processes — Production facilities” under this section. In
addition, we may incur losses due to possible claims from our customers as a result of delays
or failures in delivering our products.
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Views of our Directors

With the MOU, we are able to relocate our entire operation in Cambodia to the Backup
Plant. Taking into consideration that:

()

(ii)

(iii)

our Company will take out risk insurance policies to mitigate the losses that we may
suffer as a result of any potential loss from our investment in Cambodia, details of
which are set out in the subsection headed “Insurance” under this section, such that
any loss in turnover and any expense which may be incurred from the relocation due
to material adverse change in political, legal and business environment in Cambodia
will be covered by such insurance, and in the worst scenario where such insurance
policy is not adequate to cover the losses suffered by us, our Controlling
Shareholders have undertaken to indemnify and keep each of our Group members
indemnified against all losses, fines or expenditures incurred as a result thereof;

our Group’s ability to receive purchase orders from customers would not be affected
as all of our customers place purchase orders directly to Mstar International Trading
(HK); and

our Group’s production capacity in the PRC will be utilised insofar as practicable to
cope with the impaired production capacity of the Cambodia facility during the
relocation period and we will outsource part of our orders to third parties, if
necessary,

our Directors believe that our Group’s operation and turnover will not be materially affected
by the relocation.

RAW MATERIALS AND SUPPLIERS

Raw materials

Our raw materials used for the manufacturing of sofas and sofa covers mainly include

leather, PU leather, fabric, wood, foam, metal components and other components. We mainly

use wood in the manufacturing of other furniture products. During the Track Record Period, we

procured a majority of our raw materials from third-party suppliers that are based in the PRC

and a small quantity of raw materials, being wet blue leather from Brazil. As advised by our

PRC Legal Advisers, our purchase of wet blue leather from Brazil complies with all applicable

laws and regulations in the PRC.
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We maintain a centralised purchasing system in the procurement of major raw materials,

which enhances our bargaining power to negotiate for better prices.

Production planning department
submits raw materials
purchase plan

h 4

Y

Purchasing department places
purchase order for raw materials

Y

For purchasing
department manager and
senior management

to approve

Yes

Y

No Suppliers to
confirm order

Delivery of raw
materials by suppliers

Quality
inspection

Yes

Delivery to
production department

We did not conduct any hedging activities with respect to the price fluctuation in the raw
materials during the Track Record Period. In order to minimise our exposure from fluctuations
in raw material prices, we prepare fee quotations to our customers taking into account factors
such as: (i) cost of raw materials consumed and labour cost; (ii) exchange rates; and (iii) market
price. During the Track Record Period, we did not experience any shortage of raw materials or
quality issues with our raw materials that materially affected our operation. For the sensitivity
analysis of the impact of hypothetical changes in the costs of raw materials and direct labour
on our profit before tax and profit for the year during the Track Record Period, please refer to
the subsection headed “Principal Statement of Profit or Loss Components” under the section

headed “Financial Information” in this prospectus.
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For the years ended 31 December 2013, 2014, 2015 and the eight months ended 31 August
2016, the cost of raw materials amounted to approximately RMB598.0 million, RMB471.6
million, RMBS552.1 million and RMB309.9 million, respectively, representing approximately
75.9%, 72.3%, 78.1% and 74.9% of our cost of sales, respectively.

Suppliers

Except for the suppliers of wet blue leather located in Brazil, all of our suppliers are
located in the PRC. The payments made to our PRC suppliers are primarily in Renminbi by
bank transfer or bank acceptance bills, whereas to our Brazil suppliers in U.S. dollars by letter
of credit. Our suppliers generally offer us a credit term of 30 to 180 days from the time when
the goods are received from them. During the Track Record Period, we did not encounter any
major difficulty in the procurement of raw materials from our suppliers.

Our Group has stringent procedures as to the selection of suppliers. During the Track
Record Period, we maintained a list of approved suppliers that were generally located in the
PRC and Brazil. They are selected based on pricing, quality, reputation, product compliance
with safety and/or environmental standards, punctuality of delivery, production capability and
services provided. The list of approved suppliers will be subject to annual review. The new
supplier selection process for raw material mainly involves the following stages:

New suppliers selection process

Provide raw materials prototype
to potential supplier

A

Pilot production by potential
supplier

nqualify
Incoming inspection

Qualify

Eliminated

Onsite inspection
at potential supplier’s
premises

A

Unqualify R
Whether can Improved by potential
be improved supplier
Qualify
Eliminated
A

Update the approved supplier list
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In order to reduce our dependence on any single supplier, we generally maintain more

than one supplier for our major raw materials.

For the years ended 31 December 2013, 2014, 2015 and the eight months ended 31 August
2016, purchases from our single largest supplier accounted for approximately 19.2%, 11.0%,
8.7% and 25.7% of our total purchases, respectively and purchases from our five largest
suppliers together accounted for approximately 33.1%, 28.8%, 29.4% and 56.9% of our total
purchases, respectively. Our five largest suppliers during the Track Record Period were mainly
suppliers of leather, PU leather, fabric, foam, electrical components and metal components.

The following table sets out our top five suppliers during the Track Record Period:

For the year ended 31 December 2013

RMB’000 %
Supplier A 124,303 19.2
Supplier B 26,315 4.1
Supplier C 23,960 3.7
Supplier D 19,670 3.1
Supplier E 19,027 3.0
Five largest suppliers in aggregate 213,275 33.1
Other suppliers 431,390 66.9
Total purchases 644,665 100.0
For the year ended 31 December 2014

RMB’000 %
Supplier A 55,904 11.0
Supplier C 35,331 6.9
Supplier D 23,227 4.6
Supplier F 17,449 3.4
Supplier G 14,730 2.9
Five largest suppliers in aggregate 146,641 28.8
Other suppliers 362,392 71.2
Total purchases 509,033 100.0
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For the year ended 31 December 2015

RMB’000 %
Supplier H 48,604 8.7
Supplier C 34,798 6.3
Supplier A 30,078 54
Supplier D 25,278 4.6
Supplier I 24,193 4.4
Five largest suppliers in aggregate 162,951 29.4
Other suppliers 391,506 70.6
Total purchases 554,457 100.0
For the eight months ended 31 August 2016

RMB’000 %
Supplier J 105,815 25.7
Morris PRC 55,379 13.4
Supplier C 38,943 9.5
Supplier D 19,055 4.6
Supplier K 15,228 3.7
Five largest suppliers in aggregate 234,420 56.9
Other suppliers 177,401 43.1
Total purchases 411,821 100.0
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Set out below is the background information of our five largest suppliers during the Track

Record Period:

Supplier
Supplier A

Supplier B

Supplier C

Supplier D

Supplier E

Supplier F

Supplier G

Supplier H

Major
materials
supplied

Wet blue
leather

Fabric

Metal
components

PU leather

Metal

components

Foam

Fabric

Wet blue
leather

Background and
principal business
nature

Private company whose
business scope
includes production of
wet blue leather and
other leather products

Private company whose
business scope
includes the production
of textile fabrics, sofa
fabrics, PU leather and
other fabric products

Private company whose
business scope
includes sales and
processing of bicycle
parts, motorcycle parts,
ventilation parts and
hardware

Private company whose
business scope
includes the wholesale
and retailing of leather
and textiles

Private company whose
business scope
includes the production
of metal frames for
sofas

Private company whose
business scope
includes the production
and processing of soft
polyurethane foam

Private company whose
business scope
includes the processing
of finished special
textile and the
production of leather
products

A company whose
business scope
includes the production
of wet blue leather and
other leather products
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Location

Brazil

PRC

PRC

PRC

PRC

PRC

PRC

Brazil

Length of
business
relationship
with our
Group as at
31 August
2016

4 years

5 years

10 years

4 years

9 years

4 years

2 years

2 years

Credit period
90 days

90 days

90 days

90 days

90 days

90 days

90 days

90 days
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Supplier
Supplier I

Morris PRC

Supplier J

Supplier K

Major
materials
supplied

Wet blue
leather

Leather

Leather

Electrical
components

Background and
principal business
nature

Private company whose
business scope
includes import and
export of leather and
its derivate products

Private company whose
business scope
includes research and
development, design
and sales of furniture,
clothes, leather,
knitwear, accessories,
and wholesaling, retail,
and trading (Note)

Private company whose
business scope
includes the
manufacture and sales
of pigskin, cowhide,
sheepskin and related
products, leather
chemicals, leather
manufacturing
equipments and auto
spare parts

Private company whose
business scope
includes manufacture
and sales of electrical
components and import
and export of various
products and
technologies

Location

Brazil

PRC

PRC

PRC

Length of
business
relationship
with our
Group as at
31 August
2016

4 years

N/A

| year

2 years

Credit period
90 days

90 days

60 days

60 days

Note: After the completion of Business Transfer, Morris PRC is no longer engaged in furniture-related business.

Except for Morris PRC, all of our five largest suppliers during the Track Record Period

are Independent Third Parties. To the best knowledge of our Directors, other than Mr. Zou, who

owns 85% of Morris PRC, none of our Directors, their respective close associates nor any

Shareholder who, to the knowledge of our Directors, owns more than 5% of our issued shares

had any interest in any of our five largest suppliers during the Track Record Period.

During the eight months ended 31 August 2016, we purchased approximately RMB48.2

million of processed leather and approximately RMB7.2 million of sofas from Morris PRC.

These sofas owned by Morris PRC were in transit to the port of export as at 31 December 2015

and subsequently sold to Mstar International Trading (HK) in January 2016 for export to

customers. These batches of leather of approximately RMB48.2 million were processed by an
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independent leather tannery company engaged by Morris PRC from inventories that were
deemed distributed to Mr. Zou and Ms. Wu from Morris PRC on 31 December 2015. We
purchased these batches of leather from Morris PRC after they were deemed distributed to Mr.
Zou and Ms. Wu mainly because (i) such leather were processed in accordance with the
specifications requested by our customers, therefore it could only be used in the production of
specific products ordered by our customers or would otherwise go to waste; and (ii) on 31
December 2015, such leather was under processing from wet blue leather for the use of
production of sofa covers and sofas. Therefore, it was unable for Morris PRC to sell the same
to us at that time. In addition, such leather cannot be directly assigned to us unless approved
by the PRC Customs. The purchase price and the terms of the orders with Morris PRC have
been determined after arm’s length negotiation between the parties with reference to the prices
quoted from third party suppliers for the purchase of leather of comparable type and were no
less favourable than the prevailing market price. Our Directors are of the view that the terms
of the orders are on normal commercial terms and are fair and reasonable. We have ceased to
purchase leather from Morris PRC since June 2016 and will not recur thereafter. Our PRC
Legal Advisers have also confirmed that the aforesaid purchase of leather from Morris PRC
complies with all the PRC laws and regulations, including the law and regulations related to
customs. Morris PRC recorded gross profit of approximately RMB5.4 million for such sales of
processed leather and sofas to our Group.

Inventory control and management

We actively monitor our inventories, which include raw materials, work in progress and
finished products. We have undertaken several measures to maintain appropriate levels of
inventory. Since 1 January 2016, we have used our ERP system to assist us in planning and
managing our inventory control, which produces real time information of inventories, and
provides our management team with clear visibility on the inventory data. Our logistics
division closely monitors our inventories, including inventory levels, age and turnover rate. We
also conduct stock takes of our inventories on a monthly, semi-annual and annual basis, which
are coordinated by our production department and finance department.

For leather and fabric, we generally place purchase orders after receipt of confirmed
purchase orders from our customers due to the relatively long procurement cycle. For wood,
foam and certain metal components, we place purchase orders around one week before the
scheduled date of production. We also store inventory of certain metal components such as
screws and nuts, at levels that we consider sufficient for about one month of production.

As at 31 December 2013, 2014 and 2015 and 31 August 2016, our inventory balances
were approximately RMB216.3 million, RMB258.5 million, RMB200.8 million and
RMB302.0 million, respectively, and our average inventory turnover days were approximately
89.2 days, 132.9 days, 118.6 days and 145.9 days, respectively for the years ended 31
December 2013, 2014 and 2015 and the eight months ended 31 August 2016. Please refer to
the subsection headed “Net Current Assets — Inventory analysis” under the section headed
“Financial Information” in this prospectus for further information.

We make provisions in accordance with our accounting policy. For the years ended 31
December 2013, 2014 and 2015 and the eight months ended 31 August 2016, we made
provision for obsolete and slow-moving inventories of approximately RMB3.7 million,
RMB2.5 million, RMB2.7 million and RMBO0.6 million, respectively.
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SALES

We sell our products directly through our sales department and collaborate with our

consultancy firm and agent in the U.S. to assist us in selling and marketing our sofas in the

U.S..

SALES PROCEDURES

The flow chart below sets forth our major sales procedures:

Customer Sales Department

1. Choose product design

2. Provide quotation =

4. Initiate and confirm
purchase orders

v

3. Place purchase orders 5. Process purchase orders X X
»> Import and Export »| Production Planning
Department < Department
7. Arrange Delivery 6. Notify that production have been
completed

Set out below is the description of each major step of sales procedures:

Provide quotation and receive purchase orders

Our sales department liaises with customers regarding product design and pricing.
Our production planning department is responsible for producing samples and preparing
production cost estimates. Our sales department provides the customers with quotation
corresponding to a specific model. Our customers may negotiate the price with us and a
final quotation will be sent to the customers upon approval by the manager of our sales
department. After the price of the product is confirmed, our customer will place a formal

purchase order with our import and export department.

Initiate and confirm purchase orders

Our import and export department communicates with our sales department to
confirm the details of purchase order to ensure that the pricing, model number, material
and other particulars are accurate. Our import and export department will then pass the
purchase order to the production planning department to schedule for production.

Process purchase orders

Our production planning department will (i) process purchase orders, and (ii) inform
our import and export department that the purchase orders are in order. Our production
planning department will then plan the production schedule with reference to the purchase
orders received and proceeds with production.
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Arrange for delivery and settlement

After production is completed, our production planning department will notify our
import and export department which will in turn arrange for delivery of the finished
products to our customers. Our import and export department has to (i) ensure that the
finished goods are delivered to our customers as scheduled by following up closely with
the shipping agencies, (ii) provide our customers with documents required for customs
clearance, (iii) send invoices to our customers for export insurance purposes, and (iv)
follow up with our customers regarding the settlement of the invoices.

Our consultancy firm and agent in the U.S.

Mstar International Trading (HK) entered into a consultancy service agreement and
a brand promotion service agreement with an agent and a consultancy firm in the U.S.,
respectively, on 1 August 2014. Such agreements were entered into by Mstar International
Trading (HK), and were replaced with substantially similar agreements entered into by
our Company on 1 January 2016. The consultancy firm is wholly owned by the agent.
Both the consultancy firm and the agent are Independent Third Parties. We entered into
agreements with them separately due to different service scope.

The major terms of the consultancy service agreement are as follows:

Purpose Our consultancy firm will assist our Group in the sales of our
products in the U.S..

Scope of service . Prepare market landscape analysis by collecting data of the
U.S. furniture market and investigate consumer needs in the

U.S,;
. Monitor the market competition environment and provide

strategic sales suggestions;

. Recommend appropriate sales and marketing strategies for
the sales of our products in the U.S.; and

. Provide other consultancy services that are related to sale of
our products in the U.S..

Term of the Five years with no renewal provision.
service
Payment terms Our Group shall pay consultancy fees and related expenses when
incurred.

Service fees are determined based on, among other things, the actual sales and marketing
fees and expenses incurred and the performance of service as appraised by our Group.
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The major terms of the brand promotion service agreement entered into between our
Group and our agent in the U.S. are as follows:

Purpose Our agent will assist us in (i) establishing a good image for our
Group and our sofas in the U.S.; and (ii) creating and enhancing
our brand value and recognition, so as to improve the sales of
our products in the U.S..

Scope of service . Prepare the brand’s annual promotion plan and brand
marketing;
. Implement brand promotion plan, quarterly key promotion

project and quarterly communication strategies;

. Research on target consumer lifestyle habits and update
the competitive landscape in the U.S. furniture market, so
as to formulate a detailed implementation plan for media
strategy;

. Prepare research materials and meeting papers; and

. Provide after-sales services for our products sold in the

U.S..
Term of the service Five years with no renewal provision.
Payment terms Our Group shall pay brand promotion fees, third party fees and

other expenses when incurred.

Such fees are determined based on, among other things, the actual fees and expenses
incurred in relation to the brand promotion and the performance of service as appraised by our
Group.

MARKETING

We believe that brand awareness and recognition of our brands are critical to our success.
We conduct our marketing activities through a variety of channels, including participation in
trade exhibitions, media marketing campaigns, and through our sales and marketing staff. In
addition, our consultancy firm and agent in the U.S. assist us in brand building, and sales and
marketing.

Trade exhibitions

We regularly participate in High Point Market trade exhibitions to promote our sofas and
to explore new customers. Participation in trade exhibitions is our primary mode of marketing
to our existing and potential overseas customers. Since 2010, we have been a regular
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participant at the trade exhibitions in the High Point Market in North Carolina, the U.S. which
is held every April and October. Based on publicly available information, the High Point
Market attracts more than 75,000 international visitors every six months. Such trade
exhibitions generally attract a large number of international sourcing companies, furniture
importers and retailers and allow us to market our products on a global scale to potential
customers. We maintain regular presence at the High Point Market to help us to build up

relationships with retailers who are regular visitors to these exhibitions.

Media marketing campaigns

In order to increase our brand awareness in the U.S., we advertise regularly in Furniture/
Today, a business newspaper about the U.S. furniture industry that provides news and research
to furniture and bedding retail stores, mass merchants, distributors, executives and suppliers.

Sales and marketing staff

As at the Latest Practicable Date, our sales department consisted of more than 20 staff
who are dedicated to sales and marketing of our products. They also collaborate with our
consultancy firm and agent in the U.S. to assist us in selling and marketing our sofas in the
U.S.. Our sales department staff hold regular meetings with customers to secure purchase
orders for our products, keep our customers informed of our product offerings and obtain
feedbacks from our customers. These regular meetings also enable us to increase our
understanding of our customers’ needs and market changes.

Transfer pricing

For the three years ended 31 December 2015, Haining Gelin Furniture, Haining Morris
Home Gallery, Haining Morris International and Zhejiang Apollo Leather Products
(collectively, the “Morris Factory”) manufactured sofa covers and sofas and sold them to the
furniture division of Morris PRC for onward sales to overseas customers and subsequently via
Mstar International Trading (HK) since it was incorporated on 14 January 2014. On the other
hand, after the completion of Business Transfer on 31 December 2015, the Morris Factory
manufactured sofa covers and sofas and sold them to Mstar International Trading (HK) for
onward sales to overseas customers.

In accordance with the transfer pricing analysis prepared by the Group’s tax consultant on
transfer pricing matters, the Morris Factory can be characterised as contract manufacturers
bearing limited risks during the Track Record Period and up to the Latest Practicable Date. The
transactional net margin method and the mark-up on total costs (“MTC”) were selected as the
most appropriate transfer pricing method and profit level indicator respectively for the
manufacturing transactions of Morris Factory. Based on the benchmarking analysis performed,
the margins of Morris Factory fell within/above the 2012 — 2014 weighted-average
interquartile range of MTC earned by comparable independent manufacturers during the Track
Record Period. On the other hand, Mstar International Trading (HK) maintained a reasonable
return for its buy-sell activities during the Track Record Period. The transfer pricing
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arrangement was in compliance with the arm’s length principle from a Chinese and Hong Kong
transfer pricing perspective. Furthermore, our Group’s compliance work in relation to transfer
pricing is being handled by our tax consultant. Based on the above, our Group’s tax consultant
is of the view that the transfer pricing arrangement of the Group has been in compliance with
the relevant transfer pricing laws and regulations. The relevant analysis was conducted based
on the OECD Transfer Pricing Guidelines, as well as the prevailing China transfer pricing
regulations (i.e. Guoshuifa 2009 No. 2, or Circular 2) and Hong Kong transfer pricing
regulations (i.e. Departmental Interpretation and Practice Notes No.46).

We have also adopted the following measures to ensure ongoing compliance with the
relevant transfer pricing laws and regulations:

. our Chief Financial Officer, regularly monitors our transfer pricing exposure by
reviewing the reasonableness of price in each transaction between our Group
companies and related companies and compare such transaction pricing against
those with Independent Third Parties and updates our policies as to compliance with
the relevant laws and regulations;

. we will prepare, retain and provide contemporaneous related party transactions
documents as requested by Circular 2;

. our tax consultant regularly provides training to the senior management relating to
updates on relevant transfer pricing laws and regulations; and

. all reporting documents are reviewed by two of our executive Directors before
submitting to the relevant tax authority.

WARRANTIES AND AFTER-SALES SERVICES

We provide one year limited warranty against manufacturing and material defects for
various parts, fabric and materials of our sofas. Such warranty is written and presented on the
warranty card included in each of our sofas. The warranty covers defective parts of our sofas
within the warranty period, during which we are responsible for repairing or replacing the
defective parts at our own expenses if such defects are reported to us. Our warranty does not
include: (i) any condition resulting from other than ordinary residential wear or any use for
which the product was not intended such as use in rental or trade; (ii) any condition resulting
from incorrect or inadequate maintenance or care; and (iii) damage resulting from misuse,
abuse, negligence, accident or shipping damage. If we determine that the sofa is repairable, we
will deliver the relevant hardware accessories to our customers and will arrange the repair to
consumers. According to the warranty card, from the expiry of the warranty period, we will not
be liable for the labour cost to effect the repair. Furthermore, we will not pay for the packaging
or shipping of any sofa to and from the dealer or customer.

If we determine that a reported defect is irreparable, we offset the costs of the relevant
item from the total amount the customer paid to us for that sofa. If the defect is attributable
by the leather, fabric or any particular components, we may seek compensation from our
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suppliers pursuant to the terms of the relevant supply agreements. Provision of product
warranty were approximately RMB2.9 million, RMB3.6 million, RMB5.3 million and RMB3.8
million as at 31 December 2013, 2014 and 2015 and 31 August 2016, respectively. The amount
of the provision for the warranties is estimated based on sales volumes and past experience of
the level of repairs and returns.

We also provide after-sales services, such as product return and technical support, to our
customers. Furthermore, our agent in the U.S. will provide after-sales services for our products
sold in the U.S. pursuant to a brand promotion service agreement detailed in the subsection
headed “Sales” under this section. Our agent has a direct contact with our customers and acts
as a communication channel between our sales department and our customers. Upon receipt of
complaint from our customers, the agent will notify us of the complaints and will liaise with
us and the customers to sort out a solution until settled. During the Track Record Period and
up to the Latest Practicable Date, we had not experienced any material dispute arising from or
in connection with the quality of our products. The number of returned products was
insignificant and no provision of product return had to be made during the Track Record
Period.

CUSTOMERS

The end customers of our sofas are mainly overseas consumers who tend to have greater
demands regarding the quality and functionality of sofas. Our customers of sofas are mainly
some of the largest furniture retail chains and retail warehouse clubs located in the U.S.. We
sold our sofa covers to furniture manufacturers and retailers primarily in the U.S.. Other
furniture products manufactured by us are sold domestically to consumers in the PRC through
our direct sale stores in Haining City and Jiaxing City.

For the sales of sofas and sofa covers to customers in the overseas markets, we use mainly
FOB (free on board) and payment upon receipt of goods. We offer an average credit term of
30 to 90 days to our customers once the goods have been exported by us or upon customers’
receipt of goods pursuant to the terms agreed. They generally settle our invoices by wire
transfer in U.S. dollars. For the sales of sofas and other furniture products sold domestically
in the PRC, our consumers usually pay by cash in Renminbi.

Our relationship with major customers during the Track Record Period is relatively stable,
ranging from three to 14 years as at the Latest Practicable Date and retention ratio is high. For
each of the years ended 31 December 2013, 2014 and 2015, approximately 84.8%, 96.7% and
87.9%, respectively, of our customers were repeat customers. We solicit new customers
through the participation in trade exhibitions and media marketing campaigns. Our consultancy
firm in the U.S. will also assist in the solicitation of new customers. Please refer to the
subsection headed “Marketing” under this section for details.

During the Track Record Period and up to the Latest Practicable Date, we did not have
material disputes with our customers.

For the years ended 31 December 2013, 2014 and 2015 and the eight months ended 31
August 2016, sales to our five largest customers in aggregate amounted to approximately
RMB659.1 million, RMB556.5 million, RMB630.3 million and RMB367.0 million,
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respectively, representing approximately 66.9%, 67.5%, 68.1% and 63.1%, respectively, of our
revenue. For the years ended 31 December 2013, 2014, 2015 and the eight months ended 31
August 2016, sales to our largest customer amounted to approximately RMB221.8 million,
RMB178.4 million, RMB202.5 million and RMB132.8 million, representing approximately
22.5%, 21.6%, 21.9% and 22.8%, respectively, of our revenue.

The following table sets forth the details of our five largest customers during the Track

Record Period:

For the year ended 31 December

For the eight Length of
013 plt} 015 months ended business
Approximate Approximate Approximate 31 August 2016 relationship with
% of our % of our % of our Approximate % ourGroupasat  Credit  Credit
Customer  Background Location revenue  Rank  revenue Ramk  revenve Rank  ofourrevenie  Rank 31 August2016  period  term
Customer A~ Public company engaging ~ Primarily in 0.5% | 21.6% | 21.9% | 15.9% 1 1 years 30 days ~ Payment upon
in manufacturing, the US. receipt of
marketing, importing, and Canada g00ds/FOB
distributing and retailing (Note 2)
upholstery furniture
products
Customer B~ Private company engaging ~ Primarily in 13.6% 1 12% 4 (Notel) (Note]) (Note 1) (Note 1) 9 years 00 days  FOB
in the operation of the US.
forniture retail chain and Canada
Customer C Subsidiry of public Primarily in 13.1% ] 154% ] 15.7% ] 10.8% I 4 years 90 days  FOB
company operating the U.S.
membership-only retail
warehouse clubs
Customer D Private company engaging ~ Primarily in 10.5% 4 6.5% 5 57% 4 (Note 1) (Note 1) 6 years 45days  FOB
in the operation of the US.
furniture retail chain
Jennifer Private company engaging  Primarily in 12% S (Notel) (Notel) — (Notel) (Notel) (Note 1) (Note 1) 7 years 90 days  CNF
Convertibles, in the operation of the US. (Note 2)
Inc. furniture retail stores
Customer E -~ Public company engaging ~ Primarily in (Note 1) (Note 1) 168% 1 19.5% ) (Note 1) (Note 1) 4 years 45 days Payment upon
in the operation of the US. receipt of
membership watehouses g00ds
Customer -~ Private company engaging  Primarily in (Note I) (Note 1)~ (Note I) (Note I) 53% b §.0% 4 Tyears 45 days  Payment upon
in the operation of the US. receipt of
forniture and bedding 200ds
retail stores
Customer G Private company engaging Primarily in (Note I) (Note 1)~ (Note I) (Notel) ~ (Note 1) (Note1) 6.0% 5 §years 15days  FOB
in the operation of the US.
furniture retail stores
Customer H A subsidiary of a listed ~ Primarily in (Note 1) (Note 1) (Note 1) (Notel) — (NoteI) (Notel) 104% 3 3years 60 days ~ FOB
company in Hong Kong ~~ Singapore
engaging in export trading
Notes:
1. Only the figures and rankings of our top five customers for the three years ended 31 December 2015 and for

the eight months ended 31 August 2016, respectively, are shown in this table.

2. For the three years ended 31 December 2015, the credit term granted was FOB.
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Other than Mr. Zou, who owns 85% of Morris PRC which in turn wholly owns Jennifer
Convertibles, Inc., one of our five largest customers during the Track Record Period, none of
our Directors or their respective close associates or any Shareholder (whom to the knowledge
of our Directors owns more than 5% of the issued Shares) had any interest in any of our
Group’s five largest customers during the Track Record Period and as at the Latest Practicable
Date.

PRICING STRATEGY

We adopt a cost-plus pricing approach taking into account a number of factors in

determining prices, including the following factors:

. Cost of raw materials and manufacturing cost (including direct labour costs and
overhead costs);

. Expected profit margin;

. Product features and quality;

. Research and development cost involved; and

. Comparable product prices set by our competitors.

PRODUCT LIFE CYCLE AND SEASONALITY

Our sofas and other furniture products are generally consumer durables. According to the
Euromonitor Report, in respect of the products exporting to the U.S., every July to September
is usually the off season due to summer heat and consumers vacation habits. Every October to
January is the peak season for sofa exports, as the most important holiday season is usually the
biggest shopping season. For domestic sales of furniture in the PRC, every April to December
is the peak season for furniture sales, as weddings, new home furnishing and relocations mostly
take place during these months. The first quarter, after the Chinese New Year and winter

season, typically sees the slowest sales.

COMPETITION

The furniture industry is mature and is highly fragmented and competitive. According to
the Euromonitor Report, there are a large number of furniture manufacturers in the PRC which
export their products to overseas markets. The key entry barriers to the furniture export
industry are brand building, customer resource, design and research and development, and

craftsmanship and production technique.
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Our competitors are mainly PRC-based sofa manufacturers. According to the
Euromonitor Report, during the period from 2011 and 2015, upholstered sofas exported to the
U.S. accounted for about 30% of China’s total exports of upholstered sofas in terms of export
value. We compete with these PRC-based sofa manufacturers principally on product quality,
reputation, know-how, product research, development and design skills, price, product range,
delivery and customer service. Our Directors believe that our competitive strengths, details of
which are set out in the subsection headed “Our Competitive Strengths” under this section,

distinguish us from our competitors.

According to the Euromonitor Report, we are one of the top three PRC upholstered sofa
manufacturers in terms of export value to the U.S. in 2015, with a market share of
approximately 3.6%. Please refer to the section headed “Industry Overview” in this prospectus

for further details of the competitive landscape.

None of our Directors, their respective close associates or any Shareholder who, to the
knowledge of our Directors, owns more than 5% of our issued share capital, had any interest

in any of our competitors during the Track Record Period and as at the Latest Practicable Date.

QUALITY CONTROL SYSTEMS

We focus on the quality of our products and perform various quality inspections and
testing procedures, including, among others, carrying out random sampling at different stages

of our manufacturing process for sofas, sofa covers and other furniture products.

As at the Latest Practicable Date, we had more than 120 staff in our quality control
department, headed by Mr. Zeng Jin, one of our executive Director. Certain senior members of
our quality control team have more than ten years of experience in quality control and the
upholstered sofa market. Our quality control department is responsible for monitoring the
quality control system and ensuring that the quality of our products meets our standards and
our customers’ requirements. The quality control system of our Group’s production process is
carried out in four main stages for the compliance of our Group’s quality standard and are set

out below.

Selection and use of approved suppliers

Our quality assurance process begins with ensuring that we use quality raw materials. We
have maintained a list of approved suppliers compiled by our purchasing department and
assisted by production department and quality control department. Please refer to the
subsection headed “Raw Materials and Suppliers — Suppliers” under this section for details of

our selection process of new suppliers.
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Incoming inspection

In the raw material procurement stage, incoming raw materials are subject to detailed
quality analysis on a random sampling basis before production. All the leather and fabric we
purchased are subject to general visual and manual inspections. We also conduct tests on the
leather and fabric at our production facilities to determine the following:

. chromatic aberration — the colour of the leather and fabric to be tested under
exposure to different wavelengths of light;

. tensile strength — the maximum stress the leather and fabric can withstand before it
tears; and

. abrasion resistance — how resistant the leather and fabric is to continual abrasion.

We maintain a standard form report of our inspection procedures and only those raw
materials that pass our quality control tests enter our inventory records and warehouses. Those
materials that fail our quality control tests are reported to our purchasing department and
quality control department will then return such materials to our suppliers for replacement or
refund.

Those raw materials that enter our warehouse will be carefully labelled and organised
according to their name of supplier, specifications, quantity, and inventory date. We test the
raw materials in our internal laboratory and return raw materials that fail to pass inspection to

the suppliers and such materials will not be used for production.

Inspection during production process

During the production process, in-process quality control inspections on a random
sampling basis at various stages of production process are carried out. For details, please refer
to the subsection headed “Raw Materials and Suppliers — Raw materials” under this section.
Any unusual deviations are promptly identified, investigated and corrected.

We have established a standard manual available and committal to all our employees to
ensure that the manufacturing process meet with our prescribed specifications and standards.
Semi-finished products that fail to meet the quality standards will be removed from the
production process, returned to the relevant production station for reworking or reprocessing.

For every new type of product, we will manufacture semi-finished parts of the product
and a finished product as prototype. Members of our Haining Research and Development
Centre, quality control department and sales department will conduct checks on the quality of
semi-finished parts of the product and finished product samples during production process. For
details of the inspection process, please refer to subsection headed “Raw Materials and
Suppliers — Raw materials” under this section.
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Final inspection

Upon completion of the production process and before packaging and delivering the
products to the customers, our quality control department will be responsible for final
inspection on all our products to assess product safety, structural integrity and conformity with
design and colour specifications to ensure that the products meet the specifications and the
standard as specified in the standard manual. If quality defects are found in our products, our
quality control team will submit a report to the production department for follow up actions
including reworking and reprocessing.

ENVIRONMENTAL MATTERS

We are subject to environmental laws and regulations where our businesses operate.
Please refer to the section headed “Regulatory Overview” in this prospectus for further details.

We consider the protection of the environment to be important and we are fully committed
to comply with all applicable requirements under the PRC environmental laws and regulations.
Our PRC Legal Advisers have confirmed that we are in compliance with the relevant
environmental protection laws and regulations. If we fail to comply with present or future laws
and regulations, we would be subject to fines, suspension of business or cessation of
operations. During the Track Record Period, we had not received any complaint from our
customers or any other parties in respect of any environmental protection issues, and we had
not experienced any material environmental incidents arising from our manufacturing
activities. During the same period, no administrative sanctions or penalties had been imposed
upon us for the violation of environmental laws or regulations. Our cost for compliance with
applicable environmental laws and regulations totalled approximately RMB1.2 million,
RMB1.2 million, RMBO0.3 million and RMBO0.1 million, respectively, for the years ended 31
December 2013, 2014 and 2015 and the eight months ended 31 August 2016. We expect annual
cost for compliance with applicable environmental laws and regulations for the year ending 31
December 2016 will be approximately RMBO0.2 million.

OCCUPATIONAL, HEALTH AND SAFETY

Our operations are subject to regulation and monitoring by local work safety authorities.
If we fail to comply with present or future laws and regulations, we would be subject to fines,
suspension of business or cessation of operations.

We have established work safety policies and procedures to ensure that our operations are
in compliance with applicable work safety laws and regulations as well as our customers’
stringent requirements. Our work safety policies set forth overall principles as well as
procedures of internal inspections of work safety related matters. We provide our employees
working in our production plants with adequate safety equipment. In addition, we provide work
safety-related education to our employees to increase their awareness of safety in the
workplace. Our employees are required to follow an operation manual for each major step of
our production process. As confirmed by our PRC Legal Advisers, during the Track Record
Period, we had complied with the applicable work safety related regulations of the PRC in all
material aspects. Our Directors confirm that during the Track Record Period, our Group had not
had any work safety related incidents or complaints which materially and adversely affected
our business operation.
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During the Track Record Period, we had no work-related fatalities or injuries and there
had been no claims for personal or property damages or related compensation paid to the
employees.

EMPLOYEES

As at the Latest Practicable Date, we had over 1,900 full-time employees. Most of our
full-time employees are located in our offices and factories in the PRC. The following table
sets forth a breakdown of our full-time employees by function:

Number of
Employee type Employees
Production 1,616
Quality control 125
Research and development 41
Purchasing and logistics 11
Sales 22
General administration 86
Total 1,901

Our staff costs comprise staff salaries, social insurance, housing pension and other
welfare. For the years ended 31 December 2013, 2014 and 2015 and the eight months ended
31 August 2016, we incurred staff costs of approximately RMB137.1 million, RMB131.2
million, RMB110.4 million and RMB82.2 million, respectively.

We believe our success depends heavily upon our employees’ consistent, quality and
reliable services. In order to improve and develop the knowledge, skill level and experience of
our employees, we place a strong emphasis on training our employees. We provide on-site
training periodically and across operational functions, including introductory training for new
employees, technical training, professional and management training.

We enter into individual employment contracts with our employees to cover matters such
as wages, employee benefits, and grounds for termination. We have designed an evaluation
system to assess the performance of our employees. This system forms the basis of our
determinations of whether an employee should receive salary raises, bonuses or promotion.
Most of our staff are trained and promoted internally, which we believe leads to greater
employee stability and loyalty.

As at the Latest Practicable Date, we had formed one workers’ union in Haining, the PRC.
It is voluntary for our staff to join the workers’ union. As at 31 August 2016, the workers’ union
had over 1,480 members. During the Track Record Period, we had not experienced any
significant difficulty in recruiting employees nor have we had any significant staff
compensation or labour disputes. We consider that we have maintained satisfactory relationship
with our employees.
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According to the PRC labour laws and regulations, we are required to pay various
statutory employee benefits, including social insurance and housing fund contributions for all
employees, to designated government authorities. For the years ended 31 December 2013, 2014
and 2015 and the eight months ended 31 August 2016, the contribution of social insurance and
housing fund by our Group amounted to approximately RMB9.7 million, RMB10.0 million,
RMB7.1 million and RMB6.1 million, respectively. As at 31 August 2016, the outstanding
balance of provisions we made for social insurance and housing funds was in aggregate
approximately RMB25.4 million. Such provisions were made after taking into consideration
our payment of statutory employee benefits in arrears, resulting from the difference between
the national requirement under PRC laws and regulations and the local requirement and
practice where we operate, which are less stringent than the former. As at the Latest Practicable
Date, we had not received any notice, penalty-related or otherwise, from the relevant
governmental authorities with respect to the payments of statutory employee benefits in
arrears. According to the confirmation letters issued by relevant government authorities, (i) no
administrative punishment was imposed against the members of our Group during the Track
Record Period; and (ii) they will neither require us to pay the shortfall in payment as compared
to national requirement under PRC laws and regulations nor impose any administrative
punishment against us. We are advised by our PRC Legal Advisers that the local government
authorities that issued the confirmation letters are competent supervisors on our activities in
terms of the matters referenced in the confirmation letters and such local government
authorities are competent to issue such confirmation letters. Based on the above, we believe
that the chance that we would be penalised by relevant government authorities for the
under-payment of the social insurance and the housing funds is remote. Furthermore, our
Controlling Shareholders have undertaken to indemnify our Group for penalties arising or loss
suffered, if any, by our Company and they shall waive their rights to claim against our
Company voluntarily. Our PRC Legal Advisers have confirmed that the above undertaking
made by our Controlling Shareholders are legal and valid and are legally binding.

In order to make full contribution to social insurance and housing funds according to the
relevant laws and regulations, we have communicated with and educated our employees with
regard to their contributions to social insurance and housing fund contributions required to be
made pursuant to the standards as stipulated under the relevant laws and regulations. We have
made full contributions for over 800 employees to both social insurance and housing funds
according to the relevant PRC laws and regulations since June 2016. The relevant government
authorities will deduct the contributions automatically on the 15th day of each month going
forward. However, despite our continuous communication with our employees, some of them
still refused to fully contribute to the social insurance and housing funds accounts according
to the relevant PRC laws and regulations due to their different levels of acceptance of the social
welfare scheme and their view that they might not be able to benefit from housing funds
contribution. Accordingly, we were still not be able to fully contribute for this portion of
employees as at the Latest Practicable Date. We will continuously communicate with and
educate our employees regarding the importance of contributing the social insurance and
housing funds and will make fully contribution for them once agreed by them. We will also
disclose the progress of this matter in this prospectus and our Company’s annual report after
the Listing.
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When our operations in Cambodia commence in the first half of 2017, we will also be
required to contribute to the national social security fund for and on behalf of our employees
in Cambodia including occupational risk insurance and health care insurance in accordance
with the applicable laws and regulations in Cambodia.

MAJOR QUALIFICATIONS AND LICENCES

As advised by the PRC Legal Advisers, we have obtained all the relevant licences, permits
and approvals in relation to our operation in the PRC.

INTELLECTUAL PROPERTY

We owned a number of patents in respect of the technologies concerning the production
of our sofas. As at the Latest Practicable Date, we had a portfolio of 25 issued patents.

As at the Latest Practicable Date, our Group had registered (i) five trademarks in Hong
Kong, and (ii) one domain name in Hong Kong, namely, www.morrisholdings.com.hk, which

are material to our business.

As at the Latest Practicable Date, our Group was in the process of applying for
. . e, . . . .
registration of a trademark “%.” in the U.S.. Our Directors believe that in the event that we

are unable to register or procure any interest in such trademark in the U.S., there will be no
material impact on our Group’s business.

Pursuant to the Business Transfer Agreement, Morris PRC has agreed to license all its
furniture division related trademarks to our Company, Haining Gelin Furniture, Zhejiang
Apollo Leather Products, Haining Morris Home Gallery, Haining Morris International and
Mstar International Trading (HK) exclusively. Morris PRC has entered into a trademark
transfer agreement with Haining Gelin Furniture on 31 December 2015 for the transfer of 12
trademarks to Haining Gelin Furniture and has submitted applications to the Trademark Office
of SAIC on 26 February 2016 in relation to the transfer. Please refer to the subsection headed
“B. Our Intellectual Property Rights” in Appendix IV to this prospectus for further details. Our
PRC Legal Advisers confirm that the Trademark Transfer Agreement has already taken effect
and there is no legal impediment to the transfer of these trademarks. As it will usually take
around one to two years to complete the transfer of trademarks in the PRC, Morris PRC as the
licensor, further entered into a Trademark Licence Agreement with the abovementioned
subsidiaries of our Group as the licensees on 31 December 2015 granting royalty-free,
exclusive licences of these trademarks for the period from that date up to the completion of the
trademarks transfer. Out of the 12 trademarks to be transferred to us under the Trademark
Transfer Agreement, two were in the process of deregistration as at the Latest Practicable Date.
Please refer to the section headed “Connected Transactions” in this prospectus for further
details.

Save for the patents, trademarks and domain names disclosed in this prospectus, our
business and profitability is not materially dependent on any trademark, patent or other
intellectual property.
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During the Track Record Period and up to the Latest Practicable Date, our Directors
confirmed that they were not aware of (i) any infringement of intellectual property rights by
us; (ii) any dispute or litigation regarding any intellectual property rights between us and any

third party; and (iii) any infringement of our intellectual property rights by any third party.

INSURANCE

We maintain insurance policies to safeguard against risks and unexpected events. We
determine the levels of coverage based on our assessment of risk exposure. The cost of the
insurance coverage may fluctuate each year due to claims history and conditions of the
insurance and reinsurance markets. As at the Latest Practicable Date, we had, among others,
the following insurance coverage. We have purchased comprehensive property insurance
covering our facilities and our inventories. We have also purchased product liability insurance,
credit insurance and vehicle insurance. We purchase our insurance coverage from a number of

domestic and international insurers and review our insurance program regularly.

There are limitations on the amounts and types of insurance commercially available to
cover losses that might arise in connection with our operations. Consistent with what we
believe to be market practice in the PRC, none of our production facilities carries business

interruption insurance to cover lost of profit caused by business interruption.

Our Directors believe that our Group’s insurance policies are adequate to cover our
business operation and consistent with the common industry practice in the PRC. During the
Track Record Period and up to the Latest Practicable Date, we had not made any material
insurance claims.

Our Company will also take out risk insurance policies as soon as practicable by no later
than the Listing Date to hedge country risk in Cambodia and mitigate the losses that may be
suffered as a result of any potential loss of investment in Cambodia. Our Company has
obtained quotation from certain insurers and is currently in the process of negotiating the
detailed terms with such insurers. The insurance policies would cover 100% of our losses

caused by:

(i) an expropriatory act or series of expropriatory acts by or under the order of the
Cambodian government which violate the international laws and continue for 180
days (the “Waiting Period”), including but not limited to confiscation,
nationalisation, requisition and sequestration by law, order or administrative action
of the Cambodian government, which (a) effectively deprives us of all or part of our
interests in Masia Industries; (b) effectively prevents or restricts, through financial,
regulatory or other measures, our Cambodia operation and causing total cessation of
our Cambodia operation; (c) effectively deprives us of all or part of our real or
tangible property in Cambodia; or (d) effectively prevents us from effectively
controlling funds in Cambodia which constitute dividends or profits on, or proceeds

from the disposal of Masia Industries;

- 186 —



BUSINESS

(i1) political violence, i.e. a violent act or series of violent acts in Cambodia undertaken
with the primary intent of achieving a political objective, i.e. declared or undeclared
war, hostile action by national or international armed forces, civil war, revolution,
insurrection, civil commotion, riot, terrorism, rebellion, strike or sabotage, which
solely and directly causes (a) the damage, destruction or permanent loss of our real
or tangible property in Cambodia; or (b) as a result of such damage, destruction or
permanent loss, the cessation of our essential Cambodia operation for a period of
365 consecutive days;

(iii) an act of selective discrimination, i.e. any law, order, decree, regulation or
import/export restriction discriminately imposed specifically against us by the
Cambodian government, which (a) expressly prevents our Cambodia operation; or
(b) legally prevents us from participating in the fundamental benefits of our
ownership in Masia Industries for the duration of the Waiting Period;

(iv) an act of forced abandonment, i.e. a violent act or series of violent acts in Cambodia,
i.e. declared or undeclared war, hostile action by national or international armed
forces, civil war, revolution, insurrection, civil commotion, terrorism or sabotage,
which (a) renders it unreasonably hazardous or impossible for us to operate in
Cambodia without risk of physical harm to our essential personnel; (b) continues
uninterrupted for the duration of the Waiting Period; and (c) causes the totally
cessation of our Cambodia operation; and

(v) an act of forced divestiture, i.e. the imposition of any law, order, decree, regulation,
directive or restriction by the government of the insured’s country, which (a)
requires us to divest ourselves of our shareholding in Masia Industries; or (b) legally
prevents us from participating in the fundamental benefits of our ownership in Masia
Industries, resulting in the totally cessation of our involvement in the Cambodia
operation for the duration of the Waiting Period.

Normally it will take less than four weeks to complete the insurance procedure for such
insurance policies to become effective. We believe that such insurance policy is adequate to
cover our Group’s business operation in Cambodia and hedge our Group’s country risks in
Cambodia and the default risk of such insurer is minimal.

PROPERTIES

As at the Latest Practicable Date, we did not own any property save for a construction-
in-progress project in Cambodia. According to Chapter 5 of the Listing Rules and section 6(2)
of the Companies Ordinance (Exemption of Companies and Prospectuses from Compliance
with Provisions) Notice, this prospectus is exempted from compliance with the requirements
of section 342(1)(b) of the Companies (Winding Up and Miscellaneous Provisions) Ordinance
in relation to paragraph 34(2) of Part II of the Third Schedule to the Companies Ordinance
(Winding Up and Miscellaneous Provisions), which requires a valuation report with respect to
all our interests in lands and buildings, since as at 31 August 2016, the carrying amount of our
property interest was less than 15% of our consolidated total assets.
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As at the Latest Practicable Date, we leased a total of five properties in Haining City and
Jiaxing City, Zhejiang Province, the PRC, one property in Cambodia and one property in Hong
Kong, respectively with an aggregate gross floor area of approximately 162,097.6 sq.m. for our
production plants, offices, warehouses, employees dormitory and direct sale stores. The lessors

are entitled to lease these spaces.

The following table sets out a summary of the properties leased by us.

Address and

description of Leased Expiration
location Use of property area of lease
(sq.m.)

I.  No. 120 Longxing Road, Production plants 40,226.1 1 January 2026
Haining City, and office
Zhejiang Province,
PRC
(CH R T R e T A L
120%%)

2. No. 115 Shuanglian Road, Production plants 19,990.4 1 January 2026
Haichang Street, and office

Haining City,
Zhejiang Province,

PRC
(BT A T B T 9 I
BEIGHBE 1155%)
3. No. 500 Youquan Road, Production plant 39,312.0 1 January 2026
Economy Development and office

District of Haining,

Haining City,

Zhejiang Province,

PRC

(H R T L e i B A
B 5 i 25 B4 500 9F)

4.  No. 500 Youquan Road, Direct sale store 1,000.0 1 January 2026
Economy Development and office
District of Haining,
Haining City,
Zhejiang Province,
PRC
(G AR Y ARG E T
[ % I8 1 22 3% 500 95%)

— 188 —



BUSINESS

Address and

description of Leased Expiration
location Use of property area of lease
(sq.m.)

5.  Sihanoukville Special Production plant, 59,782.0 18 September
Economic Zone, warehouse and 2063
Cambodia employee
(Note) dormitory

6. No. 1018 & 1016C, Direct sale store 1,556.0 30 September
1st Floor, No. 4026-4027, 2017

4th Floor, and,

No. 5025-5027, 5th Floor,
Intersection of Jinxia Road,
Tongxiang Avenue,

Jiaxing City,

Zhejiang Province,

PRC

(PP T VLA % BT A A
PRERES 0 —HE1018 ¢
1016CH5 ~

VU H£4026-4027 5%
FA5025-502755%)

7.  Office No. 6707, Office 231.1 31 July 2019
67th Floor,
The Center,
99 Queen’s Road
Central,
Hong Kong

Note: In August 2013, Morris PRC, entered into a lease agreement with Sihanoukville Special Economy Zone
Co., Ltd. for the lease of a property located in Cambodia. In March 2016, Masia Industries, our Group’s
subsidiary entered into a contract on transfer of rights over perpetual lease with Morris PRC and
Sihanoukville Special Economy Zone Co., Ltd. to transfer the relevant rights under such lease from
Morris PRC to Masia Industries with the effective date of such transfer being the date of incorporation
of Masia Industries. Such property will be used by Masia Industries as production plant, warehouse and
employee dormitory.

LEGAL PROCEEDINGS

As at the Latest Practicable Date, there were no litigation, arbitration or administrative
proceedings pending or threatened against our Group or any of our Directors which could have
a material and adverse effect on our Group’s financial condition or results of operations. We
may from time to time become a party to various legal, arbitration or administrative

proceedings arising in the ordinary course of our business.
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LEGAL COMPLIANCE

Our Directors confirm that, save as disclosed in the paragraphs below, our Group had

conducted our operations and carried out our business in material compliance with the relevant

laws and regulations in the PRC, Hong Kong and Cambodia during the Track Record Period

and up to the Latest Practicable Date.

Particulars of
non-compliance

Relevant section of
the ordinance

Reason(s) for
non-compliance

Estimated fine/penalty

Remedial action

Shares of Masia
Industries were
issued before
payment was made
in full.

Article 146 of the
Law on Commercial
Enterprises of
Cambodia.

The omission was
due to (i) the
unfamiliarity of Mr.
Zou, Mr. Chen
Guohua and Mr.
Shen Zhidong with
local languages and
laws and regulations
because a majority
of documents,
correspondence and
laws and regulations
are in Khmer; and
(ii) the inadvertent
oversight of the
local agent which
assisted us to
prepare and submit
related documents,
and failed to explain
the relevant laws
and regulations and
consequence of non-
compliance.
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While there is no specific
sanction for failing to comply
with Article 146 of the Law
on Commercial Enterprises of
Cambodia, under Article 291
of the Law on Commercial
Enterprises of Cambodia, the
directors of Masia Industries
may be subject to a fine of up

to 10,000,000 KHR

(equivalent to approximately

HK$19,392) and/or

imprisonment of up to 6

months if this breach

contributes to any offence

committed by Masia

Industries. Based on the

current practice of the

authorities in Cambodia, such
sanctions are rarely imposed.
To the best of our Cambodian
Legal Advisers’ knowledge
and experience to date, they
are not aware of any instance

where the Ministry of

Commerce has imposed such
sanctions. In addition, if an
offence occurs arising from or

in connection with the

deficiency of capital, the
directors may also be liable
for payment of compensation
to third party claimants.

Between 30 April
2014 to 21 May
2014, the sum of
US$1,548,450 was
paid by Mstar
International Trading
(HK) for and on
behalf of Morris
PRC, and between
14 August 2014 to
17 March 2016, the
sum of
US$3,468,634 was
made for and on
behalf of Masia
Investments to
Masia Industries.
The registered share
capital of Masia
Industries has been
fully paid on 17
March 2016. On 29
March 2016, Masia
Industries remitted
the excess amount
of USD17,084 to
Mstar International
Trading (HK).
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Particulars of
non-compliance

Relevant section of
the ordinance

Reason(s) for
non-compliance

Estimated fine/penalty

Remedial action

Mr. Zou, Mr. Chen
Guohua, and Mr.
Shen Zhidong (Note)
declared in the
articles of
incorporation dated
23 May 2014, which
was submitted to the
Ministry of
Commerce of
Cambodia and the
Sihanoukville
Special Economic
Zone Administration
that full payment of
the registered capital
of Masia Industries
had been deposited
in a bank.

The registered share
capital was not fully
paid to Masia
Industries until 17
March 2016.

Note:

Article 290 of the
Law on Commercial
Enterprises of
Cambodia.

The omission was
due to (i)
unfamiliarity Mr.
Zou, Mr. Chen
Guohua and Mr.
Shen Zhidong with
local languages and
laws and regulations
because a majority
of documents,
correspondence and
laws and regulations
are in Khmer; and
(ii) the inadvertent
oversight of the
local agent which
assisted us to
prepare and submit
related documents,
and failed to explain
the relevant laws
and regulations and
consequence of non-
compliance.

The maximum fine that may
be imposed against Mr. Zou,
Mr. Chen Guohua and Mr.
Shen Zhidong for breach of
this requirement amounts up
to 10,000,000 KHR
(equivalent to approximately
HK$19,392). The maximum
imprisonment sanction is 6
months. As advised by our
Cambodian Legal Advisers,
with consideration of the
circumstances, nature of and
reason for the breaches, the
Cambodian Legal Advisers are
of the view that the likelihood
of prosecution is remote due
to the fact that (1) there is no
provision in the Law on
Commercial Enterprises that
empowers or provides specific
procedures for the Ministry of
Commerce to investigate
whether the payment has been
fully made before the issuance
of shares; and (2) to the best
of the Cambodian Legal
Advisers’ knowledge and
experience to date, they are
not aware of any instance
where the Ministry of
Commerce has imposed a
sanction on a director for the
above breach.

Between 30 April
2014 to 21 May
2014, the sum of
US$1,548,450 was
paid by Mstar
International Trading
(HK) for and on
behalf of Morris
PRC, and between
14 August 2014 to
17 March 2016, the
sum of
US$3,468,634 was
made for and on
behalf of Masia
Investments to
Masia Industries.
Such payments do
not, however, cure
the initial
declarations made to
the Ministry of
Commerce in 2014.
The registered share
capital of Masia
Industries has been
fully paid on 17
March 2016. On 29
March 2016, Masia
Industries remitted
the excess amount
of USD17,084 to
Mstar International
Trading (HK).

Mr. Shen Zhidong is a supervisor of Haining Gelin Furniture, Zhejiang Apollo Leather Products and Haining

Morris Home Gallery and a director of Masia Industries. He is independent from our Group’s shareholders,
Directors and senior management. He has experience in property development, construction development and
merchandising, which has enabled him to supervise the preparation works of production facility in Cambodia.
As such, he was appointed as a director of Masia Industries.
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After taking into consideration (i) the occurrence of the non-compliance incident was
primarily due to past unfamiliarity with the local language, relevant laws and regulations of
Cambodia, Mr. Zou and Mr. Chen Guohua have enhanced their knowledge and understanding
on the relevant laws and regulations of Cambodia through (a) attending trainings conducted by
our Cambodian Legal Advisers on the laws and regulations in relation to our operation in
Cambodia, including registration and licensing process for a company in Cambodia and key
laws associated with such process; key issues associated with operating a business in
Cambodia; an overview of the director and officer liabilities under Cambodian law, an
overview of the anti-corruption law in Cambodia and laws and regulations in relation to
manufacturing and exportation of our products; and (b) receiving and learning the Legal, Tax
and Investment Guide for Cambodia (2014) prepared and provided by our Cambodian Legal
Advisers, which provides an overview of the investment process and regulatory regime in
Cambodia; (ii) the occurrence of the non-compliance incident was unintentional and did not
involve dishonesty or fraud on the part of Mr. Zou and Mr. Chen Guohua; (iii) Mr. Zou and Mr.
Chen Guohua responded in a timely manner to rectify the non-compliance once they were
aware of such incidents; (iv) Mr. Zou, Mr. Chen Guohua and Masia Industries were not subject
to any fines or penalties regarding the incorrect declaration made during the Track Record
Period and up to the Latest Practicable Date; (v) Mr. Zou and Mr. Chen Guohua are aware of
the requirements and obligations as directors of a listed issuer pursuant to the Listing Rules and
have undertaken to observe and comply with all the relevant rules and regulations; (vi) we have
started to recruit new employees in the PRC and/or Cambodia who are proficient in both
Chinese and Khmer to assist our Directors in the translation of documents which are in Khmer
language, the operation in Cambodia and the communication with relevant government
authorities in Cambodia and (vii) have engaged our Cambodian legal advisors to continue to
provide legal advices after the Listing to ensure compliance with the relevant laws and
regulations of Cambodia. In addition, Mr. Zou and Mr. Chen Guohua will consult our
Cambodian legal advisers in advance of any questions of laws and regulations of Cambodia.
The Sole Sponsor concurs with the views of our Directors that the above non-compliance
incidents would not affect the competence and integrity of Mr. Zou and Mr. Chen Guohua to
act as Directors pursuant to Rules 3.08 and 3.09 of the Listing Rules.

INTERNAL CONTROL

In order to ensure future compliance with applicable laws and regulations and related
policies in different operational aspects, we have adopted the following measures:

(i) our Directors have attended trainings conducted by our Hong Kong legal advisers on
the ongoing obligations, duties and responsibilities of directors of publicly listed
companies under the Companies Ordinance, the Companies (Winding Up and
Miscellaneous Provisions) Ordinance, the SFO and the Listing Rules and our
Directors are fully aware of their duties and responsibilities as directors of a listed
company in Hong Kong. We will continue to arrange various trainings to be
provided by the legal advisers engaged by us from time to time and/or any
appropriate accredited institution to update our Directors on the relevant laws and
regulations;
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(i) our Directors and senior management have attended trainings conducted by our
Cambodian Legal Advisers on the laws and regulations in relation to our operation
in Cambodia, including registration and licensing process for a company in
Cambodia and key laws associated with such process; key issues associated with
operating a business in Cambodia; an overview of the director and officer liabilities
under Cambodian law, an overview of the anti-corruption law in Cambodia and laws

and regulations in relation to manufacturing and exportation of our products;

(ii1) our Directors and senior management have received and learned the Legal, Tax and
Investment Guide for Cambodia (2014) prepared by our Cambodian Legal Advisers,
which provides an overview of the investment process and regulatory regime in

Cambodia;

(iv) we have appointed Sinolink Securities (Hong Kong) Company Limited as our
compliance adviser pursuant to Rule 3A.19 of the Listing Rules to ensure that,
among other things, we are properly guided and advised as to compliance with the

Listing Rules and all other applicable laws, rules, codes and guidelines;

(v) appointed Ms. Li Oi Lai on 18 March 2016, as the company secretary of our
Company, who is responsible for handling company secretarial matters including
our Group’s compliance with the Companies Ordinance. Ms. Li is responsible for
reviewing all relevant company documents to be filed with the Companies Registry
of Hong Kong; and

(vi) have engaged our Cambodian Legal Advisers to continue to provide legal advice and
periodical training on regulatory and compliance topics after the Listing to ensure
our on-going compliance with the relevant laws and regulations of Cambodia. Our
Group will consult our Cambodian Legal Advisers as to Cambodian law in advance

in relation to compliance of Cambodia law in respect of Masia Industries.

Having considered (i) the facts and circumstances leading to our non-compliance incident
as described above; (ii) enhanced internal control measures taken to address such incidents, our
Directors and the Sole Sponsor are of the view that the enhanced internal control measures are
adequate and effective in the circumstances and would not affect the suitability of our Directors
under Rules 3.08 and 3.09 of the Listing Rules.
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BOARD OF DIRECTORS AND SENIOR MANAGEMENT

Our Board consists of seven Directors, comprising four executive Directors and three

independent non-executive Directors.

The following table sets forth certain information regarding the members of our Board

and our senior management.

Name

Executive Directors

Zou Gebing
()

Chen Guohua

(PREQEE)

Zeng Jin
(%)

Wang Ming
(L)

Date of
joining our Present position/title
Age Group in our Company

40 1 May 2002 Executive Director,

Chairman and CEO

40 1 April 2012 Executive Director and
executive vice

president

43 2 December
2004

Executive Director,
senior vice president
and head of
production and
quality management

40 25 June 2008  Executive Director,
vice president,
head of import and
export and head of
sales and marketing

Independent Non-executive Directors

Zhang
Bingbing
(SIkIK)

Huang Wenli
(B

Shao Shaomin

(RD 1)

56 10 December
2016

Independent non-
executive Director

34 10 December
2016

Independent non-
executive Director

52 10 December
2016

Independent non-
executive Director
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Roles and
Responsibilities

Overseeing our Group’s
growth strategy and
overall management

Overseeing strategic
development, investment
planning and the daily
management of our
Group

Overseeing production
planning and
manufacturing and
quality management

Managing and reviewing
import and export
contracts and overseas
trading documents,
arranging for
transportation, clearance
and inspection of cargos,
coordinating with our
Group’s finance
department to arrange
for payment and tax
refund, developing new
markets and clientele
and maintaining
customers’ relationship

Supervising and providing
independent judgment to
our Board

Supervising and providing
independent judgment to
our Board

Supervising and providing
independent judgment to
our Board

Date of
appointment

18 March
2016

18 March

2016

18 March
2016

18 March
2016

10 December
2016

10 December
2016

10 December
2016

Relationship
with other
Directors
and senior
management

N/A

N/A

N/A

N/A

N/A

N/A

N/A
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Relationship
with other
Date of Directors
joining our Present position/title  Roles and Date of and senior
Name Age Group in our Company Responsibilities appointment management
Senior Management
Peng Yuling 53 16 February Chief financial officer ~ Managing the financial 31 December  N/A
(ZEH) 2012 operations and 2015
accounting functions of
our Group
Shen 42 2 October 2001 ~ Director of human Overseeing recruitment, 31 December  N/A
Jiangping resources staff training, reward 2015
(LILH) management and human
resources matters of our
Group
Mr. Xu Jing 30 11 May 2015 Head of capital market ~ Overseeing matters relating 12 December ~ N/A
(fr %) to investor relations, 2016

fund raising and capital
market activities of our
Group

Executive Directors

Mr. Zou Gebing ($#& L), aged 40, is our Chairman and CEO and was appointed as an
executive Director on 18 March 2016. Mr. Zou is responsible for overseeing and mapping our
Group’s growth strategy and overall management. Mr. Zou is also a director of various
members of our Group, namely Morris International, Masia Investments, Mstar International,
Musa International, Mstar Home Furnishings, Masia Industries, Mstar International Group
(HK), MZL, Mstar International Trading (HK), Haining Gelin Furniture, Haining Morris
International, Zhejiang Apollo Leather Products and Haining Morris Home Gallery.

Mr. Zou was involved in several business ventures and has extensive knowledge in the
areas of furniture manufacturing, international trading and marketing. Prior to joining our
Group, Mr. Zou had been employed as a marketing and development manager in Zhejiang
Kasen Industrial Group Co., Ltd. (Wi{L R R E ¥ & B A R H), and a deputy general manager
in Hongyang Group Co., Ltd. (%% 4B A R/ F]), from July 1997 to March 2000 and
from May 2000 to March 2002, respectively, and had been mainly responsible for exploration
and development of overseas markets of sofas and other furniture. Mr. Zou joined Morris PRC
as part of its management team in May 2002, served as its vice chairman and general manager
since February 2005, and became the chairman of Morris PRC in January 2012. Mr. Zou had
also served as a corporate tutor for MBA postgraduates (MBAWF7EAMBZEERN) in the
Management School of Zhejiang University (7L RKEEIEERL) from April 2007 to March
2012. With over 15 years of industry experience as mentioned above, Mr. Zou is an
experienced entrepreneur in furniture manufacturing related businesses. He was appointed as
a member of the 6th Jiaxing Committee of the Chinese People’s Political Consultative
Conference ("B A R BUA & k7 BT 5 /N B2 B &) and the 12th Haining Committee of
the Chinese People’s Political Consultative Conference (1 E A\ RBUA W &G =15 T =
JEiZZ B ) in May 2007 and February 2012, respectively. He was also appointed as the vice
chairman of the 6th Council of the Zhejiang Leather Industry Association (#7718 K #1721
/N JEBEFH ) in March 2012. He became the vice chairman of the Zhejiang Young
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Entrepreneurs’ Association (W{LE HHEMEELXNE) and the senior vice chairman of the
Jiaxing Chamber of Commerce, Shanghai (I # &) in December 2013. Mr. Zou has
obtained a number of awards. In April 2006, Mr. Zou was awarded Zhejiang Youth Wusi Medal
(WILEFHPUSEES) by Zhejiang Youth Union (WiVLE & FWiA &) and in May 2008, the
Chinese Youth Wusi Medal (H[ & 4F 7L VU4% %) by the All-China Youth Federation (7[5 4[5
WA €). Meanwhile, Mr. Zou was awarded “Most Influential Person-Touching Jiaxing in
2007 (B 5 B2007 4 B i L2 2 ) A\W)FE5%) by the Publicity Department of Jiaxing
Municipal Committee of the Communist Party of China (#3415 B2 B {##F) in April 2008,
and was recognised as a “Talent of Outstanding Contribution to Haining City” (=T X HE
ik A7) by the People’s Government of Haining (2 11 A RELRT) in May 2007 and a “Private
Entrepreneur of Outstanding Contribution in the 30th Anniversary of Establishment of Jiaxing
City with Revocation of District” (% B 2 1730 & 4E %€ th B Rl & 3 XK) by the People’s
Government of Jiaxing (FH#L T A REUM) in May 2013. Mr. Zou obtained a bachelor’s degree
in English from Shanghai International Studies University (_i#MNEIFEAKER) in the PRC in
July 1997 and a master’s degree in business administration for senior management from
Zhejiang University (#77LK%%) in the PRC in March 2007. Mr. Zou was accredited as a senior
economist by the Senior Economist Qualification Committee of Zhejiang Province (#i{L& =

SR AS T IR FEREZE B ) in December 2007.

Mr. Chen Guohua (FREIZE), aged 40, is our executive vice president and was appointed
as an executive Director on 18 March 2016. He is also a director of various members of our
Group, namely Masia Industries, Haining Gelin Furniture, Zhejiang Apollo Leather Products
and Haining Morris Home Gallery. Mr. Chen is responsible for strategic development,
investment planning and the daily management of our Group. Mr. Chen had served in several
governmental sectors in Haining. From February 2000 to July 2003, Mr. Chen had served in
the People’s Government of Haining as a section member of the General Office (V2T AR
BURHEA ZFFH), a deputy section leader of the Education and Health Section (1% A R
%4 SCHEFHRIFHR) and a deputy section leader of the Social Affairs Section (¥ % A REL
Jifit g S5 2ERLRIRHS). Mr. Chen had then served as the section leader of the Information
Technology Research Section of the General Office of the People’s Government of Haining (¥
=T N RBUF IS Z 5 B FFEEHE) from August 2003 to April 2008. From April 2008 to
March 2012, Mr. Chen had served as the deputy director of the management committee of
Jianshan New District of Haining (#5728 LLI¥7 1 % P22 B € 8| £1T) and the deputy mayor
of the People’s Government of Huangwan Town in Haining (%5 i 80 8#1 A REUFRIFHR). In
April 2012, Mr. Chen was employed by Morris PRC as its vice president, and he was then
appointed as an executive vice president of Morris PRC in November 2012. He was employed
by our Group as the executive vice president immediately after completion of the Business
Transfer in December 2015. Mr. Chen has gained experience in the furniture industry during
his employment with Morris PRC and our Group. Mr. Chen graduated from East China
University of Science and Technology (¥ T KE) in administrative management in
Shanghai, PRC in July 1997.

Mr. Zeng Jin (g &), aged 43, is our senior vice president and head of production and
quality management and was appointed as an executive Director on 18 March 2016. He is
responsible for overseeing production planning and manufacturing and quality management
our Group. Mr. Zeng has extensive experience in production and quality management. Prior to
joining our Group, Mr. Zeng had worked as a technician in Shanghai Hongdun Anti-Counterfeit
Material Co., Ltd. (_F18 7% )& B+ BA PR 7)) from August 1997 to May 1998. Mr. Zeng had
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then worked at Uniplas (Shanghai) Co., Ltd. (4t & B ¥ FR/A A]) from May 1998 to September
2000. Mr. Zeng then subsequently worked as a quality engineer at Krone Communications
(Shanghai) Co., Ltd. (FFHE@EFN R (L) AR/ ) from September 2000 to November 2001.
Mr. Zeng had then been employed as a plant manager assistant and manager in the engineering
department of Shanghai Trayton Furniture Co., Ltd. (LiBFFEHREFXEAGRAR) from
November 2001 to January 2005. Mr. Zeng then joined Morris PRC and was appointed as a
general manager assistant in January 2005 and then as a deputy general manager in November
2011. Mr. Zeng was then employed by our Group as a senior vice president and the head of
production and quality management immediately after completion of the Business Transfer in
December 2015. Mr. Zeng obtained his double bachelor’s degrees in polymer science and
computer software from East China University of Science and Technology (¥ H I T.K22) in
Shanghai, PRC in July 1997 and master’s degree in business administration from Donghua
University CGR#ERE) in Shanghai, PRC in June 2008.

Mr. Wang Ming (E#), aged 40, is our vice president, head of import and export and
head of sales and marketing of our Group, and was appointed as an executive Director on 18
March 2016. Mr. Wang is primarily responsible for managing and reviewing import and export
contracts and overseas trading documents, arranging for transportation, clearance and
inspection of cargos and coordinating with our Group’s finance department to arrange for
payment and tax refund, developing new markets and clientele and maintaining customers’
relationship. Before joining our Group, Mr. Wang joined Morris PRC in June 2008 as a foreign
trade clerk and was appointed as a manager in the foreign trade marketing department (second
section) of Morris PRC in February 2013. He then became a manager of the foreign trade,
import and export department of Morris PRC in December 2013 and was further appointed as
vice president of Morris PRC in January 2015. Mr. Wang was employed by our Group as a vice
president and the head of import and export immediately after completion of the Business
Transfer in December 2015. Mr. Wang obtained his bachelor’s degree in English from Huaibei
Coal Industry Teachers College (MELMHERFTEIELEE) (now known as Huaibei Normal
University (EJCATi#I K £L)) in the PRC in July 2000 and a master’s degree in legal theories
from Shanghai Normal University (I RTi%iX#5) in the PRC in June 2008.

Independent non-executive Directors

Ms. Zhang Bingbing (587K/K), aged 56, was appointed as an independent non-executive
Director on 10 December 2016 and is mainly responsible for supervising and providing
independent judgment to our Board. She is also the chairman of the nomination committee and
a member of each of the audit and remuneration committees of our Company. Prior to joining
our Group, she was the vice council chairman (RI#{54Z) and secretary-general (FbEFR) of
China National Furniture Association (FEZE;€). Ms. Zhang had also been an
independent director in Yihua Lifestyle Technology Co. Ltd (E#EAE{TERH A BRA )
(formerly known as Guangdong Yihua Timber Industry Co., Ltd. (&R & HIEAERARA
A])) (stock code: 600978) from August 2007 to April 2014 and Xilinmen Furniture Co., Ltd.
(FERMI R BB AR A (stock code: 603008) from September 2009 to September 2015
both of which are listed on the Shanghai Stock Exchange. Ms. Zhang graduated in electronics
from Beijing Broadcasting and Television University (t5T B EH K E) in Beijing, PRC in
June 1982. Ms. Zhang received independent director trainings in Shanghai National
Accounting Institute (I Z &5HEE0¢) in the PRC in September 2008.

Mr. Huang Wenli (23X 18), aged 34, was appointed as an independent non-executive
Director on 10 December 2016 and is mainly responsible for supervising and providing
independent judgment to our Board. He is also the chairman of the remuneration committee and
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a member of each of the audit and nomination committees of our Company. Mr. Huang was
appointed as a researcher, associate professor and assistant to the Dean of China Academy of
Financial Research of Zhejiang University of Finance & Economics (/LA KE) in June
2015. From August 2013 to September 2015, Mr. Huang was a visiting scholar at Columbia
Business School in the U.S.. Mr. Huang received the 51st class general financial grant from the
China Postdoctoral Science Foundation Grant (4 B [ & £H 25 4). Mr. Huang was awarded
the excellent postgraduate students’ award in 2011, the Nandu scholarship band three award for
2009-2010 in 2010, the first-class award of honour for graduate for 2009-2010 in 2010 and the
graduate of merit/triple-A graduate award for 2009-2010 in 2010 by Zhejiang University (#
YL KEE). Mr. Huang received his doctoral degree in mathematics from Zhejiang University (#f
YL K#2) in the PRC in June 2011 and became a postdoctoral fellow at the University of Science
and Technology of China (BRI KEL) in Anhui, PRC in December 2011. Based on his
education background and research experience, Mr. Huang possesses the requisite knowledge
relating to finance, risk control and China economy.

Mr. Shao Shaomin (BB #)), aged 52, was appointed as an independent non-executive
Director on 10 December 2016 and is mainly responsible for supervising and providing
independent judgment to our Board. He is also the chairman of the audit committee and a
member of each of the remuneration and nomination committees of our Company. Mr. Shao
acted as a deputy county chief of Deqing County of Zhejiang Province (W{L& & H R4 1),
a deputy chief of the Issuance and Listing Department of Zhejiang Securities and Futures
Management Office (#7717 &b & B BHE FRIF A 29847 LT #0 R 324T) and the head of
the Listed Company Supervision Department and Inspection Department of Zhejiang
Supervision Bureau of China Securities Regulatory Commission (937 B & Wiy L B &/ b i
AR EE RS AR IER).
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Mr. Shao’s positions in other companies are set out below:

Company

Hangzhou Pinghai
Investment
Co., Ltd. (BUHFif
BEABRA R

Cosmos Group
Co., Lid. (T M

JBeAR A B2 7)
Yinlun Co., Ltd.

(I TSR i B 5 47

AHIRAF]

Zhejiang China Light
& Textile Industrial

Principal business
during tenure

Engaging in
industrial
investment

Engaging in real
estate development

Manufacturing of
automobile radiator
parts

Engaging in textile
industry

Position

President

Vice president and
director

Independent director

Independent director

Period

12 October 2007 to
11 October 2010

5 September 2013 to
present

21 July 2014 to
present

16 March 2015 to
present

City Group

Co., Ltd. (#{LHEA
L SE e
B2 A])

25 March 2012 to
present

Hangzhou Gaoxin
Rubber & Plastic
Materials Co., Ltd.
(BUIN = AR BB b R
Bt A BR A )

Developing,
manufacturing and
retailing of high

Independent director

polymer rubber and
plastic materials

Mr. Shao has written a book titled “Study on the Outside Director Institution of China”
( (FRBE L FH| BEWFE) ), as well as published articles in the academic journal The Journal
of World Economy. He has been a part-time tutor in the School of Economics of Zhejiang
University (7T REELEPEELEE) since November 2015. Mr. Shao graduated from Zhejiang
University (W7 K%£) in the PRC with a doctoral degree in economics in June 2004. Mr. Shao
received independent director training in Shanghai National Accounting Institute (I 8B 5 &
#1E:BE) in the PRC in December 2008. Mr. Shao was designated as a senior accountant by the
Senior Accounting Professional Assessment Committee of Zhejiang Province (Wi{L& &7t 23
N B S SRS 5735 Z H &) in December 1998 and was admitted as a non-practicing member of
the Chinese Institute of Certified Public Accountants (*FEIEMEFHAHE) in December
2009. Mr. Shao was also appointed as an accredited arbitrator in Hangzhou Arbitration
Commission (BT f#Z B ) in June 2013.
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Except as disclosed in this prospectus, to the best of the knowledge, information and
belief of our Directors, having made all reasonable enquiries, there are no other matters that
need to be brought to the attention of the Shareholders in connection with the appointment of
our Directors, and there is no information relating to our Directors that is required to be
disclosed pursuant to Rule 13.51(2) of the Listing Rules, including matters relating to
directorships held by our Directors in any public companies, the securities of which are listed
on any securities market in Hong Kong or overseas in the last three years immediately
preceding the date of this prospectus.

Senior management

Ms. Peng Yuling (¥ £3%), aged 53, was appointed as the chief financial officer of our
Group on 31 December 2015. She is responsible for managing the financial operations and
accounting functions of our Group. Prior to joining our Group, Ms. Peng served as a finance
manager, a deputy general manager and a director at Haining Jisheng Textile Co., Ltd. (74 %%
HRRAKH R/ F]) from February 1994 to November 2001. Ms. Peng then subsequently
served as a deputy finance manager and a director at Zhejiang Jianshi Industry Co., Ltd. (#f
VL BALEZE A A FR/A 7)) and a deputy general manager and a director at Haining Jishun
Garments Co., Ltd. ((BEHFIER KA R/AH]), from December 2001 to December 2005 and
from December 2006 to January 2012, respectively. Ms. Peng joined Morris PRC as the chief
financial officer in February 2012 and was employed by our Group as the chief financial officer
immediately after completion of the Business Transfer in December 2015. Ms. Peng graduated
from the Party School of the Central Committee of the Communist Party of China (FF3tH15t
# ) in the PRC in the study of economic management in December 2000. She was accredited
as a senior accountant by the Assessment Committee of Senior Accountant Qualification of
Zhejiang Province (WI{LE &7t AN B SHBEFEEZ B ) in December 2003.

Ms. Peng has not been a director of any companies, the securities of which are listed on
any securities markets in Hong Kong or overseas during the three years preceding the date of
this prospectus.

Ms. Shen Jiangping (Ji3I5¥), aged 42, was appointed as the director of human resources
of our Group on 31 December 2015. She is responsible for overseeing recruitment, staff
training, reward management and human resources matters of our Group. Ms. Shen joined
Morris PRC in October 2001 and worked at the human resources department of Morris PRC.
Ms. Shen was then promoted to deputy manager and manager in the human resources
department of Morris PRC in April 2002 and December 2011, respectively. Ms. Shen was
subsequently appointed as manager in the finance department of Morris PRC in June 2014. Ms.
Shen was employed by our Group as the director of human resources immediately after
completion of the Business Transfer in December 2015. Ms. Shen completed a three year
program in accounting at the School of Distance Learning of Zhejiang University (#7715
FEZ B ZB5) in the PRC in June 2007. Ms. Shen was accredited as a first level corporate human
resources professional (—#X&3E AT EIRE FLAN) by the Ministry of Human Resources and
Social Security of the PRC (*F#E A RALANE A J7 &R AL & R EEES) in December 2010.

Ms. Shen has not been a director of any companies, the securities of which are listed on
any securities markets in Hong Kong or overseas during the three years preceding the date of
this prospectus.
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Mr. Xu Jing (#f3), aged 30, was appointed as the head of capital market of our Group
on 12 December 2016 and is mainly responsible for investor relations, fund raising and capital
market activities of our Group. Mr. Xu joined our Group on 11 May 2015 as vice president and
head of financing of Mstar International Trading (HK) Limited. Mr. Xu has over seven years
of experience in corporate finance, investment banking and private equity. Prior to joining our
Group, Mr. Xu was the investment manager at SEAVI Advent Ocean Private Equity Limited
from September 2013 to May 2015. From July 2010 to September 2013, Mr. Xu was an
associate at CCB International Capital Limited involving in corporate finance services. From
October 2009 to July 2010, Mr. Xu served in Deloitte and Touche Financial Advisory Services
Limited as an associate. Mr. Xu obtained a bachelor of business administration degree with a
major in financial services and a minor in accountancy from the Hong Kong Polytechnic
University in 2009. He is also a member of the Chartered Financial Analyst Institute and a
member of the Hong Kong Institute of Certified Public Accountants.

Mr. Xu has not been a director of any companies, the securities of which are listed on any
securities markets in Hong Kong or overseas during the three years preceding the date of this
prospectus.

COMPANY SECRETARY

Ms. Li Oi Lai (ZZRE), aged 43, was appointed as the company secretary of our
Company on 18 March 2016. Ms. Li has more than 15 years of experience in auditing,
accounting and/or company secretarial matters and is currently a manager of SW Corporate
Services Group Limited assisting listed companies and private companies in professional
company secretarial work. She obtained a bachelor’s degree in commerce (honours) in
accounting from Hong Kong Shue Yan University in October 2010 and a master’s degree in
professional accounting from the Hong Kong Polytechnic University in November 2003. Ms.
Li was admitted as a member of The Hong Kong Institute of Chartered Secretaries and The
Institute of Chartered Secretaries and Administrators of the United Kingdom in October 2006,
a fellow member of the Association of International Accountants in November 2014 and a
fellow member of The Hong Kong Institute of Certified Public Accountants in March 2015.

BOARD COMMITTEES

We have established the following three committees in our Board: an audit committee, a
remuneration committee and a nomination committee. The committees operate in accordance

with the terms of reference established by our Board.
Audit committee

Our audit committee was established by our Board on 10 December 2016 with written
terms of reference in compliance with Rule 3.21 of the Listing Rules and the Corporate
Governance Code. The audit committee consists of three members, namely Shao Shaomin,
Huang Wenli and Zhang Bingbing, all being our independent non-executive Directors. Shao
Shaomin has been appointed as the chairman of the audit committee and is our independent
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non-executive Director with the appropriate professional qualifications. The primary duties of
the audit committee are to review and supervise the financial reporting process, internal control
system and risk management system of our Group, to oversee the audit process and to perform
other duties and responsibilities as assigned by our Board.

Remuneration committee

Our remuneration committee was established by our Board on 10 December 2016 with
written terms of reference in compliance with Rule 3.25 of the Listing Rules and the Corporate
Governance Code. The remuneration committee has three members, namely Huang Wenli,
Shao Shaomin and Zhang Bingbing. Huang Wenli has been appointed as the chairman of the
remuneration committee. The primary duties of the remuneration committee are to establish
and review the policy and structure of the remuneration for our Directors and senior

management and make recommendations on employee benefit arrangement.

Nomination committee

Our nomination committee was established by our Board on 10 December 2016 with
written terms of reference in compliance with the Corporate Governance Code. The nomination
committee has three members, namely Zhang Bingbing, Huang Wenli and Shao Shaomin.
Zhang Bingbing has been appointed as the chairman of the nomination committee. The primary
duties of the nomination committee are to make recommendations to our Board on
appointments of our Directors, to assess the independence of the independent non-executive
Directors, to take up references and to consider related matters.

Corporate governance

Our Company intends to comply with all code provisions under the Corporate
Governance Code after the Listing except for paragraph A.2.1 of the Corporate Governance
Code, which provides that the responsibilities between the chairman and the chief executive
officer should be segregated and should not be performed by the same individual. However, we
do not have a separate chairman and chief executive officer and Mr. Zou currently performs
these two roles. Our Board believes that vesting the roles of both chairman and chief executive
manager in the same person has the benefit of ensuring consistent leadership within our Group
and enables more effective and efficient overall strategic planning for our Group. Our Board
considers that the balance of power and authority for the present arrangement will not be
impaired and this structure will enable our Group to make and implement decisions promptly
and effectively. Our Board will continue to review and consider splitting the roles of chairman
of our Board and chief executive officer of our Company at a time when it is appropriate and
suitable by taking into account the circumstances of our Group as a whole.

Our Directors will review our corporate governance policies and compliance with the
Corporate Governance Code each financial year and comply with the “comply or explain”
principle in our corporate governance report which will be included in our annual reports after
the Listing.
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REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT

Our Directors and senior management receive remuneration in the form of salaries,
allowances, discretionary bonuses, share options, contributions to retirement benefits schemes
and other benefits in kind subject to applicable laws, regulations and rules. The aggregate
amount of remuneration (including salaries, allowances, discretionary bonuses, contributions
to retirement benefits schemes and other benefits in kind) paid to our Directors for the three
years ended 31 December 2015 and the eight months ended 31 August 2016 were
approximately RMBO0.3 million, RMB1.3 million, RMB2.2 million and RMB3.6 million,
respectively. The aggregate amount of compensation and benefits in kind paid to the five
highest paid individuals of our Group for the three years ended 31 December 2015 and the eight
months ended 31 August 2016 were approximately RMBO0.6 million, RMB1.8 million, RMB3.4
million and RMB4.7 million, respectively.

Under the arrangements currently in force, the estimated aggregate remunerations,
excluding discretionary bonus and share-based payments expense, if any, of our Directors for
the year ending 31 December 2016 is approximately HK$4.8 million.

The independent non-executive Directors receive fees from our Company. All Directors
receive reimbursements from our Company for expenses which are necessary and reasonably
incurred for providing services to our Company or executing matters in relation to the
operations of our Company and are paid out of the funds of our Company by way of fees for
their services as directors, such sums (if any) as our Directors may from time to time determine
(not exceeding in aggregate an annual sum excluding other amounts payable (e.g. expenses as
remuneration for employment) or such larger amount as our Company may by ordinary
resolution determine). Save as disclosed above, our Directors are not entitled to receive any
other special benefits from our Company. The compensation of our Directors is determined by
the Board which, following the Listing, will receive recommendation from the Remuneration
Committee which will take into account requirements of applicable laws, regulations and rules.

No remuneration was paid to our Directors or the five highest paid individuals as an
inducement to join, or upon joining, our Group. No compensation was paid to, or receivable
by, our Directors or past Directors for the Track Record Period for the loss of office as director
of any member of our Group or of any other office in connection with the management of the
affairs of any member of our Group. None of our Directors waived any emoluments during the
same period.

We have adopted the Share Option Scheme. Please refer to the subsection headed “7.
Share Option Scheme” in Appendix IV to this prospectus for details.
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COMPLIANCE ADVISER

We have appointed Sinolink Securities (Hong Kong) Company Limited as our compliance
adviser pursuant to Rule 3A.19 of the Listing Rules. Pursuant to Rule 3A.23 of the Listing

Rules, our compliance adviser will advise us in the following circumstances:

. before the publication of any regulatory announcement, circular or financial report;

o where a transaction, which might be a notifiable or connected transaction, is

contemplated, including share issues and share repurchases;

. where we propose to use the proceeds of the Global Offering in a manner different
from that detailed in this prospectus or where our business activities, developments

or results deviate from any estimate or other information in this prospectus; and

. where the Stock Exchange makes an inquiry of us regarding unusual movements in

the price or trading volume of our Shares.

The term of the appointment shall commence on the Listing Date and end on the date on
which we distribute our annual report in respect of our financial results for the first full
financial year commencing after the Listing Date and such appointment may be subject to

extension by mutual agreement.
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AUTHORISED AND ISSUED SHARE CAPITAL

The following is a description of the authorised and issued share capital of our Company
in issue and to be issued as fully paid or credited as fully paid prior to and immediately
following the completion of the Global Offering:

Us$
Authorised share capital:
10,000,000,000 Shares 10,000,000
Issued and to be issued, fully paid or credited as fully paid:

100,000 Shares in issue at the date of this prospectus 100
749,900,000 Shares in issue under the Capitalisation Issue 749,900
250,000,000 Shares to be issued pursuant to the Global 250,000

Offering
1,000,000,000 Total 1,000,000

ASSUMPTIONS

The above table assumes that the Global Offering has become unconditional and the issue
of Shares pursuant to the Global Offering and the Capitalisation Issue are made. It takes no
account of any Shares which may be allotted and issued pursuant to the exercise of the
Over-allotment Option or the options which may be granted under the Share Option Scheme
or which may be allotted and issued or repurchased by us under the general mandates granted
to our Directors to issue or repurchase Shares as described below.

RANKING

The Offer Shares will be ordinary shares in the share capital of our Company and will
rank pari passu in all respects with all Shares currently in issue or to be issued as mentioned
in this prospectus and, in particular, will rank in full for all dividends or other distributions
declared, made or paid on the Shares in respect of a record date which falls after the date of
this prospectus other than entitlement under the Capitalisation Issue.
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GENERAL MANDATE TO ISSUE SHARES

Subject to the Global Offering being unconditional, our Directors have been granted a
general unconditional mandate to allot, issue and deal with such number of Shares (otherwise
than by way of rights issue or an issue of shares upon the exercise of any subscription rights
attached to any warrants of our Company or pursuant to the exercise of any options which may
be granted under the Share Option Scheme or any other option scheme or similar arrangement
for the time being adopted for the grant or issue to officers and/or employees of our Company
and/or any of its subsidiaries of Shares or rights to acquire Shares or any scrip dividend,
schemes or similar arrangements providing for the allotment and issue of Shares in lieu of the
whole or part of a dividend on Shares in accordance with the Articles of Association or a
specific authority granted by the Shareholders in general meeting) with a total number not
exceeding the aggregate of:

(i)  20% of the total number of Shares in issue immediately following the completion of
the Capitalisation Issue and Global Offering (without taking into account of any
Shares falling to be issued pursuant to the exercise of the Over-allotment Option or
any options which may be granted under the Share Option Scheme); and

(ii) the total number of Shares repurchased by our Company (if any) pursuant to the
general mandate to repurchase Shares granted to our Directors referred to below.

This mandate does not cover Shares to be allotted, issued, or dealt with under a rights
issue. This mandate will remain in effect until whichever is the earliest of:

(i) the conclusion of the next annual general meeting of our Company;

(ii) the expiration of the period within which the next annual general meeting of our
Company is required by the Articles of Association or any other applicable laws of
the Cayman Islands to be held; or

(iii) the passing of an ordinary resolution of the Shareholders in a general meeting
revoking, varying or renewing such mandate.

For further details of this general mandate, please see the subsection headed “1. Further
Information about Our Company — C. Written resolutions of our Shareholder passed on 10
December 2016 in Appendix IV to this prospectus.

GENERAL MANDATE TO REPURCHASE SHARES

Subject to the Global Offering becoming unconditional, our Directors have been granted
a general unconditional mandate to exercise all the powers of our Company to repurchase such
number of Shares as will represent up to 10% of the aggregate of the total number of Shares
in issue immediately following the completion of the Capitalisation Issue and the Global
Offering (without taking into account of any Shares falling to be issued pursuant to the exercise
of the Over-allotment Option or any options which may be granted under the Share Option

Scheme).
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This mandate only relates to repurchases made on the Stock Exchange or on any other
stock exchange on which the securities of our Company may be listed (and which is recognised
by the SFC and the Stock Exchange for this purpose), and which are made in accordance with
the Listing Rules. A summary of the relevant Listing Rules is set out in the subsection headed
“4. Repurchase by Our Company of Our Own Securities” in Appendix IV to this prospectus.

This mandate will remain in effect until whichever is the earliest of:
(i) the conclusion of the next annual general meeting of our Company;

(ii) the expiration of the period within which the next annual general meeting of our
Company is required by the Articles of Association or any other applicable laws of
the Cayman Islands to be held; or

(iii) the passing of an ordinary resolution of the Shareholders in a general meeting
revoking, varying or renewing such mandate.

For further details of this share repurchase mandate, please see the subsection headed “1.
Further Information about Our Company — C. Written resolutions of our Shareholder passed on
10 December 2016 in Appendix IV to this prospectus.

SHARE OPTION SCHEME

Our Company has conditionally adopted the Share Option Scheme on 10 December 2016.
Further details of the rules of the Share Option Scheme are set out in the subsection headed “7.
Share Option Scheme” in Appendix IV to this prospectus.

CIRCUMSTANCES UNDER WHICH GENERAL MEETING AND CLASS MEETING
ARE REQUIRED

Our Company has only one class of shares, namely ordinary shares, each of which ranks
pari passu with the other shares.

Pursuant to the Cayman Companies Law and the terms of the Memorandum and the
Articles, our Company may from time to time by ordinary resolution of Shareholders (i)
increase its capital; (ii) consolidate and divide its capital into Shares or larger amount; (iii)
divide its Shares into several classes; (iv) subdivide its Shares into Shares of smaller amount;
and (v) cancel any Shares which have not been taken. In addition, our Company may, subject
to the provisions of the Cayman Companies Law, reduce its share capital or capital redemption
reserve by its Shareholders passing special resolution. For details, see “Appendix III — 2.
Articles of Association — (c) Alteration of capital” to this prospectus.

Pursuant to the Cayman Companies Law and the terms of the Memorandum and Articles,
all or any of the special rights attached to our Share or any class of our Shares may be varied,
modified or abrogated either with the consent in writing of the holders of not less than
three-fourths in nominal value of the issued Shares of that class or with the sanction of a
special resolution passed at a separate general meeting of the holders of the Shares of that
class. For details, please see the subsection headed “Summary of the Constitution of Our
Company and Cayman Islands Company Law — 2. Articles of Association — (d) Variation of
rights of existing shares or classes of shares” in Appendix III to this prospectus.

-207 -



SUBSTANTIAL SHAREHOLDERS

As at the date of the application for the Listing, our Company is owned by the following

persons who are directly or indirectly in 5% or more of the nominal value or any share capital

carrying rights to vote in all circumstances at general meetings of our Company:

Name
Morris Capital
Mr. Zou™ere 2)

Ms. Wu(NOte 3)

Note 1:

Note 2:

Nature of interest

Beneficial owner

Interest of controlled

corporation
Interest of spouse

Number

and class of

ol e (Note 1)
securities

100 ordinary shares of
our Company (L)
100 ordinary shares of
our Company (L)
100 ordinary shares of
our Company (L)

The letter “L” denotes the person’s long position in such shares.

Approximate

percentage
of interest in
our Company

100%
100%

100%

Morris Capital is owned as to 85% by Mr. Zou. As such, Mr. Zou will therefore be deemed, or taken

to be, interested in the same number of shares in which Morris Capital is interested.

Note 3:

Ms. Wu is the spouse of Mr. Zou. Under the SFO, Ms. Wu will therefore be deemed, or taken to

be, interested in the same number of shares in which Mr. Zou is interested.

So far as our Directors are aware, immediately following the completion of the

Capitalisation Issue and the Global Offering and assuming that no Share will be issued

pursuant to the exercise of the Over-allotment Option and any options which may be granted

under the Share Option Scheme, the following persons will have an interest or a short position

in the Shares which will be required to be disclosed to our Company and the Stock Exchange

pursuant to the provisions of Division 2 and 3 of Part XV of the SFO or will be, directly or

indirectly, interested in 10% or more of the nominal value of any class of Shares carrying rights

to vote in all circumstances at general meetings of any other member of our Group:

Name

Morris Capital
Mr. Zou e 2

MS Wu(Note 3)

Nature of interest

Beneficial owner

Interest of controlled
corporation

Interest of spouse

Number
and class of securities

held immediately after

completion of the

Capitalisation Issue and
the Global OfferingV*"

750,000,000 Shares (L)
750,000,000 Shares (L)

750,000,000 Shares (L)
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Approximate
percentage

of interest in

our Company
immediately after
completion of the
Capitalisation
Issue and the
Global Offering

75%
75%

75%
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Note 1:  The letter “L” denotes the person’s long position in such Shares.

Note 2:  Morris Capital is owned as to 85% by Mr. Zou. As such, Mr. Zou will therefore be deemed, or taken
to be, interested in the same number of Shares in which Morris Capital is interested.

Note 3: Ms. Wu is the spouse of Mr. Zou. Under the SFO, Ms. Wu will therefore be deemed, or taken to
be, interested in the same number of Shares in which Mr. Zou is interested.

Save as disclosed in this prospectus, our Directors are not aware of any person who will,
immediately following the completion of the Global Offering, and without taking into account
any Shares that may be allotted and issued pursuant to the exercise of the Over-allotment
Option or the options that may be granted under the Share Option Scheme, have an interest or
a short position in the Shares which will be required to be disclosed to our Company and the
Stock Exchange under the provisions of Division 2 and 3 of Part XV of the SFO or will be,
directly or indirectly, interested in 10% or more of the nominal value of any class of share
capital carrying rights to vote in all circumstances at general meetings of any other member of

our Group.

Our Directors are not aware of any arrangement which may at a subsequent date result in

a change of control of our Company.
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OUR CONTROLLING SHAREHOLDERS

Immediately upon completion of the Global Offering (without taking into account of any
allotment and issue of Shares pursuant to the exercise of the Over-allotment Option or the
options which may be granted under the Share Option Scheme), 75% of the issued share capital
of our Company will be owned by Morris Capital, which is in turn owned as to 85% by Mr.
Zou. Accordingly, Mr. Zou and Morris Capital are our Controlling Shareholders within the
meaning of the Listing Rules.

Furthermore, Ms. Wu is the spouse of Mr. Zou, and they would through discussion reach
consensus among themselves before making any major decision in respect of our Group to vote
in shareholders meetings on an unanimous basis. Our Controlling Shareholders have executed
a confirmation, whereby they confirmed the existence of such acting-in-concert arrangement so
far as the voting rights of our Company are concerned, and such arrangements will continue
to have effect until one year after the Listing. In view of the above, Mr. Zou, Ms. Wu and
Morris Capital are considered to be parties acting in concert regarding the control of our
Company under the meaning of the Takeovers Code and therefore Ms. Wu is considered to also

be one of our Controlling Shareholders within the meaning of the Listing Rules.

Mr. Zou is our Chairman, CEO and executive Director. For details of the background of
Mr. Zou, please refer to the section headed “Directors and Senior Management” in this

prospectus.
DELINEATION OF BUSINESS
Information on Morris PRC and its relationship with our Group

Prior to the Reorganisation, the business of our Group was carried out by the subsidiaries
now comprising our Group and the furniture division of Morris PRC. In the preparation for the
Listing, in order to consolidate the relevant business to focus on (i) design, manufacturing and
sales of sofas and sofa covers and (ii) sales of sofas and wood based furniture products
manufactured by ourselves in our direct sale stores in the PRC, the business formerly operated
by the furniture division of Morris PRC was transferred to the subsidiaries now comprising our
Group pursuant to the Business Transfer Agreement. After the Reorganisation and Business
Transfer, Morris PRC and its subsidiaries, namely Jennifer Convertibles, Inc., Haining Mengnu
Leather Co., Ltd. (JZERS I EHRA A, Haining Morris International Fur Products Co.,
Ltd. (S5 25 BB 2 A 722 A]), Haining Morris Leather Products Co., Ltd. (/52325545 26
AR T, Zhejiang Morris Property Co., Ltd. (Wi{L5% tZ Mz A BR/A F]), Haining Morris
Trading Co., Ltd. (%52 % 5 A/ R/~ F]) and Haining Meizheng Advertisement Co., Ltd. (i
3 FJE 5 A PR/ F]) were excluded from our Group to form the “Excluded Group”. Please
refer to the section headed “History, Reorganisation and Corporate Structure” in this

prospectus for details of the Business Transfer.
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Clear delineation between our business and the Excluded Businesses

After the Reorganisation and completion of Business Transfer on 31 December 2015, the
Excluded Group is principally engaged in the processing and sale of clothes, knitwear,
accessories and suitcases, property development, advertising, trading of non-furniture products
in Haining City, Zhejiang Province, the PRC and operation of domestic furniture retail chains
in the eastern part of the U.S. (the “Excluded Businesses”). Our Directors are of the view that
none of the Excluded Businesses competes, or be expected to compete, directly or indirectly
with our Group’s principal business due to their different nature.

The business of our Group and Jennifer Convertibles, Inc. (“Jennifer Convertibles”)

After Reorganisation and completion of Business Transfer, one of the Excluded
Businesses, namely the business of operating domestic furniture retail chains in the eastern part
of the U.S., is conducted by Jennifer Convertibles, one of the subsidiaries of Morris PRC and
a part of the Excluded Group.

A. Information on Jennifer Convertibles

Jennifer Convertibles was incorporated in 1986 by Independent Third Parties and began
by operating a single retail store in Paramus, New Jersey, U.S.. It was originally listed on the
NASDAQ National Market and moved to the Over-The-Counter Bulletin Board in 1995 and
moved again to the American Stock Exchange in 2003 and returned to the Over-The-Counter
Bulletin Board in 2010 until it was deregistered with the U.S. Securities and Exchange
Commission (“SEC”) in 2011 following its emergence from bankruptcy. Jennifer Convertibles
has become a customer of Morris PRC since 2008. Jennifer Convertibles retails complete lines
of furniture, including bedroom furniture, dining room furniture and office furniture pieces,
sofa beds, sofas and companion pieces, chairs and recliners as well as various home furnishings
and home accessories such as wall art, rugs, lamps, futons, pillow and mattresses.

B. Chapter 11 protection and the acquisition of Jennifer Convertibles by Morris PRC

In 2010, Jennifer Convertibles experienced serious financial difficulties. According to the
filing of SEC, Jennifer Convertibles recorded substantial net loss of US$24.3 million and
USS$11.0 million for its fiscal year of 2010 and 2009, respectively. On 18 July 2010, Morris
PRC, as the largest creditor of Jennifer Convertibles, together with other creditors commenced
voluntary cases pursuant to chapter 11 of title 11 of the U.S. Code. On 19 November 2010,
Jennifer Convertibles filed their disclosure statement and a joint plan of reorganisation. As part
of such reorganisation plan, Morris PRC agreed to convert most of its unsecured debt into
equity and received 901,000 shares of Jennifer Convertibles, representing 90.1% of the new
equity securities of Jennifer Convertibles. The remainder of the new equity securities of the
Jennifer Convertibles were distributed among certain of Jennifer Convertibles’ former
creditors.
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Despite the negative publicity surrounding Jennifer Convertibles and substantial losses
incurred in successive years, it was commercially justifiable for Mr. Zou to accept the
reorganisation plan in respect of Jennifer Convertibles by taking into consideration that (i) it
was possibly once-in-a-lifetime opportunity for Mr. Zou to gain control of a long-established
U.S. furniture retail chains; and (ii) his confidence that the U.S. furniture retail market will
recover from the economic downturn that has followed the global financial crisis of 2008 to
2009 and the financial performance of Jennifer Convertibles could turn around through
long-term dedication and effort by the management of Jennifer Convertibles through business
reorganisation, restructuring and business strategy rebuilding. When Mr. Zou decided to
proceed with the acquisition of Jennifer Convertibles, he did not have any intention to
vertically integrate its furniture retail business into our Group’s business. Instead, Mr. Zou
viewed them as two different businesses and set different paths and goals for each of them. For
Jennifer Convertibles, Mr. Zou intended to leverage on its established brand name, retail
network and management team to build it as a leading retailer in the U.S.. Mr. Zou was well
aware that it might be difficult to turn around the financial performance of Jennifer
Convertibles in the short term. If solely based on the past financial performance of Jennifer
Convertibles, it would not be justifiable for Mr. Zou to decide to acquire a business with such
substantial loss.

C. Delineation between the business of our Group and Jennifer Convertibles

Our Group, as a manufacturer, principally engage in the design, manufacturing, sales and
marketing of sofas and sofa covers mainly for export to the overseas markets. Our Group is one
of the top three PRC upholstered sofa manufacturers in terms of export value to the U.S. in
2015 according to the Euromonitor Report. We have four production facilities in Haining,
Zhejiang Province, the PRC and our own research and development team that is responsible for
developing new types of sofas and other furniture products. All of the sofa covers and sofas
sold by our Group to the U.S. are sold to wholesalers, furniture retail chains and retail
warehouse clubs located in the U.S.. On the other hand, Jennifer Convertibles, as a retailer,
operated 25 chain stores in the eastern part of the U.S. as at the Latest Practicable Date
distributing complete lines of furniture sourced from a wide spectrum of suppliers, including
bedroom furniture, dining room furniture and office furniture pieces, sofa beds, sofas and
companion pieces, chairs and recliners as well as various home furnishings and home
accessories. None of the products sourced and sold by Jennifer Convertibles are manufactured
or designed by it. Further, none of the brands of any of the products sourced and sold by
Jennifer Convertibles are owned by it. In essence, Jennifer Convertibles’ business model is the
operating of sourcing and distribution model to various manufacturers and brand owners of
furniture products to distribute their products to end customers in the U.S.. The industry and
business nature, business model and operation, products and brands, client base, major
competitors, management team and structure, marketing method and research and development
activities of our Group’s business are fundamentally different from those of Jennifer
Convertibles. Our direct sale stores in Zhejiang Province mainly operate as a vertical extension
of our manufacturing business and an expansion of sales channel of our self-manufactured and
own branded products in the local market which are in close proximity to our production
facilities to benefit from the convenience of transportation and efficiency of centralised
management. Sales generated from such two direct sale stores represented only nil, 3.5%, 1.3%
and 0.3% of the total sales of our Group for each of the three years ended 31 December 2013,
2014 and 2015 and the eight months ended 31 August 2016.
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The following table sets out the key differences between the business of our Group and

the business of Jennifer Convertibles:

(i)  Business
nature

(i) Business
model and
operation

Products

(iii)

Brands

(iv)

(v)  Geographical
markets

(vi) Client base

(vii) Major

competitors

Our Group

Jennifer Convertibles

Manufacturer

Export business

Design, manufacturing and sale of
sofas and sofa covers

Sofas and sofa covers

“Morris Holdings Limited”

Predominantly the U.S., as well as
Australia, Ireland, Canada and other
overseas markets

retailers  of

Wholesalers  and

furniture products

Sofa manufacturers which mainly
export products to the U.S.

Two direct sale stores in Zhejiang
Province

Design, manufacturing and sale of
sofas and wood based furniture
products

Sofas and wood based furniture

products manufactured by our
Group

“Morris Zou”

Haining City and Jiaxing City,
Zhejiang Province, the PRC

Consumers based in the PRC, in
particular, Zhejiang Province
Furniture stores in Haining and

Jiaxing City, Zhejiang Province, the
PRC
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Retailer

Operates furniture retail chains by
adopting an “sourcing and distribution”
model

Various types of furniture and home
accessories sourced from suppliers,
including bedroom furniture, dining
room furniture and office furniture
pieces, sofa beds, sofas and companion
pieces, chairs and recliners as well as
various home furnishings and home
accessories (such as wall art, lamps and
beddings)

A variety of brands, of which some are
U.S. furniture retailers

Eastern part of the U.S., such as New
York, New Jersey and Connecticut

Consumers based in the U.S.

Regional or national furniture retail
chains in the U.S.
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(viii) Management

(ix) Marketing

(x) Research
and
development

(xi) Employee
skill sets

Our Group

Jennifer Convertibles

The core senior management of our Group is based in the PRC and Hong
Kong, comprising our four executive Directors, namely, Mr. Zou, Mr. Chen
Guohua, Mr. Zeng Jin and Mr. Wang Ming

Attend various trade exhibitions No marketing activity up to the
and  advertise  regularly in  Latest Practicable Date
Furniture/Today, a  business

newspaper about the U.S. furniture

industry

- Our Haining Research and Development Centre is responsible for
developing new types of sofas and other furniture products and their
components and finding ways to enhance and improve the
functionality of existing products.

- Own patents relating to certain sofa functions

Skillful production workers and experienced product research and
development staff

~214 -

Separate management structure based in
the U.S., comprising purchasing, sales,
merchandising, warehouse, finance and
accounting, ~ administration, human
resources, information  technology,
E-commerce,  customer  service,
advertising and store department.
Currently, Mr. Zou is the chief
executive officer and chairman. The
chief financial officer, Mr. Roy Wayne
Stewart, together with other senior
management members  (comprising
deputy chief executive officer, vice
presidents, director of information
technology and director of purchasing)
are all Independent Third Parties
without any past or present involvement
in the management of our Group.
Except for Mr. Zou and Mr. Wang Ming,
the latter was a director of Jennifer
Convertibles from 12 November 2014
to 19 February 2016, none of our
Directors and senior management of our
Group has been a board member of
Jennifer Convertibles.

Advertises on domestic TV, radio,
mailers and Internet sites in the U.S.

No research and development activity

Experienced ~ sales  persons  and
procurement staff
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Details of the differences of the Group’s and Jennifer Convertibles’ businesses are set out

below:

i Different business models

Our Group, as a manufacturer, operates under a fundamentally different business model
as compared to Jennifer Convertibles. In particular, we are a PRC upholstered sofa
manufacturer with a business operation model comprising OEM, ODM and OBM that
consolidate the functions of design, research and development, manufacturing and sales and
marketing. We also sell sofas and wood based furniture products manufactured by our Group
under the brand of “Morris Zou” through our two direct sale stores in Haining City and Jiaxing
City, Zhejiang Province. By contrast, Jennifer Convertibles is a one-stop-shop furniture retail
chain which adopts an “sourcing and distribution” business model, under which Jennifer
Convertibles sources different products from a wide spectrum of suppliers including our
Group, before it sells and markets the products through its network of 25 retail stores located
in eastern part of the U.S.. The following diagram illustrates the different operation flow of the

business of our Group and that of Jennifer Convertibles:

Our Group Jennifer Convertibles

Design and Manufacturing

(OEM, ODM and OBM) Sourcing

from various suppliers

!

I

|

|

|

|

|

|

|

| Distribution
Export Direct sale | through 25 retail stores in the U.S.

|

|

|

|

|

|

|

|

|

Wholesalers and retailers in the Customers in the PRC, in COHSUmeI:S il_l the u.s., mOSF 9f
U.S. and other overseas markets particular, Zhejiang Province whom are individuals or families

ii.  Different products and brands

Our Group mainly manufactures and sells sofas, sofa covers and an insignificant amount
of wood based furniture products. Our products are generally marketed under two brands,
namely, “Morris Holdings Limited” and “Morris Zou”. We mainly export our “Morris Holdings
Limited” branded sofas to the U.S. and sell our “Morris Zou” branded sofas and wood based
furniture products domestically in the PRC through our two direct sale stores in Zhejiang
Province, the PRC.
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Jennifer Convertibles, in contrast, is a one-stop-shop furniture retail chain which sells
complete lines of furniture, including bedroom furniture, dining room furniture and office
furniture pieces, sofa beds, sofas and companion pieces, chairs and recliners as well as various
home furnishings and home accessories that are sourced from a wide spectrum of suppliers,
including our Group and a variety of U.S. furniture retailers. For each of the three years ended
31 December 2015 and the eight months ended 31 August 2016, the percentage of Jennifer
Convertibles’ sales of sofas purchased from our Group accounted for approximately 36%, 24 %,
20% and 17% to its total revenue, respectively. Jennifer Convertibles does not design or
manufacture any of the products sold in its retail chain but acts as a distribution channel that
assists in the sales and marketing of the products of its suppliers through its network of retail
stores.

iii. Different geographical coverage

We export our sofas and sofa covers to overseas markets including the U.S., Australia,
Ireland and Canada. We also sell our self-manufactured sofas and wood based furniture
products under our brand of “Morris Zou” through our two direct sale stores in Haining City
and Jiaxing City, Zhejiang Province in the PRC.

With respect to Jennifer Convertibles, it focuses its geographical coverage in the eastern
part of the U.S., such as New York, New Jersey and Connecticut. Jennifer Convertibles did not
have any retail stores outside the territory of the U.S. during the Track Record Period and as
at the Latest Practicable Date.

iv.  Different target customers

Our customers are mainly wholesalers, furniture retail chains and retail warehouse clubs
located in the U.S., to which we only sell our products in bulk. The customers for our two
self-operated stores Zhejiang are consumers in the PRC, in particular, Zhejiang Province.

By contrast, Jennifer Convertibles sells its products directly to end-consumers in the U.S.,
most of whom are individuals or families. They purchase products from Jennifer Convertibles
through retail and individual purchases.

V. Different core senior management

The overall management of our business and operation is conducted by our core senior
management, comprising our four executive Directors, namely, Mr. Zou, Mr. Chen Guohua,
Mr. Zeng Jin and Mr. Wang Ming. Our core senior management is responsible for the overall
administration of the organisation, operational management and supervision of all aspects of
the business, such as financial planning, management level recruitment, and marketing
strategies of our Group. Our Group coordinates our management through establishment of
various departments, segregated by their functions as import and export, sales, finance, design,
research and development, production planning, production, quality control and general
administration, the duties and functions of which are detailed in the subsection headed “Our
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Management Structure” under the section headed “Business” in this prospectus. All of our
management have been educated and worked in the PRC. Our management has accumulated
extensive experience in manufacturing, design and export. However, such experience cannot be
regarded as equivalent experience in domestic furniture retail market in the U.S..

Jennifer Convertibles has its own management structure, which comprises purchasing,
sales, merchandising, warehouse, finance and accounting, administration, human resources,
information technology, E-commerce, customer service, advertising and store departments. All
of those departments are based in the U.S. and have their own responsible employees.
Currently, Mr. Zou is the chief executive officer and chairman. The chief financial officer, Mr.
Roy Wayne Stewart, together with other senior management members (comprising deputy chief
executive officer, vice presidents, director of information technology and director of
purchasing) are all Independent Third Parties without any past or present involvement in the
management of our Group. Except for Mr. Zou and Mr. Wang Ming, the latter was a director
of Jennifer Convertibles from 12 November 2014 to 19 February 2016, none of our Directors
and senior management of our Group has been a board member of Jennifer Convertibles. Since
Morris PRC’s acquisition of Jennifer Convertibles in 2010 and up to the Latest Practicable
Date, Morris PRC has not assigned any other management or employee to involve in the
day-to-day operation and management of Jennifer Convertibles. Mr. Zou, although serves as
the chief executive officer of Jennifer Convertibles, is sitting on the board of Jennifer
Convertibles to look after his investment interests in Jennifer Convertibles and has not been
involved in the day-to-day management of Jennifer Convertibles. Instead, Mr. Zou only travels
to the U.S. several times a year to inspect the operation of Jennifer Convertibles and review
the report from its local management team. Most of the management of Jennifer Convertibles
has been educated and worked in the U.S. and have years of experience in retail business in
the U.S..

vi. Marketing

We mainly market our brands and our products by attending various trade exhibitions and
advertise ourselves and our products regularly in Furniture/Today, a business newspaper about
the U.S. furniture industry that provides news and research to furniture and bedding retail
stores, mass merchants, distributors, executives and suppliers.

For Jennifer Convertibles, it markets its products by advertising on TV, radio, mailers and
Internet sites, which are determined solely by the local management team of Jennifer
Convertibles.

vii. Research and development

Our Haining Research and Development Centre is responsible for developing new types
of sofas and other furniture products and their components and finding ways to enhance and
improve the functionality of our existing products. We have our own patents in sofa
manufacturing, details of which please refer to the subsection headed “Intellectual Property”
under the section headed “Business” and Appendix IV to this prospectus. By contrast, Jennifer
Convertibles, as a pure retailer, does not conduct any research and development activity.
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viii. Employee skill sets

Other than Mr. Zou, our employees and senior management do not overlap with those of
Jennifer Convertibles. The differences in business model require substantially different
skill-sets in the employees hired by our Group and Jennifer Convertibles. We need skillful
workers for manufacturing and experienced product research and development staff to develop
new products and improve the functionality of our existing products. Over 80% of our
employees are production workers. We provide on-site training periodically to our employees
across different departments. For example, we train our manufacturing staff to use machines
efficiently and our sales and marketing staff to understand our products, the overseas markets
and competitors and how to market and represent our own brands to the customers. Our
recruitment criteria and employees training programmes are separate from Jennifer
Convertibles due to the fundamental differences in the business models.

On the other hand, Jennifer Convertibles operates a retail business which mainly requires
good sales persons with retailing sales and marketing skills and procurement staff, who from
time to time conduct extensive research into various home furnishing and furniture products to
search for marketable products and keep track with the end-consumer market. Jennifer
Convertibles’ operation depends on its ability to hire, train and retain highly skilled sales and
marketing personnel for the development of its business. Hence, Jennifer Convertibles focuses
on training its staff on sales and marketing to provide support and services for the end
customers in respect of the products supplied by its various suppliers, to assist with sales and
distribution of their products to the end customers and to effectively represent and promote the
suppliers in its retail stores.

ix. Separate source of fund

Our Group and Jennifer Convertibles obtained source of fund separately.

As illustrated above, the business model and operation, products, geographical markets,
client base, major competitors and management base of Jennifer Convertibles can be clearly
delineated from our Group’s business.

D. The business of our Group and that of Jennifer Convertibles do not rely on each other

Although Jennifer Convertibles was one of our customers to which products were sold
and our Group was one of Jennifer Convertibles’ suppliers from which products were sourced
during the Track Record Period, neither the business of the Group nor that of Jennifer
Convertibles relies on the other.

For the years ended 31 December 2013, 2014 and 2015 and the eight months ended 31
August 2016, our sales to Jennifer Convertibles amounted to approximately RMB70.7 million,
RMB34.1 million, RMB31.6 million and RMB30.2 million, respectively, which accounted for
approximately 7.2%, 4.1%, 3.4% and 5.2% of our Group’s revenue, respectively. Such
transactions constitute a continuing connected transaction for our Company upon Listing.
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Please see the subsection headed “Non-exempt Continuing Connected Transactions — Jennifer
Convertibles Sales Agreement” under the section headed “Connected Transactions” in this
prospectus for details. There will not be any material adverse effect on our business if Jennifer
Convertibles refuses to purchase its products as we have many other customers. Jennifer
Convertibles sources diversified furniture products from a wide spectrum of suppliers. Our
Group is only one of the suppliers of Jennifer Convertibles. According to the internal operation
record of Jennifer Convertibles, purchase from our Group accounted for approximately 47.0%,
25.3%, 22.5% and 21.2% of the total purchases of Jennifer Convertibles, respectively for each
of the years ended 31 December 2013, 2014 and 2015 and the eight months ended 31 August
2016. The largest supplier of Jennifer Convertibles for each of the years ended 31 December
2014 and 2015 and the eight months ended 31 August 2016 was a large furniture manufacturer
based in the U.S.. Purchase by Jennifer Convertibles from such supplier accounted for
approximately 17.2%, 39.8%, 48.6% and 43.3% of the total purchases of Jennifer Convertibles
for the years ended 31 December 2013, 2014 and 2015 and the eight months ended 31 August
2016, respectively. Our Directors are of the view that our Group operates independently from
Jennifer Convertibles on the following grounds: (i) pursuant to the Jennifer Convertibles Sales
Agreement, the maximum aggregate annual amount of sales by our Group to Jennifer
Convertibles for each of the years ending 31 December 2016, 2017 and 2018 is RMB32.0
million. Our Directors also confirm that our Group will ensure that the sales to Jennifer
Convertibles will not exceed the annual cap for the relevant year. According to our internal
record, our Group’s gross sales to Jennifer Convertibles as to the total gross sales of our Group
decreased to approximately 3.6% for the eleven months ended 30 November 2016 and is
expected to decrease further for the year ending 31 December 2016. Our sales to Jennifer
Convertibles as to the revenue of our Group for the full year ending 31 December 2016 is
expected to maintain at a similar level as of the years ended 31 December 2014 and 2015; (ii)
on the basis that our sales to Jennifer Convertibles will not exceed RMB32.0 million for the
year ending 31 December 2016, it is expected that Jennifer Convertibles will not be one of our
top five customers and our Group’s revenue attributable to Jennifer Convertibles will not be
material for the year ending 31 December 2016; (iii) according to the internal operation record
of Jennifer Convertibles, for the eleven months ended 30 November 2016, purchase from our
Group only accounted for approximately 18.5% of the total purchase of Jennifer Convertibles,
while the purchase from Jennifer Convertibles’ largest supplier accounted for approximately
43.0% of its total purchase for the same period, which was significantly higher than its
purchase from our Group; and (iv) Jennifer Convertibles has commenced sourcing from eight
new suppliers since January 2016. As such, in the event our Group decides not to supply
products to Jennifer Convertibles, it should be in a position to find alternative brands and

suppliers to supply sofas in place of our Group.

E. No intention to inject Jennifer Convertibles into our Group

As at the Latest Practicable Date, our Controlling Shareholders had no intention to inject
Jennifer Convertibles into our Group. If our Controlling Shareholders decide to dispose of
Jennifer Convertibles or part thereof in the future, they will grant the right of first refusal to

our Group.
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Given the above circumstances, in particular, (i) after the Reorganisation and Business
Transfer, except for Jennifer Convertibles, neither Morris PRC nor its subsidiaries were
engaged in furniture retail business in the U.S. or the PRC; and (ii) our Group’s business was
clearly delineated from the business of Jennifer Convertibles, our Directors believe that the
business of Morris PRC does not and will not directly or indirectly compete with the principal
business of our Group and therefore there is no competition.

To further safeguard our Group from any potential competition from our Controlling
Shareholders, each of our Controlling Shareholders will enter into the Deed of Non-
competition in favour of our Group. Please refer to the subsection headed “Deed of
Non-competition” under this section for further details.

Our Controlling Shareholders and our Directors do not have interest in any business
which competes or is likely to compete, directly or indirectly, with our Group’s business and
would require disclosure under Rule 8.10 of the Listing Rules.

INDEPENDENCE FROM OUR CONTROLLING SHAREHOLDERS

Having considered the following factors, our Directors are satisfied that our Group is
capable of carrying on our business independently from our Controlling Shareholders and their
respective close associates after the Listing.

Management independence
Our Board comprises four executive Directors and three independent non-executive
Directors. Our executive Director, Chairman and CEO, namely Mr. Zou, is also the controlling

shareholder as well as the chairman of Morris PRC. However, there will be no common
management between our Company and Morris PRC other than Mr. Zou.

The table below sets forth the Board of our Group and the board of Morris PRC:

Board of our Group
(excluding independent

non-executive Directors) Board of Morris PRC
Mr. Zou Gebing Executive Director, Chairman and CEO Chairman
Mr. Chen Guohua Executive Director and executive vice N/A

president
Mr. Zeng Jin Executive  Director, senior vice N/A

president and head of production and
quality management

Mr. Wang Ming Executive Director, vice president, head N/A
of import and export and head of sales
and marketing
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Mr. Zou is not involved in Morris PRC’s daily management, and therefore will be able to
devote most of his time and attention to management of our Company. As set out in the
subsection headed “Delineation of Business” under this section, there is no competition
between the business of Morris PRC and that of our Group. Therefore, our Directors believe
that Mr. Zou’s directorship in Morris PRC will not affect the management independence of our
Group.

Our Board comprises a balanced composition of independent non-executive Directors
who have sufficient character, integrity and calibre for their views to carry weight, and thus can
effectively exercise independent judgement. Our independent non-executive Directors have
extensive experience in different professions. Our Directors believe that the presence of
Directors from different backgrounds provides a balance of views and opinions. The fact that
one of our executive Directors is a Controlling Shareholder will not affect the independence of
the Board as a whole.

Furthermore, our Board’s main functions include the approval of our Group’s overall
business plans and strategies, monitoring the implementation of these policies and strategies
and the management of our Company. Our Board acts collectively by majority decisions in
accordance with the Articles and the applicable laws, and no single Director is supposed to
have any decision-making power unless otherwise authorised by our Board.

Each of our Directors is aware of his fiduciary duties as a director which require, among
others, that he must act for the benefit of and in the best interests of our Company and does
not allow any conflict between his duties as a director and his personal interests. If there is any
potential conflict of interests arising out of any transactions to be entered into between our
Group and our Directors or their respective close associates, the interested Directors shall
declare such interest to the Board at or prior to the meeting of the Board at which the relevant
transactions are to be considered as soon as he becomes aware of the conflicts in accordance
with the Articles, the applicable laws of the Cayman Islands and the relevant Listing Rules. The
interested Directors shall also abstain from voting at the relevant Board meetings in respect of
such transactions and shall not be counted in the quorum in accordance with the Articles. Our
Company will also have independent non-executive Directors who will be appointed to the
audit, remuneration and nomination committees of our Company to monitor the operation of
our Group and be impartially involved in the Board’s decision-making.

In addition, our Group has a senior management team which is capable of carrying out the
business decision of our Group independently. None of our senior management team has any
managerial role or beneficial interest in Morris PRC or has any family relationship with our
Controlling Shareholder or any of their respective close associates.

Having considered the above factors and in light of the non-competition undertakings
given by our Controlling Shareholders in favour of our Group, our Directors are satisfied that
they are able to perform their roles in our Company independently, and are of the view that we
are capable of managing our business independently from our Controlling Shareholders and
their respective close associates after Listing.
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Financial independence

We have an independent financial system and finance team responsible for our own
treasury functions and we have made, and will continue to make, financial decisions based on
our own business needs.

As at 31 December 2013, 2014 and 2015 and 31 August 2016, the amount of total
borrowings of our Group that were secured by the assets of or guaranteed by Mr. Zou and/or
his associates was approximately RMB170.0 million, RMB102.6 million, RMB187.7 million
and RMB200.0 million, respectively. These borrowings will either be repaid prior to the
Listing, or if they are to subsist after the Listing, such guarantees and security will be released,
or replaced with corporate guarantees or replacement security given by one or more members
of our Group upon the Listing.

For the above reasons, our Directors are of the view that our Group is capable of obtaining
financing from external sources without reliance on our Controlling Shareholders after the
Listing and thus there is no financial dependence on them.

Operational independence

Our Directors consider that our Group can operate independently from our Controlling
Shareholders and their close associates. Our Group has obtained all relevant licences necessary
to carry out our businesses, and has sufficient capital, equipment and employees to operate our
business independently from our Controlling Shareholders. We do not rely on our Controlling
Shareholders for operational, administration or human resources and has been carrying out our
own business operations independently. In addition, our organisational structure is made up of
individual departments, each with specific areas of responsibilities. We have also established
a set of internal control measures to facilitate the effective operation of our business.

We also have access to our customers and suppliers who are third parties independently
from and not connected with our Controlling Shareholders and their respective close
associates. We have our own sales and marketing teams which are led by our senior
management, and have our own marketing, distribution and customer relationship operations
which are operated independently from our Controlling Shareholders and their respective close
associates.

Pursuant to the Business Transfer Agreement, Morris PRC has agreed to license all its
furniture division related trademarks to our Company, Haining Gelin Furniture, Zhejiang
Apollo Leather Products, Haining Morris Home Gallery, Haining Morris International and
Mstar International Trading (HK) exclusively. Morris PRC has entered into a trademark
transfer agreement with Haining Gelin Furniture on 31 December 2015 for the transfer of 12
trademarks to Haining Gelin Furniture and has submitted applications to the Trademark Office
of SAIC on 26 February 2016 in relation to the transfer. Out of the 12 trademarks to be
transferred to us under the Trademark Transfer Agreement, two were in the process of
deregistration as at the Latest Practicable Date. Please refer to the subsection headed “B. Our
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intellectual property rights” in Appendix IV to this prospectus for further details. Our PRC
Legal Advisers confirm that the Trademark Transfer Agreement has already taken effect and
there is no legal impediment to the transfer of these trademarks. As it will usually take around
1-2 years to complete the transfer of trademarks in the PRC, Morris PRC as the licensor, further
entered into a Trademark Licence Agreement with the abovementioned subsidiaries of our
Group as the licensees on 31 December 2015 granting royalty-free, exclusive licences of these
trademarks for the period from that date up to the completion of the trademarks transfer. Please
refer to the section headed “Connected Transactions” in this prospectus for further details. As
(i) such licensing arrangement is a transitional arrangement resulted from the Business Transfer
and will cease upon completion of the trademark transfer; and (ii) there is no legal impediment
to the transfer of these trademarks as confirmed by our PRC Legal Advisers, our Directors
consider that such licensing arrangement will not affect the operational independence of our
Group.

On 1 January 2016, certain members of our Group entered into the Lease Agreements with
Morris PRC for the lease of various premises located in Haining, Zhejiang Province for factory,
direct sale store and office use for a term of ten years. Please refer to the subsection headed
“Properties” under the section headed “Business” and the subsection headed “The Lease
Agreements” under the section headed “Connected Transactions” in this prospectus for further
details. Given that (i) the rent payable by our Group under each of the Lease Agreements
represents the prevailing market rent for similar properties in neighbouring areas where the
premises are located, and the terms of the Lease Agreements are fair, reasonable and on normal
commercial terms as confirmed by the Independent Valuer, (ii) our Company does not consider
that such premises are crucial to the operation of our Group as the production lines could be
relocated at a relatively short period of time and low monetary cost, and (iii) there are various
available alternative locations which are suitable for the production of sofas and sofa covers
available for rent at prevailing market rate in Haining, Zhejiang Province, the PRC, our
Directors are of the view that there is no undue reliance by our Group on our Controlling

Shareholders in respect of the leasing arrangements.
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Our Directors believe that even if our Group is required to relocate from any or all of the
leased properties the relocation will not cause any material disruption on our Group’s
operation. We have obtained a quote from an independent logistics company with similar
experience in factory relocations so as to estimate our relocation cost (including but not limited

to the logistic expenses, packaging fee and labour fee) and required time, which are as follows:

Expected cost for
relocation (RMB’000)
Other Expected

expenses total
(labour fee, time for
No. of Logistic packaging relocation
property Property user® expenses fee) (days)*
1 Zhejiang Apollo Leather Products 192 207 7
2 Haining Gelin Furniture 119 7
3 and 4 Haining Morris Home Gallery; 258 7
Haining Morris International; and
The Research and Development
Centre of Haining Gelin
Furniture
* According to the logistics company, the relocation of the above four properties can be processed at the

same time and the expected time for relocation is 7 days in total.

The total expected relocation cost amounts to approximately RMBO0.8 million. The
expected relocation cost and time for relocation are determined by reference to the quotation
and timetable obtained by us from the logistics company. Our Directors consider that the
relocation costs and any adverse impact on our Group’s operation would be minimal. As
disclosed above, pursuant to the Lease Agreements, Morris PRC would bear all the relocation
expenses of our Company if our Company is required to move out of the leased properties upon

expiry or termination of the Lease Agreements.

Furthermore, to minimise the disruption to its operations in the event of relocation, our
Company expects to carry out relocation work in stages instead of ceasing all operations at
once during the relocation, so as to minimise any negative impact on our Company’s

production output and operation.
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DEED OF NON-COMPETITION

Mr. Zou, Ms. Wu and Morris Capital, our Controlling Shareholders (the “Covenantors”,
and each of them, a “Covenantor”), entered into a Deed of Non-competition in favour of our
Company (for itself and as trustee for its subsidiaries) on 10 December 2016:

(a) Subject to the terms and conditions of the Deed of Non-competition, the
Covenantors irrevocably and unconditionally undertakes to and covenants with our
Company (for itself and as trustee for its subsidiaries) that, during the period in
which the Covenantors are subject to the provisions of the deed:

(i)  he/she/it will not, and will procure his/her/its associates and/or the companies
controlled by him/her/it (other than members of our Group) not to, directly or
indirectly, either on his/her/its own account or in conjunction with or on behalf
of any person, firm or company, among other things, carry on, participate or be
engaged in, invest in, acquire or hold (in each case whether as a shareholder,
director, partner, agent, employee or otherwise and whether for interest, return
or otherwise) any business which is or may be in competition with the business
carried on or contemplated to be carried on by any member of our Group from
time to time, including but not limited to the design, manufacturing and sales
of sofas, sofa covers and other furniture products (the “Restricted Business”);

(i1) if he/she/it and/or any of his/her/its close associates has received, is offered or
has identified any business investment or other business opportunity relating to
the Restricted Business (the “New Business Opportunity”), he/she/it and/or
any of his/her/its close associates shall (i) immediately give a notice in writing
to our Company in respect of such New Business Opportunity, setting out all
reasonably necessary information for our Group to make an informed
assessment; and (ii) use his/her/its/their efforts to assist our Company in
acquiring such New Business Opportunity at terms and conditions no less
favourable than those available to him/her/it and/or his/her/its close associates;

(iii) neither he/she/it nor any of his/her/its close associates, directly or indirectly,
carries out, participates or is engaged in, invests in, acquires or holds (in each
case whether as a shareholder, director, partner, agent, employee or otherwise
and whether for interest, return or otherwise) or is otherwise involved (other
than through our Group) in the Restricted Business;

(iv) he/she/it will provide all necessary information for our Directors (including the
independent non-executive Directors) to review his/her/its compliance with
and implementation of the Deed of Non-competition on an annual basis and, if
necessary, make annual statements in respect of his/her/its compliance with
and implementation of the Deed of Non-competition in the annual reports of

our Company;
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(v) he/she/it will allow our Directors, their respective representatives and auditors

to have full access to his/her/its records and/or will procure his/her/its close

associates to use their best efforts to allow our Directors, their respective

representatives and auditors to have full access to their records, in order for

him/her/it to meet the terms and conditions of the Deed of Non-competition;

and

(vi) for so long as he/she/it or any of his/her/its close associates, either alone or as

a whole, remains our Controlling Shareholder (within the meaning of the

Listing Rules) or Director:

ii.

iii.

1v.

he/she/it will not participate in, carry on or invest in any project or
business opportunity that competes or may compete, directly or
indirectly, with the business conducted by our Group from time to time;

he/she/it will, in accordance with the Articles of Association of our
Company and the Listing Rules, declare his/her/its interests and, where
required, abstain from voting at any board meeting and/or general
meeting of our Company and not be counted as quorum where required,
if there is any actual or potential conflict of interests;

he/she/it and his/her/its close associates (other than our Group) will not
solicit any existing or then existing employee of our Group;

without the consent of our Company, he/she/it will not use any
information pertaining to the business of our Group which may have
come to his/her/its knowledge in his/her/its capacity as our Controlling

Shareholder and/or Director for any purposes; and

he/she/it will procure his/her/its close associates (other than our Group)
not to participate in, carry on or invest in any project or business

opportunity mentioned above (except pursuant to paragraph (a) below).

The non-competition undertakings made by the Covenantors do not apply in the following

circumstances:

(a)

if the information on the principal terms of the New Business Opportunity has been

made available to our Group and our Directors, and our Company has confirmed that

it, after review by our Directors, (including the independent non-executive

Directors, provided that the resolution shall be approved by the majority of

independent non-executive Directors at a meeting in the absence of Directors who

have beneficial interest in the project or business relating to such New Business

Opportunity) will, refuse to operate, participate in or carry on such Restricted

Business relating to such New Business Opportunity, then any close associate of the

Covenantors (other than our Group) has the right to participate in, carry on or invest
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(b)

in any Restricted Business relating to such New Business Opportunity that have
previously been offered to our Group, irrespective of the value of such business.
Subject to the foregoing, if the Covenantors or any of his/her/its close associates has
decided to directly or indirectly participate in, carry on or invest in any Restricted
Business relating to such New Business Opportunity, they shall be subject to any
conditions imposed by the independent non-executive Directors and shall disclose to
our Company the terms under which they operate, participate or carry on such

Restricted Business as soon as practicable; and

without prejudice to the principle of (a) above, the undertakings made by the

Covenantors do not apply to any of the following:

(i) holding of shares or other securities issued by our Company or its subsidiaries;

(i1) where a company is a company listed on any stock exchange recognised by
national laws and holds the shares or securities in any company participating
in any Restricted Business, the total interest (within the meaning of Part XV
of the SFO) held by each of the Covenantors and his/her/its close associates is

less than 5% of the share capital of such company; and

(iii) the involvement, participation or engagement in the business of, and/or the
holding of interests by any of the Covenantors and/or his/her/its (their) close
associates in Morris PRC insofar as it does not conduct or is otherwise engaged

in any Restricted Business.

The non-competition undertakings given by our Controlling Shareholders of our

Company will take effect from the date on which dealings in our Shares first commence on the

Main Board and will cease to have any effect upon the earlier of the date on which:

(a)

(b)

our Controlling Shareholders and his/her/its close associates and/or successor,
individually and/or collectively, cease to own 30% (or such percentage as may from
time to time be specified in the Takeovers Code as being the level for triggering a
mandatory general offer) or more of the then issued share capital of our Company
directly or indirectly or cease to be deemed as Controlling Shareholder of our

Company; or

our Shares cease to be listed on the Stock Exchange (except for temporary

suspension of our Shares due to any reason).
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CORPORATE GOVERNANCE MEASURES

Our Directors recognise the importance of incorporating elements of good corporate
governance in management conducive to the protection of the interests of our Shareholders. In
particular, the following corporate governance measures in relation to managing potential
conflict of interests between our Group and our Controlling Shareholders are taken:

(a) our Directors or, if appropriate, disinterested Directors will be responsible for
deciding and given authority to decide, without attendance by any Directors with
beneficial or conflict interests in the new business opportunity, whether or not to
take up a new business opportunity which relates to the development and
manufacture of sofas and is referred to our Group by our Controlling Shareholders.
For this purpose, the disinterested Directors may, from time to time, engage external
professional advisers as they may consider necessary to advise them on the issues
which relate to the above matters;

(b) any transaction (if any) between (or proposed to be made between) our Group and
connected persons will be required to comply with Chapter 14A of the Listing Rules,
including, where applicable, the announcement, reporting and independent
shareholders’ approval requirements and with those conditions imposed by the Stock
Exchange for the granting of waiver from strict compliance with the relevant
requirements under the Listing Rules;

(c) in the event that there is a conflict of interests in the operations of our Group and
our Controlling Shareholders and his/her/its associates, and in respect of any
proposed contracts or arrangements between our Group and our Controlling
Shareholders and its associates, any Director who is considered to be interested in
a particular matter or the subject matter, shall disclose his/her interests to our Board;
and

(d) our independent non-executive Directors shall be delegated with the authority to
review on yearly basis the compliance and enforcement of the Deed of Non-
Competition and will disclose decisions with basis on matters reviewed in our
annual report or by way of announcement to the public in addition to complying with
the disclosure requirements under the Listing Rules. Our Controlling Shareholders
also undertakes to provide all information necessary for the enforcement of the deed
of non-competition as requested by our Company from time to time and confirm
compliance with the Deed of Non-competition to our Company on an annual basis.

On the basis that all Directors (except for Mr. Zou) and senior management of our Group
will not hold any position in the associated companies of our Controlling Shareholders, and
that some of our executive Directors and senior management have extensive and relevant
experience in the sofa production industry, our Directors are of the view that our Board will
have the expertise to transact business which may potentially involve conflict of interests
between our Controlling Shareholders and our Group objectively, impartially and in the best
interest of our Company and our Shareholders as a whole.

Our Directors consider that the above corporate governance measures to be sufficient in
managing any potential conflict of interests between our Controlling Shareholders and our
Group and to protect the interests of our Shareholders, in particular, our minority Shareholders.
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OVERVIEW

Members of our Group have entered into certain transactions with parties who are
connected persons of our Company and these transactions are expected to continue on a
continuing or recurring basis after Listing, thereby constituting continuing connected
transactions for our Group under the Listing Rules.

CONNECTED PERSONS

As at the Latest Practicable Date, Morris PRC was owned as to 85% by Mr. Zou and as
to 15% by Ms. Wu, both being our Controlling Shareholders. Accordingly, Morris PRC is an
associate of Mr. Zou and is therefore a connected person of our Company. Jennifer
Convertibles, Inc. is a subsidiary of Morris PRC and is therefore a connected person of our
Company.

EXEMPT CONTINUING CONNECTED TRANSACTIONS
Trademark Licence Agreement
Principal terms

Pursuant to the Business Transfer Agreement and the trademark transfer agreement
contemplated thereunder, our Company, Haining Gelin Furniture, Zhejiang Apollo Leather
Products, Haining Morris Home Gallery, Haining Morris International and Mstar International
Trading (HK) as licensees (the “Licensees”) entered into trademark licence agreement (the
“Trademark Licence Agreement”) with Morris PRC (the “Licensor”) on 31 December 2015.
Pursuant to the Trademark Licence Agreement, the Licensor grants a royalty-free, exclusive
licence to the Licensees for the use of 12 trademarks (the “Licensed Trademarks”) on their
related products. As confirmed by the PRC Legal Advisers, the Trademark Licence Agreement
and the licence granted to the Licensees to use the Licensed Trademarks do not violate any
applicable PRC laws and regulations.

The Trademark Licence Agreement is effective from 31 December 2015 until the
completion of transfer by the Licensor of all such licensed trademarks to Haining Gelin
Furniture, but no later than three years from the effective date. In the event that the transfer
cannot be completed before the three-year term expires, the Licensor and the Licensees shall
resolve the matter by negotiation.

During the trademark licence period, the Licensor undertakes to be responsible for all
legal and economic liabilities arising out of any trademark infringement claims asserted by
third parties.

For details of the Licensed Trademarks, please see subsection headed “5. Further
information about our Business — B. Our intellectual property rights — (a) Trademarks” in
Appendix IV to this prospectus. For the details of the transfer of the Licensed Trademarks,
please refer to the section headed “Relationship with Controlling Shareholders” in this
prospectus.
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Listing Rules implications

Since the licensed trademarks have been licensed to us on a royalty-free basis and the
Trademark Licence Agreement is a transitional arrangement resulted from the Business
Transfer, our Directors (including the independent non-executive Directors) are of the opinion
that the Trademark Licence Agreement is on normal commercial terms or better. The
transactions contemplated under the Trademark Licence Agreement will constitute de minimis
continuing connected transactions under Rule 14A.76(1) of the Listing Rules upon Listing
which will be fully exempt from shareholders’ approval, annual review and all disclosure

requirements.

NON-EXEMPT CONTINUING CONNECTED TRANSACTIONS

Upon Listing, the following transactions will constitute continuing connected
transactions for our Company which will be exempt from the circular (including independent
financial advice) and independent shareholders’” approval requirement but will be subject to the
announcement and annual reporting requirements under Chapter 14A of the Listing Rules.

The Lease Agreements

Principal terms

Pursuant to the Business Transfer Agreement, Zhejiang Apollo Leather Products, Haining
Gelin Furniture, Haining Morris Home Gallery and Haining Morris International each as tenant
entered into the following respective lease agreements with Morris PRC as landlord on 1
January 2016 (the “Zhejiang Apollo Leather Products Lease Agreement”, the “Haining Gelin
Furniture Lease Agreement”, the “Haining Morris Home Gallery Lease Agreement” and the
“Haining Morris International Lease Agreement”, individually, a “Lease Agreement”, and
collectively, the “Lease Agreements”) for the lease of various premises located in Haining,
Zhejiang Province, PRC (the “Lease Properties™) for factory, direct sale store and office use,
the terms of which are as follows:

Lease Rent per
Agreement Term Tenant Landlord Leased area annum
(sq. m.) (RMB)
Zhejiang Apollo 1 January 2016 to ~ Zhejiang Apollo  Morris PRC 40,226.08 2,896,271.76
Leather 1 January 2026 Leather
Products (both days Products
Lease inclusive)
Agreement
Haining Gelin | January 2016 to  Haining Gelin Morris PRC 19,990.35 1,439,305.20
Furniture 1 January 2026 Furniture
Lease (both days
Agreement inclusive)
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Lease Rent per
Agreement Term Tenant Landlord Leased area annum
(sq. m.) (RMB)
Haining Morris 1 January 2016 to  Haining Morris ~ Morris PRC 39,312.00 2,830,464.00
Home Gallery 1 January 2026 Home Gallery
Lease (both days
Agreement inclusive)
Haining Morris 1 January 2016 to  Haining Morris ~ Morris PRC 1,000.00 72,000.00
International | January 2026 International
Lease (both days
Agreement inclusive)

Each of the Lease Agreements has a term of ten years commencing from 1 January 2016
to 1 January 2026. Pursuant to the respective Lease Agreements, Zhejiang Apollo Leather
Products, Haining Gelin Furniture, Haining Morris Home Gallery and Haining Morris
International (as the case may be) (i) could renew the Lease Agreements unilaterally upon
expiry by three months’ prior notice; (ii) has the right of first refusal if the Lease Properties
are offered for sale; (iii) could terminate the Lease Agreements unilaterally if they consider that
the Lease Properties cannot fulfill their production and operational requirements; and (iv)
Morris PRC would bear all the relocation expenses if they are required to move out of the
Lease Properties upon expiry or termination of the Lease Agreements.

HKFRS 16 Leases will supersede HKAS 17 Leases and other standards on leases under
HKFRSs and is effective from 1 January 2019. Under HKFRS 16 lessees no longer distinguish
between a finance lease and an operating lease. Instead, for virtually all lease contracts the
lessee will recognise a lease liability reflecting future lease payments and a “right-of-use”
asset. Lessees recognise interest expense on the lease liability and a depreciation charge on the
“right-of-use” asset. The Group is currently assessing the impact of this standard upon
adoption.

Pricing policy

The rent under each of the Lease Agreements is determined at arm’s length and reflects
the market rents. As confirmed by the Independent Valuer who is an Independent Third Party,
(i) the rent charged by Morris PRC under each of the Lease Agreements represents the
prevailing market rent for similar properties in neighbouring areas at which the Lease
Properties are located; and (ii) the terms of the Lease Agreements are fair, reasonable and on
normal commercial terms.

Historical transaction amounts

Our Group did not enter into any lease agreement in respect of the Lease Properties for
the years ended 31 December 2013, 2014 and 2015 since Morris PRC and our Group were
operated as a single unit before the Business Transfer. As such, our Group had occupied the
Lease Properties without payment of rent for the years ended 31 December 2013, 2014 and
2015. For the eight months ended 31 August 2016, the aggregate rent paid by our Group to
Morris PRC was approximately RMB4.8 million.
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Annual caps

The rent per annum payable under each of the Lease Agreements shall not exceed the
annual caps set out below:

Lease Agreements Year ending 31 December
2016 2017 2018
(RMB) (RMB) (RMB)

Zhejiang Apollo Leather Products

Lease Agreement 2,896,277.76  2,896,277.76  2,896,277.76
Haining Gelin Furniture

Lease Agreement 1,439,305.20 1,439,305.20 1,439,305.20
Haining Morris Home Gallery

Lease Agreement 2,830,464.00 2,830,464.00 2,830,464.00
Haining Morris International

Lease Agreement 72,000.00 72,000.00 72,000.00
Total: 7,238,046.96  7,238,046.96  7,238,046.96

Basis of annual caps

Our Directors confirm that the annual caps in respect of each of the Lease Agreements are
determined on normal commercial terms and with reference to the rent per annum payable
under the Lease Agreements.

Listing Rules implications

Since the highest relevant percentage ratio under the Listing Rules in respect of the
transactions contemplated under the Lease Agreements is expected to be, on an annual basis,
less than 5%, the transactions will be exempt pursuant to Rule 14A.76(2) of the Listing Rules
from the circular (including independent financial advice) and independent shareholders’
approval requirement but will be subject to the announcement, annual reporting and annual
review requirements under Chapter 14A of the Listing Rules.

Jennifer Convertibles Sales Agreement
Principal terms

Mstar International Trading (HK) entered into a sales agreement with Jennifer
Convertibles, Inc. (the “Jennifer Convertibles Sales Agreement”) on 1 January 2016,
pursuant to which our Group agreed to supply sofas to Jennifer Convertibles, Inc.

The Jennifer Convertibles Sales Agreement is valid until either (i) the expiry of a period
of three years or (ii) the date on which Jennifer Convertibles, Inc. ceases to be our connected
person, whichever comes earlier. Both parties to the agreement may negotiate to extend the
agreement for a further term of three years within two months before the expiry of the
three-year term of the agreement unless the agreement is terminated due to Jennifer
Convertibles, Inc. ceasing to be our connected person.
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Pricing policy

The price of the sales of sofas by our Group to Jennifer Convertibles, Inc. shall be
determined on an arm’s length basis with reference to (i) the average selling price of the
products of comparable type and model sold to Independent Third Parties in the twelve-month
period prior to the relevant transaction; or (ii) where there is no such average selling price
available, any most recent available sale price of products of comparable type and model sold
to the Independent Third Parties; or (iii) the prevailing market price for the sale of products of
comparable type and model, which should be in any event no less favourable to our Group than

is available to Independent Third Parties.

Historical transaction amounts

The historical transaction amounts of sales by our Group to Jennifer Convertibles, Inc. are
set out below:

Eight months ended
Year ended 31 December 31 August
2013 2014 2015 2015 2016
(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)

Total revenue 70,671 34,135 31,609 19,190 30,241

Sales to Jennifer Convertibles, Inc. increased by 57.6% from approximately RMB19.2
million for the eight months ended 31 August 2015 to approximately RMB30.2 million for the
eight months ended 31 August 2016, which was primarily attributable to the substantial
increase in demand from Jennifer Convertibles, Inc. due to its double-digit growth in sales in
the first half of 2016. Up to the Latest Practicable Date, our sales to Jennifer Convertibles, Inc.
amounted to approximately RMB30.2 million. Our Directors confirm that our Group will cease
to supply products to Jennifer Convertibles, Inc. this year when our sales to Jennifer
Convertibles, Inc. reach the annual cap for the year ending 31 December 2016.

Annual caps

The maximum aggregate annual amount of sales by our Group to Jennifer Convertibles,
Inc. for the years ending 31 December 2016, 2017 and 2018 shall not exceed the caps set out

below:
Year ending 31 December
2016 2017 2018
(RMB’000) (RMB’000) (RMB’000)
Total revenue 32,000 32,000 32,000
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Basis of annual caps

In determining the above annual caps, our Directors have considered (i) the historical
transaction amounts of sales by our Group to Jennifer Convertibles, Inc., (ii) the prevailing
market prices of sofas of comparable type and model, and (iii) our Group’s anticipated supply
of sofas to Jennifer Convertibles, Inc. and under the assumption that (1) our supply to Jennifer
Convertibles, Inc. will generally maintain stable for the three years ending 31 December 2018;
and (2) there will not be material fluctuation in market price of the relevant sofas for the three
years ending 31 December 2018.

Listing Rules implications

Since the highest relevant percentage ratio under the Listing Rules in respect of the
transactions contemplated under the Jennifer Convertibles Sales Agreement is expected to be,
on an annual basis, less than 5%, the transactions will be exempt pursuant to Rule 14A.76(2)
of the Listing Rules from the circular (including independent financial advice) and independent
shareholders’ approval requirement but will be subject to the announcement, annual reporting
and annual review requirements under Chapter 14A of the Listing Rules.

DIRECTORS’ VIEW

Our Directors, including the independent non-executive Directors, are of the view that the
continuing connected transactions described in this section, which have been and shall be
entered into in the ordinary and usual course of business of our Company, are on normal
commercial terms and are fair and reasonable and in the interests of our Company and
shareholders as a whole. Our Directors, including the independent non-executive Directors, are
of the view that the proposed annual caps for the non-exempt continuing connected transaction
described in this section are fair and reasonable and in the interests of our Company and
shareholders as a whole. Having considered (i) the proposed use of the Lease Properties; (ii)
that the operation of the Group is expected to be longer than three years; (iii) that long-term
nature of the Lease Agreements will prevent the occurrence of relocation costs and any
unnecessary initial investment costs; and (iv) that lease agreements of short duration may give
rise to uncertainties on the stability of production and be disadvantageous to the Group from
commercial perspective, our Directors confirm that the duration of the Lease Agreements,
which is longer than three years, is required and it is normal business practice for the Lease
Agreements to be of such duration as this would minimise the risk of potential disruption to
the Group’s business operations.

CONFIRMATION FROM THE SOLE SPONSOR

The Sole Sponsor is of the view that the continuing connected transactions as described
in this section have been and shall be entered into (a) in the ordinary and usual course of
business of our Company, are on normal commercial terms, are fair and reasonable and in the
interests of our Company and shareholders as a whole, and that the proposed annual caps for
these transactions referred to in this section are fair and reasonable and in the interests of our
Company and shareholders as a whole; and (b) each of the Lease Agreements was entered into
to minimise the risk of potential disruption to the business operations of our Group and confirm
that it is normal business practice for our Company to enter into the Lease Agreements of a
term longer than three years.

~234 -



CONNECTED TRANSACTIONS

APPLICATION FOR WAIVER

In respect of the transactions described under the subsection headed “Non-exempt
Continuing Connected Transactions” under this section, as one or more of the applicable
percentage ratios (other than the profits ratio) under the Listing Rules is expected to be more
than 0.1% but less than 5% on an annual basis, such transactions are subject to the
announcement requirement as set out in Rule 14A.35 of the Listing Rules, annual reporting
requirements as set out in Rules 14A.49 and 14A.71 of the Listing Rules and the annual review
requirements as set out in Rules 14A.55 to 14A.59 and 14A.71(6) of the Listing Rules.

As described above, we expect the non-exempt continuing connected transaction to be
carried out on a continuing basis and to extend over a period of time. Our Directors therefore
consider that strict compliance with the announcement requirements under the Listing Rules
would be impractical and unduly burdensome and would impose unnecessary administrative

costs upon us.

Accordingly, we have applied for, and the Stock Exchange has granted to us, a waiver
from strict compliance with the announcement requirement relating to the continuing
connected transactions under Rules 14A.35 of the Listing Rules in respect of the transaction
described under the subsection headed “Non-exempt Continuing Connected Transactions”

under this section.

We will, however, comply at all times with other applicable provisions of the Listing
Rules in respect of these non-exempt continuing connected transactions including without
limitation Rules 14A.34, 14A.49, 14A.51 to 14A.59 and 14A.71.

In the event of any future amendments to the Listing Rules imposing more stringent
requirements than those as at the date of this prospectus on the continuing connected
transactions referred to in this section, we will take immediate steps to ensure compliance with

such new requirements.
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OVERVIEW

We principally engage in the manufacturing of sofas and sofa covers in the PRC with an
integrated design, manufacturing, sales and marketing operation. We mainly export “Morris
Holdings Limited” branded sofas to customers in the U.S. as well as sell “Morris Zou” branded
sofas and other furniture products domestically through our direct sale stores in Zhejiang
Province, the PRC. According to the Euromonitor Report, we are one of the top three PRC
upholstered sofa manufacturers in terms of export value to the U.S. in 2015.

We sell a wide range of sofas including stationary sofas and motion sofas, with or without
smart home features, under the brand “Morris Holdings Limited” and sofa covers
predominantly to overseas markets, including the U.S., Canada, United Kingdom, Australia,
Ireland and Korea. Our customers of sofas include some of the largest furniture retail chains
and retail warehouse clubs located in the U.S. Such sofas are mainly targeted at overseas
consumers who tend to have greater demands regarding the quality and functionality of sofas.
The U.S. market is our key export market. Sales to the U.S. market accounted for more than
90% of our revenue for each of the years ended 31 December 2013, 2014 and 2015 and the
eight months ended 31 August 2016.

Our manufacturing facilities are located in Haining, Zhejiang Province, PRC. As at the
Latest Practicable Date, we operated 15 production lines for sofas, 25 production lines for sofa
covers and one production line for other furniture products. Our production facilities in PRC
occupied a combined area of 99,529 sq.m. of land and were capable of producing
approximately 892,000 pieces of sofas, 1,613,000 pieces of sofa covers and 11,000 pieces of
other furniture products per year.

For the years ended 31 December 2013, 2014 and 2015 and the eight months ended 31
August 2016, our revenue was approximately RMB984.0 million, RMB&824.7 million,
RMB926.5 million and RMBS581.6 million, respectively, and our net profits were
approximately RMB33.5 million, RMB24.4 million and RMB83.1 million and RMB40.1
million, respectively.

RECENT DEVELOPMENT

From 1 September 2016 and up to the Latest Practicable Date, our production capacity
generally remained at a similar level as that of the year ended 31 December 2015. As at the
Latest Practicable Date, we were still in the preparation stage of setting up our production
facility in Cambodia.

Our Directors consider that the effect of the recent slowdown in global economy on our
Group’s financial position is minimal, given that the economy of the U.S. has maintained
relatively stable with its gross domestic product increased by 1.8% in the third quarter of 2016
compared to the second quarter of 2016, and its disposable personal income increased by 0.2%
in October 2016 compared to September 2016, according to the Bureau of Economic Analysis
of the U.S. Department of Commerce. For the eleven months ended 30 November 2016, the
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total export value of our sofas and sofa covers decreased slightly by approximately 3.7% as
compared to the same period last year. The U.S. dollar continued to appreciate against
Renminbi in the period from September to November of 2016 with the daily mid-point ranged
from a low of US$1.00 to RMB6.6513 on 22 September 2016 to a high of US$1.00 to
RMB6.9168 on 25 November 2016 as compared to a low of US$1.00 to RMB6.4565 on 3 May
2016 to a high of US$1.00 to RMB6.6971 on 19 July 2016 for the eight months ended 31
August 2016 as announced by the PBOC. The U.S. dollar further appreciated against Renminbi
in December 2016, with the daily mid-poin